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Aluminum is a key raw material in supporting the national economic 

development. China’s primary aluminum industry has been expanding 

rapidly after the 21
th
 Century. It is now entering the important period of 

structural adjustment and upgrading from volume to quality. The industry 

now faces a series of problems like slowdown macro economy, surplus 

capacity, weak consumption, high inventory and malicious speculation, 

which threaten the stable operation of the industry and deteriorate the 

existing pessimistic mood.  But we believe the industrial players might 

be wrong to the industrial fundamental and there are some positive 

changes we should pay attention to.  

 

Firstly, the decline of the average production cost of aluminum industry is 

exaggerated. Power cost, the dominating factor in affecting aluminum 

production cost, accounts for 40%. Average electricity price has fallen to 

0.27 kwh currently with the continuous decline of coal price, higher 

power proportion from captive power plants, the further implementation 

of preferential electricity price and output cut in regions of high 

electricity price. There are around 33Mtpy of capacity in operation, of 



which 21% uses grid electricity. Aluminum smelters have shouldered 

increasing operation pressure due to the continuous falling aluminum 

price since Q2. Aluminum smelters using grid electricity in Henan, 

Shanxi, Yunnan, Guizhou, Guangxi, Gansu, Qinghai, Ningxia and Inner 

Mongolia have received government subsidy or preferential electricity 

price at different extent, lowering electricity price by 0.05y/kwh. 

 

The news gains excessive market attention and its influence is also 

overstated. Actually it just lowers the industrial average production cost 

by 143 y/t.  

 

The current average full production cost in primary aluminum industry is 

12,000 y/t (including tax), which is higher than the aluminum market 

price. No aluminum smelter can earn profit. Sichuan, Gansu, Qinghai and 

Guangxi suffer the heaviest losses of 3,500 y/t, and even Shandong 

province, the most cost-competitive region, suffer 1,000 y/t of loss. The 

current average cash production cost is 10,300 y/t, which means 64% 

capacity is in losses. Of which 28% capacity is in over 2,000y of per 

tonne loss and 26% between 1,000-2,000y/t.  

 

Secondly, the industry is in flexible production so as to ease supply 

pressure. The current aluminum price has declined to the new low since 



1992 and production cost is significant higher than the price. Aluminum 

smelters all cut part of full output, stop production, advance or delay 

maintenance and eliminate outdated capacity in hope to protection cash 

flow and cut losses, with a total capacity of 3.50Mtpy, which eases supply 

pressure. Daily aluminum output has begun declining since June, falling 

from the 91,900t in June to 86,300t in October, equivalent to an capacity 

cut of 2.04Mtpy.  

 

It is essential for aluminum smelters to conduct flexible production under 

the current environment. It can reduce the cash loss, lighten the capital 

pressure of enterprises and ensure a safe capital chain. Compared with 

full production, unit production cost of raw material and electricity, 

financial expenses on diminishing liquidity of flexible production won’t 

change, and the rising cost of labor and depreciation can be controlled 

within 60 y/t, which can be neglected compared with the per tonne 

aluminum loss. Therefore, an appropriate output cut (15%-30% of the 

total capacity) won’t drive up the unit production cost, and lowering loss 

by cutting output is obvious.  

 

As for local government, a totally closed enterprise has a huge impact on 

local economic development, financial credit safety, employment, social 

stability and the production operation of the upstream and downstream 



industries, while the flexible production will minimize the bad effect. We 

estimate capacity in flexible production and low efficient capacity be 

eliminated will total 5Mtpy at the end of 2015.  

 

Thirdly, with regard to the market demand, the prospect of aluminum 

consumption is still quite promising. During the period of 10th Five Year 

Plan and 11th Five Year Plan, the rapid escalation of China’s 

industrialization and urbanization presented a fast growing and 

concentrating trend of aluminum consumption. The growth rate of 

aluminum consumption was much larger than the GDP growth in the 

same time. Entering into the 12th Five Year Plan period, China’s 

economy stepped into the post industrialization period, whose 

development was transferred into the New Normal Status featured by the 

change of high speed growth to intermediate to high speed growth. 

Meantime, the aluminum consumption also represented a slowdown trend. 

But in this period, the growth rate of Chinese aluminum consumption was 

still at a high level compared with other countries. At the same time, 

China’s aluminum consumption started quite late compared with other 

developed countries. China’s aluminum usage level is quite low and its 

social finished products stocking level is only 10% of the U.S. Level, and 

stocking level of finished products per capita is even lower. Comparing to 

developed countries, the width and depth of China’s aluminum 



application have more potential to be expanded. 

