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The price of an ounce of gold has just set a new historical record,
fuelled by financial demand and the macroeconomic situation.
Although silver is heavily used in industry and was therefore hit
much harder by the public health crisis, it finally trended upwards
again and actually turned in a stronger performance in H1 than gold
did. Last of all, some platinum-group metals did better than others.
Although still lagging far behind gold and silver, palladium started
to rise again, while platinum barely managed to remain in positive
territory in H1.
But with gold prices hovering around the $2,000/ounce mark, what
are the chances that it will continue rising over the coming months?
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Gold
PHYSICAL MARKET
The COVID-19 crisis completely unsettled the physical gold market. First of all because of the considerable
disruption caused to the gold market’s infrastructure. A number of the world’s largest refiners closed down
for a few weeks, reducing the amount of gold available (see here and here). Swiss gold companies, for
instance, had never shut down their operations before, not even during the war!
This led to considerable disruption to the physical gold market, creating a premium on gold coins and even
resulting in certain exchanges being unable to trade, as was the case in France where trading of Napoléon
had to be suspended, for the first time since this market was created in 1947, for lack of supply (see here).
Last of all, the precious metal was also affected by air traffic coming to a complete standstill. This is
because commercial planes are used to transport gold worldwide (see here). With aircraft grounded, it was
impossible to move gold and other precious metals around the world, creating market disequilibrium in
certain countries. This completely eliminated arbitrage opportunities between the US futures market and
the London spot market, resulting in steep losses for arbitrage traders and forcing them to downsize their
operations (see here).
The public health crisis also greatly affected the demand side of the market. Figures published by the
World Gold Council nonetheless show a downturn of just 6% year-on-year in the first half. But this overview
conceals considerable disparities. Demand from the jewellery sector, the main source of gold consumption,
plummeted by close to 50% in the first half. Demand fell particularly steeply in the world’s two biggest
markets, India (-60%, to a historical low) and China (-52%, to its lowest level since 2007). Gold
buying was seriously curbed by the lockdown of much of the world’s population and by the fact that many
people experienced a loss of income. For similar reasons, demand from industry also fell, albeit far less
steeply (-13%).

Falling demand from the jewellery sector, H1 2020 vs H1 2019 (% change)
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Source: World Gold Council, Gold Demand Trends Q2 2020, 30th July 2020

Demand from central banks also slowed down. Central bank purchases were 50% lower than during the
same period last year, although they remained at a sizeable 233.4 tonnes. Base effects were particularly
unfavourable as the first half of 2019 was the best since 2000.
All these downturns were, to a large extent, offset by a surge in gold-backed ETF purchases. With positions
having expanded by 734 tonnes since the start of the year, ETF holdings increased more during the first
6 months of 2020 than in any full year since these products were first created (see here).

Total ETF gold holdings (in millions of ounces)
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But one of the specific features of the coronavirus crisis is that it did not only create a demand shock.
With countries being locked down more or less strictly, it also triggered a supply shock. Some countries, such
as South Africa and China, suspended their mining activities, resulting in a ~5% drop in output during the
first 6 months of the year. Recycling was also affected to the same extent. All in all, supply of the yellow metal
fell by 6% in the first half, just as demand did.
This is an important aspect to take into consideration. The fact that production diminished during this
period of meagre demand helped to avoid a massive build-up of stocks. So pricing will recover much more
strongly once consumption takes off again. The same applies to the other precious metals, to a greater or
lesser extent.
All in all, despite the serious disruption, variations in demand between different sectors more or less
offset each other, culminating in only a very small decrease in overall demand. At the same time, supply
also diminished due to the production stoppages enforced by lockdown measures in a certain number
of gold-producing countries. So the market remained rather well balanced.
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SPECULATION
Speculators have been largely responsible for variations in the gold price in recent months. They hold
sizeable positions and therefore took a very heavy toll during the first phase of the market correction in
early March. Speculators had to liquidate some of their positions when the New York clearing house for
precious metals announced an increase in security deposits. This trend was then exacerbated by investors
selling their positions in a scramble to get enough liquidity to cover margin calls resulting from the slump in
the equity and bond markets.
Speculative net open interests have failed to recover since then and remain in the region of 173,000 lots.

