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Copper prices have risen to their highest level since 2012,
buoyed by hopes of a global economic recovery and a
weaker dollar. With a blue wave sweeping both houses, we
expect Biden’s fiscal stimulus programme to keep the dollar
depressed in 2021. At the same time, a vaccine-driven
demand recovery, bolstered by copper-intensive green
stimulus across the globe, should support copper demand.
As a result, we have moved incrementally more bullish on
our copper forecasts $3.60/lb for 2021 (previously $3.20/lb).
Taseko Mines is our preferred pure play and Glencore
amongst the diversifieds.

Anglo American
Glencore
SolGold*
Taseko Mines*
HOLD
Antofagasta
BHP
KAZ Minerals
SELL

Weaker dollar helping to push copper higher
Copper prices have been heavily supported by a weakening in the US dollar
in the last three quarters, and the most recent leg higher at the start of this
year has been boosted by the Democrats taking back control of the Senate in
the Georgia state runoffs, increasing the probability of a larger stimulus
package.
Figure 1: Copper versus inverse dollar index
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The dollar still appears to be firmly in the driving seat, with the correlation
holding at very high levels. It has in fact been one of the longest stretches of
close correlation between the US dollar and the copper price in recent history.
This document is a marketing communication and has been prepared and distributed by Liberum Capital Limited. It is not independent research prepared in accordance
with legal requirements designed to promote the independence of investment research and is not subject to a prohibition on dealing ahead of the dissemination of
investment research. For Reg-AC certification, see the end of the text. Liberum does and seeks to do business with companies covered in this communication. As a
result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a
single factor in making their investment decision. ^Completed when first distributed.

Copper to remain at lofty levels
14 January 2021

Figure 2: Correlation between copper prices and inverse DXY index (3-month
trailing average)
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With support from the Fed ongoing and a major stimulus programme to
come, we expect the dollar to remain under pressure. As the below chart
shows, the Bloomberg consensus forecast for the currency remains flat for
the remainder of 2021. This, along with a vaccine-driven global economic
recovery, should continue to support copper.
Figure 3: US dollar guidance
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Global green stimulus should support copper demand
With the blue wave of success for Biden and the Democrats, we expect a
major green stimulus package in the coming months. Biden has talked of a
$2trn package over four years to ramp up clean energy in various parts of the
economy in order to boost economic growth whilst also tackling climate
change.
This tack has been taken in much of the developed world in the wake of the
coronavirus pandemic, with European economies taking the lead thus far.
This is unsurprising given that a number of countries have put net-zero target
dates into official legislation. The Energy and Climate Intelligence Unit
reported in February 2020 that 49% of world GDP is generated by regions
with an intended net-zero target.
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Figure 4: Countries with net zero targets in law
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With copper a major component in clean energy infrastructure, such as in
electric vehicles and wind power generation, the metal would be a major
beneficiary of long-term green stimulus. Some examples of green stimulus
policies in major economies, either announced or already implemented, are as
follows:
 China: China has committed principally to expanding its footprint in
electric vehicles in the wake of the pandemic. This will include growing the
charging network by 50% and adding over 600,000 charging points this year,
of which 200,000 will be public chargers. In addition, electric car subsidies
and tax breaks that were to be cut have been extended out to 2022.
Elsewhere, investment is being channelled into new infrastructure like 5G and
ultra-high voltage electricity transmission.
 European Union: The EU announced a €750bn recovery fund in response
to the coronavirus pandemic, with an additional €1.1trn from the EU budget
over seven years. This package earmarks 30% (or €550bn) for climate action,
although the definition appears vague. Whilst most of these are proposals and
individual countries will be able to spend the budget as they desire (subject to
approval), the focus appears to be on building energy efficiency, renewable
energy, electric vehicles, hydrogen investment and green jobs.
 France: One of the biggest green responders to the pandemic, France
has announced a €100bn plan which includes €30bn on four ‘ecological’
sectors: building renovations, agriculture, transport and energy. Some policies
include subsidies and grants for electric car ownership, €6.5bn investment in
the energy efficiency of public and private buildings and significant funding for
hydrogen generation. In addition, whilst the country has rescued high-carbon
industries like aviation, it has tied these loans to climate goals. For example,
Air France has to halve emissions from domestic flights by 2024 as part of a
€3bn loan from the state and €4bn in bank loans guaranteed by the state.
 Germany: The €136bn stimulus package includes €50bn allocated to ‘a
future-friendly Germany’, much of which relates to the energy transition. Most
notably, it has committed €9bn in support for hydrogen development. There is
also a major push towards electric and hybrid vehicle subsidies, with
investment in charging infrastructure and R&D on electromobility and new
batteries also included.
 South Korea: The Korean government has put forward the ‘Korean new
deal’ which has a digital component and a green component. The green
component has a proposed amount of $10.6bn by 2022. This will be split
between the green transformation of buildings, expanding low-carbon energy
infrastructure including wind and hydrogen and business support for green
SMEs.
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 UK: Green stimulus in the UK has been somewhat more lacklustre than
peers, with £3bn of the £30bn fiscal package aimed at climate action. The
principal parts of the policy include £2bn in grants for home-efficiency
upgrades and £1bn for green measures in public buildings like schools and
hospitals, w to be spent in 2020. Other areas of focus include electric vehicles
and public transport, renewable electric and nuclear and hydrogen
investment. However, the sums are modest compared to European peers.
Figure 5: Announced green policies since coronavirus ($bn)
70
60
50
40
30
20
10
0
China

