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GLOSSARY OF TERMS 

 

Abbreviation Term 

Cr Chromium 

Fe Iron 

Ni Nickel 

BF Blast furnace 

bn Billion 

CAM Cathode active material 

CAPEX  Capital expenditure  

CoSO4 Cobalt sulphate 

EV Electric vehicle 

HPAL High-pressure acid leaching 

ICE Internal combustion engine 

IMIP Indonesia Morowali Industrial Park 

IRR Internal rate of return 

JV(s) Joint venture(s) 

kt A thousand tonnes 

ktpa A thousand tonnes per annum 

Abbreviation Term 

LFP Lithium iron phospate battery 

LME London Metal Exchange 

Mt Million tonnes 

NCA Nickel cobalt aluminium battery 

NCM Nickel cobalt manganese battery 

NEV 
New energy vehicles (battery electric 

and plug-in hybrids) 

NiMH Nickel metal hydride battery 

NN Norilsk Nickel 

NiSO4 Nickel sulphate 

NPI Nickel pig iron 

RKEF Rotary kiln furnace 

SHFE Shanghai Futures Exchange 

Mwmt A million wet metric tonnes 

Y-o-Y Year-on-year 

YTD Year-to-date  

BF Blast furnace 
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EXECUTIVE SUMMARY

Expectations of the EV boom and strong nickel demand 

growth were the driving force of the nickel price increase 

from late 2017 to June 2018. However, the escalation of 

the trade war between China and the US dragged LME 

nickel prices below $12,000/t in 2H 2018, as investors 

began “punishing” base metals with significant exposure 

to China.  

Nevertheless, the negative effect of the trade war on 

nickel fundamentals is likely to be limited. The direct risk 

from shrinking export volumes of stainless products and 

manufactures containing nickel to the US is negligible. 

Although China exports a significant amount of its nickel-

bearing goods, shipments to the US constitute only a 

marginal share. 

The dispute’s effect on the local end-use of nickel in China 

is less clear. Major macro indicators of nickel demand 

such as infrastructure spending, fixed asset investment 

and real estate are still positive YTD - their future 

dynamics, however, are in question. Indicators driven by 

consumer spending, such as housing and automotive 

sales, are particularly exposed to the current state of 

uncertainty. Nevertheless, we believe that government 

stimuli could offset the trade war’s negative effect. 

More importantly, we believe that the long-term 

fundamentals will not be distorted by the trade war. 

Megatrends will continue to drive the end-use of nickel. 

Growing electrification is particularly notable, as it 

continues to increase its nickel uptake rapidly. At the 

same time, there are risks of physical shortages of nickel 

that could become more apparent post-2022, when 

Indonesia is expected to re-introduce its ban on export of 

unprocessed ores, thereby capping Chinese NPI output.  

Additional supply is required to cover the upcoming 

deficits. The market recently learned about two major 

nickel projects to be built at the Indonesian Morowali 

Industrial Park (IMIP) orientated at feeding the battery 

supply chain with total capacity of 110 kt of nickel upon 

completion. One of the projects, led by Chinese stainless 

giant Tsingshan, is said to cost $700 million or                        

$14,000/t of annual capacity, compared to other HPAL 

projects that required between $50,000/t and 

$100,000/t of capacity. While the project can utilise the 

Industrial Park’s existing infrastructure, the most capital-

intensive part – HPAL, acid plants and tailings dam – 

remain to be built. Therefore, there is a good reason to 

believe that the actual CAPEX would by far exceed the 

committed investment of $700 million. Be that as it may, 

these two projects alone are insufficient. Our analyses of 

88 possible and probable projects have shown that the 

majority are doomed to remain on paper and even 

projects with higher chances of implementation would 

require incentive prices significantly above the current 

spot levels. Moreover, even with supply growth of CAGR 5% 

by 2025 we see structural deficits continuing in the long 

term.

 

INVESTOR SENTIMENT

 
Source: NN analysis, London Metals Exchange 

In late 2017, after having witnessed the earlier rally in the 

cobalt and lithium market in 2016-2017, the financial 

community turned its eyes to nickel. Although the EV story 

had not triggered a similar euphoria in the nickel market 

that was still predominantly driven by stainless steel, yet 

we saw an increase in the share of speculative positions 

on the LME from 45% at the start of 2018 to 60% 

currently. In a highly volatile market, investor sentiment 

has become the key driver of the nickel price. Higher 

activity of speculators is also prominent at the SHFE as 

the 78% Y-o-Y increase in total traded volume of nickel 

futures in January – October 2018 demonstrates. 

In 1H 2018, the LME nickel price was showing signs of a 

robust recovery supported by strong fundamentals. 

Within this period of upward price trend, we also saw an 

abnormal spike: the price skyrocketed 18-19 April, on the 

news about pre-planned LME delisting of NN cathodes 

produced in the old Norilsk refinery, which had been shut 

down in 2016 as part of the company’s reconfiguration 

program. The news coincided with delisting of Rusal 

aluminium due to imposed sanctions. The market 

misinterpreted the routine reminder as sanctions against 

Russian-made nickel. The result was a short-term 

speculative chaos, which started at a SHFE trading 

session and was caught up later by the LME. However, the 

market realised the mistake quickly, and the price 

dropped below $14,000/t to resume later on the track of 

steady growth that continued throughout Q2.  

On the 7th of June 2018, the LME nickel cash settlement 

price closed at $15750/t - its highest levels since 2014. 

 

In July the US have announced tariffs on imports of 

Chinese goods with a total value of $50 billion with 

another round of tariffs on $200 billion worth of goods 

that had followed in September. Consequently, all base 

metal prices retracted and nickel, having a high 

speculative involvement, took a significant hit. 

Although protectionism may have a negative impact on 

the global economy, a distortion of the nickel 

fundamentals is still questionable. 

IMPLICATIONS OF THE TRADE WAR FOR NICKEL 

IMPACT ON FIRST-USE 

The key driver of the global nickel demand is the stainless 

steel sector that accounts for 72% (~1.7 Mt in 2018) of 

the total primary nickel first-use. Chinese stainless sector 

alone would use ~1 Mt of primary nickel in 2018.  
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In 2H 2018, the sentiment turned bearish across the 

entire base metals basket as investors’ fear of the 

potential impact of the escalated trade war on 

metals consumption took over. 
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However, we believe that the direct impact of the duties 

on the stainless steel sector is negligible. Of the $8.4 

billion worth of various stainless products exported from 

China in 2017, the US accounted for only 4% (2-3 kt 

primary Ni). 

END-USE IMPLICATIONS 

The direct effect of tariffs on nickel consumption because 

of the risks of shrinking export volumes to the US is also 

negligible in the case of nickel-containing final goods. As 

nickel has more than 200,000 applications it is 

impossible to track each one. Therefore, to estimate the 

direct risk exposure, we have selected 30 large categories 

of exportable nickel-containing goods, including white 

goods, data processing and consumer electronics, cutlery 

and other tableware etc. with the total of 400 kt of primary 

nickel used in manufacturing of those goods in China 

alone, of which ~100 kt were exported to the global 

markets. Chinese exports under the selected HS codes to 

US have accounted for 30 kt of primary nickel, of which 

only 20 kt fall into the articles under Section 301 tariffs 

or 2% of the total primary nickel consumption in China.  

Assuming that the entire tariff is passed on to consumers, 

we have arrived at anywhere between 2 kt and 6 kt of 

primary nickel under the risk of direct impact from the 

tariffs. However, under a more radical scenario of the 

Chinese nickel-bearing goods exports completely 

displaced from the US market (~20kt Ni pa), the niche 

would be still filled by manufacturers from other regions. 

The trade wars could, nevertheless, possess a greater 

danger at the macro level impacting the income levels 

and echoing at the local nickel end-use in China. 

The immediate prospects of the Chinese economy seem 

uncertain, while the key indicators for nickel end-use are 

holding up, at least for now. 

Infrastructure spending is picking up in the second half of 

the year, and the Chinese government has been enabling 

easier financing conditions to facilitate this. 

According to Reuters, China more than quadrupled the 

value of fixed-asset investment projects approved in the 

third quarter compared to the April-June period, as Beijing 

accelerated infrastructure spending to prop up the 

slowing economic growth.  

Real estate development is growing in 2H 2018, and floor 

space of houses newly started is up by 16% YTD. Although, 

further development of the real estate sector comes 

under question as housing sales are starting to decline. 

Another key driver of metals demand would be the 

consumer income growth in China. The state has already 

pushed for a fiscal stimulus with the recent 

announcement of loosening income taxes that should 

help to offset the negative effects from the intensified 

trade war. 

