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They say “a rising tide Tifts all boats”. when applied to the precious metal markets we
would argue that the boats need to be similar. Gold’s rally has Tifted most of the
precious metals complex over the past two months, with silver and platinum following
closely on 1its coattails (Faster than a speeding (silver) bullet). The reason for gold’s
rally 1is largely geopolitical, chiefly centred around trade wars (Gold could rise to
over US$1800/0z 1if geopolitical risks remain elevated). As we argue for silver, the
source of stress 1in financial markets that is supporting the price of gold (and hence
silver through correlation) may ultimately hurt demand for silver 1in dindustrial
applications. So, the catalyst for the rally in silver is a double-edged sword. The
stronger the historical correlation between a precious metal and gold, the better it is
Tikely to fare in this period of trade war related geopolitical uncertainty.

As the correlation matrix below highlights, the relationship between gold and silver is
the strongest, while the relationship between gold and palladium 1is the weakest. The
correlation between gold and platinum is fairly strong and accords with recent price
trends.

Ccorrelation between precious metal prices

Gold | Silver | Platinum | Palladium

Gold 1.00

Silver 0.72 | 1.00

Platinum 0.59 | 0.60 | 1.00

Palladium 0.27 | 0.37 | 0.55 1.00

Source: WisdomTree, using monthly spot prices from Bloomberg, monthly data from August 1989 to August 2019

The correlation rank order follows the same rank order for industrial use of the various
precious metals. Gold has the lowest demand from industrial applications while palladium
has the highest.

Some precious metals are more industrial

% of demand in industrial fabrication®

Gold 10%
Silver 57%
Platinum | 62%
Palladium | 94%

source: WisdomTree, Refinitiv, Johnson Matthey, average 2009 to 2018
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* Industrial fabrication includes autocatalyst, chemical, electrical, dental/medical, photovoltaic, brazing

alloys/solders, photography, ethylene oxide (i.e. demand categories that exclude investment and jewellery).

Looking at speculative positioning in futures markets, the rise in optimism for these
metals seems to have followed a similar order to the rank of industrial application 1in
the past year.

Figure 1: Net speculative positioning in precious metals futures (indexed to 100
on 01/01/2019)
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Source: WisdomTree, Bloomberg, Data to 30 August 2019
Speculative positions are the non-commercial futures positions, netting the shorts from the longs in each
respective commodity reported by the Commodity Futures Trading Commission. WisdomTree has indexed the series on

01/01/2019 so that all metals have the same starting point at the beginning of the timeseries shown.

Fundamentally, we don’t think a Tot has changed for platinum since we wrote Platinum's
turn to shine in 2019. Platinum’s performance has lagged palladium over the past few
years because of a structural shift in demand away from diesel 1light passenger vehicles
to gasoline 1light passenger vehicles (platinum is used more in the former and palladium
is used more in the Tatter). But as we argued in that piece, platinum maybe a Tittle
oversold relative to palladium. Furthermore, an increase in diesel autocatalyst demand
from China and India relating to tighter emission controls on heavy duty vehicles could
stem further decline in platinum demand despite continued weakness in diesel passenger
cars. An inevitable upward correction for platinum has received a tailwind from gold’s
rise.

In a similar vein to silver, industrial demand for palladium could take a hit after the
initial momentum rally 1is over. Global auto sales - the driver behind both platinum and
palladium demand - is slowing and Tikely to suffer from trade war-induced global
recession (that appears to be increasingly priced into market expectations for central
bank action). So, we also see a strong tactical opportunity in platinum here rather than
a longer-term one based on longer-term fundamentals. Conversely, we still believe the
Tong-term fundamentals for palladium are still very strong, but the short-term catalysts
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are Tlacking.

Related blogs
+ Faster than a speeding (silver) bullet
+ Gold could rise to over US$1800/0z if geopolitical risks remain elevated

Related products

+ ETFS Physical Palladium
+ ETFS Platinum

View the online version of this article here.
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Important Information

Marketing communications issued in the European Economic Area (“EEA”): This
document has been issued and approved by WisdomTree Ireland Limited, which is authorised
and regulated by the Central Bank of Ireland.

Marketing communications dssued in jurisdictions outside of the EEA: This
document has been qissued and approved by WisdomTree UK Limited, which 1is authorised and
regulated by the uUnited Kingdom Financial Conduct Authority.

wisdomTree 1Ireland Limited and WwisdomTree UK Limited are each referred to as
“WisdomTree” (as applicable). our cConflicts of Interest Policy and Inventory are
available on request.

For professional clients only. The information contained in this document is for
your general information only and 1is neither an offer for sale nor a
solicitation of an offer to buy securities or shares. This document should not
be used as the basis for any investment decision. Investments may go up or down
in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should
be based on the information contained in the appropriate prospectus and after
seeking independent investment, tax and legal advice.

The application of regulations and tax 1laws can often lead to a number of
different interpretations. Any views or opinions expressed in this communication
represent the views of wisdomTree and should not be construed as regulatory, tax
or Tlegal advice. WisdomTree makes no warranty or representation as to the
accuracy of any of the views or opinions expressed in this communication. Any
decision to invest should be based on the information contained 1in the
appropriate prospectus and after seeking independent investment, tax and Tlegal
advice.

This document is not, and under no circumstances is to be construed as, an advertisement
or any other step in furtherance of a public offering of shares or securities in the
United States or any province or territory thereof. Neither this document nor any copy
hereof should be taken, transmitted or distributed (directly or 1indirectly) into the
United States.

Although wisdomTree endeavours to ensure the accuracy of the content in this document,
wisdomTree does not warrant or guarantee its accuracy or correctness. Where WwisdomTree
has expressed its own opinions related to product or market activity, these views may
change. Neither wisdomTree, nor any affiliate, nor any of their respective officers,
directors, partners, or employees accepts any liability whatsoever for any direct or
consequential Toss arising from any use of this document or its contents.
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