EU

France

Proposed

Germany

Approved/agreed

South Korea

UK

Implemented

Source: carbonbrief.org

With a lot of this green stimulus focussed on electric vehicles and their
associated infrastructure, it is unsurprising that we have seen a bounce in
major battery metals in recent months. Lithium and cobalt prices have
bounced from their lows as companies look to restock on these key battery
components ahead of a potential surge in demand in the years ahead.
Figure 6: Lithium carbonate and cobalt spot prices (US$/t)
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Expect copper market to loosen into second half
Whilst copper consumption in the world ex-China is very likely to improve,
bolstered by a restocking cycle, it is difficult to see increased demand yearon-year from China after they hoovered up mountains of excess refined
copper in 2020 (indicates 1mt strategic build). This, coupled with recovering
scrap (imports down 609ktpa over last twelve months) and mine supply (albeit
weighted to risky greenfield projects), should see the market loosen in the
months ahead. Whilst this is clearly a downside pressure on prices, we
expect optimism on forward demand and deficits in further out years to keep
prices supported near term as well as large inventory rebuild at Chinese
smelters (600kt drawdown in 2020) and rest of work restock of refined metal.
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Figure 7: Unrisked mine supply additions by type (kt)
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Copper refined imports suggest strategic build in China
China took all the excess copper as it recovered at a rapid pace whilst the
rest of the world slowed down. This led refined imports to peak in July at
711kt, though the restart of other economies has since pushed this back
down to 497kt in November.
Figure 8: Contained copper monthly imports by product (kt)
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Given the challenges to the economy, apparent copper consumption growth
of 17% is clearly not representative of underlying domestic consumption.
Various sources are forecasting demand growth of 3%-5% and this is backed
up by the different demand indicators. Vehicle output ended the year flat,
whilst appliance production managed to tick up.
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Figure 9: Appliance and vehicle output (12MMA Y/Y%)
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Housing completions and sales remained flat at the close of the year.
Figure 10: Floor space completion and sales (12MMA Y/Y%)
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Investment into the grid remains sluggish, but power plant investment has
been very strong. This has been most notable in copper-intensive wind
power, which saw a 140% increase in investment year-on-year in November.
Figure 11: Fixed asset investment in power plants and grid (3MMA Y/Y%)
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Aside from the increase in power plant investment and a modest increase in
appliance output, this would suggest a large invisible stock build. In normal
market conditions, we would be concerned that further downstream we were
at the top of the working capital cycle.
However, given that the build happened during the downturn, this is far more
likely to be accumulated by strategic government purchases (which has been
alluded to in media reports), having stepped into the market when prices are
low. Whilst that stock building has likely ended, we do not believe that there is
any imminent risk of destocking of refined metal.
The strengthening Chinese renminbi and the steep copper contango would
also make it a profitable carry trade for Chinese traders to hoard copper metal
so that they could cannibalise future demand.
In the rest of the world, it is highly likely that the downstream has been
destocking inventories to conserve cash and that it will start to build again, as
highlighted by our Capital Goods team’s Early Cycle Indicator (see here). This
has seen order-inventory ratios across regions explode to multi-year highs.

