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Gold  

Section 1 

"Gold gets dug out of the ground in Africa, or someplace. Then we melt it down, 
dig another hole, bury it again and pay people to stand around guarding 
it…Anyone watching from Mars would be scratching their head."  

 

– Warren Buffett, American business magnate and investor 
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Gold is a macro asset largely driven by rates and USD 

Source: UBS calculations 

 The dollar's influence increased significantly this year 
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The macro backdrop & implications for gold: risk 

 Risks abound, but no immediate concern of anything systemic 

 Many have been disappointed that gold has not performed better as a safe 
haven 
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The macro backdrop & implications for gold: growth 
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 Despite downside risks, steady growth especially in the US diminishes gold's 
appeal 

 Persistent expectation of higher equities acts as a headwind 

 

 

 

 

 

 

 

Source: Bloomberg, UBS 
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The macro backdrop & implications for gold: policy 
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 Less scope for pressure from policy expectations, but higher rates make 
opportunity cost of holding gold more expensive  
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The macro backdrop & implications for gold: inflation 
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 Upside risks to inflation could support gold 

 But expectations remain moderate 

 

 

 

 

 

 

 



The macro backdrop & implications for gold: USD 
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 Dollar strength has been a key headwind 

 USD correction should be supportive for gold 

 

 

 

 

 

 

 

 

 

Source: Bloomberg, UBS 



Our gold fair value estimates signal weakness 

Source: Bloomberg, UBS calculations 
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Positioning is very lean, raising upside risks 

Gold positioning turned net short 
for the first time in 17 years 

 

 

 

 

 

 

Broader positioning remains lean, 
allowing for growth in gold 
allocations 

 

 

 

 

 

 

Source: UBS calculations, Bloomberg, BOE 
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Average physical demand… 

Source: Bloomberg, HK Census and Statistics Department, Swiss Customs, UBS 
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…but underlying drivers intact 
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EM GDP growth should help gold purchases 

Source: Haver, World Gold Council, UBS 
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Supply to remain contained 

Source: Thomson Reuters GFMS, World Gold Council, UBS estimates 
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What we expect 
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We stay neutral  

UBS View: 

Supported… 

 Fed policy expectations well-priced, limited further upside in rates  

 Scope for dollar weakness from here 

 Lingering uncertainty 

 Lean positioning 

 

…yet capped 

 Continued gains in equities; limited concern about systemic risk 

 Dollar's safe-haven status  

 Low probability of recession 
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What we are watching: seasonality 

Source: Bloomberg, UBS 
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What we are watching: inflation 
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What we are watching: growth 

Source: Bloomberg, UBS 
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What we are watching: correlations 
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Downside:  

Growth acceleration, faster policy normalisation, dollar strength 

 

Where is the balance of risks for gold?  

Sustained rise in real rates, equity markets continue to rally, diminished demand for 
hedge/safe haven like gold 

 

Upside:  

High inflation, perceived policy misstep, escalation in geopolitical tensions 

 

Patchy growth and risks of recession, higher risk aversion, real rates compress, tighter 
financial conditions, equity market correction, increased demand for hedge/safe 

haven like gold 
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Silver 

Section 2 

"Too many people miss the silver lining because they're expecting gold."  

 

-Maurice Setters, English former football player and manager 
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Silver underperformance extends  

Source: Bloomberg, UBS 
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Silver needs a few things to revive interest 
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Silver as a commodity looks okay for now 

Industrial 
applications 
52% 

Photography 
4% 

Jewellery 
20% 

Silverware 
5% 

Coins and 
bars 
19% 

Silver demand by category 

Source: Thomson Reuters GFMS, UBS 
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Economic growth should support demand… 

Electrical 

conductivity

Electrical 
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Thermal 
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Thermal 
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Density Melting point 

or degradation

(10.E6 

Siemens/m)

relative to 

silver
(W/m.k)

relative to 

silver
(g/cm3) (°C)