Speculative open interests on the COMEX Gold (in thousands of lots)
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FUNDAMENTALS
Investors have returned to gold in recent years because of low interest rates. Gold is not a yield-bearing
asset, so it is only attractive relative to other asset classes that do deliver yield (dividends in the case of
equities, coupons in the case of bonds, rents in the case of real estate) when these yields fall. Yields need to
be considered after inflation, which will erode an asset’s return. This is referred to as the real interest rate.
Yields on a large proportion of govies have moved into negative territory along with a growing proportion
of corporate bonds, so this argument against gold no longer holds. Around 16,000 billion dollars worth of
assets currently offer negative interest rates, so gold is back in favour among investors.
There is also a direct link between real interest rates, especially in the USA, and gold prices. The lower
real interest rates fall, the higher gold prices rise. While highly accommodative monetary policies and
government economic stimulus plans are keeping interest rates extremely low, inflation expectations are
being pushed upwards by the gradual economic recovery combined with fears of an upturn in prices due to
all the liquidity pouring into the economy. Real interest rates have therefore continued to fall, enabling gold
to gain ground.

Gold’s performance is inversely proportional to that of real interest rates. Today, gold priced at
$2,000/ounce is consistent with current real interest rate levels. So, in order to determine whether the
yellow metal still offers upside potential at current levels, we need to establish whether real interest
rates will be able to continue trending downwards.

Gold price ($/oz, lhs) and US 10-year real interest rates (inverted, % rhs)
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OUTLOOK
In our “Review and outlook for 2020” published in January, we mentioned the possibility that US govies,
which still offered relatively attractive yields in exchange for an acceptable level of counterparty risk, might
experience a surge in demand that would gradually push interest rates towards zero. Based on the same
inflation rate, this would have propelled gold prices towards $2,000/ounce, which was our target at the time.
Then the public health crisis hit the global economy, forcing monetary authorities to cut their interest
rates very rapidly to zero in early March in order to prop up the economy, thereby speeding up our scenario. Initially, however, the expected economic slowdown dragged inflation expectations downwards and
thus pushed real interest rates up. So the month of March began with gold moving down, brought under
additional strain by investors seeking liquidity and thus having to sell their gold positions on a massive scale.
Since then, though, economies have gradually opened up again and governments have adopted monetary
and fiscal stimulus policies, so inflation expectations have begun to rise again and real interest rates to fall,
with US 10-year rates hitting new historical lows. This has enabled the price of gold to reach new historical
highs.
Because of the link that exists between real interest rates and gold prices, we now need to determine
whether real interest rates can fall any further in order to establish whether gold still offers upside potential.
Bear in mind that real interest rates are calculated by deducting the rate of inflation from the nominal interest
rate.
It is important to keep government debt levels in mind when determining the potential for interest rates to
rise. The world’s main economies already had sizeable debt burdens before the public health crisis arrived.
In the USA, for example, the government’s debt-to-GDP ratio had jumped from 76% in 2008 to 105% at
end-2019. Lower interest rates helped to make this debt bearable, with interest expenses holding steady
(458 billion dollars in 2018 versus 451 billion dollars in 2008).
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The public health crisis forced most governments to provide support for their economies, further exacerbating
the situation. The USA is thus expected to emerge from the crisis with a debt-to-GDP ratio in the region of
