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GLOSSARY OF TERMS 

Abbreviation Term 

bn Billion 

CAM Cathode active material 

CAPEX  Capital expenditure  

EGCSA 
Exhaust Gas Cleaning Systems 

Association 

EV Electric vehicle 

FeNi Ferronickel 

HPAL High-pressure acid leaching 

IMIP Indonesia Morowali Industrial Park 

IRR Internal rate of return 

JV(s) Joint venture(s) 

kt A thousand tonnes 

ktpa A thousand tonnes per annum 

LFP Lithium iron phosphate battery 

LME London Metal Exchange 

Mt Million tonnes 

NCA Nickel cobalt aluminium battery 

NCM Nickel cobalt manganese battery 

NEV 
New energy vehicles (battery electric 

and plug-in hybrids) 

Ni Nickel 

NiMH Nickel metal hydride battery 

NiSO4 Nickel sulphate 

NPI Nickel pig iron 

RKEF Rotary kiln furnace 

SHFE Shanghai Futures Exchange 

Mwmt A million wet metric tonnes 

Y-o-Y Year-on-year 

YTD Year-to-date  
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KEY TAKEAWAYS 

Nickel 2018 2019E 

Demand  
2.32 Mt 

+7.4% 

2.43 Mt 

+4.7% 

Supply  
2.18 Mt 

+7.3% 

2.37 Mt 

+8.5% 

Market Balance -135 kt -60 kt 

 

In 2018, global primary nickel demand grew by 7.4%        

(+159 kt) as a result of a higher stainless output in 

Indonesia due to the ramp up of Tsingshan-owned 

stainless lines (+124 kt) and the growing appetite of the 

battery materials’ producers, who increased the uptake of 

primary nickel units by 42% (+39 kt). Primary nickel 

supply increased in 2018 by 7.4% (+151 kt) with the low-

grade nickel output growth outweighing the decline in the 

high-grade production. 

We expect the demand growth to slow down to 4.7%        

(+109 kt) in 2019. The increase in demand from the 

stainless sector will come primarily from China again on 

the back of the recently introduced protectionist trade 

measures against the imports of slabs and hot rolled 

products from Korea, Japan, and particularly from 

Indonesia, the surge of which in 2018 biased the local 

market perception. 

Nickel’s uptake by the Tsingshan-owned Indonesian 

stainless mill is expected to remain close to the last year’s 

level. In our baseline scenario, we revise our forecast on 

stainless output at the facility significantly downwards -

from 2.7 Mt to 2.4 Mt. Moreover, we expect that the 

incremental output growth should come in the form of 

200 series, which explains the flat YoY nickel demand 

forecast for the plant. The revision has been made on the 

back of increasing stainless trade protectionism, 

especially the already mentioned trade policy 

developments in China and in the West. Particularly, 

Tsingshan’s JV partner in the US was recently denied its 

Section 232 tariff exclusion request. Besides, we expect 

an inclusion of the Indonesian stainless products in the 

EU safeguards in the 2H 2019.  

In addition to that, the growing battery sector is 

anticipated to continue its support of the nickel demand 

in 2019. The nickel demand growth rate in this sector 

could slowdown from the last year’s tremendous increase 

as the Chinese EV subsidies are rolled back, and the next 

large scale shift to higher nickel intensive cathode 

material formulations is not expected to happen until 

after 2020. Nevertheless, the battery demand in 2019 

could grow by 28 kt. 

Primary nickel supply is expected to sustain the growth 

levels of 2018, with the NPI production continuing to be 

the backbone of the supply growth. This year, the NPI 

output in China and Indonesia is expected to increase by 

129 kt to 861 kt or ~36% of the global nickel supply. 

Contrary to the last year’s dynamics, the ferronickel 

production stalls, mostly because of the lower Doniambo 

production. The high-grade nickel production is expected 

to recover from the dip seen in 2018, with the metal 

supply growth plans of Nornickel and Jinchuan as well as 

higher output of chemicals driving this growth. 

In the longer term, we maintain our view that the nickel 

market is significantly undersupplied. On the supply side, 

reinstatement of the ore export ban in Indonesia in 2022, 

and slower HPAL development globally amidst the low 

nickel price environment and lower cobalt by-product 

credits could cap the nickel output growth.  At the same 

time demand is forecast to continue rising, with the 

expected growth in the stainless sector of 4% pa and the 

robust appetite in the battery sector driven by both the 

growing numbers of electric vehicles and the shift towards 

NCM 811 formulation in early 2020s. 

 

MARKET SENTIMENT 

  
Source: NN analysis, London Metals Exchange 
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In 1H 2018, the market witnessed a strong nickel price 

rally and in June, the LME nickel cash price breached the 

USD 15,000/t mark - levels not seen since 2014. 

However, the upbeat sentiment from the expectation of 

the EV boom, resilient stainless sector growth, and active 

exchange stock drawdown eroded in July, as the US 

announced the first wave of tariffs on Chinese imports. 

Investors feared the effect of the trade war on demand 

could be destructive for all base metals. Nickel took a 

particularly heavy hit due to its high speculative 

component and reliance on the Chinese economic 

performance. 

 The announcements of two low-cost large-scale HPAL 

projects in Indonesia added to the pressure of the 

mounting fears over the potential impact of the escalated 

trade war.  

As a result, the LME nickel cash price fell by 29% over H2 

2018 while the rest of the LME base metals declined on 

average by 11% only.  

Meanwhile, the exchange stock drawdown continued 

while the Chinese stainless industry, which is still the 

anchor of the nickel demand, was booming in Q4 2018. 

In early 2019, the LME nickel price began to show some 

signs of recovery. It is worthwhile mentioning the record 

high backwardation for the one day before delivery spread. 

The backwardation hit USD 40/lb on 15th January for the 

first time since 2010. However, this abnormal 

backwardation was rather short lived and turned back to 

normal by the end of the week.  

Following the Vale dam collapse on 25th January, the price 

recovery accelerated but a correction followed shortly 

after as market fears over the impact of the tragedy on 

the company’s nickel supply had eased. 

At the end of February, base metal prices began to ascend 

with the market anticipating a nearing trade deal between 

the US and China, following a tweet by the US President 

Donald Trump. The overall sentiment improved and the 

nickel price peaked at USD 13,610/t on 6th March. 