Silver 62.1 100% 420 100% 10.5 961

Copper 58.5 94% 401 95% 8.9 1083

Gold 44.2 71% 317 75% 19.4 1064

Aluminium 36.9 59% 237 56% 2.7 660

Metal conductivities

Source: Thomson Reuters GFMS,  TIBTECH innovations, UBS 
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 Fundamentals don't look too bad, but 
downside risks are growing 

 

 

 

 

 

 

 



…while supply is likely to be unremarkable 

Source: Thomson Reuters GFMS, UBS 
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Silver as an asset has been an underdog 

Source: Bloomberg, UBS estimates 
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Silver ETFs have generally been resilient… 

• ETFs have generally been resilient in the past several years despite large outflows in gold  

• Large proportion of retail holders 

29 
Source: Bloomberg, various ETFs, UBS 
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…but Comex positioning has been under pressure 

Source: Bloomberg, CFTC, UBS 

• Silver not viewed as a strategic or safe haven asset like gold, instead tends to 
attract speculative interest 

• Silver shorts are similarly at record highs 
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US retail silver demand has fallen sharply 

Source: US Mint, UBS 31 
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Watch developments in Asia… 

Source: Thomson Reuters GFMS, UBS 
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China: silver trading volumes have come off  

Source: Bloomberg, SGE, UBS 
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India: silver imports have paused 
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What we expect 
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Upside/downside, 2018E (US$/oz) Price & supply/demand balance 



Platinum and palladium 

Section 3 

"All I know is gold and platinum, and I want to be platinum."  

– The Notorious B.I.G./Biggie Smalls, American rapper 
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Platinum discount deepens vs gold… 

Source: Bloomberg, UBS 37 
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…and vs palladium 

Source: Bloomberg, UBS 38 
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PGM demand components: putting things in context 

Autocats 
41% 

Chemical 
6% 

Electrical  
3% 

Glass 
5% 
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4% 
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Other 
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Platinum demand breakdown 

Source: Johnson Matthey, UBS estimates 
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Automotive demand trends drive divergence 

40 

Palladium auto demand, koz Platinum auto demand, koz 



Pt jewellery demand offers little support for now 

Source: Johnson Matthey, UBS estimates 41 
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Signs of market tightness in Pd, but not Pt 

Source: Bloomberg, Nymex, UBS 42 
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HK Pd imports, a proxy for growing Chinese demand 

Source: HK Census & Statistics Department, UBS 43 
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ETF flows are counterintuitive, or are they? 

Source: Bloomberg, various ETFs, UBS estimates 44 
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Other factors can affect short-term price action 

Platinum: % variance explained by each factor Palladium: % variance explained by each factor 

Source: UBS estimates 45 
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PGM supply: watch risks from South Africa 
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High bar for supply issues to move the market… 

Source: Bloomberg, UBS 
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…but these should be key factors in the long run 

Source: Johnson Matthey, UBS 48 
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BEVs could become a threat, especially for Pd 

49 
Source: UBS 

EV sales by region (m units) 

EV sales penetration set to meaningfully 
accelerate after 2020… 

…particularly in Europe, where UBS Autos 
forecast 29% penetration by 2025 

UBS Autos: The EV story is changing – rapid shift from compliance cars to 
consumer demand pull 
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Pt supply/demand balance & price forecasts 
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Price & supply/demand balance Upside/downside, 2018E (US$/oz) 



Price & supply/demand balance 

Pd supply/demand balance & price forecasts 
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Source: Bloomberg, Johnson Matthey, UBS 
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In a nutshell… 

UBS View: 

