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 Management constructive on aluminium margin improvement in CY23 

as demand picks up in a balanced market 

 Read-across suggests pressure on margins for Indian players in H2FY23 

but recovery from FY24 

 

  

Alcoa reports a weak Q4: Alcoa’s Q4CY22 adj. EBITDA of US$ 29mn nosedived 

86% QoQ, coming in 73% below consensus. As the decline in realisations was a 

known factor, the underperformance stemmed primarily from high raw material 

costs. While prices of pitch/coke used for making anodes in aluminum smelters rose 

70%/30% YoY, caustic soda used in alumina refining was up 39% YoY. Alcoa sees 

signs of costs softening from early-CY23 and is also seeing a return of pricing power.  

Near-term demand outlook positive: Alcoa remains positive on aluminium demand 

improvement in CY23, citing loosened Covid restrictions and stimulus measures in 

China, continuing demand strength in the US, and some pullback in uncertainty in 

Europe with the easing of power and natural gas costs.  

Market to remain in balance and support margin recovery: The US aluminium 

major sees a limited (1mt) rise in China’s capacity under the swap policy in CY23 

and believes the industry remains intent on adhering to the self-imposed 45mt cap. 

Management highlighted the 2.5mt of production curtailments in China and anticipates 

further cuts in Europe as the operating environment remains difficult. Per Alcoa, 15-25% 

of European smelters were cash-negative at Dec’22 average prices. With the aluminium 

market already in a small deficit in China and the rest of the world in CY22, and record-

low inventory (49 days vs. the 10Y average of 70), the physical market balance is tight. 

Upbeat long-term view: Alcoa is positive on long-term demand fundamentals, 

pointing to strong offtake in transportation and packaging. The global EV market has 

clocked 7x growth over 2016-23 with China ramping up EV capacity to 6.9mn 

vehicles in CY22 and further to 9.0mn in CY23. Per management, packaging demand 

(aluminium cans) has also posted strong ~40% demand growth over 2016-23. 

Read-across for Indian aluminium players: Alcoa’s results point to weaker 

Q3FY23 margins for domestic aluminium players and the possibility of continued 

cost pressure in Q4 from expensive raw material inventory. However, margins could 

look up in FY24 aided by demand recovery and pullback in raw material costs. 
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Alcoa: Q4CY22 earnings highlights  

Alcoa reported Q4CY22 adj. EBITDA of US$ 29mn, down 86% QoQ and 73% below 

consensus. The miss stemmed primarily from high raw material costs, with prices of 

pitch/coke soaring 70%/30% YoY and that of caustic soda up 39%. Alcoa expects costs 

to soften from early-CY23, aiding a return of pricing power.  

Fig 1 – Aluminium EBITDA/t nosedived QoQ…   Fig 2 – …due to lower realisations and higher raw 
material costs 

 

 

 

Source: Company, BOBCAPS Research  Source: Company, BOBCAPS Research 

Fig 3 – Alcoa’s aluminium cost and profit breakup 

 
Source: Company, BOBCAPS Research 

Fig 4 – Alcoa’s alumina EBITDA also plummeted…   Fig 5 – …driven by lower realisations and higher raw 
material and production costs 

 

 

 

Source: Company, BOBCAPS Research  Source: Company, BOBCAPS Research 
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Fig 6 – Alcoa’s alumina cost breakup 

Source: Company, BOBCAPS Research 

Progress on zero-carbon initiatives 

Alcoa’s low-carbon aluminium, Ecolum, has registered 4x volume growth in CY22, 

driven mostly by the European market, and has also started earning increased margins 

on deliveries. The company is also working on several breakthrough technologies as 

part of its zero-carbon initiatives:  

 Elysis technology for smelters: Alcoa plans to (a) demonstrate commercial-sized 

450kA cells for use in a carbon-free smelting process in CY23, (b) make a 

commercial package available for installation by end-CY24, and (c) operate its first 

commercial capacity in CY26.  

 Refinery of the future: To decarbonise the alumina refining process, the company 

is developing mechanical vapour recompression (MVR) and electric calcination 

processes. Alcoa plans to pilot the MVR process with funding support from the 

Australian Renewable Energy Agency.  

