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PalTladium has staged a strong performance rising 140% over the last 3 years (from 6 June
2016 to 6 June 2019) in comparison to its sister metal platinum whose performance has
Tanguished over the same period rising only 35% owing primarily to the dieselgate
scandal sparked by volkswagen in 2016. while the two precious metals tend to be closely
related as they derive a Targe part of their use (about 40% for platinum and 75% for
palladium) from the auto industry, their recent performances have diverged considerably.
After attaining an all-time high of US$1599.6 per troy ounce on 20 March this year,
palladium’s price appreciation has begun to unwind. we believe palladium’s current price
correction was Tlong overdue and is not yet over as there 1is more downside to come.
However, in the case of platinum, prices are starting to recover, and fundamentals point
to higher upside in 2019. The palladium to platinum ratio (shown in the chart below) hit
a record high on 18 March at 1.888 and since then the ratio has begun to unwind as
platinum prices recover and palladium prices decline.

Figure 1: Palladium versus platinum ratio begins to unwind in 2019
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Source: Bloomberg, WisdomTree, data available as of close 31 May 2019. Historical
performance is not an indication of future performance and any investments may
go down in value

Stringent emissions regulation bodes well for platinum demand

The global auto industry has been witnessing a slow down after reaching record growth 1in
2018. According to the China Association of Automobile Manufacturers, since the start of
2019 car sales in china have declined almost 15% over the prior year. According to the
European Automobile Manufacturers Association (ACEA) demand for new cars in the European
Union decreased by 2.6% amounting to 5.3 million units registered in total from January
to April 2019. In the US, new vehicle sales from January through April fell 3% however
they posted an unexpected increase in May 2019.

Figure 2: Global auto sales growth
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while the auto industry endures a slowdown, stricter legislation globally which will be
rolled out over the 2019-2021 period is Tikely to support demand for platinum and
palladium. Gasoline powered catalytic convertors utilise platinum or palladium in
combination with rhodium. Diesel powered catalytic convertors have a much higher
platinum loading. We expect the implementation of stricter heavy-duty emission Timits in
China and India to augment demand for platinum in comparison to palladium.

Figure 3: Emissions Legislation for Heavy Duty Vehicles
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In China, heavy duty vehicles adopting Platinum group Metal (PGM) catalysts are expected
to rise sharply in line with their governments “Blue Sky protection” plan which has seen
the early rollout of cChina VI legislation. From 3July 2019, all trucks sold in several
cities and cChinese provinces must be equipped with advanced aftertreatment systems.
Consumption of platinum in Electric vehicles (EVs) powered by fuel cells (FCEVs) is also
expected to rise in Tlockstep with the cChinese government’s New Energy Vehicle (NEV)
programme that is aimed at promoting EVs. Similarly, in India home to the world’s second
largest market for 1ight duty diesel cars existing aftertreatment systems have almost
zero to low platinum Toadings due to Tight duty emissions legislation. However, this is
set to change as the market transitions from BSIV (equivalent to EuroIV) to BSVI
(equivalent to Euro VI) standard from April 2020 which should bolster demand for
platinum owing to higher catalyst fitment rates. Platinum Tloadings on European diesel
cars are expected to continue to fall in 2019. As European automakers seek to comply
with Euro6d-TEMP regulations, there has been a wider use of non-PGM selective catalytic
reduction (SCR) for NOx conversion, in place of platinum containing lean NOX traps
(LNTs). we expect the consumption of platinum in China and India to more than offset the
fall in platinum usage in Europe in the auto industry.

Investment demand to outpace other sources of platinum demand

Jewellery demand which accounts for nearly 30% of platinum’s use is expected to remain
weak 1in dits primary market - china. However, 1India’s consumption of platinum in
jewellery 1is set to expand albeit from a small base. Strong demand from industrial
applications (that account for 18% of platinum use) 1is also expected due to structural
factors with glass, petroleum and chemical companies adding capacity to meet the demand
for products such as fibreglass, plastics and silicones. From an investment standpoint,
demand for platinum Exchange Traded Funds (ETFs) have garnered considerable momentum
(evident from the chart below) since the start of 2019 and we expect the demand to
continue towards the end of 2019. In contrast, palladium ETFs have witnessed
considerable outflows. Since the start of the second quarter, ETF 1investors have sold
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85,000 ounces of palladium and as much as 100,000 ounces since the start of the year.

Figure 4: Physically backed Exchange Traded Funds (ETFs)
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Source: Bloomberg, WisdomTree, data available as of close 31 May 2019. Historical
performance is not an indication of future performance and any investments may
go down in value

Supply deficit expected in the platinum market this year

According to Johnson Matthey, the world’s Tlargest refiner of platinum and palladium, the
platinum market is expected to move into a small supply deficit of 127,000 ounces after
being in a surplus over the prior two years. South Africa is responsible for producing
nearly 80% of the world PGM supplies. Platinum producers in South Africa are preparing
for collective wage negotiations with the unions over the summer period. Given its
history, the Association of Mineworkers and Construction Union (AMCU) is known to enter
the collective 3-year wage negotiations with challenging demands raising the risk of a
strike that could reduce supply on the global platinum market. So far, the AMCU union
has already demanded that workers should benefit from higher PGM prices. we do not
expect negotiations to result in widespread strike action, but we would not rule out the
risk of short-term strike action given the intense negotiations.
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Figure 5: Net Balance on platinum versus palladium market
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Source: Johnson Matthey, WisdomTree, data available as of close 31 May 2019. Please
Note: 2019 numbers are a forecast. Historical performance is not an indication of
future performance and any investments may go down in value

After staging a relatively weak performance relative to palladium over the prior three
years, we expect platinum prices to benefit from rising regulatory environment in the
auto industry, higher dinvestment demand and stable demand from the industrial sector.
while the palladium market is expected to remain in a supply deficit for the seventh
consecutive year, we believe palladium prices have run ahead of itself and 1its price
correction has further room. The Platinum market is expected to be in a supply deficit
this year after two consecutive years of surplus, combined with a more optimistic demand
outlook we expect platinum prices to recover this year.

Related Blogs

+ Platinum Group Metals: automotive market continues to shape demand
Related products

+ ETFS Physical Platinum

wisdomTree.com * +44 (0) 207 448 4330 WISDOMTREF


https://wisdomtree.eu/~/link.aspx?_id=BC9FA6E139324E98B9E766F1C4CE5095&_z=z
https://wisdomtree.eu/~/link.aspx?_id=D05DCA7908F94ACEBAB8E4EC7A23D5A2&_z=z

WisdomTree INSIGHT ARTICLE

+ ETFS Physical Palladium
+ Boost Palladium 2x Leverage Daily ETP
+ Boost Palladium 1x Short Daily ETP

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 conflicts 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 1in this document,
wisdomTree does not warrant or guarantee its accuracy or correctness. Where wisdomTree
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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