 Gold  

– Keeping a neutral stance: market should ultimately be supported, yet capped 

 Silver  

– Should continue to follow gold, but struggle to outperform sustainably 

 Platinum & Palladium 

– Auto sector trends continue to drive divergence in PGMs 

– Long-term, factors to watch out for include: 1) supply side response, & 2) BEV 
penetration rates 
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Research will initiate, update and cease coverage solely at the discretion of UBS Research Management, which will also have sole discretion on the timing and frequency of any published research product. The analysis contained in this document is based 
on numerous assumptions. All material information in relation to published research reports, such as valuation methodology, risk statements, underlying assumptions (including sensitivity analysis of those assumptions), ratings history etc. as required by 
the Market Abuse Regulation, can be found on UBS Neo. Different assumptions could result in materially different results. 
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The analyst(s) responsible for the preparation of this document may interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and interpreting market information. UBS relies on information barriers to 
control the flow of information contained in one or more areas within UBS into other areas, units, groups or affiliates of UBS. The compensation of the analyst who prepared this document is determined exclusively by research management and senior 
management (not including investment banking). Analyst compensation is not based on investment banking revenues; however, compensation may relate to the revenues of UBS and/or its divisions as a whole, of which investment banking, sales and 
trading are a part, and UBS's subsidiaries, branches and affiliates as a whole. 

For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC) acts as a market maker or liquidity provider (in accordance with the interpretation of these terms in the UK) in 
the financial instruments of the issuer save that where the activity of liquidity provider is carried out in accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in this 
document. For financial instruments admitted to trading on a non-EU regulated market: UBS may act as a market maker save that where this activity is carried out in the US in accordance with the definition given to it by the relevant laws and regulations, 
such activity will be specifically disclosed in this document. UBS may have issued a warrant the value of which is based on one or more of the financial instruments referred to in the document. UBS and its affiliates and employees may have long or short 
positions, trade as principal and buy and sell in instruments or derivatives identified herein; such transactions or positions may be inconsistent with the opinions expressed in this document. 

Within the past 12 months UBS AG, its affiliates or subsidiaries may have received or provided investment services and activities or ancillary services as per MiFID II which may have given rise to a payment or promise of a payment in relation to these 
services from or to this company. 

