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Uncertainty around trade tensions are back to the fore again. The Trump administration
has confirmed it will not extend the exemptions on US tariffs that were imposed on
Canada, Mexico and the EU. Now that the US tariffs on steel and aluminium products are
in effect, we are Tikely to see retaliatory tariffs on US imports by the EU and Canada.
Furthermore, it Tlooks Tike the recent victory of trade agreements between the world’s
two largest economies on 22 May was short-Tived. Despite several trade relaxations by
China, Trump has announced that tariffs and investment restrictions on China will be
formalised on June 15 and 30 respectively. We believe Trump’s more aggressive stance was
in retaliation to the domestic criticism he has received on being too Tenient towards
China recently. So far, the extent on interruption seems contained since the steel and
aluminium tariffs account for less than 2% of US imports and an even smaller portion is
affected since countries including Australia remain exempted. Added to that, us$50bn of
Chinese 1imports equate to less than 2% of US imports. From a historical standpoint, the
current trade wars are of a much lower magnitude 1in comparison to the 1929 or 1971
tariff hikes that reached 20% and 10% respectively. Although the metal tariffs cover a
narrow range of imports so far, the real threat for financial markets is that a tit-for-
tat spiral could widen the scope and magnitude of products and imperil global growth.

Sentiment clouds strong fundamental of base metals

US trade announcements are rattling industrial metal markets evident from the shift in
sentiment. Aluminium prices were amongst the largest beneficiaries, soaring 26%, marking
a 7-year high since the announcement on April 6th of US sanctions against Russia. Fears
of supply disruption were exacerbated when two of the world’s Targest miners - Glencore
and Rio Tinto declared force majeure on some of their aluminium contracts in Russia. The
sanctions on Russian aluminium producer Rusal had a large part to play 1in nickel’s
upward price momentum. Despite the unlikelihood of sanctions being imposed on Russian
nickel producers, the anticipation of tightening supply helped trigger a substantial
build-up of speculative Tong positioning of nickel futures.

Figure 1: Performance vs Sentiment
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Source: Bloomberg, WisdomTree, Commodity and Futures Trading Commission (CFTC), London Metal Exchange (LME), data available as of

close 31 May 2018.

Past performance is not indicative of future results. You cannot invest directly
in an Index.

Fundamentals of base metals remain positive

while performance of the industrial metals complex has so far been subdued in 2018, we
still believe fundamentals remain intact for most metals. And given their procyclical
nature, industrial metals stand to benefit, as we enter the Tlate phase of the expansion
cycle.

In the case of nickel, the outlook for the global nickel market remains upbeat as the
global supply deficit has been revised higher in 2018 by the International Nickel Study
Group (INSG). Despite a 7% increase in supply owing to higher nickel pig iron production
in china and Indonesia, the <increased supply will continue to Tag demand. INSG has
revised its demand outlook higher owing to increased usage from stainless steel (the
Targest nickel consumer) and battery technology.

Copper is expected to post a moderate supply surplus of 43,000 tons in 2018 for the
first time 1in nine years according to the International Copper Study Group (ICSG). We
believe the ICSG has discounted the Tikelihood of any supply disruptions this year.
Extension of the collective agreements at Escondida mine are up for renewal mid-year and
preliminary talks so far have led nowhere. Last year, strikes at this mine caused a
sizeable supply outage on the copper market. Added to that, this week the Tamil- Nadu
state government 1in 1India has ordered closure of Vedanta’s 400kt sSterlite copper
smelter, owing to environmental concerns. While it is uncertain if the closure is
permanent, the absence of the Sterlite smelter jeopardises 1.7% of global copper supply.
This alone can swing the market back in a deficit in 2018. on the demand side, ICSG
expects demand to grow by 3%, driven by infrastructure development in China and India.
while recent activity data in China has been mixed, china’s official Purchasing Managers
Index rose to an eight-month high of 51.9 in May, signalling continued expansion.

In the case of aluminium, now that US tariffs imports are in effect, we expect further
supply disruptions to keep the aluminium market on tender hooks. A market that was seen
to be permanently in surplus last year is now 1likely to face deficits.
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According to the Tatest assessments by the International Lead and zinc Study Group
(ILzSG), the zinc market 1is to remain in a deficit in 2018, albeit Tower than Tlast
year’s deficit (evident from the chart above) owing to pro-cyclical increase in supply.
Meanwhile, the supply deficit on the Tead market is expected to be considerably Tower 1in
comparison to the previous year owing to a ramp up in production in both mines and
smelters. Demand is forecasted to rise by 2.7% this year, with demand from batteries
accounting for its highest usage despite the emergence of alternative technologies.

Figure 2: Metals supply in a deficit
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Source: ICSG, INSG, ILZSG, WisdomTree, data available as of close 30 may 2018.

Past performance is not indicative of future results. You cannot invest directly
in an Index.

conclusion

The fundamental story for the industrial metals market remains intact. wWhile more supply
is coming on stream, as producers take advantage of higher prices, most metal markets
continue to remain in a supply deficit. while we expect the tariff trade wars to keep
volatility elevated among metals, we remain constructive on the Tong term growth story
for industrial metals.

View the online version of this article here.
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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.
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