However, due to conflicting rhetoric and the lack of 

tangible improvement in these bilateral negotiations, the 

market took a wait-and-see approach with prices 

balancing out around the USD 13,000/t mark and 

awaiting further developments. A strengthening dollar has 

put pressure on the base metal prices in the second half 

of April. Consequently, the LME nickel price moved closer 

to USD 12,000/t at the end of the month. 

 

 

 

MARKET BALANCE 

2018 was the second consecutive year of big deficits. The 

nickel market deficit reached 135 kt in 2018, up from 

125 kt seen in 2017.  

The exchange stock drawdown at LME and SHFE 

exceeded the deficit estimate and reached 190 kt, 

implying that ~55 kt ended up relocated to non-LME 

warehouses for strategic stockpiling by financial players 

and consumers filling up the expanding pipeline. 

The trade data support the above as we witnessed a stock 

relocation of ~50 kt from the LME warehouses in 

Malaysia to the non-LME stocks in Rotterdam with only    

2-3 kt that appeared later as imported by the consumers 

in the EU. 

Meanwhile, a significant SHFE stock decline from 44 kt to 

13 kt was partially offset by the Shanghai bonded stock 

increase of 11kt.  

In 2019, we expect the market deficit to persist. Although, 

as the supply growth outpaces demand driven by the NPI 

output ramp up in China and Indonesia, as well as the 

increasing production of primary high-grade nickel in 

China and Russia, we expect that the deficit this year 

could shrink to 60 kt. 

In January-April 2019, the exchange stock drawdown 

continued. The LME nickel stocks fell by 34 kt to 173 kt 

and SHFE stocks fell by 6 kt to below 10 kt. The current 

exchange stocks stand just below 4 weeks of 

consumption. 

Though the level of exchange stocks is far below the peak 

levels of 2015 of 90 days of consumption, the current 

stock level is still above the critical level of ~2 weeks. 

It is important to note that the January – April 2019 

exchange stock drawdown of 40 kt has most likely gone 

into industrial consumption due to the extremely high 

demand by the Chinese stainless sector and poor 

performance by a number of nickel producers during the 

period. 

In the short term, the stock drawdown for actual 

consumption may slow down. Nevertheless, it is expected 

to accelerate starting from 2021; and in 2022, the stocks 

could fall further reaching the levels of concern as the NPI 

production in China could be severely hit by the lower ore 

availability because of the reinstatement of the 

Indonesian ore export ban. 

 
Source: NN analysis, LME, SHFE
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DEMAND

 
Source: NN analysis 

STAINLESS STEEL  

China and Indonesia 

Since the opening of its Indonesian stainless plant, 

Tsingshan has been concerned with securing full access 

of its products to wide geographical markets.  

In 2018, around 1 Mt of stainless slabs and hot-rolled 

products were exported from Indonesia to China, which 

accounted for nearly 10% of the local 300 series stainless 

output. In turn, a massive inflow of cheap stainless from 

Indonesia suppressed the local prices in China and had a 

negative impact on 300 series melting in the country. 

Since Indonesian stainless imports were competing in the 

Chinese domestic market with the company’s own 

Chinese output, the stainless giant has decided to 

increase its presence in the global stainless markets 

outside China through joint ventures for new cold rolling 

lines and partnerships with the re-rollers.  

In 2018, Tsingshan significantly increased its stainless 

deliveries’ diversification strengthening its presence in 

Taiwan, South Korea, India, Vietnam, and Malaysia. As a 

result, the share of Indonesian exports destined to China 

fell from 76% in Q1 to only 36% in Q4 2018. 

This helped to relieve the pressure on the Chinese 

stainless market by the year-end and the local industry 

witnessed a record high Q4 last year. 

  

 
Source: ISSB, NN Analysis 

As Indonesian stainless imports spiked last year, other 

local Chinese producers had successfully lobbied for the 

launch of an anti-dumping investigation. The Chinese 

authorities have recently imposed a temporary anti-

dumping deposit of 20.2% on a number of stainless 

products from Indonesia, including slabs and hot-rolled 

products, which will be in force until a final ruling on the 

probe is made later this year. China has also introduced 

anti-dumping deposits of varying rates on the products 

from the EU, Japan, and Korea. However, the deposit on 

Indonesian stainless products is likely to be the critical 

one: in 2018, imports from Indonesia accounted for ~80% 

of the total imports under the HS codes included in the 

preliminary measure.  

 With the market awaiting some news on the probe, 

imports of slabs and hot-rolled products into China began 

to decrease significantly from the start of 2019. In 

January-February 2019, China imported 160 kt of 

these products compared to 382 kt imported in January-

February 2018, with Indonesia remaining the largest 

supplier by far. 

Tsingshan, in turn, started to ramp up its local 300 series 

production in China. Together with robust output growth 

from other producers, this has helped the Chinese 

stainless market to sustain its strength seen at the end of 

2018 and resulted in a remarkable boost in the melting 

output of +11% YoY in Q1 2019.  

 
Source: NN analysis, Wuxi, SMM 

A significant production growth for two consecutive 

quarters triggered an increase in stocks at Wuxi and 

Foshan. 

The stock volumes at the two stainless trading platforms 

grew to a record high level of 450 kt in February, falling by 

only marginally since. Although 450 kt is a drop in the 

Chinese stainless industry’s ocean, market participants 

often view the Wuxi and Foshan stocks as a proxy for the 

local stainless market balance. 

 
Source: Umetal 

However, the Wuxi and Foshan stocks alone are 

insufficient to conclude that the stainless production 

boom of the past 6 months has swayed the market into 

oversupply. We must look into the producer stocks as well, 

which, contrary to the notion of an oversupply, remain at 

close to normal levels, providing a certain degree of 

optimism in the short term.  
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We also keep in mind that Tsingshan has been shifting 

to cold rolled production and could theoretically supply 

more billets to the market neutralising some of the import 

duty effect. However, the market for long products 

(requiring billets as input material) is quite limited, as is 

Tsingshan’s cold rolling capacity in Indonesia. Therefore, 

the duty on Chinese materials and the possible inclusion 

of Indonesia into the list of countries falling under the EU 

quotas could limit the marketing options for Tsingshan. 

Consequently, we expect a partial shift of the company’s 

product mix, starting with the 200 series production for 

the Indian market. 

Indonesian melting volumes this year will strongly depend 

on the ability of Tsingshan to place the products in the 

market, which, in turn, would be dictated by the European, 

US, and Chinese trade policies on the one hand, and the 

expansion of its cold rolling capacity, including the 

company’s JV project in India, which is expected to 

commence operations in 2H 2019, on the other.  