United Kingdom and the rest of Europe: Except as otherwise specified herein, this material is distributed by UBS Limited to persons who are eligible counterparties or professional clients. UBS Limited is authorised by the Prudential Regulation 
Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. France: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities France S.A. UBS Securities France S.A. is regulated by the ACPR 
(Autorité de Contrôle Prudentiel et de Résolution) and the Autorité des Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. has contributed to this document, the document is also deemed to have been prepared by UBS Securities 
France S.A. Germany: Prepared by UBS Limited and distributed by UBS Limited and UBS Europe SE. UBS Europe SE is regulated by the Bundesanstalt fur Finanzdienstleistungsaufsicht (BaFin). Spain: Prepared by UBS Limited and distributed by UBS 
Limited and UBS Securities España SV, SA. UBS Securities España SV, SA is regulated by the Comisión Nacional del Mercado de Valores (CNMV). Turkey: Distributed by UBS Limited. No information in this document is provided for the purpose of offering, 
marketing and sale by any means of any capital market instruments and services in the Republic of Turkey. Therefore, this document may not be considered as an offer made or to be made to residents of the Republic of Turkey. UBS Limited is not 
licensed by the Turkish Capital Market Board under the provisions of the Capital Market Law (Law No. 6362). Accordingly, neither this document nor any other offering material related to the instruments/services may be utilized in connection with 
providing any capital market services to persons within the Republic of Turkey without the prior approval of the Capital Market Board. However, according to article 15 (d) (ii) of the Decree No. 32, there is no restriction on the purchase or sale of the 
securities abroad by residents of the Republic of Turkey. Poland: Distributed by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce regulated by the Polish Financial Supervision Authority. Where an analyst of UBS Limited (spolka z 
ograniczona odpowiedzialnoscia) Oddzial w Polsce has contributed to this document, the document is also deemed to have been prepared by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce. Russia: Prepared and distributed by 
UBS Bank (OOO). Switzerland: Distributed by UBS AG to persons who are institutional investors only. UBS AG is regulated by the Swiss Financial Market Supervisory Authority (FINMA). Italy: Prepared by UBS Limited and distributed by UBS Limited and 
UBS Limited, Italy Branch. Where an analyst of UBS Limited, Italy Branch has contributed to this document, the document is also deemed to have been prepared by UBS Limited, Italy Branch. South Africa: Distributed by UBS South Africa (Pty) Limited 
(Registration No. 1995/011140/07), an authorised user of the JSE and an authorised Financial Services Provider (FSP 7328). Israel: This material is distributed by UBS Limited. UBS Limited is authorised by the Prudential Regulation Authority and regulated 
by the Financial Conduct Authority and the Prudential Regulation Authority. UBS Securities Israel Ltd is a licensed Investment Marketer that is supervised by the Israel Securities Authority (ISA). UBS Limited and its affiliates incorporated outside Israel are 
not licensed under the Israeli Advisory Law. UBS Limited is not covered by insurance as required from a licensee under the Israeli Advisory Law. UBS may engage among others in issuance of Financial Assets or in distribution of Financial Assets of other 
issuers for fees or other benefits. UBS Limited and its affiliates may prefer various Financial Assets to which they have or may have Affiliation (as such term is defined under the Israeli Advisory Law). Nothing in this Material should be considered as 
investment advice under the Israeli Advisory Law. This Material is being issued only to and/or is directed only at persons who are Eligible Clients within the meaning of the Israeli Advisory Law, and this material must not be relied on or acted upon by any 
other persons. Saudi Arabia: This document has been issued by UBS AG (and/or any of its subsidiaries, branches or affiliates), a public company limited by shares, incorporated in Switzerland with its registered offices at Aeschenvorstadt 1, CH-4051 
Basel and Bahnhofstrasse 45, CH-8001 Zurich. This publication has been approved by UBS Saudi Arabia (a subsidiary of UBS AG), a Saudi closed joint stock company incorporated in the Kingdom of Saudi Arabia under commercial register number 
1010257812 having its registered office at Tatweer Towers, P.O. Box 75724, Riyadh 11588, Kingdom of Saudi Arabia. UBS Saudi Arabia is authorized and regulated by the Capital Market Authority to conduct securities business under license number 
08113-37. UAE / Dubai: The information distributed by UBS AG Dubai Branch is only intended for Professional Clients and/or Market Counterparties, as classified under the DFSA rulebook. No other person should act upon this material/communication. 
The information is not for further distribution within the United Arab Emirates. UBS AG Dubai Branch is regulated by the DFSA in the DIFC. UBS is not licensed to provide banking services in the UAE by the Central Bank of the UAE, nor is it licensed by 
