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MARKET SPOTLIGHT
Oil at new highs could indicate more near term upside for palladium
The price of oil is at its highest level in four years, having moved to a new high at the beginning of October. Two major
crude oil benchmarks, West Texas Intermediate and Brent, have recently reached $75/b and $85/b respectively. While
the degree to which commodity prices rise and fall may be linked to the unique supply and demand features of each
market, the overall health of the global economy also drives the direction of commodity prices. With robust demand
driving up prices, there is usually an added supply risk or event that accelerates the price rise. In oil’s case, the US
is re-imposing sanctions on Iran and supply from Venezuela is dropping. This continues (potentially for quite a while)
until it is clear that the fundamentals no longer support the elevated prices and then they fall.
Near-term, this probably means a higher palladium price. Historically, the platinum price has had a close correlation
to the oil price, whereas palladium has followed it less closely and been more volatile. However, since 2015, the
decline of diesel car sales has seen the platinum price lose its correlation to the oil price whereas, over the same
period, the palladium price has traded more closely to it (correlation 0.80).
Oil price correlation to platinum and palladium
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We have been here before and it did not end well. Both the oil and precious metals prices broke out to new highs in
2007 after pulling back in 2006. Silver outperformed, but palladium and platinum did almost as well and gold was
pulled higher too. This surge ended in 2008, only once it was clear that the economy had moved into recession.
The precious metals pulled back this year and now the palladium price is following oil by climbing higher, but watch
out for a reversal - if the oil price comes back down palladium has more to lose than platinum because its price is
much more elevated.
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Gold											
$/oz

Close
1,201

Weekly change
0.71%

High
1,208

Date
02/10/2018

Low
1,185

Date
01/10/2018

€/oz

1,044

1.77%

1,047

04/10/2018

1,021

01/10/2018

Gold gained 0.7% to $1,201/oz last week to move back
into the $1,190-1,205/oz range it had just dropped out
of the week before. A strengthening dollar was not enough
to subdue the positive gold move early in the week as
it recovered after the small dip to $1,183/oz on 28
September. The new Italian government had announced
a budget deficit target of 2.4%, much higher than that of
the previous government, which rattled investors. Italian
debt is the second highest in the EU, behind Greece, so
the budget announcement drew criticism from the EU.
The euro fell against the dollar, but gold still gained,
possibly on some safe haven demand.
A continued strengthening of the dollar did weigh on
gold in the second half of the week as it dropped from a
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Silver												
$/oz

Close
14.60

Weekly change
-0.50%

High
14.91

Date
02/10/2018

Low
14.37

Date
01/10/2018

€/oz

12.69

0.54%

12.92

02/10/2018

12.40

01/10/2018

Silver coin sales surged in September at the US mint to
2.9 moz, the highest since January. This is an increase
of 89% from August and more than eight times higher
than demand in September 2017. There were indications sales would be high when the US Mint sold out of
silver coins early in the month. The Perth Mint had a
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Pt

peak on Wednesday of $1,208/oz. US 10-year Treasury
yields reached 3.18%, the highest level since 2011.
Investors in the futures market are at an all-time record
short position on the 10-year Treasury, meaning they will
profit if yields increase further. Strong US economic data
also assisted the dollar rally as indexes (PMIs) measuring
the performance of the services sector came in above
expectations. Strong wage growth of 2.8%, following
August's 2.9%, raised concerns of inflation (which would
be positive for gold) but Federal Reserve Chairman,
Jerome Powell, played down the link, stating: "higher
wage growth alone need not be inflationary". The recovery
of gold back into the price range around $1,200/oz
indicates that more signs of inflation may be needed for
gold to break out of its range.

similarly good month for silver coins, selling 1.3 moz in
September, a 51% increase on August and the highest
since March 2016. The drop in price attracted investors
and it is clear they consider these silver prices (which
averaged $14.27/oz in September) a good price to enter
the market.

Platinum											
$/oz

Close
820

Weekly change
-0.19%

High
837

Date
03/10/2018

Low
809

Date
01/10/2018

€/oz

713

0.85%

725

03/10/2018

698

01/10/2018

French car sales in September show a fall in diesel’s
market share as fleet sales drop. Car sales in France
fell 13% year-on-year in September as the Worldwide
Harmonized Light Vehicle Test Procedure (WLTP) came
into force on 1 September, preventing uncertified cars
from being sold. Incentives had been offered over the
summer to clear the stock of uncertified cars, resulting
in a 40% increase in car sales in August. Discounts
were also offered to promote fleet sales, mass purchases
made by businesses, which may have had the effect of
promoting diesel cars which are popular with businesses
due to their fuel efficiency. Diesel's market share in
France had been holding at 40% for the six months of
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March to August, but fell to 36% in September, a level
last seen in the 1990s. The continued decline in diesel
has led to French car manufacturer, Renault, announcing
that it will halve its offering of diesels and introduce
additional hybrid models in the next few years. Peugeot
also announced last week that it is halting development
on diesel engines until the market stabilises and it
becomes clear whether diesels are viable. Some volatility
in vehicle sales is expected to continue due to the impact
of the introduction of WLTP, but this does not change
the expectations for 2018 as a whole: no change in total
sales but a sharp drop in diesels and therefore lower
platinum demand.
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Palladium										