130% in 2021. This is predominantly what prompted rating agency Fitch to downgrade its outlook for the
USA to “negative” in late July (see here). The USA’s credit rating nonetheless remains in the highest category
for the time being.
With the world’s main countries so heavily in debt, any rise in interest rates seems impossible. For a country
with a debt-to-GDP ratio of 100%, a 1% increase in interest rates would push its interest expenses up by 1%
of GDP. The increase would be a gradual one, not immediate, as governments have debt durations (the total
duration required for 100% of debt to be renewed) of several years. But this duration is becoming shorter in
the USA’s case. It has shortened from 70 months (about 6 years) at the end of 2019 to around 63 months
(just over 5 years) now. So the USA’s short-term financing needs are on the increase, a situation that is difficult to manage at a time when inflation expectations are trending upwards.
Interest rates will therefore have to remain low. This is indeed what was indicated during the US Federal
Reserve’s latest monetary policy committee meeting, which signalled that interest rates would remain close
to zero at least until 2022 (see here).
That leaves inflation. The 2008 crisis showed us that inflation will not necessarily materialise just because
monetary policies are extremely accommodative. Because of insufficient demand for credit, the liquidity
injected by the Fed remained in the financial system and did not make its way into the real economy, which
kept prices under control.
However, this latest crisis might have very different consequences. Besides extending accommodative monetary policies, the pandemic has also led to a large number of economic stimulus measures and fiscal policies.
For instance, stimulus cheques have been sent directly to US citizens, short-time working mechanisms have
been introduced and guaranteed loans have been granted to businesses. These are very different measures
as they involve injecting liquidity directly into the real economy, so their inflationary potential is much greater.
Furthermore, governments will no doubt have noted that such solutions (particularly guaranteed loan
schemes) have enabled them to bypass the central banks to create money. By forcing banks to lend
money to businesses and guaranteeing that operations are completed successfully, the state is ensuring
that the money is injected directly into the real economy. The other indisputable advantage of this solution,
bearing in mind that government debt levels may be considered worrying, is that these are not direct loans
but guarantees. So they do not add to government debt burdens.
Governments may therefore make use of such a solution again, given the little headroom they have with
respect to their monetary policies, and thus bypass the need for central bank approval to encourage money
creation.
Last of all, there is an often-ignored factor that could push inflation upwards. This factor is the energy and
climate transition, which concerns all of us. If we are to shake off our dependence on fossil fuels, we rapidly
need to switch from dense energy (1 litre of petrol contains as much energy as 100 kilogrammes of batteries,
for example, see here) to much more diffuse and often intermittent sources of energy. This means higher
costs due to the need to manage the arbitrary nature of renewable energy output (impact on market prices,
cost of storage solutions and dispatchable energy facilities to maintain, etc.). Note that while the LCOE
(Levelised Cost of Energy) of renewable energies is falling, their market prices remain high. According to
France’s Energy Regulatory Commission (CRE), the cost of wind energy for EDF in 2021 will be €92.4/MWh
while solar energy will cost €278.2/MWh (see here, appendix 1, table on page 5).
Germany, for instance, has invested heavily (over €500bn) in the energy transition to renewable energy
but has not scaled back its dispatchable energy generation network. Electricity prices are thus around 80%
higher in Germany than in France.
Government authorities, particularly in Europe, are placing a great deal of emphasis on green energies and
the energy transition in their economic stimulus plans, which could soon push electricity prices upwards.