the UAE Securities and Commodities Authority. United States: Distributed to US persons by either UBS Securities LLC or by UBS Financial Services Inc., subsidiaries of UBS AG; or by a group, subsidiary or affiliate of UBS AG that is not registered as a US 
broker-dealer (a ‘non-US affiliate’) to major US institutional investors only. UBS Securities LLC or UBS Financial Services Inc. accepts responsibility for the content of a document prepared by another non-US affiliate when distributed to US persons by 
UBS Securities LLC or UBS Financial Services Inc. All transactions by a US person in the securities mentioned in this document must be effected through UBS Securities LLC or UBS Financial Services Inc., and not through a non-US affiliate. UBS Securities 
LLC is not acting as a municipal advisor to any municipal entity or obligated person within the meaning of Section 15B of the Securities Exchange Act (the "Municipal Advisor Rule"), and the opinions or views contained herein are not intended to be, and 
do not constitute, advice within the meaning of the Municipal Advisor Rule. Canada: Distributed by UBS Securities Canada Inc., a registered investment dealer in Canada and a Member-Canadian Investor Protection Fund, or by another affiliate of UBS 
AG that is registered to conduct business in Canada or is otherwise exempt from registration. Mexico: This report has been distributed and prepared by UBS Casa de Bolsa, S.A. de C.V., UBS Grupo Financiero, an entity that is part of UBS Grupo 
Financiero, S.A. de C.V. and is a subsidiary of UBS AG. This document is intended for distribution to institutional or sophisticated investors only. Research reports only reflect the views of the analysts responsible for the reports. Analysts do not receive any 
compensation from persons or entities different from UBS Casa de Bolsa, S.A. de C.V., UBS Grupo Financiero, or different from entities belonging to the same financial group or business group of such. For Spanish translations of applicable disclosures, 
please go to www.ubs.com/disclosures. Brazil: Except as otherwise specified herein, this material is prepared by UBS Brasil CCTVM S.A. to persons who are eligible investors residing in Brazil, which are considered to be Investidores Profissionais, as 
designated by the applicable regulation, mainly the CVM Instruction No. 539 from the 13th of November 2013 (determines the duty to verify the suitability of products, services and transactions with regards to the client´s profile). Hong Kong: 
Distributed by UBS Securities Asia Limited and/or UBS AG, Hong Kong Branch. Please contact local licensed/registered representatives of UBS Securities Asia Limited and/or UBS AG, Hong Kong Branch in respect of any matters arising from, or in 
connection with, the analysis or document. Singapore: Distributed by UBS Securities Pte. Ltd. [MCI (P) 008/09/2017 and Co. Reg. No.: 198500648C] or UBS AG, Singapore Branch. Please contact UBS Securities Pte. Ltd., an exempt financial adviser under 
the Singapore Financial Advisers Act (Cap. 110); or UBS AG, Singapore Branch, an exempt financial adviser under the Singapore Financial Advisers Act (Cap. 110) and a wholesale bank licensed under the Singapore Banking Act (Cap. 19) regulated by the 
Monetary Authority of Singapore, in respect of any matters arising from, or in connection with, the analysis or document. The recipients of this document represent and warrant that they are accredited and institutional investors as defined in the 
Securities and Futures Act (Cap. 289). Japan: Distributed by UBS Securities Japan Co., Ltd. to professional investors (except as otherwise permitted). Where this document has been prepared by UBS Securities Japan Co., Ltd., UBS Securities Japan Co., 
Ltd. is the author, publisher and distributor of the document. Distributed by UBS AG, Tokyo Branch to Professional Investors (except as otherwise permitted) in relation to foreign exchange and other banking businesses when relevant. 
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Australia: Clients of UBS AG: Distributed by UBS AG (ABN 47 088 129 613 and holder of Australian Financial Services License No. 231087). Clients of UBS Securities Australia Ltd: Distributed by UBS Securities Australia Ltd (ABN 62 008 586 481 and 
holder of Australian Financial Services License No. 231098). This Document contains general information and/or general advice only and does not constitute personal financial product advice. As such, the Information in this document has been prepared 
without taking into account any investor’s objectives, financial situation or needs, and investors should, before acting on the Information, consider the appropriateness of the Information, having regard to their objectives, financial situation and needs. If 
the Information contained in this document relates to the acquisition, or potential acquisition of a particular financial product by a ‘Retail’ client as defined by section 761G of the Corporations Act 2001 where a Product Disclosure Statement would be 
required, the retail client should obtain and consider the Product Disclosure Statement relating to the product before making any decision about whether to acquire the product. The UBS Securities Australia Limited Financial Services Guide is available at: 