 

In the meantime the state of uncertainty will prevail, 

impacting not only investors, but also resulting in delayed 

consumer spending in China, with potential negative 

pressure down the supply chain, from OEMs to raw 

material suppliers. E.g. higher consumer markets’ 

uncertainty is illustrated by a 12% Y-o-Y drop of vehicle 

sales in October with Chinese car sales moving towards 

its first annual decline in the past two decades, according 

to Bloomberg, as consumers delay spending.  

We believe that short-term weakening of the automotive 

sector would have no impact on the nickel-end use growth 

in the auto sector since cars with ICE mostly use ferritic 

grades of stainless steel while the nickel-intensive EV 

story continues to bolster the NEV production in China (up 

71% in January - October 2018). 

Nevertheless, we are cautious about the Chinese EV 

industry in the mid-term as we are yet to see if the NEV 

production will remain robust to the subsidy cuts 

undertaken by the Chinese government. Still, the targets 

of 2 million and 7 million NEVs to be produced in 2020 

and 2025, set by the Chinese government, remain 

realistic. 

CHINA: AUTO SLUMP DOES NOT CHANGE THE EV STORY 

 
Source: NN analysis, CAAM 

As the EV demand grows in China the future availability of 

high grade nickel feed came under question, and the 

capital-intensive projects on the horizon required 

incentive prices significantly higher than the spot levels, 

the investment community saw a significant up-side 

potential behind nickel in the longer run. However, the 

bearish sentiment spread to the longer term picture too 

when, on the eve of the LME Week, Tsingshan, IMIP 

(Indonesia Morowali Industrial Park), BRUNP, and Hanwa 

announced their joint $700 million investment into 

production of nickel and cobalt for the battery industry via 

high-pressure acid leach (HPAL), a process that allows 

production of high grade nickel from laterite ores. With 

Tsingshan’s impressive track record of the keystone of 

the 2000s’ NPI revolution, investors feared that this new 

project could kick-start a wave of low-cost HPAL projects 

in Indonesia, drawing a parallel with the NPI boom. 

Laterite leaching is nothing new to the nickel industry and 

has been around for decades starting from the CARON 

process used by Moa since 1955 and then the HPAL 

process utilised at Murrin Murrin, Ambatovy, Ramu, 

Taganito, Coral Bay, Goro VNC and Gördes, as well as the 

idled Ravensthorpe project.  

However, these news leave some room for scepticism. On 

the one hand, HPAL is notorious not only for high initial 

CAPEX, but also for significantly exceeding planned CAPEX. 

On the other hand, inability to reach the nameplate 

capacity for many years to come is very well known too. 

In our fundamental analysis, we come back to the topic in 

detail, dispelling the investors' fears.
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The effect of the trade war on the base metals 

consumption, and nickel in particular, depends on 

the efficiency of the Chinese stimulus policies 

targeted at supporting domestic consumption. 
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BACK TO FUNDAMETALS 

While uncertainty continues to drive investor sentiment, 

we turn out attention to the fundamentals. We estimate 

that by the year-end, the market deficit will increase to 

135 kt, expanding from 113 kt in 2017. A significant 

revision of our forecast at the beginning of the year came 

as environmental curtailments in China and slower than 

expected ramp up and construction of NPI capacities in 

Indonesia had resulted in an 80 kt lower NPI output 

globally. This coincided with underperformance of major 

producers who had failed to reach the planned output. 

Recently, the stock drawdown has exceeded the supply 

deficit. Indeed, the stocks dynamics are a quasi-

fundamental that have to be looked at with a note of 

caution. We believe that around 30% of stocks that had 

left the exchange warehouses did not go into immediate 

consumption but ended up relocated to non-LME 

warehouses for strategic stockpiling by financial players 

and consumers filling up the expanding pipeline. 

In January–August 2018, we witnessed stock relocation 

of 44 kt from the LME warehouses in Malaysia to non-

LME stocks in Rotterdam, part of which we believe already 

went to the market. 

SHFE stock decline of 28 kt was largely offset by Shanghai 

bonded stock increase (+26 kt YTD).  

However, the dominant share of stock decline ended up 

in consumption, as YTD market deficit exceeded 120 kt. 

  
Source: NN analysis, LME, SHFE (as of 16 Nov 2018) 

 

DEMAND - STAINLESS & BATTERIES LEAD THE WAY 

 
Source: NN analysis 

STAINLESS STEEL – STILL THE MAIN DRIVER 

The stainless steel sector was demonstrating high 

resilience. The European and US stainless outputs kept 

growing at 2% and 4% Y-o-Y respectively, other Asia ex. 

Indonesia grew by 6-8% with the exception of Taiwan, 

which was down YTD due to the pressure of the increased 

imports from Indonesia. On the upside – Indian melting 

output has increased by 7%, solidifying its position of the 

world’s second largest stainless producing country. In 

addition to that, positive EV sentiment and underlying 

growth in nickel demand from the battery sector and the 

consequential speedy stock drawdown have also aided 

the price rise. 

The single largest factor that had contributed to the 

market deficit was growing stainless output in Indonesia.  

In our previous report in April 2018, we covered the 

stainless developments in Indonesia extensively. 

Tsignshan was able to ramp up quickly their production 

on two stainless lines with the total capacity of 2.4 Mt of 

300 series that translates into 170 kt of primary nickel 

since the mill integrated with NPI production consumes 

only revert scrap. 

In the 1H 2018, Tsingshan exported ~0.9 Mt of stainless 

steel, of which 0.6 Mt were shipped to China.  

In turn, it suppressed local prices and had a negative 

impact on Chinese 300 series melting output that saw 

little to no growth in 2018. Also, their Indonesian stainless 

steel competed with the company’s own Chinese output, 

thus making diversification of their exports a necessity.  

Moreover, other local Chinese producers had successfully 

lobbied for a launch of an anti-dumping investigation of 

the Indonesian stainless steel slab imports that was set 

to be completed next year. Therefore, Tsingshan had to 

intensify the expansion of its geographical coverage not 

only to find new markets but to reach a potential 

compromise with other Chinese mills with regards to 

exports to China. 

The company has already secured JVs in the USA and 

India, and it actively increases its penetration of the 

Taiwanese market and Europe. Expansion of Indonesian 

exports’ geography is likely to continue as Tsingshan has 

completed the construction of the 3rd stainless line that is 

yet to be ramped up once additional NPI furnaces are 

brought on line in the middle of next year. However, as 

protectionism looms over the global trade, it could 

become a constraint for some further diversification into 

the Western markets. 

Indonesian Stainless Exports 

Source: Trade stats, NN analysis 

Meanwhile, as low-cost production from Asia has started 

to put pressure on the European mills that forces them to 

look for opportunities to cut the costs and turn their eyes 

to NPI.  

Even taking into account the credits from free Fe and Cr 

in NPI, the logistic costs make the raw material non-

competitive in the markets with abundance of cheap 

stainless steel scrap. Moreover, phosphorous and carbon 

contained in NPI and potential negative environmental 

impact could present further obstacles for NPI's 

acceptance by the West. 
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NPI as % of LME = China Ni in NPI $/t – VAT – Cr & Fe credits vs 

Scrap – logistic costs to Europe 

Source: NN analysis, SMM, Argus 

THE EV STORY 

In 2018, nickel demand from the battery sector is set to 

increase by 48% and the impact of the battery boom on 

the nickel market keeps growing. The total demand from 

Li-ion batteries alone has reached 110 kt and required a 

quick supply response. Luckily, the abundant briquette 

stocks have helped to cover the shortages in intermediate 

feed for NiSO4, with a total of 56 kt of briquettes dissolved. 

There are three major factors that are contributing to the 

nickel uptake growth – (1) growing EV production, (2) 

higher driving range requirements and (3) the desire to 

decrease exposure to cobalt triggered by the price rally 

and supply concerns 

(1) is driven by legislative “carrots and sticks” globally. A 

wide range of countries have introduced subsidies for 

electric vehicles as well as other perks for consumers, 

and vouched to prohibit or limit sales of cars with internal-

combustion engines. 

(2) stems from a natural desire to have a longer range 

vehicle but also from the subsidy policy shift in China that 

now favours EVs with longer range. Nickel containing 

NCM/NCA cathode materials provide superior energy 

capacity, while more nickel-intensive variations of these 

CAM types help to improve energy capacity further and 

decrease the exposure to cobalt.  

As a result, China has started to shift away from LFP 

towards NCM chemistries, while the old NCM 111 was 

quickly substituted by NCM 523 and 622 that now add up 

to nearly 90% of all NCM variations produced globally. In 

January – September 2018, LFP output in China was 

down -10% while NCM increased by 41%. 

In our mid-term forecast, we expect the global growth to 

slow from nearly 50% this year down to 20%, as the next 

shift in nickel intensity to the 811 formulation may take a 

few years, leaving only two out of three driving factors 

active. 