Pd

$/oz

Close
1,073

Weekly change
-1.12%

High
1,078

Date
05/10/2018

Low
1,044

Date
02/10/2018

€/oz

933

-0.05%

936

05/10/2018

906

01/10/2018

The European Parliament has voted for stricter CO2
standards and higher BEV sales. The new targets are for
a 20% and 40% reduction in CO2 emissions from 2021
levels by 2025 and 2030, respectively, higher than the
15% and 30% suggested by the European Commission.
Sales targets for battery- and hydrogen-powered cars
of 20% and 35% in 2025 and 2030, respectively,
were also adopted. The final ruling is not expected to
be completed until early 2019, but it has a reasonable
chance of success with parliamentary support. A recent
poll by Ipsos Mori showed consumers are willing to do
their part, with 40% of EU citizens saying it is likely that
the next car they buy or lease will be an electric or fuel
cell car. Industry representatives have been critical of the
proposal, citing the high costs that will be imposed on
manufacturers and consumers to meet the challenging
targets. CO2 emissions of combustion engines can only be
lowered by decreasing engine sizes and increasing fuel
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efficiency, which reduces the requirements for palladium
and platinum in the exhaust treatment systems. Autocatalyst palladium demand for Western Europe was 1.7
moz in 2017 and BEVs accounted for less than 1% of
car sales. If the 35% electric car sales target is met,
palladium demand could drop by 600 koz.
A new trade agreement between the US, Canada and
Mexico is positive for the automotive market. The new
trade deal, named the United States Mexico Canada
Agreement (USMCA), includes quotas on Canadian-built
vehicles imported into the US, but they are above
current Canadian exports, removing the fear of tariffs
on Canadian cars that has been threatened by President
Trump. While the agreement has the potential to slightly
raise costs at certain points in production, the conclusion
of a deal is a positive move and automotive palladium
demand should be higher with it than without.
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Rhodium, Ruthenium, Iridium							

Reporting week

Rhodium
$2,585/oz

Ruthenium
$285/oz

Iridium
$1,470/oz

Previous week

$2,585/oz

$285/oz

$1,470/oz

Furuya Metal Co., a Japanese manufacturer of PGM
products, expects hard disk drive (HDD) ruthenium
demand to increase next year. The company reported
a turnover of 21.2 billion yen ($186 million at today’s
exchange rate) for their fiscal year ending June 2018.
This is primarily from supplying the Asian market, with
only 20% of turnover from other sales. Furuya reported
"solid" demand for ruthenium spluttering targets used in
HDD production in FY2018. Iridium crucible demand

was weak in the local market but there were improvements in overseas demand. The company's outlook is
for "an increase in orders" for ruthenium targets during
the next fiscal year and demand from temperature
sensors and precious metal compounds is also expected
to be good.
There was reasonable demand for rhodium, ruthenium
and iridium, but prices were little changed last week.
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TRENDS AND INVESTMENTS
US 10-year treasury yield and gold
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DISCLAIMER

This document is being supplied to the recipient only, on the basis that the recipient is
reasonably believed to be a professional market participant in the precious metals market. It
is directed exclusively at entrepreneurs and especially not intended for the use of consumers.
The material contained in this document has no regard to the specific investment objectives,
financial situation or particular need of any specific recipient or organisation. It is not
provided as part of a contractual relationship. It is not and should not be construed as an
offer to sell or the solicitation of an offer to purchase or subscribe for any investment or
as advice on the merits of making any investment. This report has been compiled using
information obtained from sources that Heraeus and SFA (Oxford) Ltd (“SFA”) believe to be
reliable but which they have not independently verified. Further, the analysis and opinions
set out in this document, including any forward-looking statements, constitute a judgment
as of the date of the document and are subject to change without notice.
There is no assurance that any forward-looking statements will materialize. Therefore,

The HERAEUS PRECIOUS APPRAISAL produced in
collaboration with:

SFA (Oxford) Ltd

United Kingdom
Phone: +44 1865 784374
www.sfa-oxford.com

consulting analysts and scientists in strategic commodities

The Oxford Science Park, Oxford,
United Kingdom, OX4 4GA

neither SFA nor Heraeus warrants the accuracy and completeness of the data and analysis
contained in this document. Heraeus and SFA assume no liability for any losses or damages
of whatsoever kind, resulting from whatever cause, through the use of or reliance on any
information contained in this document. However, in so far as a liability claim exists
under German law, Heraeus and SFA shall have unlimited liability for willful or grossly
negligent breach of duty. Unless expressly permitted by law, no part of this document may
be reproduced or distributed in any manner without written permission of Heraeus. Heraeus
specifically prohibits the redistribution of this document, via the internet or otherwise, to
non-professional or private investors and neither Heraeus nor SFA accepts any liability
whatsoever for the actions of third parties in reliance on this document.
Prices quoted are interbank (offer) prices for gold, silver, platinum and palladium.
Rhodium, ruthenium and iridium quotes reflect the Heraeus offer price at the time of
writing.