In our base-case scenario, we believe that the output of 

Tsingshan’s plant in Indonesia this year could reach         

2.4 Mt, of which 250 kt could be 200 series. As a result 

of the product mix change, we do not expect a significant 

increase in the nickel uptake in Indonesia. 

Under this scenario, if the NPI production ramp up at the 

Indonesia Morowali Industrial Park (IMIP) goes as 

planned, the nickel output at the facility would exceed the 

Ni requirement for the integrated stainless production in 

2019 by 40 kt. We believe that the “spare” nickel units 

could then be shipped to Tsingshan’s plants in China to 

feed the growing 300 series production at the company’s 

Chinese facilities. The 300 series output ramp up in China, 

on top of the stock overhang at Wuxi, could put certain 

pressure on the Chinese stainless prices in the short term 

and the production growth rate could lose its steam. 

 

Although we believe that the Q1 stainless growth levels 

are unsustainable, 2019 should still prove to be a strong 

year for the Chinese 300 series melting. As a result, we 

have reviewed our forecast of the 300 series output 

growth in China in 2019 from 4.5% to 6%. 

  

Europe 

Last year, following a strong first half, stainless output 

tumbled on a seasonal downtrend in Q3. However, the 

weakness spread to Q4 due to destocking across the 

stainless value chain and echoed in the sector’s 

lacklustre performance at the beginning of 2019. 

While stainless melting in the region was significantly 

down YoY in Q1 2019, we expect stainless melting over 

the course of the year to remain largely unchanged from 

2018 levels on the back of the expectations of lower 

stainless imports counterbalancing weak economic 

performance.  

 
Source: ISSF, SMR, NN Analysis 

The EU countries, except Belgium for which the data was 

not available at the time of writing the present article, 

reported imports of around 113 kt of selected stainless 

products for January 2019, a drop of 20% compared to 

January 2018, due to safeguard measures imposed in 

July 2018 by the European Commission. The safeguards 

are imposed in the form of country-specific quotas for 

countries that supplied at least 5% of the EU’s import 

volumes during 2015-2017. A 25% tariff will be imposed 

on imports in excess of the specified quota. The 

safeguards deal with imports from China, Taiwan etc. 

Exempted countries include Indonesia and South Africa 

(designated developing countries under the WTO rules), 

unless their exports to the EU exceed 3% of the EU 

imports. The EU will monitor the incoming flows from 

these countries on a regular basis in order to ascertain 

whether any exempted country has exceeded the 

threshold and should be included in the scope of the 

safeguard measures.  

Indonesia, in particular, exceeded the 3% threshold for 

slabs, hot rolled and cold rolled stainless products in 

2018 and is likely to be included into the safeguards 

policy upon the next review. 

 

Other Asia 

In 2018, Taiwan was the second largest recipient of the 

Indonesian stainless slabs and hot-rolled products, 

importing 430 kt in total. Indonesian products squeezed 

out imports from China, which fell by ~200 kt YoY. 

Moreover, the local stainless industry has partially shifted 

from stainless melting to rerolling of Indonesian stainless 

intermediates and carbon steel production. The stainless 

melting output in the country decreased by 14% and 

primary nickel consumption fell by 9 kt. In 2019, we 

expect that the Taiwanese stainless melting could fall by 

another 10%. As the average melting capacity utilisation 

is nearing 50%, any further potential decline in stainless 

melt output could be subject to EAF shifts to carbon steel 

melting or shutdowns. In our baseline scenario, we 

assume that the decision, even if positive, would take a 

long time to push through and is not likely to be expected 

this year. 

South Korean melting largely relies on POSCO, which 

consumes ferronickel from its own sources. Hence, we 

believe that the country’s melting output would be less 

vulnerable to a growing competition from Indonesia. 

Overall, we expect the Korean stainless melting output to 

remain flat at 2.4 Mt in 2019. 

Japan, despite being by far the most mature stainless 

market in the region, has shown a 4% growth in the output 

of nickel-intensive austenitic stainless steels. We remain 
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Despite market fears, China’s 1Q macro data 

exceeded expectations, as a result of the fiscal 

stimulus, credit growth, debt restructuring, and 

consumer-focused tax breaks. Chinese GDP was up 

6.4% (vs a Reuters poll expectation of 6.3%), while IP 

was up 8.5% (vs expected 5.9%), it is the fastest pace 

since July 2014. Fixed asset investment continues to 

show some strong growth, increasing by 6.3% in Q1. 
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conservative over the prospects of the Japanese stainless 

sector growth in 2019, forecasting a 2% increase. 

Indian stainless end-use demand is expected to continue 

growing at high single digits to support Narendra Modi’s 

ambitious infrastructure reform plans if he is re-elected 

this year. Some USD 1.4 trillion could be allocated 

towards the construction of new roads, highways, and 

airports, railway network development, the expansion of 

national gas and water grids, and the support of a cleaner 

energy mix for the country, among other projects up until 

2024. These plans will benefit the local stainless 

producers who are expanding their melting and rolling 

capacities and building stainless parks to attract 

downstream processors. Nonetheless, we also believe 

that some of the stainless growth would be captured by 

the increasing imports of hot-rolled products and slabs 

from Indonesia, particularly in the light of a possible 

launch of Tsingshan’s cold-rolling project with a capacity 

of 600 ktpa in 2H 2019. Nevertheless, we expect a 5% 

increase in the country’s melting output this year. The 

Low-Ni 200 series still occupies a major share of the 

Indian melting output. As a result, the projected 5% 

increase in melting translates into negligible 2kt of the 

additional primary nickel usage. 

 

USA 

The imposition of tariffs under Section 232 resulted in a 

decline in stainless imports of only -4% in 2018, as 

Indonesia continued to export stainless slabs for ATI’s JV 

with Tsingshan reaching 83 kt in 2018. Excluding the 

volume from Indonesia, the total stainless imports 

decreased by -10%. 

The American stainless steel producers performed better 

than their European counterparts in Q1 2019, however 

the total output was well below the installed capacities 

(75% utilization rate).  

The stainless production growth for the remainder of the 

year will depend on the developments surrounding the 

ATI’s JV with Tsingshan. 