Nevertheless, as the EV penetration grows and the share 

of NCM/NCA cathode materials keeps growing with it, we 

expect that the NiSO4 feed bottleneck could be more 

apparent from 2022.  

IT’S NOT ONLY ABOUT EVS 

The megatrends, apart from growing electrification that 

drives the battery demand, strongly support nickel 

demand in other applications. 

Growing population, per capita incomes, and urbanization 

strongly support all sectors of nickel end-use. 

Increasing mobility has its effect on demand for alloys and 

super-alloys from the aerospace industry. In fact, we could 

be in a middle of an aerospace super cycle, with record 

aircraft deliveries and order backlogs for the aircraft-

manufacturing giants of 7-9 years. 

The global push for clean energy is also of key importance 

to the nickel demand growth outside of the EV landscape.  

As such, wind and solar energy should significantly boost 

nickel uptake from energy storage systems. 

In turn, the shift to clean energy could squeeze fossil fuels 

from the traditional energy demand sectors particularly in 

the developed economies. Meanwhile, the growth of oil 

demand shifts to petrochemicals that are expected to 

account for more than a third of the growth in global oil 

demand to 2030 according International Energy Agency 

research, as the developing countries increase their 

demand for plastics, narrowing the wide gap in per capita 

use with the West. In turn, construction of oil refineries 

and petrochemical plants is heavily reliant on nickel-

intensive grades of stainless steel to cope with a 

multitude of corrosives found in recycling processes.  

Large exporters of crude are starting to look into the 

downstream processing more thoroughly, and recent 

investments of Aramco - the world’s largest oil exporter – 

into large downstream processing petrochemical 

refineries to secure the access buck the trend. The Saudi 

giant is already supporting development of the $27 billion 

Refinery and Petrochemical Integrated Development 

(RAPID) project in Malaysia with a 300,000 barrels/day 

refinery and a petrochemical complex with a combined 

annual capacity of 3.6 Mt. The company is also planning 

to invest in a total 1-1.5 million barrel/day of Chinese 

refining and petrochemical capacity according to 

Bloomberg. China in total has around 30 plant projects 

and is planning to achieve self-sufficiency in refined fuels 

and petrochemicals. The rest of Asia, in addition to the 

mega project in Malaysia, has over 70 new refinery and a 

petrochemical plant projects. 

Another sound example of the global drive to lower 

pollution levels that could support nickel demand is the 

International Maritime Organization regulation directed at 

limiting sulphur oxides and particulates from ships, 

traditionally burning heavy fuel oils, affecting up to 

60,000 vessels according to Nickel Institute research. 

Implementation of the regulation in 2020 is triggering an 

increase in the use of open or closed loop scrubbers 

made from high-nickel alloys and nickel-intensive grades 

of stainless steel. 

 

SUPPLY - ALL ROADS LEAD TO INDONESIA 

 
Source: NN analysis 

Indonesia has also been the key driver of the 2018 supply 

growth. The relaxation of the export ban on unprocessed 
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nickel ore by the Indonesian government in April 2017 

increased ore availability in the market.  

Since the relaxation had taken place, the country issued 

and renewed more than 34 Mwmt of export quotas. 

Indonesia was actively ramping up ore shipments to China, 

which reached 12 Mwmt in January - August 2018 and 

are expected to reach around 18 Mwmt for the full year. 

For now, lack of infrastructure, labour supply issues, 

bureaucratic bottlenecks, abundance of Filipino ore on 

the market, as well as inability of some companies to 

meet the process requirements set by the Indonesian 

government and subsequent retractions of these 

companies’ quotas, limit full utilisation of the export 

quotas. It is further capped by the environmental NPI cuts 

in China. However, additional 18 Mwmt from Indonesia on 

top of a modest growth of shipments from the Philippines 

allow the Chinese NPI output to go back to the 2014 

levels of around 470 kt of nickel in NPI.  

At the same time, Indonesia itself is expected to add more 

than 80 kt of NPI supply locally this year as NPI projects 

continue to come on-stream and the existing capacities 

ramp up their output. 

Source: NN analysis, BGRIMM 

INDONESIA’S FIRST MASS SCALE HPAL PROJECT 

As the market grows, ensuring stable access to supply 

and ability to control the cost and quality of raw materials 

become critical. Battery material producers are now 

looking into upstream integration and increased 

cooperation with suppliers of key raw materials.  

The leading producers across the battery chain – BRUNP 

(a subsidiary of CATL) and GEM together with a Japanese 

trading house Hanwa - have entered in October 2018 into 

a JV with Tsingshan and its IMIP (Indonesia Morowali 

Industrial Park) to build a nickel and cobalt chemicals’ 

production for battery materials at the IMIP site, named 

PT QMB New Energy Materials. 

As Indonesia is rich in laterite ore, the JV has selected 

HPAL (high-pressure acid leaching) as the production 

process for its project to produce mixed hydroxide 

precipitate containing 50 kt Ni and 4 kt Co.  

Majority of output could potentially supply the newly 

announced battery precursor material plant in Fuan 

(China), with further upstream integration into battery cell 

manufacturing.  

The announcement came just days before the LME week 

surprising some as nickel was traded below $13,000/t 

while the expected incentive price for new HPAL projects 

was deemed to be above $16,000/t with an IRR of 5%. 

The joint venture became the central topic of the market 

discussions at the LME week, with investors fearing that 

the project would kick-off a wave of HPAL projects in 

Indonesia drawing a parallel with the NPI boom.  

However, unlike NPI, it is a not new phenomenon: while 

HPAL technology has existed for decades, it remains a 

sophisticated and a very capital-intensive technology.  

Taking into account the existing HPAL projects and on-

going feasibility studies in Indonesia, we believe the 

CAPEX of the project to be a multiple of the $700 million 

already committed by the parties, while construction of 

the project should take at least 3 years with mass scale 

production starting in 2021 the earliest, against the 

announced 2019.  

The IMIP that already hosts Tsingshan’s NPI and stainless 

plants with the total investment of $5 billion, hence 

allowing to capitalise on the existing infrastructure, the 

required CAPEX could be lower than for HPAL projects 

built from scratch. However, the most capital-intensive 

stages of an HPAL project – the leaching plant itself and 

the sulphuric acid plant – will still need full investment. 

Addressing the question why this news came out in such 

a low price environment, we have looked at the interests 

of the major parties involved. 

CATL, represented in the partnership through BRUNP, is 

interested in securing the supply access for further 

expansion. It also benefits from a low nickel price 

environment, which has been further enhanced by the 

announcement: its smaller competitors who have 

secured their raw material supply at higher price levels 

keep making losses, facilitating consolidation of the 

battery industry that is currently defined by excessive 

capacity.  

Tsingshan, in turn, has committed to supply the JV with 

their limonite ore for a period of 10 years. Large volumes 

of limonite ore have already been excavated to get to 

saprolites used for NPI. Hence, the additional cost 

associated with ore supply is marginal. The move is seen 

as a strategic step to diversify company’s risk, as the 

company has all its eggs in the “stainless” basket 

producing more than 15% of the global stainless melt 

output. However, HPAL is not the most reliable diversifier, 

considering volatile output and long ramp up times. 

Therefore, we believe that the company is working on 

potential alternatives such as even more expensive 

technologies like hydroxide production from NPI powder 

or replication of the PT Vale model to produce matte and 

process it into NiSO4. 

OTHER HPAL PROJECTS IN INDONESIA? 

 

Source: NN analysis, WoodMackenzie  

The cost of integrated HPAL projects varies significantly, 

but even the more successful projects have high CAPEX. 

Indeed, one cannot bluntly “copy-paste” economic 

parameters of the cash-burning projects of the 

commodity super-cycle to the financial models of the new 

HPAL projects. However, the recent announcement of 
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Highland Pacific that it is considering doubling Ramu’s 

capacity, which would require $1.5 billion (or a $42,000/t 

nickel price) serves as yet another proof of no major 

change in the HPAL projects’ cost structure since the start 

of Ramu in 2012. Considering that Chinese engineering 

firm ENFI, which has been behind the engineering of 

Ramu, is responsible for a number of feasibility studies in 

Indonesia, the Ramu example becomes even more 

applicable, with a few caveats. 

One important factor that could be underestimated by the 

feasibility studies is the cost of tailings dam. Deep-sea 

tailings’ disposal that is utilized by the Ramu project may 

face stronger opposition from the Indonesian government, 

as unlike Ramu, the Sulawesi island does not have a deep 

hollow seabed. Hence, the projects could require 

additional spending for tailing tanks.  