All these factors combined make higher inflation over the coming months a much more likely scenario than
was the case after the 2008 crisis. Given the close and inversely proportional correlation between gold prices
and real interest rates, higher inflation (even with the Fed suggesting nominal interest rates will remain low
for some time) would push gold prices even higher.
This scenario seems all the more plausible as the Fed has begun to say that it might temporarily accept a rate
of inflation above its 2% target given that it has remained below this target for such a long time (see here).
For all these reasons, we believe inflation expectations could rise and enable the gold price to continue
gaining ground without necessarily taking a break in the meantime. If inflation expectations were to
increase to 2.5% and drag real interest rates one percentage point lower, this would push gold prices
up towards $2,400/ounce as shown in figure 4. This is our target on a 12-month horizon. If, however,
inflation were to rise even further than that because of new economic stimulus plans, then we might
have to revise our target upwards.
RISKS FACING OUR CORE SCENARIO
The main risk facing our scenario is that real interest rates might rise sooner than expected. This seems
unlikely at this stage, unless some major technological breakthrough materialises and helps to improve the
structural growth potential of the world’s developed economies for the long run.
Nor does speculation seem to pose much of a risk, even though it dragged gold prices downwards when
the pandemic first started. The momentum that has built up in recent months is not actually being driven by
speculation, which is relatively small-scale compared to the amounts involved when the public health crisis
first began. So there is no need to worry about speculators liquidating their positions en masse, since such
operators are often more volatile than ETF investors. With speculation out of the picture, therefore, there
seems to be more of an asymmetric upside risk.
Last of all, the link between interest rates and gold prices means that gold is sensitive to variations in the
dollar. Exchange rates generally move in step with interest rates, since lower returns on cash will lead to lower
interest earned on investments in the currency in question. The dollar and the price of gold have traditionally
moved in opposite directions to each other.
In the current economic climate, with the USA so far being hit harder by the pandemic and Europe having
opted for a more solidarity-based approach, the dollar is currently losing a little ground against the euro.
Global trading in precious metals is in dollars, so when investing in them it is important to hedge against
currency risk. This protects the investor against incurring currency losses on the gains made on precious
metal prices.
The only credible threat to our scenario at this stage is that a vaccine against the coronavirus might be
developed and marketed rapidly on a large scale. Such news would trigger a bout of optimism in the
markets and investors would lose interest in “safe haven” assets like gold. However, given current economic
fundamentals (debt levels) and the potential impact of this assumption on inflation, we believe this would
only pose a temporary risk to our scenario and could possibly create buy opportunities for investors looking
to gain exposure for the longer term.
Conversely, as the world’s main economies gradually open up again, demand could potentially pick up.
Industry accounts for a relatively small share of demand, but demand from industry could gradually return
to pre-pandemic levels. Above all, demand from the jewellery sector could bounce back. Most weddings
have had to be postponed in India and China, which means that demand could pick up in the second
half of the year if health and safety conditions allow such celebrations to resume. Furthermore, India’s
monsoon season is looking rather promising. There has tended to be a close correlation between harvests
and gold-buying. This is because around two-thirds of gold purchased in India is bought by farmers.
Demand from speculators, meanwhile, could also make a gradual comeback. The market has been seriously
disrupted by difficulties in transporting physical precious metals around the world. Once air traffic picks up
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enough to enable physical stocks of gold to move around more easily, then arbitrage opportunities are likely
to draw investors back into the market.
Last of all, central banks may have temporarily put the brakes on their gold-buying in order to hold onto
their liquidity for emergencies, but they are still very keen to increase their allocation to gold. That was the
conclusion of a survey carried out by the World Gold Council in April (see here), after the COVID crisis had
begun. In total, 20% of the central banks surveyed said they intend to increase their gold reserves over the
next 12 months, which is twice as many as last year (8%). And 75% of those surveyed expect central bank
gold holdings to increase in the next 12 months.
If financial demand holds steady, while demand from the jewellery sector, industry and central banks increases
(even partially), then gold prices could be propelled upwards.

