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Summary 

 

 Industrial metals have been in a bear market since 2011. 

But over the past few months, their prices have been 

rising. 

 Zinc copper and nickel are likely to be in a supply deficit 

this year, as mining activity has been pared back and 

demand remains robust. 

 After decelerating since 2009, Chinese industrial output 

appears to be forming base, providing a platform for 

industrial metals to shake off the negative sentiment that 

has beset the asset class. 

 Investor sentiment, while recovering, has further 

improvements to make which should see the rally continue 

for some time. 

The beginning of a recovery 

After falling for most of the past five years, industrial metal 

prices started rising in recent months. Aluminium and lead 

began to head higher in November 2015, while nickel only 

joined the pack in February 2016. The price gains since the 

trough have been in the double digits across the board, albeit 

from a low base. However, we have by no means recovered 

losses that have been sustained in the down-leg of the cycle 

that lasted for close to five years. Industrial metal prices on 

average more than halved during the bear market as analysts 

revised their expectations for China’s demand growth. 

 Aluminum Copper Zinc Nickel Lead Tin 

Price recovery since 
trough so far 

11% 16% 24% 24% 19% 31% 

Days of recovery so 
far 

106 53 56 26 106 53 

Price loss in down-
leg of cycle 

-49% -58% -43% -74% -46% -60% 

Months of the down-
leg in cycle 

54 59 59 60 55 57 

% of loss recovered 
so far 

12% 12% 31% 8% 22% 21% 

Source: Bloomberg, ETF Securities, as of 08/03/2016 

China’s industrial output finding a base 

Industrial metals prices were rallying close to 95% year-on-

year at the beginning of 2010, following a bounce-back in 

China’s industrial output after the worst of the global financial 

crisis was over. However, as China has progressively been 

targeting lower levels of growth, analysts have been revising 

downward the country’s industrial metal demand growth. 

While industrial output growth in China has never been 

negative, it has decelerated from close to 20% y-o-y in 

November 2009 to 6% y-o-y in December 2015. However, in 

2015, industrial output growth has remained stable at around 

6% in each month and appears to have formed a base. China’s 

consumption of aluminium, copper, nickel and zinc increased 

in 2015 according to data from the World Bureau of Metal 

Statistics. 

 

Source: Bloomberg, ETF Securities 

 
Source: Bloomberg, World Bureau of Metal Statistics 
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Production also being pared back 

Although consumption of metals continued to rise in 2015, so 

did production, which meant that most metals remained in a 

production surplus in 2015. But supply-side destruction has 

commenced. Cuts in capital expenditure (CAPEX) by mining 

companies have been the most aggressive on record (our data 

begins in 1996). Cuts in CAPEX mean that depletion in 

currently producing mines will not be replaced by new supply 

and will contribute to market tightness with a lag. 

Source: Bloomberg, ETF Securities 

Forecasts from the major intergovernmental metal study 

groups point to many metals including zinc, copper and nickel 

falling into a supply deficit this year as those cuts in CAPEX 

bite into supply. Copper may have already been in a supply 

deficit in 2015 when accounting for the fact bonded stocks in 

China were drawn on1.  

 

Source: International Copper Study Group, International Lead and Zinc Study Group, 
International Nickel Study Group, ETF Securities, Bloomberg 

Markets recognising the firmer 
fundamentals 

Sentiment toward industrial metals has been improving in 

recent weeks, judging by futures market net speculative 

                                                        
1 Consumption data used by the intergovernmental agencies is based on ‘apparent’ 
consumption or disappearance and does not factor in the movement in stocks. However in 
China, where programmes to use stocks as collateral for financing are large, a small percentage 
withdrawal in stocks can signify a real increase in consumption demand. The International 
Copper Study Group produces an estimate of movement in bonded stocks to supplement the 
data on apparent consumption. 

positioning. Speculative positioning in COMEX copper futures, 

which has the longest history of data, has been net short since 

2011 and by January 2016, peak bearishness was hit with 

positioning falling more than 2 standard deviations below its 5-

year historic average. From this low base, positioning has 

recovered and is now less than 1 standard deviation below its 5-

year historic average. 

However, there is still a significant amount of recovery left for 

copper positioning to normalise. The momentum is now more 

positive and we believe improving sentiment will continue to 

drive copper prices higher. 

Source: Bloomberg, ETF Securities. Net positioning measured in 1000s of contracts as of 
01/03/2016 

Positioning data for other metals don’t have as much history 

(LME non-commercial positioning data series start in 2014) 

and so it is difficult to judge just how high speculative 

positioning needs to be to signal a break out of bear market 

conditions. But it is clear that speculative positioning has 

increased for other metals. Aluminium, nickel and zinc 

positioning are approaching series’ averages, while lead and tin 

are above. 

Source: Bloomberg, ETF Securities. Net positioning measured in 1000s of contracts as of 
01/03/2016 

We believe that as long as the global economic recovery 

continues apace (even factoring in the lower target level of 

Chinese economic activity), industrial metals demand will 

absorb expected supply and the recent market recognition of 

the firmer fundamentals will drive further positive momentum 

for the asset class. 
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Important Information  

General  

This communication has been issued and approved for the purpose of section 21 of the Financial Services and Markets Act 2000 by ETF Securities (UK) Limited (“ETFS UK”) 
which is authorised and regulated by the United Kingdom Financial Conduct Authority (the “FCA”).   

The information contained in this communication is for your general information only and is neither an offer for sale nor a solicitation of an offer to buy securities. This 
communication should not be used as the basis for any investment decision. Historical performance is not an indication of future performance and any investments may go 
down in value.  

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.  

This communication may contain independent market commentary prepared by ETFS UK based on publicly available information. Although ETFS UK endeavours to ensure 
the accuracy of the content in this communication, ETFS UK does not warrant or guarantee its accuracy or correctness. Any third party data providers used to source the 
information in this communication make no warranties or representation of any kind relating to such data. Where ETFS UK has expressed its own opinions related to product 
or market activity, these views may change. Neither ETFS UK, 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 publication or its contents. 

ETFS UK is required by the FCA to clarify that it is not acting for you in any way in relation to the investment or investment activity to which this communication relates. In 

particular, ETFS UK will not provide any investment services to you and or advise you on the merits of, or make any recommendation to you in relation to, the terms of any 

transaction.  No representative of ETFS UK is authorised to behave in any way which would lead you to believe otherwise. ETFS UK is not, therefore, responsible for providing 

you with the protections afforded to its clients and you should seek your own independent legal, investment and tax or other advice as you see fit. 396 
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