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MARKET SPOTLIGHT
Gold outlook mixed, with non-commercials net short. Rally coming?
Traders have become very bearish on gold. Central banks are becoming less accommodating, the dollar has been
strengthening, and the real interest rate (nominal rate minus inflation) has become positive. The US Federal Reserve
raised interest rates again in September and is likely to do so once more this year. Meanwhile, the ECB is slowing its
asset purchases in October and is scheduled to end them this year.
Bond yields are rising, although inflation expectations have not gone up. This is not a positive sign for gold. The
10-year breakeven inflation rate has barely moved all year, while the yield on the US 10-year Treasury has risen from
2.4% to 3.2%.
However, bucking the trend, some central banks (Russia, Hungary, Poland and India) are buying gold as a safe asset
that supports financial stability. Nevertheless, investors overall are not as keen on the safe haven despite the volatility
in some currencies and stock markets. The dollar has been the safe asset of choice and with yields rising, US Treasuries become more attractive too.
The US dollar returned to a strengthening trend in April this year after weakening from late 2016. Conversely, the
dollar index has been declining since late August, and with the dollar weakening it now looks as if gold is gaining
some support.
Gold futures
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Is a rally coming? The non-commercial futures traders first moved to a net short position as the gold price reached
its low point for the year at $1,176/oz on 16 August. Since then the gold price has traded in a narrow range between
$1,180/oz and $1,210/oz. Despite the lack of further price decline, the non-commercial futures traders continued to
increase their net short position to an equivalent of 3.8 moz. When the gold price jumped to $1,224/oz it broke out
of its trading range, which is a positive sign. If the price holds above $1,210/oz, any further signs of strength could
induce a short covering rally.
HERAEUS PRECIOUS APPRAISAL I 1

PRECIOUS METALS REVIEW
79

Au

Gold											
$/oz

Close
1,227

Weekly change
0.58%

High
1,233

Date
15/10/2018

Low
1,219

Date
18/10/2018

€/oz

1,066

0.98%

1,074

19/10/2018

1,056

15/10/2018

The gold price has now gained $26/oz in the last two
weeks. Gold ETF holdings increased by 900 koz (1%)
over the same period from a bottom reached on 8
October after holdings dropped 4.2 moz (6%) over the
preceding five months.
Hungary's central bank has increased its gold reserves
tenfold, from 3.1 tonnes to 31.5 tonnes. This is the first
change in Hungary's gold holdings since 1996. Poland
recently added 9 tonnes to its gold holdings over July and
August, the first time it has made a change since 1998.
The Hungarian National Bank cited gold's "confidence-building", "stabilising role" and "international trends"
for the increase. Russia also added another 28 tonnes to
its gold reserves in August.
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Nonetheless, earnings season in the US has started
strongly. Of the S&P500 companies that have reported so
far, 87% have surprised to the upside. A strong earnings
season could help equities recover from their recent
decline and draw attention away from other investment
options, such as gold.

Silver												
$/oz

Close
14.62

Weekly change
0.21%
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Silver is struggling to break above resistance around
$14.85/oz. Gold is now at its highest price since 17 July.
In comparison, silver is still only challenging the highs
set earlier this month and would need to gain $0.92/oz
(5.9%) to catch up with gold and match its price from
17 July. Consequently, the gold:silver ratio has risen from
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Political instability could help gold. The US mid-term
elections are less than a month away and political uncertainty tends to rise ahead of elections. Furthermore, the
Brexit deal was supposed to be finalised at the European
summit last week, but has been delayed. This increases
the risk that the UK's exit from the EU will be turbulent,
which could lead to significant market and currency
volatility and push local investors towards gold.

81.2 at the start of October to 83.7. This is now the
longest period that the ratio has stayed above 80 since
1993. With increasing trade tariffs and economic growth
slowing in some regions, silver is being held back by an
uncertain industrial demand outlook.