SUMMARY
The current macroeconomic situation makes it look very likely that the gold price will continue to gain
ground. If inflation expectations were to rise to a reasonable 2.5% per year, this would push the gold
price towards $2,400/ounce.
We believe there is relatively little risk to this scenario. Only news of a treatment against the coronavirus might potentially change the short-term outlook for the yellow metal. But even such a dip would
not compromise our medium-term scenario.
Conversely, if demand from industry, the jewellery sector and central banks gradually picks up again,
gold prices could surge even higher.
The risk at this stage seems asymmetrical and more on the upside.

Silver
REVIEW
Most of the factors included in our macroeconomic analysis of gold apply to silver as well.
Silver is also considered a precious metal and has also enjoyed a great deal of demand from investors.
ETF purchases of silver have even increased proportionally faster than purchases of gold, with ETF holdings
of silver having expanded by 50% since the start of the year to around 900 million ounces!

Total ETF silver holdings (in millions of ounces)
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The market appears to have been driven by silver’s relatively poor performance in recent months, which
had pushed the gold/silver ratio to historical levels. Silver took longer to bounce back than gold did,
mostly because silver mining companies reacted less promptly than gold miners in scaling back their output
following the collapse in prices since the early 2010s.
Other sources of demand had slumped. Industry, in particular, accounts for more than half of demand (51%)
and had fallen sharply on account of the economic slowdown and the lockdowns triggered by the pandemic.
Similarly, the jewellery sector (21% of demand) stalled owing to downturns in the Chinese and Indian markets.
Just like the gold market, speculation has not been responsible for recent movements in the silver market
either. Speculative net interests have fallen somewhat, with an increase in short positions.
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Speculative open interests on the COMEX Silver (in thousands of lots)
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The market has also been heavily disrupted on the supply side. Most of the market’s production comes
from South America and Central America, two regions hit hard by the public health crisis. By late May, when
the crisis was at its peak, up to 66% of production facilities had stopped operating!
Lockdown measures have eased since then, but the situation is still very unsettled in certain countries.
Some of Peru’s mining activities (Peru is the world’s 2nd-biggest producer after Mexico) remain suspended.
The country has the 5th-highest number of coronavirus cases in the world. In late July, Pan American Silver
(the world’s 4th-biggest producer of silver) had to suspend all its operations in the country after a number
of its workers tested positive for COVID (see here).
This prolonged suspension is undoubtedly one of the reasons why silver prices began to rally more strongly
as of May. The metal has thus gained around 60% (at 10th August).
OUTLOOK
In the current macroeconomic climate, silver is likely to continue making the most of its precious metal
status and join gold in being driven by the prospect of lower real interest rates.
However, if it is to go even higher, silver will have to find sources of growth among its main applications, i.e.
in industry. In this respect, the outlook is rather promising, no doubt partly because of the upturn observed
in recent weeks. Silver is increasingly being used in energy transition technologies.
Electric mobility is the main application. Silver is an excellent conductive element; although not used to
produce batteries, it is used to produce single cell assemblies. It is also increasingly being incorporated into
the development of onboard electronics. Ultimately, the automotive industry barely consumed any silver in
the early 2000s but now accounts for about 5% of global consumption with 40 million ounces consumed
each year. The electric car is expected to boom in the coming years, which should create a new source
of demand that will prop up prices. We will have to wait and see whether the recovery observed in the
automotive sector in the last two months continues, but it could help to draw investors back into the silver
market. Government measures to support the sector and the shift to electric mobility have no doubt also
provided impetus. In addition to these sources of demand, we might also see demand for silver to be used
in batteries for energy storage.

The other transitioning sector that could involve silver is energy production. Silver is an essential component
used in the photovoltaic (PV) solar industry as it is such a good conductive element. Although the technology has advanced and the amount of silver used per panel has been reduced, the sector’s growth resulted
in a doubling of demand between 2014 and 2019. This sector alone is set to account for over 12% of global
production in 2020! With plans being announced to develop this technology further and various countries
opting for a “green stimulus”, this sector’s share of silver consumption could increase and push silver prices
upwards.
This is actually one of the aspects that caused alarm at the World Bank in a recent report it published
on the critical role of metals. By transitioning towards electric technologies and renewable energies, we
run the risk of transforming a dependence on fossil fuels into a dependence on metals. The World Bank
therefore believes that a scenario consistent with global warming of less than 2°C could push cumulative
demand for silver up to just over 300,000 tonnes, i.e. more than 10 years of current output. And this only
concerns energy production. We also need to consider demand for silver used in battery energy storage.
Silver is also a metal whose applications could develop further. New battery technologies referred to
as “solid-state lithium” – as opposed to current lithium-ion batteries in which the electrolyte is a solution –
are testing the use of silver-plated graphite anodes (see here, page 50).

SUMMARY
Silver offers huge growth potential over the coming years because of its important role in transition
technologies, which are becoming increasingly predominant.
But economic activity will have to return to a more normal pace if this potential is to materialise.
Shorter term, silver’s destiny is linked to gold’s due to its role as a precious metal.