One of the more prominent projects that we believe is run 

by ENFI is the Huaqi JV. The joint venture project involves 

an integrated producer of cathode material precursors 

Huayou Cobalt and other partners, including the Industrial 

Morowali Park, aiming to build an HPAL plant at the site 

in two stages, each with 30 ktpa of Ni in hydroxide, which 

would potentially be used to feed its own expansion as 

well as joint ventures with LG Chem or POSCO. For now, 

no indication of CAPEX or timeline has been given by the 

company. As available capacity of the Industrial Park 

seems to be filling up, other projects in Indonesia would 

require infrastructure spending and power supply that 

would be a significant obstacle implying a higher CAPEX. 

Hence, other projects in Indonesia are less likely to be 

materialised in a low-price environment, requiring an 

incentive price of at least $16,000/t to provide an IRR of 

5% with a 10-year payback. 

HPAL PROJECTS & EXPANSIONS 

Overall there are 30 leaching projects in our database 

excluding those on care & maintenance.   

We have already mentioned the on-going or already 

completed feasibility studies for HPAL projects, such as 

the PT QMB New Energy Materials JV with 50 ktpa 

capacity and Huaqai JV with 60 ktpa, both located at the 

IMIP. Eexpansion of Gördes to 40 ktpa and doubling of 

Ramu capacities, as also taken into account in our base 

case scenario.  

In addition to these, several Indonesian miners are 

looking to tap into the battery story. Lack of funds, 

infrastructural bottlenecks, low price environment, and a 

more lucrative and CAPEX-light alternative of NPI may put 

these projects on hold for quite some time. 

There are 19 leaching projects outside of Indonesia, 

however only 8 projects could theoretically materialize by 

2025, 7 of which are located in Australia. These projects 

could bring additional 70 kt of output in total, but would 

require an incentive price above $20,000/t to reach an 

15% IRR.  

NPI - SHIFT TO INDONESIA 

However, the NPI growth can only delay an apparent 

deficit on the nickel market by 2022, as Indonesia re-

instates the ban on unprocessed nickel ore exports, 

limiting ore availability and therefore the Chinese NPI 

potential, thus moving the market into severe deficit. 

The NPI boom in Indonesia itself is set to continue, with 

major growth expected before the potential ban. 

Tsingshan is expected to add 6 RKEF lines at the IMIP in 

2019, 4 of which will be in joint ownership with Australian-

listed Nickel Mines. This will bring the total NPI capacity 

of Tsingshan at the industrial park to 26 lines, translating 

into about 220 kt of Ni. However, the company does not 

intend to stop there and plans to bring additional 4 RKEF 

lines, to bring the capacity to >250 kt of nickel contained, 

which will be sufficient for full utilisation of all three 

stainless lines. 

In addition to the expansion plans at IMIP, Tsingshan has 

agreed a JV deal with Eramet, to build an RKEF NPI lines 

at Weda Bay with total planned capacity of 35 kt. The 

capacity is expected to become operational in 2020-

2021. 

Another Chinese stainless producer - Delong - has not yet 

been particularly successful in emulating Tsingshan’s 

achievements in Indonesia. Nevertheless, we expect the 

company to resolve the bottlenecks and have all 15 lines 

operational in 2019. 

Surprisingly, in October, the first two lines at the Bintang 

blast furnace smelter project by Ifishdeco opened. As 

blast furnaces heavily rely on coke, which price has 

recently increased bringing the estimated BF cost to 

$11,000-12,000/t, BFs are likely to be on the brink of 

making losses until the nickel price recovers. However, 

the plant seems to be merely a necessary step to secure 

continued quota and resulting cash flow in order to 

support future construction of RKEF lines, potentially in 

partnership with Chinese companies. 

Another BF was announced by the state miner PT Antam 

in partnership with OENI. The expected timeline for start 

and ramp up of the 30 ktpa project is 2021-2023. 

Together with a 50% capacity increase at its ferronickel 

project, the announcement can be deemed as Antam’s 

preparation for the re-instatement of the ore export ban 

by the Indonesian government.  

We expect that NPI production in Indonesia should reach 

600 kt by 2025, partially offsetting the expected drop in 

Chinese NPI output. 

OTHER SUPPLY DEVELOPMENTS 

The sulphide projects, that have been the core of the 

industry for a century, are now very limited and distressed 

by the reality of low ore grades. Nevertheless, we expect 

that these projects could bring additional 134 kt of supply 

by 2025 predominantly in the form of non-integrated 

intermediates.  

In the meantime, currently operating high-grade projects 

of diversified miners are not expected to add significant 

volumes to the market with investment mostly directed at 

sustaining production levels. Vale, after experiencing a 

drop in output at its Canadian operations related to 

production reconfiguration, could marginally increase 

their output beyond pre-reconfiguration levels aided by 

Voisey’s Bay underground exploration. 

In turn, BHP shifts a part of its metal output to sulphate, 

expecting to launch the first phase of their project with a 

capacity of 22 ktpa of Ni in NiSO4 in 2019. However, the 

total refined output should remain largely unchanged.  

Norilsk Nickel is expected to ramp up its nickel output in 

2019-2020 to 220 kt compared with current 210-215 kt 

expected for 2018. The output growth is driven by 

operational efficiency improvement initiatives and 

commissioning of new mining projects. Moreover, 

potential development of new greenfield projects at the 

Talnakh ore body as well as the possible development of 

the Southern cluster could support further production 

growth by Norilsk on the long-term horizon. 
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On the other hand, the current low-price environment may 

facilitate continued underinvestment in sustaining CAPEX 

by many of the smaller high-grade producers. As a result, 

a number of projects would face supply attrition, adding 

further pressure on the market in the longer term. 

While the industry had entered 2017 with the thoughts of 

who could be shut down in the low nickel price 

environment, To the contrary, with the subsequent price 

recovery that we had witnessed in the 1H 2018 multiple 

companies announced expected returns of a number of 

operations currently on care and in maintenance back to 

life. As such, Australian Savannah and Avebury mines are 

expected to add a total of 20 ktpa, potentially restarting 

their operations next year. Other mothballed projects that, 

as we think, could return to operation by 2025, sum up to 

41 kt.  

BALANCE SCENARIO 

 

In a higher price environment, we believe that significant 

supply could be added to help feed the growing use. 

However, the landscape of projects with higher chances 

to be materialised is not sufficient to fully balance out 

the market in the long run. 

 

 

 

 

 

 

 

 
 

 

 

DISCLAMER 

The information contained herein has been prepared 

using information available to PJSC MMC Norilsk Nickel 

(“Norilsk Nickel” or “Nornickel” or “NN”) at the time of 

preparation of the report. External or other factors may 

have impacted on the business of Norilsk Nickel and the 

content of this report, since its preparation. In addition all 

relevant information about Norilsk Nickel may not be 

included in this report. No representation or warranty, 

expressed or implied, is made as to the accuracy, 

completeness or reliability of the information. 

Any forward looking information herein has been 

prepared on the basis of a number of assumptions which 

may prove to be incorrect. Forward looking statements, by 

the nature, involve risk and uncertainty and Norilsk Nickel 

cautions that actual results may differ materially from 

those expressed or implied in such statements. 

Reference should be made to the most recent Annual 

Report for a description of major risk factors. There may 

be other factors, both known and unknown to Norilsk 

Nickel, which may have an impact on its performance. 

This report should not be relied upon as a 

recommendation or forecast by Norilsk Nickel. Norilsk 

Nickel does not undertake an obligation to release any 

revision to the statements contained in this report. 

The information contained in this report shall not be 

deemed to be any form of commitment on the part of 

Norilsk Nickel in relation to any matters contained, or 

referred to, in this report. Norilsk Nickel expressly 

disclaims any liability whatsoever for any loss howsoever 

arising from or in reliance upon the contents of this report. 

Certain market information and other statements in this 

report regarding the industry in which Norilsk Nickel 

operates and the position of Norilsk Nickel relative to its 

competitors are based upon information made publicly 

available by other metals and mining companies or 

obtained from trade and business organizations and 

associations. Such information and statements have not 

been verified by any independent sources, and measures 

of the financial or operating performance of Norilsk 

Nickel’s competitors used in evaluating comparative 

positions may have been calculated in a different manner 

to the corresponding measures employed by Norilsk 

Nickel. 

This report does not constitute or form part of any 

advertisement of securities, any offer or invitation to sell 

or issue or any solicitation of any offer to purchase or 

subscribe for, any shares in Norilsk Nickel, nor shall it or 

any part of it nor the fact of its presentation or distribution 

form the basis of, or be relied on in connection with, any 

contract or investment decision.

 

The market could be in balance or minor deficit over 

2020-2021 only if the Indonesian NPI ramp-up would 

cope with financial obstacles and infrastructural 

bottlenecks, while Chinese NPI would exceed 500 kt, 

assuming limited impact from environmental cuts. 

