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Healthy PGM picture benefits platinum

Investment

The Platinum Group Metals (PGM) market in aggregate is in deficit.
Our forecast platinum surplus for 2019 of 680 koz (partly one-off as
discussed below) plus Johnson Matthey’s (JM) expected small surplus in
rhodium are offset by the palladium deficit in 2019; not unexpected, given
the much-discussed shortage of palladium. Johnson Matthey’s February
2019 PGM Report suggests palladium’s deficit will increase from -29 koz
in 2018 to approach -1 moz in 2019 (with zero investment demand),
further stretching an already tight supply/demand situation. The practical
consequence has been palladium reaching unprecedented prices,
currently over $1,500/0z.

The 2019 platinum surplus should be taken in the context of a
significant one-off event. Due to an unusual combination of
maintenance and plant shutdowns, both planned and unplanned, South
Africa is forecast to experience a one-off release of work-in-progress
material equivalent to 280 koz of refined platinum. This amount should not
repeat in 2020.

The sharp contrast in market surplus for platinum versus deficit for
palladium raises the issue of rebalancing. Historically, when one PGM
metal entered into a deficit, particularly if sustained and manifesting itself
through elevated market prices, it resulted in significant demand
substitution. We saw this mechanism in the 1990s as cheaper palladium
substituted for more expensive platinum and again in reverse in 1999-
2002 as palladium was replaced by less expensive platinum. A similar
mechanism was observed with rhodium.

2019 is palladium’s 8™ annual consecutive deficit, with little
apparent relief on the horizon
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Note: The 2019 estimate is based on Johnson Matthey’s statement in its “February 2019 PGM Market
Report” of a structural deficit “forecast to approach 1 million oz in 2019” excluding investment;
Source: Johnson Matthey, WPIC research

Rebalancing takes time. With sharply contrasting prices and market
balances among quite fungible metals, demand rebalancing seems to be
more a question of when rather than whether. Palladium is characterised
by growing demand exceeding inelastic supply, driving the price to ever
new highs as depleting inventories remain tightly held, in our view. ETF
holdings conceptually could release another 700 koz as shown in the graph
to the right. The market shortage of palladium is underlined by palladium
futures’ sustained backwardation (Figure 2 next page). While the palladium
cost consequence to auto makers is a material portion of a vehicle’s margin,
their concern may be reduced as forward purchasing (typically OTC
forwards) softens the medium-term profit impact. However, the OEMs
recognise that rebalancing is necessary, in our view. Timing remains to be
confirmed.
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PGM 3E is then in aggregate deficit for 2019,
despite the surplus in platinum

Pt, Pd, Rh Aggregate Surplus (Deficit)
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Within PGM 3E, we assume Rh surplus in 2019 is identical to Johnson Matthey’s 2018
estimate; Source: SFA Oxford, Johnson Matthey, WPIC Research

Palladium ETF Holdings and Price/oz
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Platinum in six charts — March 2019 = flatium
Platinum’s attraction as an investment asset arises from: Counci

- Supply is relatively constrained with limited investment in new platinum group metal (PGM) mines
- Platinum is at all-time lows relative to gold and palladium
- Total PGM demand growth should continue on increasingly restrictive emissions rules (including China 6)
- Market balance mismatches between palladium & platinum argues for substitution (Pt replacing Pd in
gasoline cars)
- Managed money positioning — growing long and short positions

Figure 1: Platinum’s ETF holdings have grown by over Figure 2: Rising PGM autocat demand is carried mainly by

400 koz, year to date palladium, presenting a potential availability challenge
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Figure 3: Palladium’s price premium to platinum reflects  Figure 4: Platinum is expected to see a supply surplus
a tight market and highlights the potential for substitution over 600 koz this year and next
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Figure 5: Similar to platinum’s discount to palladium, the  Figure 6: NYMEX positioning is net short
discount to gold is at an all-time high of almost $500/0z

NYMEX Managed Money Positioning
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IMPORTANT NOTICE AND DISCLAIMER: This publication is general and solely for educational purposes. The
publisher, The World Platinum Investment Council, has been formed by the world’s leading platinum producers to
develop the market for platinum investment demand. Its mission is to stimulate investor demand for physical
platinum through both actionable insights and targeted development: providing investors with the information to
support informed decisions regarding platinum; working with financial institutions and market participants to
develop products and channels that investors need.

This publication is not, and should not be construed to be, an offer to sell or a solicitation of an offer to buy any
security. With this publication, the publisher does not intend to transmit any order for, arrange for, advise on, act as
agent in relation to, or otherwise facilitate any transaction involving securities or commodities regardless of whether
such are otherwise referenced in it. This publication is not intended to provide tax, legal, or investment advice and
nothing in it should be construed as a recommendation to buy, sell, or hold any investment or security or to engage
in any investment strategy or transaction. The publisher is not, and does not purport to be, a broker-dealer, a
registered investment advisor, or otherwise registered under the laws of the United States or the United Kingdom,
including under the Financial Services and Markets Act 2000 or Senior Managers and Certifications Regime or by
the Financial Conduct Authority.

This publication is not, and should not be construed to be, personalized investment advice directed to or
appropriate for any particular investor. Any investment should be made only after consulting a professional
investment advisor. You are solely responsible for determining whether any investment, investment strategy,
security or related transaction is appropriate for you based on your investment objectives, financial circumstances
and risk tolerance. You should consult your business, legal, tax or accounting advisors regarding your specific
business, legal or tax situation or circumstances.

The information on which this publication is based is believed to be reliable. Nevertheless, the publisher cannot
guarantee the accuracy or completeness of the information. This publication contains forward-looking statements,
including statements regarding expected continual growth of the industry. The publisher notes that statements
contained in the publication that look forward in time, which include everything other than historical information,
involve risks and uncertainties that may affect actual results. The logos, services marks and trademarks of the
World Platinum Investment Council are owned exclusively by it. All other trademarks used in this publication are
the property of their respective trademark holders. The publisher is not affiliated, connected, or associated with,
and is not sponsored, approved, or originated by, the trademark holders unless otherwise stated. No claim is made
by the publisher to any rights in any third-party trademarks

WPIC Research MIFID Il Status

The World Platinum Investment Council (WPIC) has undertaken an internal and external review of its content and
services for MiFID II. As a result, WPIC highlights the following to the recipients of its research services, and their
Compliance/Legal departments:

WPIC research content falls clearly within the Minor Non-Monetary Benefit Category and can continue to be
consumed by all asset managers free of charge. WPIC research can be freely shared across investment
organisations.

1. WPIC does not conduct any financial instrument execution business. WPIC does not have any market
making, sales trading, trading or share dealing activity. (No possible inducement).

2. WPIC content is disseminated widely and made available to all interested parties through a range of
different channels, therefore qualifying as a “Minor Non-Monetary Benefit” under MiFID 1l (ESMA/FCA/AMF). WPIC
research is made freely available through the WPIC website. WPIC does not have any permissioning requirements
on research aggregation platforms.

3. WPIC does not, and will not seek, any payment from consumers of our research services. WPIC makes it
clear to institutional investors that it does not seek payment from them for our freely available content.

More detailed information is available on the WPIC website:
http://www.platinuminvestment.com/investment-research/mifid-ii
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