Demand for silver in the PV industry (in millions of ounces, lhs) and amount of silver
included in a photovoltaic cell (base 100 in 2010, rhs)
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Platinum and Palladium
REVIEW
Platinum and palladium have felt the full force of the pandemic. These two metals are widely used in
the automotive sector to manufacture catalytic converters, and consumption collapsed as car sales fell.
For example, car sales plummeted by 80% in February in China (see here), by 97% in the UK (see here) and
by 75% in Europe (see here) in April!
Industry as a whole was less affected, and the downturn in demand has been far smaller. But the impact
could be felt at a later date, for instance in the petrochemicals sector if certain refining operations end up
shutting down over the coming years. Platinum-group metals are also used as catalysts in refineries.
Financial demand was very strong at the start of the year, with Japanese clients in particular buying up
these metals on the cheap, but it fell steeply during the worst phase of the public health crisis (from March
to May). Investors have moved back into the market since then, and ETF purchases are still up by just over
100,000 ounces.
On the supply side, platinum production slumped due to the lockdown measures enforced in South Africa.
These measures also took a toll on palladium, but its output fell less sharply because Russia continued to
produce it (Russia is the world’s leading producer of palladium). The pandemic also had a huge impact on
the recycling chain of both these metals: falling vehicle sales implied fewer vehicles being scrapped, the
supply chains providing the industry with exhaust pipes to recycle were disrupted by the lockdown, and
many of the recycling sector’s businesses are mid-sized and were therefore more likely to encounter cashflow problems.
The two metals were in very different situations before the crisis.
Platinum is used essentially in the jewellery sector and to produce catalytic converters for diesel vehicles, so
demand for the metal had been under pressure since the dieselgate scandal hit Volkswagen in 2015 and put
the brakes on the development of diesel technologies. Platinum prices are usually higher than gold prices
but completely lost their footing and ended 2019 $550/ounce below the price of gold! Financial demand
nevertheless managed to restore equilibrium between supply and demand in 2019, enabling prices to begin
recovering.
Palladium, meanwhile, is mostly (84%) used to manufacture catalytic converters for petrol vehicles. So, on
the contrary, demand for this metal had risen steadily since the scandal. This completely threw the palladium
market off balance and it found itself in a deficit situation in 2019 for the eighth year running. 2020 is likely
to be the ninth year, despite the exceptional economic and health circumstances, as the pre-crisis deficit is
thought to have been so deep.
Because the fortunes of these two metals have varied, so have their performances.
Platinum turned in negative performances for a number of years before bouncing back in 2019 and gaining
around 20%. It has risen slightly since the start of 2020 (+1.7% at 10th August).
Palladium, meanwhile, has enjoyed a stellar run. Having soared by more than 900% since 2009, it gained a
further 60% in 2019! It is up by just over 19% since the start of 2020 (at 10th August).
OUTLOOK
In such difficult economic circumstances, with the automotive sector still on the mend, we have little
visibility on the outlook for platinum-group metals. However, the economic stimulus policies adopted by
governments to galvanize vehicle sales are beginning to pay off. Certain countries, such as France (see here,
Germany (see here), but also China (see here) have also seen their automotive markets rebound. Others, like
the USA and India, are still lagging behind (see here).

The other good news is that this market recovery, driven by “conversion bonuses” (encouraging drivers
to trade in their old cars for new, cleaner cars), is helping electric mobility to increase its market share.
Electric car sales in France have been rising in all segments since the start of the year (see here). More
importantly, the hybrid segment accounts for the lion’s share of the market, and plug-in hybrids are the
fastest-growing segment. Currently, the hybrid segment (plug-ins or otherwise) accounts for most of the
market ahead of the all-electric segment, except in China where they are on a level playing field.
In Europe, plug-in hybrid technology is even in the process of overtaking all-electric technology.