In April 2019, the US government decided to deny the 

ATI’s tariff exclusion request, which the company had filed 

in 2018. The question remains whether ATI will be able to 

renegotiate or exit from its contract with Tsingshan. In the 

scenario where ATI is not able to do so, we expect the 

company to continue importing a similar volume of 

Indonesian slabs as last year with a 25% tariff and the 

total US stainless output to grow by a modest 3% for the 

full year. Alternatively, a potential withdrawal by ATI from 

the JV would likely boost the local stainless production by 

some 5% in 2019 against the backdrop of falling slab 

imports. 

 

ALLOYS 

In the superalloys segment, business has been boosted 

by the aerospace industry where the order backlog is 

equivalent to 8 to 10 years. The recent Boeing 737 MAX 

accidents cast some shadow on this sector and deliveries 

of the model declined from 132 units in Q1 2018 to 89 in 

Q1 2019. Nonetheless, superalloys producers were fast 

to point out that Boeing's decision to slow the 737’s 

production is not expected to disrupt their business and 

that they would maintain current output levels and 

delivery schedules. Overall, we expect the primary nickel 

demand in the aerospace industry to continue growing 

strongly in 2019, expanding by 6% (4 kt primary Ni). 

Nickel demand in the standard alloy segment is expected 

to increase by 2 kt in 2019. The sector is continued to be 

supported by the project activity in the chemical 

processing industry. 

At the same time, the demand from the oil and gas sector 

is expected to stay flat considering the bearish outlook for 

the oil price in the context of rising supply and a slowdown 

in the demand growth. 

The growing order backlog for alloys for marine scrubbers 

is yet another factor to be taken into account. In our 

previous publication, we have already mentioned the 

International Maritime Organization’s regulation directed 

at limiting sulphur oxides and particulates’ emissions 

from the ships. The implementation of the regulation 

triggered an increase in installations of marine scrubbers 

on the vessels in order to neutralise or remove sulphur 

oxides from the exhaust system. Due to highly aggressive 

corrosive environments in the scrubber systems, the use 

of high nickel alloys (e.g. Alloy C-276 – 60% Ni) seems to 

become the mainstream option preferred by the 

consumers. For now, the impact on the nickel demand is 

limited. Around 0.6 kt of primary Class I nickel 

consumption were attributed to this application last year. 

However, it might have a more pronounced effect in the 

near future. While there is no definite consensus in the 

industry on the number of vessels to be equipped with 

scrubbers in the long term, by 2020, some 2,000 to 

3,000 vessels are expected to be equipped with 

scrubbers. The EGCSA estimates that 10,000 ships will 

have scrubbers installed by 2025, which could require up 

to 50 kt of   Class I nickel in total, assuming nickel alloys 

remain the preferred option for scrubbers.   

 

BATTERIES 

There are three major factors that are contributing to the 

nickel uptake growth, which we have mentioned in our 

previous release – (1) growing EV production, (2) higher 

driving range requirements, and (3) the desire to 

decrease exposure to cobalt. 

A combination of these 3 factors supported the demand 

growth for nickel in batteries last year: primary nickel use 

in batteries increased by 42% to 134 kt. 

The epicentre of growth was China, which will remain the 

focus of the industry’s development in the near future.  

China produced a total of 1.3 M new electric vehicles 

(NEVs) in 2018 +56% YoY.  

 
Source: NN analysis, MIIT 
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The EV development in China is largely based on the NEV 

subsidy policy, the dual NEV credit system for large OEMs 

in China, and local provincial subsidies.  

In 2018, the NEV subsidy was rolled back for EVs with 

short driving range, establishing a policy preference for 

long-range electric vehicles. 

 
Source: NN analysis, MIIT 

As covered in our previous report, nickel-containing 

NCM/NCA cathode materials provide superior energy 

capacities, while more nickel-intensive variations of these 

CAM types further enhance energy capacity, helping boost 

the NCM/NCA CAM orders. As a result, last year the NCM 

and NCA CAM output in China increased by 61%, while 

LFP output was up only 4%. 

Nickel uptake in the production of precursor cathode 

active materials used for the manufacturing of batteries 

in the country expanded by ~25 kt last year, feeding 

growing end-use.  

In 2019, the Chinese authorities cancelled the subsidy for 

all NEVs with a driving range below 250 km and slashed 

subsidies for longer-range vehicles. The Chinese 

authorities also plan to abolish the EV subsidies on the 

local provincial level completely in 2019.  

However, the dual NEV credit system will continue to 

ensure the EV development in China beyond the subsidy 

program, which is expected to be terminated in 2020.  

  

In our 2019 forecast, we expect the global primary nickel 

demand growth in the battery sector to slow down from 

42% last year to 21%, due to the Chinese NEV policy 

revision. The next mass shift in nickel intensity to the 811 

formulation may take a few years, as development has 

lost its steam to a certain extent with the cobalt price 

falling by a factor of 3. Yet the Chinese NEV policy 

continues to support the chemistry development in favour 

of high-nickel formulations, with a number of NCM 811 

based cells already approved for the EV application. 

Furthermore, the shift to higher nickel formulations 

became the consensus cathode material technology 

development to provide EVs with longer driving ranges. 

Hence, we continue to expect the 811 to gradually 

increase its market share and become the mainstream 

technology by 2025. 

 

SUPPLY 

 
Source: NN analysis 

HIGH GRADE NICKEL  

Class I  

In 2018, Class I supply fell by 40 kt, caused by the closure 

of Vale’s Thompson refinery, the upgrade of Norilsk 

Nickel’s refining capacities, and the decline in the 

production of nickel briquettes both in Madagascar 

(caused by hurricanes) and in Canada (as a result of the 

decline in the supply of Cuban raw materials due to heavy 

rains). 

This year, Class I production is expected to recover, 

increasing by 33 kt due to higher targeted production by 

Norilsk Nickel and Jinchuan (+20 kt), as well as 

incremental increases from other producers (+13 kt). 

Nickel Chemicals 

In 2018, the production of primary nickel chemicals 

(excluding production from metal dissolving and battery 

recycling) increased by 18 kt, with growth stemming from 

the growing nickel sulphate production in China, directed 

at feeding the expanding battery sector. 

We expect the dynamics to continue in 2019, with the 

chemical output forecasted to increase by a similar 

magnitude as last year.  

The key increase will come from MCC’s 40ktpa NCM 622 

precursor project in Tangshan City, integrated with the 

production of the NiSO4 solution. The company launched 

the operation in December 2018 and this year, we expect 

it could produce up to 10 kt of Ni in NiSO4 to feed the 

precursor material production ramp up. 