From 2022 onwards, we believe that the strong 

demand growth driven by megatrends could push the 

markets into structural deficits, as we expect the 

Indonesian ore export ban to sway the market 

balance. 
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GLOSSARY OF TERMS 
 

Abbreviation Term 

4E Platinum, palladium, rhodium, gold 

BEE Black economic empowerment 

BEV Battery electric vehicle 

CPI Consumer price index 

CAPEX  Capital expenditure  

DFP Diesel particulate filter 

.DJI Dow Jones Industrial Average 

.DXY U.S. Dollar Index 

EPA United States Environmental 
Protection Agency 

ETF  Exchange-traded fund 

The Fed Federal Reserve System 

GPF Gasoline particulate filter 

g/v Gram per vehicle 

HDD Heavy-duty diesel vehicle 

ICE Internal combustion engine 

koz A thousand troy ounces 

LDD Light-duty diesel vehicle 

LDG Light-duty gasoline vehicle 

LNT Lean NOx trap catalytic converter 

MOz Million troy ounces 

NAP North American Palladium Ltd. 

NCC Net cash cost 

NECD New European Driving Cycle 

Abbreviation Term 

NN Nornickel 

NYMEX New York Mercantile Exchange 

OEMs Original equipment manufacturers 

oz Troy ounce 

pa Per annum 

PEMS Portable emissions measurement 
system 

PGM Platinum group metals 

PHEV Plug-in hybrid electric vehicle  

RDE Real driving emissions test 

SA Republic of South Africa 

SCR Selective catalytic reduction 

SiC Silicon carbide 

.SPX S&P 500 

USD US dollar 

US10Y U.S. 10 Year Treasury 

WLTP The Worldwide harmonized Light 
vehicles Test Procedure 

WPIC World Platinum Investment Council 

Y-o-Y Year on year 

YTD Year-to-date  

ZEV Zero-emissions vehicle 
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EXECUTIVE SUMMARY
Palladium. After a negative price correction in the 1H 
2018, the price has rebounded to the levels above 
$1,100 per troy ounce since the end of the third quarter, 
exceeding all-time highs achieved in 2001. However, in 
real terms palladium is yet to appreciate another ~40% 
before it would reach the record prices. 

The market has been in the state of structural deficit (ex. 
ETFs or other stock movement) for nine consecutive years, 
reaching 0.9 MOz in 2018 in comparison with 0.7 MOz 
last year. It was driven by: 

- Growing global vehicle production  

- Higher offtake by the value chain due to coming 
tighter environmental regulations in Europe, 
China, US coupled with the launch of technically 
challenging Real Driving Emission testing1 

- Supportive powertrain shift to gasoline hybrids, 
SUVs and light trucks  

- Flat supply as a result of mine closures, smelting 
bottlenecks in South Africa and recycling 
challenges with silicone-carbide based catalysts 

Next year, the deficit is likely to reach 1.3 MOz – the 
highest since 2000. The trade conflict between the US 
and China might have a stronger impact next year 
however higher PGM loadings should offset possible 
weakness in vehicle sales while palladium stays the metal 
of choice for gasoline catalytic converters. 

 

Palladium 2018E 2019E 
Demand excl. 
investment 

+0.21 MOz 
+2.0% 

+0.57 MOz 
+5.3% 

Supply excl. stocks sales +0.04 MOz 
+0.4% 

+0.16 MOz 
+1.6% 

Platinum price fell by over ~20% this year to the low levels 
last seen in 2008. Overblown anti-diesel news flow, falling 
gold prices and a lack of optimism in the Chinese jewellery 
sector resulted in speculative short positions on NYMEX 
hitting all-time highs (2.8 MOz).  

The market surplus is expected to be 0.5 MOz in 2018 in 
comparison with 0.4 MOz in 2017 on the back of: 

- Falling diesel share and lower jewellery demand 

- Higher recycling volumes offsetting a marginal 
primary supply cuts 

Next year, the surplus is expected to decrease to 0.4 MOz 
and investment demand growth can erase it at the very 
least or even turn the market to a deficit.  

Substantial price-driven substitution of Pd with Pt is not 
expected to happen at least in the mid-term due to 
technology limits framed by challenging RDE 
implementation and industry requirement to cut CO2 
through engine fuel efficiency and hybridization. Even 
with proven solution which would likely require to use 
more platinum than palladium, at least 2 years or even 
more are required to certify new formulations and apply it 
across the whole model lineup while value-in-use Pd/Pt 
price differential should stay long enough in order to 
trigger the management decision.   

Major risks for platinum are already priced-in, the current 
extremely short market is very vulnerable to any positive 
news, and some price recovery is likely in the near future 
on the back of expected industrial consumption revival. 

 
 Platinum 2018E 2019E 
Demand excl. 
investment 

-0.13 MOz 
-1.6% 

+0.15 MOz 
+1.9% 

Supply excl. stocks sales -0.02 MOz 
-0.3% 

+0.14 MOz 
+1.8% 

 

 
                                                                 
1 Real-Drive Emission – regulation in the EU stipulating that real-drive 
emissions should be monitored rather than test-bed experimental data 
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GLOBAL PGM DEMAND 
OVERVIEW 

Palladium consumption will reach the new all-time high of 
10.8 MOz (+2%) this year, being predominantly driven by 
the automotive industry.  

The growth rate is expected to accelerate in the mid-term, 
backed by the new environmental requirements in the 
major markets. Substitution of palladium with platinum is 
seen as limited due to technical challenges, and not 
expected to have material demand impacts at least over 
the next 2-3 years.  

Platinum consumption (7.7 MOz) is just marginally lower 
this year than in 2017 with the automotive and jewellery 
demand continued decline while other industries, 
especially chemicals and electronics, partially offset the 
losses.  

In the mid-term, platinum demand recovery is forecasted 
as a result of a rebound in automotive and jewellery 
offtake, but it will be further influenced by a variety of 
factors, including the future of the diesel technology and 
the trends of the global economy.  

AUTOMOTIVE 
Palladium offtake by the automotive industry, including 
the non-road applications, is forecasted to grow by 3% to 
8.7 MOz while platinum consumption is expected to 
decline by 4% to 3.2 MOz this year. 

Global automotive industry continued to grow with at least 
the same pace as a year ago (nearly +2% Y-o-Y YTD). The 
world’s largest automotive market – China – despite the 
signs of slowdown in Q3 (-6% Y-o-Y) driven by worries of 
trade uncertainty was still growing by +1% Y-o-Y YTD while 
other markets look healthy: double-digit automotive 
production growth is seen in India, Brazil, and Russia 
while Europe continues its recovery (+3% Y-o-Y YTD). 

The Chinese automotive market slowdown may be 
considered as the key threat to the palladium 
consumption growth. Vehicle sales fell in October 2018 
for a fourth month in a row, dropping almost 12% Y-o-Y; 
and total annual vehicle sales could now be on track for 
their first decrease in more than two decades. Several 
reasons for this can be named: decreasing customer 
confidence on the back of threats of the trade wars and 
lower income expectations, credit crackdown, negative 
movement in the Chinese stock market (-21% Y-o-Y), and 
increasing inflation (CPI picked up to 2.5% Y-o-Y in 
September and October from 1.8% in April-May). 

However, this deceleration was duly noted by the 
authorities. The recent State Council of China’s document 
on stimulating consumption in the countryside pointed 
out the need to incentivise car purchases. At the same 
time the national association of car dealers had asked the 
government to halve the taxes on car purchases to revive 
the faltering sales and, according to the sources, The 
National Development and Reform Commission of China 
supported the plan in October to cut the purchase tax for 
passenger vehicles with engine displacement below 1.6 
litre. This measure should cover the 70% share of the 
national automotive market and should support the sales 
in 4Q 2018 and 2019. 

If unresolved, the trade conflict between the US and 
China might have a stronger impact next year. PMI Index 
in manufacturing had been falling in China for five months 

                                                                 
2 The worldwide harmonized light vehicles test procedure (WLTP) is a 
global harmonized standard for determining the levels of pollutants and 
CO2 emissions, fuel or energy consumption, and electric range from 
light-duty vehicles (passenger cars and light commercial vans). 

and reached a borderline value of 50 p. in September. 
October did not bring any relief with only 0.1 p increase.  
Lower GDP growth rates in China (6.0-6.5%), forecasted 
by most macro-analysts, coupled with higher prices 
caused by accelerating inflation, weaker yuan, and 
additional levies may hit automotive and jewellery sales, 
although the government is implementing a range of 
measures to mitigate the negative impact.  

China’s central bank has announced that it would cut 
interbank interest rates and the reserve requirement ratio. 
The government is hoping that fresh funds will provide a 
boost for bank lending during a time of uncertain 
economic environment and trade tensions with the US. 
Infrastructure spending is also being expanded. In July, 
the State Council unveiled a package of pro-growth 
policies, including a 1.35 trillion yuan ($197 billion) 
spending plan for the local government infrastructure 
projects. The support will be funded through the issuance 
of special bonds for infrastructure investment and would 
represent a 69% increase over the last year’s 800 billion 
yuan stimulus. 

