WISDOMTREE BLOG

Tightening fundamentals bolster prospects
for copper

Published 4 April 2024

Aneeka Gupta
Director, Macroeconomic Research, WisdomTree Europe

Key Takeaways

» Acollapse in spot treatment and refining charges provides an important signal for copper’s future price
trajectory

e Supply setbacks have the potential to tighten the global copper market

e The long-term prospects for the copper market remain optimistic owing to demand from the energy
transition and China

e Related Products WisdomTree Copper, WisdomTree Copper - EUR Daily Hedged, WisdomTree
Copper 3x Daily Leveraged, WisdomTree Copper 2x Daily Leveraged, WisdomTree Copper IE Find
out more

Copper rose above US$9000 per tonnel after trading in a range for an extended duration. The catalyst
driving the price rise was the news from major copper smelters in China who have pledged to curb output
in response to a tightening copper ore market.
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Source: Bloomberg, WisdomTree. Daily data in USD/MT, from 18 March 2023 to 18 March 2024. Historical
performance is not an indication of future performance and any investments may go down in value.

This comes on the heels of a collapse in spot treatment and refining charges declining to record lows. Spot
charges in China fell to US$9.4 per tonne last week2, marking an 80% decline since the start of the year.
This matters because treatment and refining charges are the fees paid to smelters to convert concentrate
into metal, so they provide an important signal for copper’s future price trajectory.

A tighter supply of concentrates leads to a decline in these charges. The fall in treatment charges is not only
a reflection of the tightening concentrates market but also of an expansion in copper smelter capacities in
China. This has largely been driven by China’s strategic need for copper, as it aims to become a leader
in the energy transition race. According to the National Bureau of Statistics (NBS), China’s production of
refined copper surged 13.5% annually to 12.99mn tonnes.

Copper inventories hit seasonal highs on the Shanghai Futures Ex-
change (SHFE)

Copper inventories in the Shanghai Futures Exchange (SHFE) have reached their highest level since 2020.
The deliveries into warehouses are not unusual in Q1, with seasonality heavily influenced by the Lunar
New Year Holidays. What remains key will be the extent and effectiveness of the pledged smelter curbs by
major Chinese smelters.
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Source: Bloomberg, WisdomTree. Daily data from 18 March 2023 to 18 March 2024. Historical perfor-
mance is not an indication of future performance and any investments may go down in value.

It is important to note that the impact of China’s capacity controls on refined copper will depend on the
details of the production cuts. The group of 19 smelters stopped short of coordinated production cuts but
did vow to re-arrange maintenance work, reduce runs, and delay the startup of new projects.

Supply setbacks have the potential to tighten the global copper market

Supply setbacks at global mines also point in the direction of a tightening global copper market. In Panama,
Canada’s First Quantum mine has ignited widespread protests in the country and has been forced to shut
down activity. Cobre Panama copper mine, one of the largest sources of copper, accounts for 1.5% of
global copper output. It accounted for 2.5% of China’s copper concentrate imports last year. Copper mines
currently in operation are also nearing their peak owing to declining ore grades and reserves exhaustion.
Escondida in Chile, the world's largest copper mine, has already reached its peak. Its production in 2025
is expected to be at least 5% lower than its current levels. In Chile, Codelco, the world’s biggest supplier of
copper, is struggling to return production to pre-pandemic levels of about 1.7mn tonnes a year by the end
of the decade (from around 1.3mn tonnes this year owing to ageing assets and declining ore grades). At
the same time, there remains a dearth of high-quality, large-scale projects in the pipeline that could drive
the copper market into a deficit as demand from the green energy sector garners momentum.
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The copper concentrate supply contracts, that set processing charges for 2024, have been fixed at 9%
lower, providing yet another sign that the copper ore market is tightening as smelters expand3. This would
be the first fee fall since 2021 after attaining a six-year high last year. While the global refined copper market
was expected to be fairly balanced in 2024, the shortfall in mine supply points us toward a deficit. The
extent of this deficit will largely depend on the scope of Chinese smelters' production curbs alongside the
prospects of copper demand resuming in Q2 2024 (which historically is seasonally the strongest quarter
for copper demand).

Refined copper market heading towards deficit
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Source: CRU, WisdomTree as of 31 January 2024. Forecasts are not an indicator of future performance
and any investments are subject to risks and uncertainties.

China and the energy transition remain supportive for copper demand

We remain optimistic over the long-term prospects for the copper market spurred by rising demand from
the energy transition. Copper is a highly conductive and cost-effective metal which makes its usage ideal
for a wide array of electricity-related renewable energy technologies. While the energy transition appears to
be in a lull, owing to the impact of the higher rate environment, the momentum is expected to reaccelerate
as interest rates ease, which should remain supportive for higher copper demand. A slowdown in China,
the world’s biggest consumer of copper, has been a bottleneck for copper demand last year. However,
housing starts are beginning to recover and further improvements to China’s weak property sector should
also support copper prices. Amidst the supply setbacks facing the copper market, we expect production
to expand at a slower pace versus demand, which should support prices.
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China Property Construction Begins to Turn
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Source: Bloomberg, WisdomTree as of 29 February 2024. Historical performance is not an indication
of future performance and any investments may go down in value.

Sources
1 Bloomberg as of 18 March 2024

2 Fastmarkets, weekly data
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Important Risks Related to this 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 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 oer for sale nor a solicitation of an oer 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 aer seeking independent investment, tax
and legal advice.

The application of regulations and tax laws can oen lead to a number of dierent 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 aer 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 oering 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
ailiate, nor any of their respective oicers, 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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