MCC is a major shareholder in the Ramu nickel project, 

one of the key suppliers of MHP for a number of NiSO4 

producers in China. In 2019, Ramu is expected to 

produce around 35 ktpa of Ni in MHP. Increasing captive 

consumption of MHP for the needs of its own precursor 

project in Tangshan would imply lower availability of the 

Ramu material for the rest of the market in 2019. 

Yet, we believe that the growing feed supply from 

Terrafame (+3 kt) and Gordez (+2kt) should help to feed 

the growing primary sulphate output.  

Last year, BHP also announced its plans to start NiSO4 

production, targeting the operation start in April 2019 but 

there has been no update on the progress since.  
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Although we expect that the electrification growth rate 

in China will slow down, we maintain the view that 

China remains on track to reach the target of 2 M NEV 

in 2020 and 7 M in 2025.  
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FERRONICKEL 

In 2018, the ferronickel output endured a significant 

expansion of 24 kt, driven primarily by the Koniambo 

ramp up and recovered output from Solway against a low 

2017 base. In 2019, the global ferronickel production is 

expected to remain largely unchanged, as the expected 

drop in Doniambo and Cerro Matoso production will be 

rebalanced by the growing output of other producers, 

particularly PT Antam and Koniambo. 

NPI  

In recent years, NPI production became the backbone of 

the nickel supply growth. NPI production in China and 

Indonesia increased by 170 kt in 2018. 

The Indonesian NPI output growth was primarily the result 

of a production ramp up by Tsingshan, with the company 

operating 20 RKEFs by the end of 2018.  

Indonesia has also played an important role in Chinese 

NPI ramp up. Indonesia has been quickly expanding its 

ore exports, following the relaxation of the export ban on 

unprocessed nickel ore by the Indonesian government in 

April 2017, reaching ~20 Mwmt last year (~200kt Ni).  

 
Source: NN analysis, BGRIMM 

With higher nickel prices in 2018, the NPI price increased 

as well, supported by the lower availability of NPI in China, 

as Tsingshan NPI exports from Indonesia fell from             

~80 ktpa to negligible volumes after the company had 

ramped up its integrated stainless lines. The lower 

availability of NPI was evident despite higher local 

production ~(+20 ktpa) and higher production from other 

Indonesian suppliers becoming available for the Chinese 

market ~(+40 ktpa). 

The relatively high NPI price and the increased availability 

of ore with consequently lower ore prices supported NPI 

producer margins throughout 2018.  

 
Source: NN analysis, Nieba 

In 2019, the Chinese NPI output is likely to expand by      

65 kt and could reach 535 kt. The bulk of the NPI 

production increase in China is expected to come from 

Xinhai - for now, the largest non-integrated NPI producer, 

which is expected to start its stainless production soon in 

Shandong province.  

On 7th January 2019, the company started operation of 

the largest RKEF line in China with total capacity of 48 

MVA, which translates into ~14 ktpa Ni. Xinhai planned to 

install 8 such RKEFs in total by the end of August 2019, 

but we tend to believe that the project development is 

going well ahead of schedule, with all 8 lines installed 

already. This brings the total plant capacity up from       

~140 ktpa in 2018 to >200 ktpa.  

In the meantime, we note that our NPI forecast is fairly 

conservative. Indonesia could supply more than 25 Mwmt 

of ore to the Chinese market in 2019, and the Filipino ore 

shipments would continue to attract the appetite of the 

Chinese. Eramet is also planning to ramp up shipments of 

ore from New Caledonia to 1.5 Mwmt in 2019. In addition 

to the elevated ore stocks at the major Chinese ports, the 

increased shipments of ore provide the raw material basis 

sufficient to produce more than our estimate. Hence, 

some market participants have higher expectations for 

the Chinese NPI output. 

Indeed, neither ore availability nor NPI capacity are 

considered as significant obstacles that could cap the NPI 

supply growth in China. However, we believe that NPI 

producers could face headwinds from the environmental 

restrictions closer to the year-end as well as short-term 

NPI oversupply, as volumes of NPI that could be available 

for shipping to China from Indonesia might more than 

double to >150 kt in 2019. 

In 2019, the majority of the expected incremental 

Indonesian NPI shipments to China are the already 

mentioned ~40kt of Tsingshan’s “spare Ni units”. We also 

expect that Delong’s NPI plant will ramp up its output from 

~40kt last year to 60kt in 2019, while Jinchuan’s 

Indonesian NPI project, the launch of which was delayed 

recently until 2H 2019, could add ~8 kt to the NPI supply. 

Other NPI plants are expected to yield another 11 kt this 

year. 

Although we believe that in the medium to long term, the 

NPI market is always in balance as a discounted 

alternative to the traditional nickel feed for stainless 

production consisting of Scrap, ferronickel, and Class I, in 

the short term the market oversupply could tumble growth 

rates, particularly across the higher-cost smaller non-

integrated producers.  

The growing NPI availability in the Chinese market could 

substitute up to 70 kt of Class I nickel in 2019 from the 

local stainless sector. Yet, NPI continues to be a local 

Chinese and Indonesian phenomenon with only limited 

echoes in the neighboring countries.  

In our last issue, we have thoroughly analysed the cost 

perspective of NPI versus Scrap + Class I + FeNi. As scrap 

payables remain low, we believe that NPI use outside 

China, Indonesia, and potentially India (that relies on 

imported scrap) will be very limited.  

 
With confidence in the growing end-use base, we expect 

a long-term 4% CAGR of stainless demand, marginally 

below the historic CAGR of 5.6% as the developing 

economies mature.  

At the same time, the growing availability of scrap is 

expected to lag behind the increasing demand, naturally. 

From 2022, there is a risk of the global NPI supply being 

restricted by the lower ore availability as the Indonesian 

government is expected to reinstate the ore export ban, 

which was lifted for 5 years in 2017.  
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Moreover, we believe that the active substitution of 

Class I nickel from the stainless sector could stop in 

2020, with the trend reversing from 2022.  
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Source: NN analysis 

  

HPAL Development 

In the autumn of 2018, plans to build two large-scale 

HPAL projects at the Industrial Morowali Park were 

announced - namely, PT QMB New Energy Materials and 

PT Huaqi. The first project is a joint venture of BRUNP, 

GEM, Tsingshan, IMIP, and Hanwa. Tsingshan is also 

involved in the second project in partnership with Huayou 

that holds the majority stake in the JV. 