 Astraea: For recycling of post-consumer scrap, the company is planning a pilot 

demonstration of its ‘Astraea’ technology to convert scrap into high purity aluminium. 

 Green energy: Alcoa has shifted to renewable sources for a bulk of the power 

requirements of its aluminium smelters. 
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Disclaimer 

Recommendation scale: Recommendations and Absolute returns (%) over 12 months 

BUY – Expected return >+15%  

HOLD – Expected return from -6% to +15%  

SELL – Expected return <-6% 

Note: Recommendation structure changed with effect from 21 June 2021 

Our recommendation scale does not factor in short-term stock price volatility related to market fluctuations. Thus, our recommendations may not always be strictly in 
line with the recommendation scale as shown above. 

Analyst certification 

The research analyst(s) authoring this report hereby certifies that (1) all of the views expressed in this research report accurately reflect his/her personal views about 
the subject company or companies and its or their securities, and (2) no part of his/her compensation was, is, or will be, directly or indirectly, related to the specific 
recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of BOB Capital Markets 
Limited (BOBCAPS). 

General disclaimers 

BOBCAPS is engaged in the business of Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited and BSE 
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BOBCAPS’s activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years. 
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory 
authority against BOBCAPS affecting its equity research analysis activities. 

BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INH000000040 valid till  
03 February 2025. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated 
20 November 2017. BOBCAPS CIN Number: U65999MH1996GOI098009. 

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of 
any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory 
board member of any companies that the analysts cover.  

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to 
the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations 
expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of 
interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein. 

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction We are not soliciting any action based on 
this material. It is for the general information of BOBCAPS’s clients. It does not constitute a personal recommendation or take into account the particular investment 
objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this material, clients should consider whether it is 
suitable for their particular circumstances and, if necessary, seek professional advice. BOBCAPS research reports follow rules laid down by Securities and Exchange 
Board of India and individuals employed as research analysts are separate from other employees who are performing sales trading, dealing, corporate finance 
advisory or any other activity that may affect the independence of its research reports. 

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any 
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not 
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions — 
including those involving futures, options, and other derivatives as well as non-investment-grade securities — that give rise to substantial risk and are not suitable for 
all investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as 
such. Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information 
discussed in this material, but regulatory, compliance, or other reasons may prevent us from doing so.  

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” 
or “short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or 
dispose of any such securities (or investment). We and our affiliates may assume an underwriting commitment in the securities of companies discussed in this 
document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment banking 
or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies. 

For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of 
the equity shares of the subject company, the holdings of the issuer of the research report is also included. 

BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US 
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an 
adverse effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by 
foreign currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and 
understood the Risk disclosure document before entering into any derivative transactions. 

No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS’s prior written consent. 

Company-specific disclosures under SEBI (Research Analysts) Regulations, 2014 

The research analyst(s) or his/her relatives do not have any material conflict of interest at the time of publication of this research report.  

BOBCAPS or its research analyst(s) or his/her relatives do not have any financial interest in the subject company. BOBCAPS or its research analyst(s) or his/her 
relatives do not have actual/beneficial ownership of one per cent or more securities in the subject company at the end of the month immediately preceding the date of 
publication of this report. 

The research analyst(s) has not received any compensation from the subject company or third party in the past 12 months in connection with research 
report/activities. Compensation of the research analyst(s) is not based on any specific merchant banking, investment banking or brokerage service transactions. 

BOBCAPS or its research analyst(s) is not engaged in any market making activities for the subject company.  
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The research analyst(s) has not served as an officer, director or employee of the subject company. 

BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.  
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This research report will only be distributed in the United Kingdom, in accordance with the applicable laws and regulations of the UK, by Maybank Securities (London) 
Ltd) (“MSL”) who is authorised and regulated by the Financial Conduct Authority (“FCA”) in the United Kingdom (MSL and its affiliates are collectively referred to as 
“MAYBANK”). BOBCAPS is not authorized to directly distribute this research report in the UK.  

This report has not been prepared by BOBCAPS in accordance with the UK’s legal and regulatory requirements.  

This research report is for distribution only to, and is solely directed at, selected persons on the basis that those persons: (a) are eligible counterparties and professional 
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