Exchange copper inventories and concentrate are low
Copper mine supply, particularly in Latin American countries, was impacted
by COVID-19 lockdowns and ongoing operational restrictions. Whilst copper
exports had been recovering, they pulled back a touch in September.
Figure 12: Monthly copper exports by country (kt)
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The market still appears to be very short copper concentrate as evidenced by
the continuing decline in spot treatment and refining charges. These are now
at a level where the average smelter in China will make no profit on
concentrate processed. On our rough estimates we believe that copper
concentrate inventories in China have drawn down by 600kt in 2020.

7

Copper to remain at lofty levels
14 January 2021

Figure 13: Copper spot treatment charges in China ($/t)
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Copper inventories on exchanges and in Chinese bonded warehouses remain
towards the bottom of the range and shrank in line with typical seasonal
patterns. For much of 2020, copper had been cleared off exchanges and LME
warehouse stocks hit the lowest levels since 2008. That was until the end of
September when there was a large build declared.
Figure 14: Copper inventories on exchanges and Chinese bonded warehouses
versus 2010-2019 range
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Scrap supply still weighed down by customs standards
Copper scrap into China has been declining for years as Chinese customs
controls have been tightening and banning low-grade scrap. This had largely
been offset by the scrap being upgraded in intermediary centres like Malaysia
and Thailand. However, since October 2019, scrap imports (adjusted for
quality) began to crater as customs standards became too onerous and the
run-rate has dropped significantly with supply down 609kt in the past twelve
months.
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Figure 15: Copper contained in scrap imports
2500

30%
20%

2000

10%
0%

1500

-10%
-20%

1000

-30%
-40%

500

-50%
0
Oct-11 Aug-12 Jun-13 Apr-14 Feb-15 Dec-15 Oct-16 Aug-17 Jun-18 Apr-19 Feb-20
Copper contained in scrap imports (kt) annualised

-60%

Growth 6MMA Y/Y%

Source: Bloomberg

Now, given where copper prices are today and that global manufacturing has
restarted, copper scrap collection and availability should be solid. However,
we can see the imports are still compressed from all areas of origin, one issue
being that copper scrap shipments cannot be insured as the customs
requirements are so uncertain. Thus, despite the copper scrap trade being
very profitable at current prices, shipping companies are unwilling to take the
risk of the product not being accepted at ports due to quality specifications
and the whole shipment getting sent back.
Figure 16: Copper scrap imports by origin (mt)
180
160
140
120
100
80
60
40
20
0
Jan-10 Dec-10 Nov-11 Oct-12 Sep-13 Aug-14 Jul-15 Jun-16 May-17 Apr-18 Mar-19 Feb-20
North America