The first project has announced conspicuously low CAPEX 

of USD 700 M for a total production capacity of 50 ktpa 

of Ni, which translates into the capital intensity of 

USD 14,000 / t. To put it into the context of the existing 

HPAL projects, it is 6-7 times lower than the achieved 

capital intensity of Ambatovy and VNC and more than         

3 times lower than that of the Ramu Nickel project. 

Considering the HPAL’s history and technological 

difficulties, the announced plan to commission the facility 

by the end of this year also seemed overly ambitious. 

Nevertheless, it was enough to influence some parts of 

the investment community who was losing confidence in 

the bullish EV narrative for nickel. 

In our previous report, we have explained our doubts 

regarding the planned CAPEX, planned commissioning, 

and the ramp up schedule of the project. Our recent 

findings confirm these initial doubts.  

We are now hearing that the CAPEX target was raised to 

USD 1.5 Bn. Currently, the company is working on an 

environmental impact assessment for the Indonesian 

Environment Ministry. According to the coordinating 

executive director of IMIP, it could take about 6-8 months 

to secure the permit.  

The result of the environmental impact assessment 

should also determine if sea tailings, a lower cost 

alternative to tailings dams, could be used in Morowali.  

As discussed in our previous report, the deep-sea tailings’ 

disposal that is utilised in the Ramu project could face 

obstacles in Indonesia. 

Unlike the Ramu project that benefits from deep seabed 

in Papua New Guinea, the projects in Sulawesi do not 

enjoy the same luxury. Hence, additional spending for 

tailing dams could become necessary, further raising the 

CAPEX. 

Regarding the project commissioning timeline, we 

maintain our view of a 2021 start, in Q2 at best, with the 

project ramping up to capacity by 2023. 

The second project, run by Huayou, is likely to follow a 

similar construction and ramp up schedule. 

The development of other HPAL projects has stalled 

amidst the low nickel price environment and a drastic 

reduction of the cobalt price. 

 Economics of laterite leaching projects strongly depends 

on the payable cobalt value. The usual ratio of Ni:Co in 

intermediate products of high-pressure acid leaching is 

from 12:1 to 10:1. 

 
Source: Shanghai Metals Market, FastMarkets (MB) 

According to our calculations, this raises the incentive 

nickel price for HPAL projects to USD 17,000/ t assuming 

a 10-year payback and 5% IRR. 
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With the Indonesian ore export ban reinstated,  the 

demand for Class I by the stainless sector could grow 

significatnly. Based on the assumption of 4% 

stainless demand CAGR from 2019-2025 and the 

reinstatement of the Indonesian ore ban in 2022 with 

the consequent negative effect on the Chinese NPI 

output, the total demand for Class I by the stainless 

sector is projected to exceed 0.8Mt in 2025. 

The drop of payable cobalt price in CoSO4 from more 

than USD 90,000/t at the beginning of Q2 2018 to 

the current ~ USD 40,000/t results in the HPAL 

projects’ cash cost increase of ~ USD 5,000/t Ni after 

the deduction of cobalt credits.  
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DISCLAIMER 

The information contained herein has been prepared 

using information available to PJSC MMC Norilsk Nickel 

(“Norilsk Nickel” or “Nornickel” or “NN”) at the time of 

preparation of the report. External or other factors may 

have impacted on the business of Norilsk Nickel and the 

content of this report, since its preparation. In addition all 

relevant information about Norilsk Nickel may not be 

included in this report. No representation or warranty, 

expressed or implied, is made as to the accuracy, 

completeness or reliability of the information. 

Any forward looking information herein has been 

prepared on the basis of a number of assumptions which 

may prove to be incorrect. Forward looking statements, by 

the nature, involve risk and uncertainty and Norilsk Nickel 

cautions that actual results may differ materially from 

those expressed or implied in such statements. 

Reference should be made to the most recent Annual 

Report for a description of major risk factors. There may 

be other factors, both known and unknown to Norilsk 

Nickel, which may have an impact on its performance. 

This report should not be relied upon as a 

recommendation or forecast by Norilsk Nickel. Norilsk 

Nickel does not undertake an obligation to release any 

revision to the statements contained in this report. 

The information contained in this report shall not be 

deemed to be any form of commitment on the part of 

Norilsk Nickel in relation to any matters contained, or 

referred to, in this report. Norilsk Nickel expressly 

disclaims any liability whatsoever for any loss howsoever 

arising from or in reliance upon the contents of this report. 

Certain market information and other statements in this 

report regarding the industry in which Norilsk Nickel 

operates and the position of Norilsk Nickel relative to its 

competitors are based upon information made publicly 

available by other metals and mining companies or 

obtained from trade and business organizations and 

associations. Such information and statements have not 

been verified by any independent sources, and measures 

of the financial or operating performance of Norilsk 

Nickel’s competitors used in evaluating comparative 

positions may have been calculated in a different manner 

to the corresponding measures employed by Norilsk 

Nickel. 

This report does not constitute or form part of any 

advertisement of securities, any offer or invitation to sell 

or issue or any solicitation of any offer to purchase or 

subscribe for, any shares in Norilsk Nickel, nor shall it or 

any part of it nor the fact of its presentation or distribution 

form the basis of, or be relied on in connection with, any 

contract or investment decision.
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Macro drivers and financial flows 

2019 off to a strong start 

After the trials and tribulations of Q4, the first few months of 2019 have provided 

a rather more benign backdrop for global asset prices. Underpinned by a dovish 

about turn from the FOMC, rising hopes of a US-China trade deal and increasing 

evidence that China’s growth slowdown is bottoming out, risk assets enjoyed a 

strong first four months of the year.  

Indeed, industrial metals have rallied almost across the board, with investors 

exhibiting tentative signs of regaining their appetite for commodities after the 

washout of positioning that occurred in 2018. That said, year-to-date metrics are 

clearly flattered by their low starting point and, for aggregate measures of 

commodities, by the performance of crude oil following the commitment of OPEC+ 

to limit production and the US decision to end sanctions waivers on Iranian 

exports. They key question therefore, is whether or not this relief rally will prove to 

be a “dead cat bounce” or the beginning of a sustained bull market? 