Market penetration of electric vehicles, per month
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This is an important aspect to consider when analysing the consumption of platinum-group metals. Because
although an electric vehicle has no catalytic converter, a hybrid vehicle does. The paradox is that a hybrid
vehicle requires a catalytic converter with even more platinum or palladium to treat its exhaust fumes.
Thermal engines run at lower temperatures as the vehicle alternates between the two types of engine, which
means that the fumes are at lower temperature and a more powerful catalyst is required.
In the short term (1 to 2 years), hybrid electric mobility is likely to gather momentum as car makers need
to reduce the emission levels of their product ranges and there are constraints on battery production
capacity.
Another mobility-related technology could also provide the platinum market with a great deal of impetus:
the fuel cell. Such engines run on hydrogen and require a large amount of platinum to operate. Battery
manufacturers are doing all they can to limit the amount of platinum they use as the metal accounts for
a large share of the costs of this technology, but consumption could increase nonetheless as fuel-cell
technology develops further. More platinum is used in a fuel cell than in a catalytic converter. According
to Johnson Matthey, it would appear that the Chinese have decided to try to promote this technology.
Furthermore, Europe has just announced a vast programme to develop clean hydrogen, which could help
this technology to gain ground.
Alongside these developments, governments have decided to tackle global warming by gradually introducing
more stringent environmental standards with respect to the maximum CO2 emissions authorised per
vehicle. This is forcing car makers to increase the catalytic power of their exhaust pipes… and therefore
to increase the amount of platinum-group metals embedded in them. The China 6 standard introduced
in China last year, for example, led to an increase of over 25% in the country’s consumption of palladium,
even as the number of vehicles produced fell. All in all, these new regulations increased the amount of
palladium consumed per vehicle by 14% worldwide in 2019, according to Johnson Matthey!
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Demand for palladium for use in catalytic converters (in thousands of ounces)
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Such environmental standards are going to continue becoming more widespread and more stringent.
India will switch to the Bharat 6 standard next year, which is just as strict as China’s new regulation, and
Europe will apply its Euro 6d standard across the board, which measures emissions in real driving
conditions. This is likely to force Europe’s car makers to increase the amount of palladium used in their
exhaust pipes by at least 10%. This concerns platinum too, of course, as the regulations apply equally to
diesel engines.
Besides all these structural factors, financial demand for these two metals could be crucial in determining whether their upside potential materialises. Palladium has a definite edge in this respect. The chronic
deficit in the palladium market has changed its forward price structure, which has been in backwardation
for several years now. This means that futures prices are below spot prices. This structure generates positive
returns for investors who hold futures in this market for the long term, because each time they roll their
position over to the next maturity, the price they pay is lower than the price paid for the previous maturity.
Returns are currently in the region of 2% to 3% per year, which is rather attractive when interest rates are
so low.
Platinum, meanwhile, does not benefit from a backwardation structure. However, after underperforming
so steeply for several years, it began to draw investors back in 2019, creating a small deficit in the market
thanks to purchases amounting to over a million ounces. So far, platinum purchases by financial investors
since the start of the year have totalled only 100,000 ounces.
On the supply side, South Africa is still producing less than usual and could take time to bring production
back up to pre-crisis levels. This is because platinum mines are generally underground and sometimes very
deep down. So it is not easy to ensure effective social distancing in order to protect miners from the risk
of infection. Even before the crisis, some mining groups were already keen to downsize their operations
because prices had fallen so much in recent years; the current situation could give them an opportunity
to speed up or expand their restructuring plans. Overall, South African platinum production is expected to
shrink by at least 20% this year, while palladium production will no doubt fall a little less steeply. South Africa
is such an important producer of both these metals that global mining output is likely to decrease by 15% to
20% for platinum and by 7% to 10% for palladium.
Recycling could also be affected for the long run. Certain businesses in the recycling sector are struggling
financially and it could take them some time to push their activity back up to pre-crisis levels.

SUMMARY
In the short term, and once the effects of the economic stimulus measures have faded, the platinum
and palladium markets will need confirmation that the automotive sector is able to continue recovering if they are to keep gaining more ground. In the medium term, advances in environmental regulations and in hybrid electric mobility could increase demand and provide substantial support for these
metals.
Falling production due to the lockdown, social distancing and the impact on the platinum/palladium
recycling chain will also be a positive driving force for prices.
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Conclusion
The recent rally in the gold market has been based on solid foundations and driven
mainly by demand from end investors seeking to diversify their portfolios.
The political, budgetary, monetary and fiscal measures taken to mitigate the effects
of the public health crisis have largely ensured that liquidity is being injected directly
into the real economy, which could have an inflationary impact. The Fed says it is
prepared to accept this without raising interest rates, which would drag real interest
rates down. This is gold’s most effective growth driver, so prices could therefore
remain on an upward trajectory and head towards $2,400/ounce.
The other precious metals, meanwhile, offer an enormous amount of upside potential;
this is mostly because they are becoming increasingly critical as components used
in the technologies that are essential to the energy and climate transition. But this
upside potential will only be able to materialise in full when visibility on the economic
outlook improves. In this case, precious metals might also benefit from renewed
investor interest in commodities, which are currently less popular as portfolio investments but considered among the best forms of protection against inflation.
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