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The precious metals complex in 2018 has come under pressure from the stronger US Dollar amidst the
rising rate environment. Platinum and palladium have led the declines with a performance of -16% and
-18.3% Year-to-Date (YtD). In addition to the strong US Dollar, platinum’s performance in particular has
been dampened by extreme negative sentiment, weak fundamentals, and gold’s lacklustre performance. In
lockstep with platinum, its sister metal palladium being a more industrialised precious metal has suffered
from repercussions of the tit for tat trade wars. We believe not much has changed from a fundamental
perspective for palladium and its outlook looks much brighter in comparison to platinum. The platinum
market is expected to see another year of surplus, marking its fourth year in a row. Meanwhile the palladium
market is expected to remain in a deficit this year for the 7th consecutive year in a row. We expect, palladium
prices might have a higher chance of recovery when the negative sentiment from the trade spat dissipates,
as demand remains on a solid footing.

Given the extensive use of platinum (nearly 40%) and palladium (nearly 70%) in vehicle catalytic con-
vertors, their demand appears to be particularly sensitive to the trend in global auto sales. Gasoline
powered catalytic convertors utilise either platinum or palladium in combination with rhodium, whereas
diesel powered catalytic convertors and diesel particulate matter filters predominately use platinum and
require a greater quantity of the Platinum Group Metals (PGMs) in comparison to gasoline powered cars.
While auto sales in both US and China have been strong in 2018, both these markets are dominated by
gasoline powered vehicles that utilise palladium in the catalytic convertors to reduce harmful emissions.
At the same time, the platinum intensive diesel car market has witnessed its market share decline 17%
Year-on-Year (YoY) in the first quarter of 2018. A large portion of this decline in market share can be
attributed to the dieselgate scandall sparked by Volkswagen in 2016. In addition, the gradual adoption of
electric vehicles is also expected to further reduce market share of diesel vehicles. Commitments from
Norway, Britain, France and India to the end of the sale of gas and diesel vehicles over the next 10 years
and transition into the electric vehicle market are weighing on the demand story for platinum.

Figure 1: New passenger cars by fuel type in the EU, market share (%)
Source: Bloomberg, WisdomTree, data available as of close 06 August 2018.

Historical performance is not an indication of future performance and any investments may go
down in value.
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According to the Commaodity Futures Trading Commission (CFTC), net speculative positioning on platinum
futures have declined to -7146 contracts, more than 2x standard deviations below the five-year average
(as of 31 July 2018). While platinum has historically traded at a significant premium over gold, its currently
trading at a steep discount to gold which is now hovering close to its record high at US$384 (as of 6
August 2018). Gold’s weak price performance owing to the rising rate environment has remained a strong
headwind to platinum’s price appreciation. At current levels, we expect short covering could support some
upside in the near term. However, we expect the structural change in the auto market, the stronger US
Dollar and the ongoing supply surplus to cap further upside in platinum prices over the long run. A similar
trend has been observed for palladium futures as net speculative positioning has dropped 1x standard
deviation below the five-year average to 4913 contracts (as of 31 July 2018) underpinning the extent of
negative sentiment within the PGMs.

Figure 2: Net positioning for platinum and palladium underpins extent of negative sentiment

Source: Commodity Futures Trading Commission (CFTC), Bloomberg, WisdomTree, data available as of
close 06 August 2018.

Historical performance is not an indication of future performance and any investments may go
down in value.

We believe platinum and palladium could be at the cusp of a recovery as sentiment is unjustifiably low. As
the interest rate trajectory in the US has been priced in for the rest of the year, we expect that the easing
US Dollar might provide further tailwind for the precious metals. However, among the two metals palladium
could stage a long and more sustained recovery as its underlying fundamentals remain supportive.

1 Refers to legal action from the US Justice Department against Volkswagen and its subsidiaries for
violating climate protection regulation.
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Important Risks Related to this Article

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 issued in jurisdictions outside of the EEA: This document has been
issued and approved by WisdomTree UK Limited, which is authorised and regulated by the United Kingdom
Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree 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 is neither an oer for sale nor a solicitation of an oer 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 aer seeking independent investment, tax
and legal advice.

The application of regulations and tax laws can oen lead to a number of dierent interpretations. Any views or
opinions expressed in this communication represent the views of WisdomTree and should not be construed
as regulatory, tax or legal 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 in the appropriate prospectus and aer seeking independent investment, tax and
legal 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 oering 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
indirectly) 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 WisdomTree has expressed its own
opinions related to product or market activity, these views may change. Neither WisdomTree, nor any
ailiate, nor any of their respective oicers, directors, partners, or employees accepts any liability whatsoever
for any direct or consequential loss arising from any use of this document or its contents.
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