Given the usual lag between the changes in policy and 
actual impact on the economy, as well as the growing 
headwind from the trade, the pace of economic growth is 
likely to show lower rates. The implications of these on the 
automotive sales are yet to be seen by the mid-2019. 

For this reason, we have conservatively revised our 
palladium automotive demand estimate down by -1.5% 
for 2019 and 2020, as compared to our previous report, 
to 9.2 and 9.7 MOz respectively while the figure of 8.7 
MOz is expected for this year. 

On the other hand, China’s 6b implementation by July 
2020 will provide the boost to the PGM offtake next year 
already as the industry will require additional metal 
across the whole fabrication value chain, which is over 6 
months long.  

Even in the worst-case scenario when the governmental 
efforts would not significantly stimulate sales, we expect 
that the positive effect of higher metal loadings per 
vehicle pushed by the stricter environmental regulation 
will completely offset the erosion in the pace of the 
market growth. Higher metal loadings per vehicle driven 
by the roll-out of the stricter environmental regulation for 
light and heavy-duty vehicles is boosting palladium 
demand significantly by nearly 1.4 MOz or 58% in 2018-
2023.  

WLTP 2  introduction had a significant impact on the 
European auto market this year.  Automakers had to re-
certify their vehicles to prove compliance with the new 
regulation. Unlike the previously used NEDC 3  testing 
procedure, WLTP requires the vehicles to move faster 
(both on average and with higher maximum speed), using 
four dynamic phases (instead of two), and with the CO2 
emission caused by the influence of optional equipment 
added to the results. According to the CEO of Volkswagen, 
the changeover to the WLTP test procedure poses “the 
biggest volume and earnings risk for Volkswagen” as the 
carmaker left short of engineers needed to work on 
models to comply with the stricter emissions tests. Delays 
in getting road certification have resulted in bottlenecks 
for certain model variations.  

WLTP introduction in the EU also caused a sales spike in 
August and a drop in September as automakers had 

3 The New European Driving Cycle (NEDC) is a driving cycle, last updated 
in 1997, designed to assess the emission levels of car engines and fuel 
economy in passenger cars (which excludes light trucks and commercial 
vehicles). 
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offered significant discounts to sell out non-WLTP 
certified stocks before the new regulation came into force 
in September. 

WLTP enforcement had also impacted some larger PHEV 
sales, which exceeded the CO2 emission limit of 50 g/km 
and therefore, lost the qualification for the low emission 
vehicles’ tax reduction. Without tax benefits, these 
vehicles have little appeal for the customers, so the OEMs 
preferred to terminate the sales of these models until the 
fuel economy update is made. It affected Volkswagen 
Group vehicles the most – Passat GTE, Golf GTE, 
Panamera, Cayenne are out of sale until at least the mid-
2019, although other popular PHEVs from Mitsubishi, 
Mercedes-Benz, and BMW were able to get the 
certification of the CO2 emission under 50 g/km.  

The real driving emissions test (RDE) will put additional 
requirements on the emission systems. The temperature 
test cycle with RDE ranges from -7°C to +35°C while 
before RDE, the lab temperature was set at +20°C. The 
duration of test will be also increased from 20 minutes up 
to 120 minutes and the distance during the RDE test will 
increase to 90 km vs 11 km for NEDC. Even the altitude 
would range from zero to 1200 meters. 

According to a leading autocatalyst fabricator, laboratory 
ageing, benchmark results, and other simulations used 
before can no longer be applied to choose an appropriate 
emission system’s design: additional RDE-relevant tests 
and PEMS measurements are unconditionally required 
for the technology’s serial application and PGM system 
design freeze. 

Diesel’s death is greatly exaggerated. Negative news flow 
about diesels has eroded customer sentiment. The 
market share of diesel cars in the EU fell by 8%-points to 
34% in October 2018 Y-o-Y, according to the LMC 
Automotive. 

We see the diesel story as grossly overblown as the 
technology is critically necessary to ensure the EU fleet’s 
compliance with the CO2 targets in 2021-2025.  

Taking into account the lack of investments in the BEV 
infrastructure and battery technology localisation, battery 
electric vehicles will be impossible to deploy quickly 
enough. A concurrent use of hybrids and diesels is the 
corner stone of the only viable strategy to fulfil the 
requirements; and the majority of the largest OEMs 
appreciate this fact. 

Several announcements about abandoning diesel have 
been made recently by the OEMs. Among majors, only 
Renault is considering to reduce diesel exposure forced 
by legislation pressure. The head of the alliance Carlos 
Ghosn announced recently that Renault (6% of diesel 
market) will halve the number of diesel cars it offers as 
governments have condemned the technology.   

Other car companies who declared the phasing out of 
diesels never had any significant exposure to the 
technology. Toyota (5% of diesel market) has said that 
they will stop selling diesel cars in Europe only (not a core 
market for their diesels), beginning the phase-out this 
year. Nissan (3%) has announced plans to halt new diesel 
engines development and end production of the two 
existing types of engines in the 2020s, based on their 
assessment of demand. Fiat Chrysler (4%) is to drop 
diesel in all cars by 2022 while Volvo (2%) continues the 
gradual shift from diesel to electrified powertrains.  

However, many key players continue to back diesel on the 
basis that the CO2 targets cannot be met without this 

technology and BEVs will not be able to cover the gap. 
Ford has announced the launch of a diesel engine version 
of its best-selling F-150 pickup truck to grab the fuel 
economy edge. GM executives think that diesel can make 
a comeback while Daimler believes that improving diesel 
is better than banning it. Mazda Motors has re-affirmed 
their plans to produce diesel vehicles and to introduce a 
diesel hybrid, which will be able to compete with the low-
emission PHEVs. PSA Group and Jaguar Land Rover have 
adopted a constructive approach to diversify their 
powertrain split depending on customers’ wishes. 

 
Source: LMC Automotive 

The world’s largest diesel automaker – Volkswagen Group 
– predicts a 'renaissance' for the embattled diesel cars. 
The company has announced that the SCR catalytic 
converter will be a standard feature of every new diesel 
engine produced by the Group. Although SCR catalyst has 
no PGMs inside, there are other bricks loaded with 
platinum group metals. The latest clean diesel technology 
(Euro 6d-temp and above) emit literally no NOx with a joint 
LNT and SCR system. 

After the wave of diesel restrictions across the European 
cities (Paris, London, Stuttgart, Hamburg, Berlin, 
potentially – Frankfurt and Mainz), it looks like the EU 
authorities has begun to realise the importance of the 
technology and softened their approach. Recently, the 
German government has announced its plans to amend 
country’s anti-pollution laws to avoid driving bans for 
diesel vehicles in the cities where harmful nitrogen-oxide 
emissions are just marginally above the limit. 

The decision to offer a €1,000…€15,000 trade-in 
incentives for German customers who agree to scrap 
diesel vehicles equipped with the Euro 1 to Euro 4 
engines and buy a new model instead, can help to 
improve diesel’s reputation. 

CO2 emission targets in Europe in 2021-2030, if 
approved as proposed by the European Parliament and 
the Commission, are going to have a significant impact on 
the powertrain split in the long term.  

The EU ministers have agreed to cut the average CO2 
emissions for cars and vans by 15% and 35% by 2025 
and 2030 respectively, compared to the emission limits 
valid in 2021. That is less ambitious than the European 
Parliament’s proposal (25% and 40% respectively) while 
the final decision has not yet been made and is not 
expected before December 2018. 

This proposal has faced strong resistance from the 
automotive lobby. Regional auto association ACEA says 
that the proposed decision will have a strong negative 
impact on jobs across the automotive value chain as  
vehicles with conventional engines have x3-4 more parts 
than BEVs. Transition to fully electrified vehicles could 
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significantly affect the car industry multiplier in Germany, 
France, and other economies resulting in higher 
unemployment and lower economic growth. The 
organisation highlights that an abrupt transition to electro 

 
Source: ICCT, Next Green Car 

mobility has not been prepared well as recharging 
infrastructure is not yet developed, and consumer 
incentives to purchase the more expensive electric 
vehicles remain unharmonised across the EU.  

In the longer run, the proposed CO2 emission targets for 
light vehicles in Europe will force automakers to increase 
the pace of hybridisation using PHEVs and mild and full 
hybrids with larger batteries (48V architecture) while the 
mass introduction of BEVs will face infrastructural and 
battery value chain’s limitations. 