www.ubs.com/ecs-research-fsg. New Zealand: Distributed by UBS New Zealand Ltd. UBS New Zealand Ltd is not a registered bank in New Zealand. You are being provided with this UBS publication or material because you have indicated to UBS that 
you are a “wholesale client” within the meaning of section 5C of the Financial Advisers Act 2008 of New Zealand (Permitted Client). This publication or material is not intended for clients who are not Permitted Clients (non-permitted Clients). If you are a 
non-permitted Client you must not rely on this publication or material. If despite this warning you nevertheless rely on this publication or material, you hereby (i) acknowledge that you may not rely on the content of this publication or material and that 
any recommendations or opinions in such this publication or material are not made or provided to you, and (ii) to the maximum extent permitted by law (a) indemnify UBS and its associates or related entities (and their respective Directors, officers, agents 
and Advisors) (each a ‘Relevant Person’) for any loss, damage, liability or claim any of them may incur or suffer as a result of, or in connection with, your unauthorised reliance on this publication or material and (b) waive any rights or remedies you may 
have against any Relevant Person for (or in respect of) any loss, damage, liability or claim you may incur or suffer as a result of, or in connection with, your unauthorised reliance on this publication or material. Korea: Distributed in Korea by UBS 
Securities Pte. Ltd., Seoul Branch. This document may have been edited or contributed to from time to time by affiliates of UBS Securities Pte. Ltd., Seoul Branch. This material is intended for professional/institutional clients only and not for distribution to 
any retail clients. Malaysia: This material is authorized to be distributed in Malaysia by UBS Securities Malaysia Sdn. Bhd (Capital Markets Services License No.: CMSL/A0063/2007). This material is intended for professional/institutional clients only and not 
for distribution to any retail clients. India: Distributed by UBS Securities India Private Ltd. (Corporate Identity Number U67120MH1996PTC097299) 2/F, 2 North Avenue, Maker Maxity, Bandra Kurla Complex, Bandra (East), Mumbai (India) 400051. Phone: 
+912261556000. It provides brokerage services bearing SEBI Registration Numbers: NSE (Capital Market Segment): INB230951431, NSE (F&O Segment) INF230951431, NSE (Currency Derivatives Segment) INE230951431, BSE (Capital Market Segment) 
INB010951437; merchant banking services bearing SEBI Registration Number: INM000010809 and Research Analyst services bearing SEBI Registration Number: INH000001204. UBS AG, its affiliates or subsidiaries may have debt holdings or positions in 
the subject Indian company/companies. Within the past 12 months, UBS AG, its affiliates or subsidiaries may have received compensation for non-investment banking securities-related services and/or non-securities services from the subject Indian 
company/companies. The subject company/companies may have been a client/clients of UBS AG, its affiliates or subsidiaries during the 12 months preceding the date of distribution of the research report with respect to investment banking and/or non-
investment banking securities-related services and/or non-securities services. With regard to information on associates, please refer to the Annual Report at: http://www.ubs.com/global/en/about_ubs/investor_relations/annualreporting.html Taiwan: 
Distributed by UBS Securities Pte. Ltd., Taipei Branch which is regulated by the Taiwan Securities and Futures Bureau. Indonesia: This report is being distributed by PT UBS Sekuritas Indonesia and is delivered by its licensed employee(s), including 
marketing/sales person, to its client. PT UBS Sekuritas Indonesia, having its registered office at Wisma GKBI, 22nd floor, JL. Jend. Sudirman, kav.28, Jakarta 10210, Indonesia, is a subsidiary company of UBS AG and licensed under Capital Market Law no. 
8 year 1995, a holder of broker-dealer and underwriter licenses issued by the Capital Market and Financial Institution Supervisory Agency (now Otoritas Jasa Keuangan/OJK). PT UBS Sekuritas Indonesia is also a member of Indonesia Stock Exchange and 
supervised by Otoritas Jasa Keuangan (OJK). Neither this report nor any copy hereof may bedistributed in Indonesia or to any Indonesian citizens except in compliance with applicable Indonesian capital market laws and regulations. This report is not an 
offer of securities in Indonesia and may not be distributed within the territory of the Republic of Indonesia or to Indonesian citizens in circumstance whichconstitutes an offering within the meaning of Indonesian capital market laws and regulations. 

The disclosures contained in research documents produced by UBS Limited shall be governed by and construed in accordance with English law. 

UBS specifically prohibits the redistribution of this document in whole or in part without the written permission of UBS and in any event UBS accepts no liability whatsoever for any redistribution of this document or its contents or the actions of third 
parties in this respect. Images may depict objects or elements that are protected by third party copyright, trademarks and other intellectual property rights. © UBS 2018. The key symbol and UBS are among the registered and unregistered trademarks of 
UBS. All rights reserved. 
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