Clearly, there remain a multitude of potential macro pitfalls for markets and 

investor confidence is understandably fragile. Nevertheless, in this report, we will 

lay out why, after a period of consolidation, we think a continued rally is more 

likely, at least through the end of 2019.  

In short, the core reasons for this view can be summarised as: 

Year-to-May performance – risk asset recovery 

 

Source: ICE, MSCI, LME, LPPM, JPM, LBMA, Bloomberg, ICBC Standard 

Investors’ commodity positioning has bounced back but far from fully recovered 

 

Source: CME, CFTC, Bloomberg, ICBC Standard 
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1 A stable US dollar 

2 Persistently low inflation allowing major central banks to defer policy 

tightening 

3 US growth slowing but far from collapsing  

4 China’s authorities deploying meaningful support for the economy 

FX markets – steady as she goes 

Through 2018, the US dollar’s broad-based rally presented a material headwind to 

dollar denominated assets, such as commodities. Year-to-date in 2019, however, 

it has essentially gone sideways, rising 1.4% in exceptionally un-volatile fashion.   

In some respects, even this steady performance is surprisingly strong. Considering 

the market’s re-pricing of expectations for further interest rate hikes – shifting 

from c.90% chance of a hike in October to 50:50 between no change and a cut – 

there is an argument that the dollar should actually have weakened.  

Furthermore, the yield curve has continued to flatten, with the spread between 

three month Libor and ten year Treasuries even turning negative. All else equal 

this should weigh on the dollar, as it implies a market pricing of heightened 

recession risk, albeit with the caveat that quantitative easing may have distorted 

the value of the yield curve shape as a potential harbinger of future recessions.  

 

Dollar rally stalls and volatility collapses 

 

Source: Bloomberg, ICBC Standard  

Likelihood of an FOMC policy change by December 2019 

 

Source: CME, FOMC, Bloomberg, ICBC Standard 
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In terms of growth, the US has also swung from being the only major region 

performing in-line with or above expectations through much of 2018, to slipping 

below expectations and, on a relative basis, below other major regions in 2019.  

There have, however, been significant offsets to this, which, in our view, have kept 

the dollar steady. In absolute terms, it is still the fastest growing advanced 

economy, forecast by the IMF to expand by 2.3% in 2019, compared to a Euro 

Area figure of 1.3% and perennially anaemic 1% for Japan. Moreover, the yield 

differential for US 10yr Treasuries over their German or Japanese equivalent 

remains in excess of 2.5%.  

The US yield curve has inverted between 3mth Libor and 10yr Treasuries 

 

Source: ICE, Bloomberg, ICBC Standard 

US growth outperformance stalling in 2019 

 

Source: Citi, Bloomberg, ICBC Standard 

Treasury yields outstrip Japanese and European counterparts 

 

Source: Bloomberg, ICBC Standard 
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These factors evidently add to the dollar’s investor appeal, coupled to which is the 

fact that the FOMC has been far from isolated in shifting to a more dovish policy 

position. In the wake of disappointing Eurozone growth and the ECB’s March 

announcement that it will keep rates on hold until at least the end of this year, 

markets have also repriced the outlook for hikes in the single currency area.  

Regarding the remainder of 2019, we expect this balancing act to continue and for 

the dollar to remain relatively stable on a basket basis. In support of this, we think 

that current investor positioning creates two antagonistic forces that will serve to 

keep the dollar within its recent range.  

Running counter to the dollar is the fact that investors already appear to hold 

substantial length in the currency, creating the risk of a positioning exacerbated 

correction if, for example, Euro Area growth improves or the US stumbles.  

Specifically, looking at investors’ current FX positions on the CFTC commitment of 

traders (COTR), it highlights that net length in the EURUSD has continued to fall in 

2019. Although the overall position is materially less short than it was in 2014-

2017, the absolute active short is approaching historic range highs. This by no 

means guarantees a reversal but does create the potential for a short covering 

rally in the Euro.  

 

 

Eurozone deposit rate expected to hold in negative territory through end 2019 

 

Source: ECB, Bloomberg, ICBC Standard 

Investors have continued to reduce net length in EUR 

 

Source: CME, CFTC, Bloomberg, ICBC Standard 
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On the other hand, as can be observed in the reaction to May’s FOMC decision, 

the rates market may have over-priced the potential for cuts later this year – 

indeed, as argued below, we believe it has. In the short-term, this stems from the 

committee’s willingness to look through the recent softening of core inflation but 

essentially it comes down to how much longer the current US expansion can 

sustain for. Unless this appears to be in serious jeopardy, we think rate hikes will 

be off the table and that the dollar will continue to find support from interest rate 

differentials.  

 

US domestic demand stutters but a collapse looks unlikely 

Turning to US growth, despite Q1’s headline figure of 3.2% q/q comfortably 

exceeding consensus expectations of 2.3% q/q, the underlying details of the 

release did little to allay fears that a growth slowdown is underway. Most 

prominently, personal consumption growth slipped to 1.2% q/q, flagging that Q1 

was a period of relatively soft demand growth.  

This point was further reinforced by the fact that Q1’s growth acceleration was 

largely accounted for by a jump in net exports – due to a fall in imports – and a 

$129bn build in private inventories; both suggesting that domestic demand was 

tepid at best.  

 

Driven primarily by a build of active short positions  

 

Source: CME, CFTC, Bloomberg, ICBC Standard 

Core inflation retreating below 2% 

 

Source: US BEA, Bloomberg, ICBC Standard 
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Coupling this with the recent fall in the ISM survey – where both the New Orders 

sub-index and spread between the Output and Inventory sub-indices declined – 

underlines that output has likely been running ahead of demand and is therefore 

likely to slow in the coming months, as inventory builds are digested.  

 

GDP headline beat masks a slowdown in demand growth 

 

Source: US BEA, Bloomberg, ICBC Standard 

GDP flattered by net exports and inventory builds 

 

Source:  US BEA, Bloomberg, ICBC Standard 

ISM readings point to a slowdown in output 

 

Source: ISM, Bloomberg, ICBC Standard 
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All this said, we view Q1’s stutter as just that, rather than the beginning of a more 

substantial and sustained slowdown. Consumer confidence remains elevated, with 

unemployment at just 3.8% and wages growing steadily. Productivity growth has 

also accelerated in recent months, rising by 3.6% q/q in Q1, supporting the 

potential for continued wage growth.  