 

In the past ten years, when China’s economic scale (GDP) increased by 

each 1 trillion yuan, there will be an increase demand for the aluminum 

consumption by 640,000t. This sort of growing trend will last 8 to 10 

years. The growing space and development potential of aluminum 

consumption in the field of green building and light weighting 

transportation look especially great. The continuous new emerging 

applications of aluminum help to promote the improvement of both 

quality and quantity of aluminum consumption. We estimate China’s 

aluminum consumption will touch a height at 44 million tonnes per year, 

which means there is still a growing space of 10 million tonnes before 

touching the height. After that, the aluminum consumption will stay at the 

height for a longer time. 

 

Finally the current aluminum price has drifted far away from the 

fundamentals, which may be the result of striking by institutional 

investors. In a long term, the aluminum price is mainly decided by the 

market supply and demand relation, which fluctuates around the 

production line slightly. Meantime, the aluminum futures are always one 

of the less active trading commodities in Shanghai Futures Exchange. 

The historical interest held by long and short positions totaled around 



300,000 lots. But since the mid October of this year, the activeness of 

aluminum futures suddenly escalated, with the interest level of both sides 

being increased to 800,000 lots. During a short period, the active 

aluminum futures contract’s price suffered a slump. From mid October to 

early November, the three month aluminum contract on SHFE decreased 

by 1,300yuan/t. The aluminum price on the main spot market also 

showed a great slump. At the same time, under the impact of SHFE 

aluminum contract price slump, the aluminum price of LME also suffered 

big drops. The change of aluminum price in recent period has nothing to 

do with the supply and demand fundamentals, but was the result of over 

speculation by some institutions, which exaggerated the reduction of 

industry cost and the anticipation to the supply surplus. Their speculation 

oriented short sales of aluminum futures contracts in a large scale and in a 

concentration manner led to the unreasonable slipping of aluminum price. 

 

We believe the current aluminum price trend will not last. The main 

reasons for the conclusion are as the follows: First of all, the favorable 

electricity price and the financial subsidy, namely “blood donation”, 

given by the local government to the aluminum smelters will end at the 

end of this year, because the behavior of “blood donation” by the 

government to the enterprise will not last. If there is no effective measure 

to be taken by enterprises, smelters who receive help from government 



will have to be closed after the “blood donation” finishes. Secondly, the 

primary aluminum industry has been in a losing situation for three 

consecutive years. From 2012 to 2014 the accumulated loss of the whole 

aluminum smelting industry exceeded ten billion yuan. In the first three 

quarters, the overall loss of the whole industry was 2 billion yuan. In the 

situation that the aluminum price is suffering slump and the whole 

industry is in the operation under loss, more and more enterprises are 

seeking self salvation through an elastic production manner, which will 

release the pressure from the supply side. 

 

Thirdly, demand for aluminum from housing sector, automobile industry, 

electricity & electronics sector and other traditional field remains growth. 

Meantime, the development of airspace & aviation, ocean engineering, 

new energy vehicles and premium manufacturing will bring an active 

driving to the aluminum consumption. By preliminary estimation, there 

will be a growth of aluminum consumption by 7%-9% next year. From 

the above, and especially based on an analysis of the demand and supply 

fundamentals, we believe the over weak aluminum price will not last and 

the aluminum price will finally return to the reasonable zone. 

 

In order to help the aluminum enterprises to step off the current dilemma, 

China Nonferrous Metals Industry Association (CNIA) actively provides 



suggestions and advices to related government authority including 

initializing the reserves oriented purchase mechanism, abolishing the 

temporary export tariff of primary aluminum, improving the refunding 

rate of aluminum products export tariff, enhancing the support to the light 

weight industry. Moreover, due to the gloomy situation of current 

aluminum market, according to the requirement on the newly established 

primary aluminum projects from the Instructive Advice of Resolving the 

Contradiction of Exceeded Capacity from the State Council (GUOFA 

〔2013〕 No.41),   the local governments and each department cannot 

approve and record any newly added capacity projects from any capacity 

surplus industry in any name and in any way, each government agency 

and institute cannot deal with any business related to land supply, energy 

evaluation, environmental evaluation and newly added credit 

authorization.  Enterprises strongly advocate the CNIA to build a 

complaint reporting system. If there is any case in the above situation, 

CNIA will report the NDRC, MIIT, MEP, MLR and will require the 

supervision from the above government ministries. 

 

Based on the above explanation, Antaike considers in short term the 

primary aluminum market will still perform in the over supplying 

situation. But the situation of oversupply will not be intensified. It will be 

gradually released under the co-function of elastic production, 



consumption expansion and other measures and the aluminum price will 

finally return to fluctuate in the zone around average industry cost line. 

 

 