At the same time, despite the tightening, diesel will stay 
an effective CO2 emission reduction solution in the mid-
term, which is good news for platinum. Small conventional 
diesels like Renault Clio Diesel 1.5 litre to be compliant to 
the new regulation until 2025 while further hybridisation 
will be needed to fulfil requirements of 2030.  Small 
PHEVs, like Toyota Prius Plug-In Hybrid 1.8 litre, have 
significantly lower CO2 emission than the 2030 limit (28 
g/km vs ~60 g/km required), which  makes this type of 
vehicles a suitable option to adjust the average fleet 
emission level to the regulated volumes. 

Engine downsizing is not causing PGM loading decrease.  

The shift to mild and full hybrids as well as PHEVs may 
result in smaller engine displacements. However, our 
sources in the industry confirm that the RDE legislation 
has broken the positive relationship between the 
combustion engine and PGM loadings downsizing; and 
even small propulsive engines will require higher PGM 
loadings to tackle NOx spikes in most severe driving 
patterns. 

 
 
Source: NN  analysis 

Unlike lab tests, different driving patterns widen the 
emission profile. In cases when fast acceleration is 
needed (for example, when a vehicle joins a highway), 
smaller engines will overload and operate at higher 
revolutions per minute than larger engines, causing 
higher emissions. Besides, the load switch from an 
electric motor to ICE creates NOx spikes when the 
converter is still cold. Theoretically, converters can be 
preheated, but it would require larger battery capacity 
installed. It will also require a metal converter rather than 
a ceramic one, but production capacity of the former is 
currently limited and the cost is high. It will also raise 
many issues with the insulation in the tailpipe system.   

The US EPA’s decision to freeze fuel consumption limits 
in the US in 2022-2025 at the level of 2022 model year 
will also have a significant impact on OEMs’ plans in North 
America. Relatively eased regulation will give automakers 
more space in choosing the future powertrain split and 
not forcing them to accelerate zero-emissions vehicle’s 
introduction. Even under a more stringent regulation 
approved previously by the Obama’s administration, mild 
and full hybrids are still efficient enough to meet the 
target. Under the new rules, these types of powertrain can 
be the main solution to counterbalance the demand for 
large gasoline light trucks.  

Currently approved CO2 emission targets in China (117 
g/km) provide enough space for exploiting a wide range 
of hybrids as well, although we still account for the 
ambitious goals of the Chinese government to increase 
the NEV share to 20% by 2025 in our models. 

No significant signs of substitution of palladium with 
platinum in gasoline vehicles have been identified this 
year despite the increase in palladium premium over 
platinum peaking at over 30% in October. This year has 
all the chances to be the first since 2001 when palladium 
average price would be higher than that of platinum (the 
average palladium premium over platinum is 12% YTD).  

The reason behind this is that PGMs are not fully 
interchangeable and typically, more than one PGM is 
needed for a catalyst. Palladium has better thermal 
durability than platinum and rhodium and better NOx 
reduction properties than platinum, and, therefore, it is 
more efficient in contemporary gasoline vehicles. These 
and other reasons for maintaining status quo in loadings 
were presented in details in our previous report (20th of 
April 2018). 

Despite the current over $300/oz spread between 
palladium and platinum in 2018, lower price spreads 
could still be achieved this year through the forward curve 
with palladium in backwardation and platinum in 
contango. 

 

 
Source: Bloomberg 
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Some OEMs have noted that the trend of replacing 
palladium with rhodium remains. It is dictated by the 
rhodium being undervalued relative to other PGMs when 
their catalytic efficiencies in the exhaust gas utilisation 
systems are compared. However, the OEMs are 
proceeding very carefully securing the metal only based 
on annual or multi-year contracts with no exposure to the 
spot market in order to avoid the market squeeze seen in 
2008. 

OTHER USES 
Chemicals. Palladium consumption in the chemical 
industry is expected to consolidate marginally this year 
after an exceptionally good 2017 driven by the massive 
launch of basic chemical capacities. At the same time, 
platinum offtake in the chemical and petrochemical 
industries is expected to be stronger this year (+4%). 

This industry’s consumption is driven mostly by the 
Chinese efforts to achieve domestic self-sufficiency in 
basic chemicals.  

Although the trade war is expected to damage the export 
from China to the US next year, it should not influence the 
launch of the new chemical capacities in any significant 
way in the next two to three years as the investment in 
expansion was made several years ago and the launch of 
the new projects should not be delayed nor cancelled, at 
this late stage.  

Moreover, according to a leading fabricator, the 
increasing Mono-Ethylene Glycol production capacities in 
China are expected to add up to 200 koz of incremental 
palladium demand in chemical industry cumulatively in 
the next five years.  

Electronics. Consumption of palladium in this industry is 
expected to decrease moderately as the continuing trend 
of lower metal use per unit is being only partially offset by 
the absolute increase in production. In the long run 
autonomous vehicles and IoT could boost the metal 
demand in this industry.  

The forecast for platinum use in this industry looks more 
positive because of the growing demand for platinum-
based hard drives used by the remote data storage 
capacities. Hard drive capacity shipments by two major 
market players nearly doubled in H1 2018, in comparison 
to H1 2014. 

Jewellery. Indicators show that a long-awaited recovery in 
China’s jewellery market has not yet happened this year 
and is likely to be postponed for further 1-3 years, 
depending on the state of the Chinese market. Global 
economy slowdown caused by the trade conflicts is 
regarded as the main risk for platinum consumption next 
year. The most sensitive area is the jewellery sector as 
lower metal offtake in China led by a decreasing number 
of weddings and a focus on gadgets by younger 
generation that can be further exacerbated by customers’ 
fears of economic uncertainty.  

In the mid-term, the continuing decline in consumption in 
the largest market (China) is expected to be compensated 
by stronger sales in India, Europe, North America, and 
other regions.  

For other industries, we re-iterate the forecast made in 
our previous report.  

Overall, platinum offtake in many industrial applications 
is performing exceptionally well. Cumulatively, the metal 
offtake in electronics, chemical, glass, and medical 
industries is at its historical highest levels since 2011 this 
year while in palladium applications, only marginal 

substitution and thrifting are taking place – palladium 
offtake by the Japanese dental sector fell only 5% after 
resin/ceramics were included in Health Insurance system 
for treatment of all teeth since April 2018. 

INVESTMENT DEMAND 
Palladium market stays tight. Elevated lease rates seen in 
the end of the summer and early autumn show that the 
market conditions stay vulnerable and there is still a 
shortage of metal available for spot purchase. It is worth 
mentioning that the August lease rate spike was triggered 
mostly by actions of macro and high frequency funds 
inspired by a new wave of trade tensions, but their 
attempts to punish the metal exposed to China failed as 
they could not get large volumes of metal for leasing in 
order to open massive short positions. 

Release of stocks from palladium ETFs, producer stocks 
and Global Palladium Fund in 2018, have eased the 
market tightness to some extent.  

Palladium ETF holdings have continued their decline 
falling by nearly 33% (450 kOz) since the beginning of the 
year and reached 920 kOz as of the middle of October.  

 
Source: Reuters 
For the first time in eight years, ETF stocks have fallen 
below 1 MOz.  

These withdrawals have been driven by profit-taking as 
well as by investors’ willingness to yield in the 
backwardated market, as, by their very nature, ETFs are 
not allowed to lease the metal. 

The sharpest decline was seen in South African ETFs, and 
mostly in the beginning of the year. European funds were 
decreasing with the lower pace since the beginning of the 
year. US funds followed the same pattern starting from 
May 2018. 

Platinum ETF holdings are heading south this year (-132 
koz YTD) following the general market sentiment to short 
the metal. Unlike palladium, where a downward trend 
prevailed for the whole YTD, platinum ETFs’ dynamics was 
more volatile: a decrease in the 1H 2018 caused by the 
US funds mostly, then a recovery in July-August, and 
finally, a downturn since September under the pressure 
of the sell-off by the European funds. 
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Source: NN analysis 
Looking at the futures’ market, net-long speculative 
positions for both palladium and platinum at NYMEX 
declined by 2.3 and 1.3 MOz respectively in January-

August. In case of palladium, it was powered by a 
significant decline in long specs with the relatively stable 
shorts. Platinum long specs were relatively stable while 
the short positions significantly increased showing 
growing market players’ scepticism.  

Looking at the retail investments, palladium demand for 
small bars and coins is expected to rebound after the last 
year’s sell-off that was inspired by profit taking. The US 
Mint launched the sales of the Proof Palladium Eagle this 
year and the initial mintage was sold out in five minutes – 
this fact proves significant market interest.  

Platinum retail demand is expected to recover to the 
positive territory this year as the price levels below 
¥100,000/oz have stimulated investment in coins and 
bars in Japan while several WPIC initiatives also 
supported the market. 

 

 
GLOBAL PGM SUPPLY 

In 2018, primary palladium and platinum production is 
expected to decrease by 2% each to 6.8 and 6.1 MOz 
respectively. Next year, the output of both metals is seen 
recovering by 1%. 