 

 

Consumer confidence holding around cycle highs  

 

Source: Conference Board, University of Michigan, Bloomberg, ICB C Standard 

With wages expanding at a steady clip 

 

Source: Atlanta Fed, US BLS, Bloomberg, ICBC Standard 

And financial conditions still loose 

 

Source: Chicago Fed, Bloomberg, ICBC Standard 
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With the FOMC having pressed pause on further hikes, financial conditions also 

remain relatively loose and we do not therefore see the current US expansion 

being derailed just yet. Were inflation to surprise on the upside – forcing the Fed 

into another round of tightening – or US-China trade negotiations to end 

acrimoniously, denting consumer confidence in the process, things could of course 

change but our current base case is for growth to hold up in 2019, especially as 

distortions such as the US government shutdown fade into the rear-view mirror.  

China – stimulus but not as we know it 

For China also, we maintain a relatively sanguine view. This is not because we 

expect a re-run of the post 2008 or 2015 stimulus playbooks – the structural drive 

to reduce financial sector risk remains – but rather because we think there has 

already been a material net shift in policy from what were contractionary 

conditions through much of 2018. Specifically because non-bank lending, while 

not surging, is no longer contracting at the pace it was during much of 2018. 

Coupling this to steady growth in bank lending and corporate bond issuance is 

allowing for a material increase in the overall pace of credit growth.  

Small and medium sized private companies, who have historically been most 

dependent on non-bank forms of financing, struggled under the weight of tighter 

credit conditions in H2 2018. However, in-line with the reduced pressure on 

deleveraging noted above, they appear to be enjoying improved conditions in 

recent months, as reflected in both the stronger Caixin PMI and official PMI sub-

index for small companies. 

Non-bank lending – taking a pause from deleveraging  

 

Source: PBoC, Bloomberg, ICBC Standard  

Conditions for small companies turning the corner 

 

Source: China NBS, Bloomberg, ICBC Standard 
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Furthermore, local government bond issuance was notably strong in Q1, up 227% 

y/y from 2018’s tepid level of issuance. This is unlikely to sustain and we expect 

front loading to mean growth is given back in H2 but is still supportive of upcoming 

fixed asset investment (FAI) in infrastructure.  

In aggregate, these measures are also delivering a pick-up in the pace of money 

supply growth, which should help headline activity to stabilise over the course of 

Q2 and Q3. 

Following this, construction activity appears to be bottoming out sequentially and 

sales have rebounded over the course of Q1, with support coming from increased 

mortgage lending and marginal relaxation of purchasing restrictions. This should 

feed through to new construction starts with a c.3-month lag and we view it as a 

strong indicator of improving consumer sentiment.  

LGB issuance off to strong start in 2019 

 

Source: PBoC, China NBS, ICBC Standard, Bloomberg 

Money supply growth showing signs of life 

 

Source: PBoC, China NBS, Bloomberg, ICBC Standard 

Housing sales recovery to led bounce back in new starts 

 

Source:  China NBS, Bloomberg, ICBC Standard 
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The auto sector is yet to benefit from these improvements, with sales contracting a 

further 5% y/y in March. Nevertheless, the pace of contraction appears to be 

slowing. For January and February combined sales fell 15% y/y and, after seasonal 

adjustment, look to have expanded 12% m/m in March. The distortion of lunar 

new year makes this difficult to interpret but the auto sector may also be 

approaching a turning point. Indeed, we think that looser financial conditions, 

combined with the recent VAT cut and more targeted fiscal easing measures will 

serve to underpin demand.  

Nickel investor positioning  

LME investor flows have been marginally supportive of Nickel’s year-to-date 

performance but there has been no significant surge of new length to drive the 

market higher.  

 

The COTR report shows some flurries of short covering around the turn of the year 

but, subsequent investor positioning has shown little in the way of dramatic 

moves. In keeping with this, our assessment of volatility adjusted momentum 

indicates that momentum trading funds are likely to have covered shorts from the 

end of November through to mid-January. Since then, after briefly building length 

in February and early March, they are likely to have trimmed positions back to a 

relatively neutral level.  

 

Auto sales remain the laggard 

 

Source:  China NBS, CAAM, Bloomberg, ICBC Standard 

Investors are yet to rebuild their length in Nickel 

 

Source: LME, Bloomberg, ICBC Standard,   
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Similarly, an assessment of changes in aggregate open interest on the Shanghai 

futures exchange implies a flurry of short covering around the turn of the year but 

little clear direction since then.    

Despite this apparent lack of investor conviction, Nickel has been the top 

performing base metal in 2019. In part this reflects the low base effect of weak 

performance in H2 2018 but the behaviour of LME forward spreads indicates to 

us that there is more to it than a subdued starting point.  

Momentum investor positions likely back to near neutral levels 

 

Source: LME, Bloomberg, ICBC Standard 

SHFE positioning has been choppy since early year short covering 

 

Source: SHFE, Bloomberg, ICBC Standard 

Spreads continue to ease, despite falling exchange stocks 

 

Source: LME, Bloomberg, ICBC Standard 
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Even as outflows of metal from exchange warehouses mean on warrant stocks are 

fast approaching 100kt, the forward curve has counterintuitively continued to 

ease. If this metal is being stockpiled and financed off-exchange rather than 

immediately consumed, which is likely to account for a material portion of the 

drawdown, that holding would generally be hedged and consequently have a 

forward derivative sale against it, that – all else equal – tightened spreads.  

As a result, our view is that forward financial buying by consumers in the battery 

supply chain, who do not yet need the metal but are acting in anticipation of rising 

demand over subsequent years, has supported prices and kept LME spreads 

loose. For spreads to begin to tighten, the market would likely need to experience 

further visible inventory draws, such that tighter near dated spreads drove a shift 

in the overall curve structure.  

Such a change does not yet appear to be in the offing but the re-opening of 

China’s import “arb” should support the flow of primary metal away from the LME 

and into the country’s battery supply chain, in a manner that continues the 

ongoing erosion of LME stocks.  

SHFE – LME “arb” re-opening  

 

Source: SHFE, LME, Bloomberg, ICBC Standard  
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reach different conclusions, with other ICBCS communications. ICBCS is under no obligation to bring such communications to the attention of recipients of this information. 

In jurisdictions where ICBCS is not already registered or licensed to trade in securities, transactions will only be effected in accordance with applicable securities legislation, 

which will vary from jurisdiction to jurisdiction and may require that the trade be made in accordance with applicable exemptions from registration or licensing requirements. 
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