Platinum											
$/oz

Close
832

Weekly change
-0.85%
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€/oz
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UK government policy is deterring people from buying
diesel cars. A survey of over 20,000 people in the
UK found that a quarter of respondents believed that
new diesel cars are as harmful to the environment as
older ones, even though new diesels have much lower
emissions. In the survey, 56% of people said that
changes to government policy surrounding diesels had
discouraged them from buying a diesel car and 84%
said more certainty on the future of diesel cars should be
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provided. Diesel sales in the UK dropped 43% year-onyear in September and are down 31% year-to-date. The
decline could have further to run as only 12% of respondents expect their next car to use diesel. The decline
of diesel car sales has cut Western European platinum
demand by over 150 koz since 2016. Even so, Western
Europe is still the region with the largest platinum
autocatalyst demand at over 1.2 moz, representing 40%
of global autocatalyst usage.
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Palladium										

Pd

$/oz

Close
1,082

Weekly change
1.35%

High
1,091
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€/oz
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Chinese auto sales dropped 11.6% year-on-year in
September, according to the China Association of
Automobile Manufacturers (CAAM). This is the third
consecutive month of decline. July and August saw sales
fall 4.2% and 3.8% respectively. It is also the largest
one-month sales drop since January 2012 and sales
are now up just 1.1% year-to-date. CAAM said that
its previous forecast for 3% annual growth in 2018 is
now unrealistic as it had underestimated the impact of
China's slowing economy. China is the largest automotive
market, producing 24.8 million cars and utilising over 2
moz of palladium in autocatalysts. If total sales for 2018
were to end the year unchanged from 2017, and automakers adjust production accordingly, palladium demand
would be about 50 koz lower.
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Fully electric cars would need to account for half of sales
to achieve a 40% reduction in fleet emissions, according
to VW CEO, Herbert Diess. Furthermore, a reduction in
CO2 emissions in Europe of 30% by 2030 (the target for
which the auto industry is lobbying) would still require
battery electric vehicles (BEVs) to make up 30% of
new car sales. Automakers have the task of increasing
the share from the current levels of 1.7% in Q2 2018
(source: ACEA). Assuming the total market remains the
same size, this equates to an average annual increase
in BEV sales of 27% every year. However, if BEVs were
to become 30% of the market, the reduction in annual
palladium demand would be roughly 150 koz less than
current expectations.
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Rhodium, Ruthenium, Iridium							

Reporting week

Rhodium
$2,465/oz

Ruthenium
$285/oz

Iridium
$1,470/oz

Previous week

$2,500/oz

$285/oz

$1,470/oz

The price of rhodium fell substantially last week. It
has slipped significantly below $2,500/oz. There were
very few bids in the market for some time and the
bid-ask spread was very wide for a couple of days,
which wasn’t reflected in the benchmark price. The
market has subsequently recovered somewhat and now
we are back in a normal market situation. News of the
auto sales slowdown in China may have taken away
some momentum from the spot market, before market
tightness reasserted itself.

Researchers looking for efficient ways to produce
hydrogen have found that catalysts containing ruthenium
nanoparticles can offer similar activity to equivalent
platinum or palladium photocatalysts. The research is a
long way from any commercial application but ruthenium’s relatively low price makes it an attractive substitute
for other PGMs. Ruthenium and iridium have been
holding the same price level for over a month and have
increased by only 3.6% and 3.1%, respectively, since the
end of May when iridium ended its rapid price rise.

HERAEUS PRECIOUS APPRAISAL I 3

TRENDS AND INVESTMENTS
Gold ETFs

moz
73

Gold ETF holdings

$/oz
1,400

Gold price (rhs)

72

1,350

Gold ETF
holdings up
700 koz in the
last 2 weeks

71
70

UK car diesel share
50%

45%

1,300

Diesel share
below 30% in
August and
September

40%

1,250
69

35%

1,200

68

1,150

67
Source: SFA (Oxford), Bloomberg

66

Jan

Feb

Mar

1,100

Apr

May

Jun

Jul

Aug

Sep

30%

25%
Jan-17

Oct

Apr-17

Jul-17

Oct-17

Jan-18

Apr-18

Jul-18

Source: SFA (Oxford), SMMT

Silver price

China car sales YTD y-o-y change

$/oz
18.0

16%

17.5

14%

17.0

2014

2015

2017

2018

2016

12%

16.5

Car sales heading
towards negative full
year performance

10%

16.0
8%

15.5

Silver struggling to
break resistance

15.0

6%
4%

14.5

2%

14.0
13.5

Source: SFA (Oxford), Bloomberg

Jan

Feb

Mar

0%

Apr

May

Jun

Jul

Aug

Sep

Oct

Source: SFA (Oxford), CAAM. Note: YTD = year-to-date.

Jan

Heraeus Precious Metals
Europe, Middle East, Africa & other regions
Phone: +49 6181 35 2750
edelmetallhandel@heraeus.com

South East Asia

Phone: +852 2773 1733
tradinghk@heraeus.com

United States of America
Phone: +1 212 752 2180
tradingny@heraeus.com

China

Phone: +86 21 3357 5658
tradingsh@heraeus.com

www.herae.us/trading-market-report
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,
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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.