Europe

Australia

Japan/South Korea

Hong Kong

Malaysia/Thailand/Taiwan

Source: Bloomberg

Higher copper forecasts mean upgrades across the space
We moved incrementally more bullish on copper on 30th November, given
better than expected vaccine news and an expectation that the demand
recovery would outweigh the supply and scrap recovery in 2021. However,
the Democrat victory in the senate elections and likely impact on the dollar
has forced us to reassess our forecasts again to the upside.
As such, we have raised our H1’21 copper forecast to $3.70/lb (from $3.30)
and our H2 forecast to $3.50/lb (from $3.10). This then drops in H1 ’22 to
$3.30/lb, H2’22 to $3.10/lb before reaching a long-term price of $3.00/lb from
2023 onwards.
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As can be seen in the table below, our updated copper forecasts have led to
an increase in EBITDA across our copper names and an associated rise in
NPV. We have updated our target prices to reflect this, whilst also taking our
target basis from 1.0x NPV to 1.3x NPV for the majors in order to reflect
where we are in the commodity cycle.
Figure 17: Upgrades to EBITDA and NPV estimates

Anglo American
Antofagasta
BHP
Glencore
KAZ
Rio
SolGold
Taseko

2021 EBITDA ($m)
2022 EBITDA ($m)
Group NPV (£/sh)
Previous New
% Chg Previous New
% Chg Previous New
% Chg
12,737
13964
10%
11147
11,994
8%
20.89
22.86
9%
3,043
3767
24%
3124
3,371
8%
7.66
8.00
4%
21,614
22239
3%
17742
19,184
8%
16.79
18.50
10%
15,237
16318
7%
12082
12,619
4%
2.73
2.79
2%
1,247
1382
11%
1133
11,97
6%
5.00
5.34
7%
15,831
16385
3%
11912
12,199
2%
29.84
30.02
1%
-15
-15
0%
-15
-15
0%
0.55
0.55
0%
129
158
22%
90
106
18%
1.22
1.63
34%

Source: Liberum

Figure 18: Company target prices and ratings
Rating
Anglo American
Antofagasta
BHP
Glencore
KAZ
Rio
SolGold
Taseko

BUY
HOLD
HOLD
BUY
HOLD
SELL
BUY
BUY

NPV
(£/sh)
22.86
8.00
18.50
2.79
5.34
30.02
0.55
1.63

Target
Target New Price Target
Basis (x) NPV (£/sh)
(£/sh)
30.00
1.30
29.71
10.50
1.30
10.40
24.00
1.30
24.06
3.50
1.30
3.62
7.00
1.30
6.95
39.00
1.30
39.03
0.55
1.00*
0.55
1.65
1.00**
1.63

Current Share
Price (£/sh)
27.34
15.42
21.58
2.76
7.21
61.28
0.36
1.125

Upside
(%)
10%
-32%
11%
27%
-3%
-36%
53%
47%

Source: Liberum, Bloomberg *Bid price to achieve 15% IRR on $3.50/lb copper for acquirer, **0.5x NPV for
Florence project

Taseko Mines preferred junior play; AAL/GLEN of the majors
Taseko Mines (BUY, TP 165p) - Our preferred play in the juniors remains
Taseko Mines, which is the most operationally geared to the copper price.
After a successful equity raise last year, the company is well positioned for
significant growth in 2021, especially with the final permit for the
transformational and environmentally friendly Florence project due shortly.
From there, construction of the $227m project is expected to take a year and
will increase copper capacity by 63% to 220Mlbs of copper at life of mine allin-sustaining costs of $1.50/lb. Outstanding value versus other copper peers,
trading at 0.5x P/NPV.
Antofagasta (HOLD, TP 1040p) Default copper exposure for generalists and
rerating since November has been substantial. However very much at the top
of its valuation range on spot commodity prices, making risk reward more
limited.
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Figure 19: Spot EV/EBITDA versus 2019 multiple range
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KAZ Minerals (HOLD, TP 700p) Trading at 12% higher than the 640p bid,
implying market believes that either 1) bid will be raised to even higher than
the current share price or 2) that the bid will be dropped and the shares will
continue to trade at this level. Problem for us the risk reward does not add up
and possibly tilted slightly negatively at this point.
1. Likelihood of the bid being raised is difficult to say, additional cost to the
bidders to a 10% bump on the current share price would be another
$1.2bn outlay, on top of the initial $5.3bn, plus they have to finance the
$8bn Baimskaya project.
2. In estimating the undisturbed share price today, KAZ ‘s earnings
momentum is up 21% since the bid, so shares could be £6.90/share with
no change in multiple. However, whilst Antofagasta shares have rerated,
KAZ Minerals also added another $1bn to the Baimskaya capex estimate,
that could have knocked off 5%-10% off share price performance, so
difficult to see how it would have re-rated in that environment.
Given the company’s determination to pursue Baimskaya, this is a risky
bet for shareholders who may find themselves being asked for cash to
help with the funding of the $8bn project that we still have yet to see the
feasibility study for.
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Regulation 2017/1129 (as amended or superseded).
Any person in the EEA who receives this
communication will be deemed to have represented
and agreed that it is a Qualified Investor. LCL and its
affiliates, will rely upon the truth and accuracy of the
foregoing representations and agreements. Any
person in the EEA who is not a Qualified Investor
should not act or rely on this communication or any
of its contents.
For US Investors
Analyst Certification: The analyst(s) who prepared this
report hereby certifies that all of the views expressed
in this report accurately reflect his / her personal
views about the subject securities or issuers. No part

