Copper prices have faced downward pressure, retracting 12%

from their recent peak of $11,104.50 last month due to a rally
driven by speculators and investment funds. Some buyers re-
entered the market at levels between $9,600 and $9,700, but
many cancelled orders following disappointing Chinese economic
data. Market participants are now cautious, waiting to see if
prices will decrease further.

The outlook for copper demand was overshadowed by recent
developments in China, where industrial output growth for May
slowed to 5.6%, falling short of the expected 6%. Concerns persist
over a slump in the property market, high local government debt,
and ongoing deflation issues. The Chinese government, under
President Xi Jinping, has introduced measures to stabilize
economic growth and the property sector, although real estate
investment and home prices continued to decline in May.

Copper, often viewed as an indicator of economic health, surged
to record highs in May due to speculative buying amid shortages
of raw materials. However, prices corrected as Chinese demand
proved weaker than anticipated.

In LME-registered warehouses, copper inventories rose by 28%
over the past month to their highest level in four months. This
increase contributed to the LME cash contract trading at a
discount to the three-month contract, reflecting a market
condition known as contango. The discount reached $133 per ton
on Tuesday, nearing a record high.
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Tuesday, June 18, 2024
Commodity Copper Aluminum Zinc
Open 8579 232.9 258.2
Close 856.8 232.50 255.35
Change 3.15 -3.10 4.85
% Change 0.37% -1.32% 1.94%
Open Int. 6205 3034 2251
Change -611 -348 -1426
Pivot 856.0 232.8 256.1
Resistance 861.1 233.7 259.0
Support 851.7 231.6 252.5
LME Inventory Weekly Market Data
Commodity Copper Nickel Aluminum Zinc
Open 125325 85578 1100000 259950
Close 136675 87744 1073950 250950
Change 11350 2166 -26050 -9000
% Change 9.06% 2.53% -237%  -3.46%
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The strength of the US dollar and concerns about political stability in
Europe have kept the euro near a more than one-month low. A
stronger dollar typically makes commodities priced in dollars more
expensive for foreign buyers.

Meanwhile, aluminium prices also faced downward pressure,
influenced by shifting market dynamics and economic indicators. A
significant factor contributing to the decline was the doubling of LME
inventories within a month, reaching 1.1 million tons. This surge
indicated increased supply and added bearish sentiment to the
market. Additionally, the widening gap between LME cash and 3M
aluminium contracts, reaching $62.44 per ton, the largest since
August 2007, suggested weakening near-term demand compared to
future expectations. The Federal Reserve's decision to maintain
interest rates and delay potential rate cuts until possibly December
further weighed on aluminium prices.

Despite these challenges, disruptions in alumina supply from
reduced output in China and force majeure on alumina shipments
from Australia raised concerns about supply constraints, potentially
limiting further downside for aluminium prices. Global primary
aluminium production in April showed a 3.3% year-on-year increase,
indicating resilience in supply. China's strong import figures for
unwrought aluminium and products, up 72.1% year-on-year in April,
underscored sustained demand amid broader economic
uncertainties.

Zinc prices closed higher after recent declines, driven by short
covering activities, particularly as China's zinc concentrate imports
dropped significantly in the first four months of 2024. Imports
totaled 1.18 million metric tons, a 24% decrease compared to the
same period last year, signaling shifting demand dynamics. Global
zinc production has declined by 2% in 2022 and another 1% in 2023,
reflecting a downward trend.

Regarding inventories, LME zinc stocks increased notably
throughout 2023, rising from 30,475 tons to 223,225 tons by year-
end, and further to 255,900 tons since January 2024. Despite
fluctuations driven by arbitrage activities, LME stocks have generally
held within the range of 250,000-260,000 tons since April. The global
zinc market recorded a surplus of 52,300 metric tons in March, down
from 66,800 tons in February, with a first-quarter surplus of 144,000
tons in 2024, lower than the 201,000-ton surplus in the same period
last year.
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Zinc stocks in LME & SHFE
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Outlook: -

Overall, market sentiment in metals has turned cautious, with buyers
hesitant until there are clear signs of upward momentum in specific
metals and significant changes in underlying factors. The recent
decline in risk appetite follows a strong market surge that was
arguably overextended at the time.

Technical Outlook: -

Copper

In the past week, copper prices closed flat with a slight rise of around
3 rupees or 0.30%. The market exhibited sideways and lower
movement throughout the week. On the daily chart, prices are
forming lower highs and lower lows, indicating a bearish trend. The
Ichimoku cloud analysis indicates a bearish momentum as copper
prices are trading below the conversion and base line. Additionally,
the metals are trading below mid-point of RSI, which is sign of
weakness in the counter, and may portend further sell off in the
counter. Immediate support can be identified in the 840 to 835 range.
Nevertheless, we anticipate a retracement on the upside, possibly
reaching around Rs. 858 to 865. It’s prudent to set a stop loss at 875-
880 levels to manage risk. The expected target range for a potential
downward movement would be between 835 and 825.

Aluminum

MCX Aluminium experienced a decline of 1.30% or 3 rupees in the last
week. On the daily chart, aluminium has been trading within a
rectangular pattern since April 2024 and is currently hovering near the
lows seen in May 2024, specifically around the critical level of 228. A
decisive break below this support level could signal further weakness
in the counter. On the average front the price is trading below its 21
EMA indicating a bearish outlook. A momentum indicator RSI (14) is
reading below 50 levels, which suggests a bearish move may continue
in near term. The immediate support is observed at Rs. 228 level. A
decisive close below this level is likely to drag prices towards Rs. 224-
222 levels with accelerated momentum. However, key immediate
resistance is observed at Rs. 235 level with higher strong resistance
placed at Rs. 239 level. Sell on rise is suggested in the counter as long
as this level is not breached on an upside.
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For any details contact:
Commodities Advisory Desk - +91 22 3958 3600
commoditiesresearch@motilaloswal.com
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