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Aluminium (Al) prices have corrected sharply from their Jun-26 highs, falling
below $3,000/t, as markets reassess the duration of Middle East (ME) supply
disruptions, factor in faster-than-expected smelter restarts, and price in
incremental Indonesian capacity. The correction has also been amplified by a
stronger USD, elevated bond yields, softer physical premiums in Asia, and the
unwinding of bullish positioning. Al equities have corrected in tandem,
reflecting lower spot-price assumptions, potential earnings downgrades, and a
partial reversal of the supply-scarcity premium embedded in valuations. While
these developments warrant a more cautious near-term stance, we believe the
correction should not be interpreted as the beginning of a sustained Al
downcycle. Global Al inventories remain exceptionally low, the recovery of
damaged GCC smelters is gradual and China’s ability to deliver a sustained
increase in primary metal supply remains constrained by its capacity ceiling.
Also, incremental Indonesian capacity and Chinese exports, in our view, may
mitigate though not fully eliminate the supply deficit created by ME disruptions.

Price correction overstates the pace of supply recovery

Al prices have corrected ~9% in 1M as the market reassesses the duration of ME supply
disruptions, with the gradual recovery of EGA’s and Alba’s operations easing concerns
over prolonged supply shortages. Additionally, rising GCC output (up 2% mom; -43%
yoy) with primary Al exports reaching 158kt in Aug-26, alongside higher Chinese exports,
is cushioning the supply shortfall. A stronger USD and elevated bond yields have further
pressured base metals, while softer physical premiums, with MJP’s 4QCY26 premium
declining 35% qoq to $255/t, indicate easing near-term tightness. While these factors
have unwound part of the supply-scarcity premium and weakened bullish positioning, we
believe the extent of actual supply normalization remains uncertain, given the time
required to restore GCC production and deliver incremental metal to end markets; hence,
we expect global Al deficit to be at 1.6mt in CY26E and of 700kt in CY27E.

Inventory rebuild remains key indicator of supply normalization

Despite the price correction, LME inventories remain exceptionally low at ~239kt near
multi-decade lows (Exhibit 6). At the same time, physical premiums remain elevated in
several markets. The European duty-paid premium was ~$520/t in mid-October, while
the US Midwest premium remained substantially higher (Exhibits 9-10), reflecting both
physical availability and tariff-related costs. This divergence between weaker benchmark
prices and elevated regional premiums suggests that the physical supply chain has not
fully normalized. We believe this is an important distinction; LME prices are increasingly
reflecting expectations of future supply recovery, while physical premiums and
inventories continue to capture the tightness in immediately available metal. We believe
a sustained rebuilding of exchange inventories, rather than a decline in benchmark prices
alone, would provide stronger evidence that the market has transitioned into a
structurally comfortable supply environment.

Al at $2,800/t; HNDL better placed to withstand downside

We stress-tested our non-ferrous coverage to assess downside risks to earnings and
valuations, at a bear Al price assumption of $2,800/t and alumina at $340/t. NACL faces
relatively higher downside, given its greater exposure to upstream Al realizations and
operating leverage. In contrast, HNDL appears better placed to withstand the correction,
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Implications for aluminium producers

At $2,800/t, lower aluminium realizations would pressure upstream EBITDA, with the overall
impact varying across companies depending on input costs, regional premiums, currency
movements, and product mix.

B HNDL: Lower aluminium realizations would weigh on upstream earnings, partly offset by
its downstream operations. Novelis’s earnings would remain dependent on conversion
spreads, Oswego ramp-up and Bay Minette commissioning, product mix, and the
effectiveness of metal-price pass-through.

B VAML: Lower aluminium prices would pressure upstream earnings, while the extent of
downside would depend on the commissioning timeline of its captive Sijimali bauxite
mine and its ability to increase the share of value-added aluminium sales.

B NACL: Nalco remains most impacted within the non-ferrous pack, as lower aluminium
realizations and MJP premiums would weigh on earnings, partly offset by higher alumina
realizations. The net impact would depend on the relative movement in aluminium and
alumina prices and the resulting change in integrated operating margins.