of his/her compensation was, is, or will be directly or
indirectly related to the inclusion of specific
recommendations or views in this report.
The analyst(s) responsible for preparing research
report received compensation that is based upon
various factors, including total revenues of Liberum
Inc. and its affiliates, a portion of which are or have
been generated by investment banking activities of
Liberum Inc. and its affiliates. LCL may make a
market in the securities of the issuer and may act as
principal with regard to sales and purchases of this
security.
Any U.S. recipient of this report that is not a
registered brokerdealer or a bank acting in a broker
or dealer capacity and that wishes further information
regarding, or to effect any transaction in, any of the
securities discussed in this report, should contact
and place orders with Liberum Inc.
For Canadian Investors
This information is not, and under no circumstances
is to be construed as, an advertisement or a public
offering of the securities described herein in Canada
or any province or territory thereof. Under no
circumstances is this information to be construed as
an offer to sell securities or as a solicitation of an offer
to buy securities in any jurisdiction of Canada. Any
offer or sale of the securities described herein in
Canada will be made only under an exemption from
the requirements to file a prospectus with the relevant
Canadian securities regulators and only by a dealer
properly registered under applicable securities laws
or, alternatively, pursuant to an exemption from the
registration requirement in the relevant province or
territory of Canada in which such offer or sale is
made. This information is not, and under no
circumstances is it to be construed as, a prospectus,
an offering memorandum, an advertisement or a
public offering of any securities in Canada. No
securities commission or similar regulatory authority
in Canada has reviewed or in any way passed upon
these materials, the information contained herein or
the merits of the securities described herein and any
representation to the contrary is an offence. If you are
located in Canada, this information has been made
available to you based on your representation that
you are an “accredited investor” as such term is
defined in National Instrument 45-106 Prospectus
Exemptions and a “permitted client” as such term is
defined in National Instrument 31-103 Registration
Requirements, Exemptions and Ongoing Registrant
Obligations. Under no circumstances is the
information contained herein to be construed as
investment advice in any province or territory of
Canada nor should it be construed as being tailored
to the needs of the recipient. Canadian recipients are
advised that Liberum Capital Inc., its affiliates and its
authorized agents are not responsible for, nor do they
accept, any liability whatsoever for any direct or
consequential loss arising from any use of this
research report or the information contained herein.
For Swiss Investors
This publication is intended to be distributed to
professional investors in circumstances such that
there is no public offer. This publication does not
constitute a prospectus within the meaning of Articles
652a and 1156 of the Swiss Code of Obligations.
Other countries
Laws and regulations of other countries may also
restrict the distribution of this report. Persons in
possession of this communication should inform
themselves about possible legal restrictions and
observe accordingly.
Disclosures
Please refer to www.liberum.com/legal for regulatory
disclosures.
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