Incremental supply weighs, but a sustained surplus remains uncertain

We remain constructive on aluminium over the medium term, but acknowledge that the near-
term outlook is less favourable than it was at the June price peak. The market is currently
balancing two opposing forces. On one hand, faster Middle East restarts, incremental
Indonesian capacity, and higher Chinese exports are reducing the probability of an extended
acute shortage. On the other hand, exceptionally low LME inventories, incomplete
normalization of Gulf production and persistent physical supply-chain constraints limit the
extent to which the market can be considered comfortably supplied. Our base case assumes
that the market gradually absorbs incremental supply without moving into a deep or
prolonged surplus. Under this scenario, aluminium prices could stabilize and recover as the
initial macroeconomic shock fades, provided that inventory accumulation remains limited and
supply recovery does not materially exceed expectations. We would become more cautious if
GCC production normalizes materially faster than anticipated, Indonesian output ramps up
ahead of schedule, Chinese exports continue to rise, and exchange inventories begin to
rebuild consistently. Conversely, delayed restarts, renewed logistical disruptions, or a slower
supply response from Indonesia would strengthen the case for price recovery.

Exhibit 1: Indonesian supply ramp-up is overdone; Al market is likely to be in deficit till CY28
despite building a faster Al supply coming online
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Exhibit 2: In the bull case scenario, Indonesia is expected to add 7.4mt of additional capacity
by 2030, to take the total capacity to 8.5mt
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Exhibit 3: Total Al production down ~1% in CY26 YTD owing to supply tightness in ME
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Exhibit 4: Chinese Al production is up 2.9% yoy in CY26 YTD... Exhibit 5: ...resulting in higher exports amid tight supply due to
ME conflict
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Exhibit 6: Sustained inventory drawdown reinforces underlying Exhibit 7: Chinese Al inventory down 57% from the CY26 YTD
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Exhibit 8: GCC supply in August remained well below last year’s production level
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Exhibit 9: The European duty-paid premium remained elevated at Exhibit 10: Also, US Midwest premiums remained at ~$2,300/t
~$520/t during mid-October
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Diversified earnings cushion HNDL; NACL remains more
vulnerable to aluminium price downside

Exhibit 11: HNDL down to Rs893/sh per CMP, below our stressed Exhibit 12:...showing relatively higher upside vs peers
case assumption of Al at $2,800 and alumina at $340/t...
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Exhibit 13: VAML at Rs360/sh per CMP is still significantly below our  Exhibit 14: ...signalling 16.2% upside on FY28E EBITDA
stressed case assumption...
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Exhibit 15: NACL at Rs318/sh remain below our stressed case Exhibit 16:...reflecting 5% downside, underperforming peers
scenario mainly due to its unhedged Al volumes and declining MJP
premiums...
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Other disclosures by Emkay Global Financial Services Limited (Research Entity) and its Research Analyst under SEBI (Research Analyst)
Regulations, 2014 with reference to the subject company(s) -:

EGFSL or its associates may have financial interest in the subject company.
Research Analyst or his/her associate/relative’s may have financial interest in the subject company.

EGFSL or its associates and Research Analyst or his/her associate/ relative’s may have material conflict of interest in the subject company. The research Analyst
or research entity (EGFSL) have not been engaged in market making activity for the subject company.

EGFSL or its associates may have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding
the date of public appearance or publication of Research Report.

Research Analyst or his/her associate/relatives may have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month
immediately preceding the date of public appearance or publication of Research Report.

Research Analyst may have served as an officer, director or employee of the subject company.

EGFSL or its affiliates may have received any compensation including for investment banking or merchant banking or brokerage services from the subject
company in the past 12 months. . Emkay may have issued or may issue other reports that are inconsistent with and reach different conclusion from the
information, recommendations or information presented in this report or are contrary to those contained in this report. Emkay Investors may visit
www.emkayglobal.com to view all Research Reports. The views and opinions expressed in this document may or may not match or may be contrary with the
views, estimates, rating, and target price of the research published by any other analyst or by associate entities of Emkay; our proprietary trading, investment
businesses or other associate entities may make investment decisions that are inconsistent with the recommendations expressed herein. EGFSL or its associates
may have received compensation for products or services other than investment banking or merchant banking or brokerage services from the subject company
in the past 12 months. EGFSL or its associates may have received any compensation or other benefits from the Subject Company or third party in connection
with the research report. EGFSL or its associates may have received compensation from the subject company in the past twelve months. Subject Company
may have been client of EGFSL or its affiliates during twelve months preceding the date of distribution of the research report and EGFSL or its affiliates may
have co-managed public offering of securities for the subject company in the past twelve months.
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