RUSSIA 
Russian primary palladium production is forecasted to be 
between 2,630–2,725 kOz, which is in line with the 
Nornickel’s production guidance announced in the 
beginning of the year.  

At the same time, sales of Norilsk Nickel’s refined metal 
stocks, accumulated by Global Palladium Fund (GPF) in 
2017, have allowed to supply the market with additional 
ounces to ease market tightness.  

GPF is a channel to supply industrial clients with the 
previously stockpiled metal. It is a vehicle to support 
industrial demand by providing a supply bridge over the 
mid-term palladium market deficit. The fund prioritises 
sales to the industrial clients with primary focus on the car 
industry to ensure sustainable supply. 

Platinum production is going to decrease by 6% to 0.7 
MOz this year due to a significant output decrease at the 
Russian alluvial projects in the Khabarovsk region (-80% 
Y-o-Y), which seem to be nearly depleted.  

Looking ahead, the latest Norilsk Nickel’s strategy update 
set the target to increase palladium and platinum 
production from 105 tonnes in 2017 to 105-110 tonnes 
(3.4-3.5 MOz) in 2019-2020 owing to the increasing 
operational efficiency. On the 2025+ horizon the launch 
of new mining projects will allow to increase PGM output 
to 130 tonnes or 4.2 MOz (subject to investment 
decisions). 

SOUTH AFRICA 
In South Africa, palladium and platinum refined 
production is likely to decrease this year by -3% and -2% 
to 2.5 and 4.4 MOz respectively. 

A weaker rand, which has depreciated by more than a 
quarter since January, eases the pressure on the miners. 
The 4E plus nickel and copper basket price has reached 
the highest level in SA Rand since 2008 and at the current 
levels, even the high cost Impala Rustenburg and Lonmin 
Marikana projects may show positive returns.  

On the other hand, the mining inflation (which is 
substantially higher than for consumer goods) offsets 

some of the positive impact. Furthermore, the postponed 
capital expenses for repairs and replacement can hit 
South African miners in the future. Considering the 
sustaining CAPEX required, over 1 MOz pa of platinum 
produced in Africa is unprofitable (on the total net cash 
cost basis) and current platinum prices are not 
sustainable. This is evidenced by annual output of 
platinum and palladium being down by more than 30% 
and 15% respectively in comparison to the 2008 volumes 
due to closures and delays in commissioning new 
capacity. 

This year, we expect Anglo American Platinum to show 
lower refined production. As a result of strong operational 
performance across the portfolio, the company’s mine 
production is expected to grow, beating the initial 
guideline. The most significant output increase has 
occurred at the Mogalakwena project due to a high-grade 
area mined in H1 2018. However, as a result of the 
smelter rebuilds and maintenance at Mortimer and 
Polokwane smelters, refined production is expected to be 
lower than planned and lower than a year ago. The 
company plans to process the accumulated work-in-
progress PGM inventories next year. 

 
Basket price, Net cash cost (NCC) based on 4E 

Source: Reuters, SFA (Oxford), NN analysis 
Impala Platinum is anticipated to show higher refined 
metal output this year. The metal accumulated in the 
pipeline due to bottlenecks in smelting should be 
processed and sold by the end of 2018. Implats Lease 
Area old shafts’ closures will have no immediate impact, 
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it will influence the South African output after 2020 only. 
Recent announcements of future output cuts have been 
largely ignored by the platinum and palladium prices’ 
performance, as it has been taken as long awaited and 
already priced in. 

Lonmin is expected to reduce its production as a result of 
the on-going programme of cost reduction, which is 
focused on the closure of depleted/unprofitable mines. 

The Sibanye-Lonmin acquisition deal has received 
preliminary approval from the SA’s competition 
commission (with some impairments targeted at the 
reduction of job losses by 3,000 and the support of the 
local communities) and is now awaiting final approval by 
the SA’s Competition Tribunal and the green light from the 
shareholders. It seems that the deal would be closed early 
next year. Sibanye-Stillwater is going to take full control of 
the metal coming from Rustenburg soon, so there is a 
possibility that take-off agreements would be changed in 
the near future. The Lonmin purchase will provide 
Sibanye-Stillwater with their own smelting and refining 
capacities. 

Northam is expected to show good performance this year. 
After the launch of a new furnace, the company is capable 
of processing the concentrate accumulated previously. 

Looking forward, the lack of the supply response to the 
low dollar price environment is an important factor. The 
announced closures will be offset by the growth in 
Styldrift’s and Booysendal’s output and Bakubung project 
launch, which is expected next year.   

The latest edition of the Mining Charter, although it has 
relatively low immediate impact on the industry, shows 
that the South African government has been able so far 
to communicate with the mining community and ease 
some requirements in order to improve the country’s 
investment climate. However, the requirement to 
increase BEE representation in the capital will negatively 
impact investment attractiveness of new projects as well 
as operating mines with expiring mining rights. 

It is worth mentioning that the retrenchment plan at the 
Implats and Lonmin projects may cause a labour unrest – 
a development that should be watched closely. 

ZIMBABWE 
The recent presidential election and the change in the 
government have brought hopes of positive changes in 
the country’s economy. However, platinum industry is still 
heavily regulated and major South African miners are 
cautious in making significant investment in the 
expansion of their production in Zimbabwe. 

Hopes of output increase lie with Darwendale and Karo 
projects, but their success depends on their ability to 
raise multibillion-dollar investments in tough market 
environment.  

This year, we expect PGM output in Zimbabwe heading 
south (-5% to 370 koz for palladium and -5% to 460 koz 
for platinum) as pipeline inventories were depleted in 
2017. By 2020, palladium and platinum outputs are 
expected to remain flat.  

NORTH AMERICA 
North American production grows as a result of the 
additional production by Sibanye-Stillwater (Blitz project) 
and NAP (Lac des Iles’ expansion) while Glencore and 
Vale outputs are declining owing to repairs at Sudbury and 
deposit depletion. Vale’s output has also been impacted 
by unscheduled maintenance works at Coleman mine this 
year, the decision to put Stobie mine on care and 
maintenance in the middle of 2017, and the influence of 
ongoing asset reconfiguration. 

Palladium and platinum output in North America is 
expected to grow by 4% and <1% to 1.1 MOz and 0.4 MOz 
respectively in 2018 with some further 5% and 4% 
increase next year. 

Primary supply from other countries is expected to be at 
0.2 MOz of palladium and platinum each in 2018-2020. 

RECYCLING 
As a general trend, secondary supply of PGM is expected 
to grow in the following years as more vehicles with higher 
loadings are coming into scrapyards, steel scrap prices 
are high, and PGM basket price is also incentivising 
collectors to intensify their efforts.  

On the other hand, the growing average life-span of cars 
before scrappage in the developed markets has delayed 
the return of the metal. Difficulties with processing of 
silicon carbide from the diesel particulate filters (DPF) 
have also temporarily reduced the recycling figures. SiC-
based catalysts require smelting in electric arc furnaces 
and thus consume more time and energy than the typical 
cordierite ceramic substrates. Not all furnaces can 
process this material, accidental feed of silicon carbide 
can actually cause a furnace breakdown. Therefore, 
considering also a high base of 2017 as a result of 
considerable scrap destocking facilitated by rapid price 
appreciation, we anticipate lower increase of palladium 
recycling this year (+7% versus +20% in 2017).  

Growing platinum recycling would offset a slight decrease 
in primary production as the cars produced during the era 
of massive diesel cars production (2000s) are coming 
into the scrapyards now. Old diesel trade-in incentives 
launched by the OEMs and governments are also 
contributing to this increase.   

MARKET BALANCE 
This year we expect another year of deficit in palladium 
market. Shaft closures, delays in metal processing, and 
production assets reconfiguration have led to a decrease 
in primary output. Recycling is expected to grow slower 
after a very strong 2017. At the same time, consumption 
is heading north backed by the environmental regulation 
tightening around the world. These factors are pushing 
the deficit to 0.9 MOz in 2018 vs 0.7 MOz last year. 

 
Platinum balance is given including investment and movement 
of stocks 

Source: NN analysis 
Supply from the ETFs and industry stocks (including 
Global Palladium Fund) offsets this shortage and 
significantly reduces the deficit. 

Next year, an increase (+2%) in primary and secondary 
palladium production is expected but consumption is 
likely to grow at an even higher pace (+5%), mostly on the 
back of the China 6 launch. The deficit is forecasted to 
reach 1.3 MOz next year – the highest since 2000; and 
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additional supply from the stocks will be necessary to 
provide market stability. 

In platinum market, the signs of tightening emerge. 
Although we expect the market to stay in surplus this year 
(0.5 MOz, before movement of stocks), we see it reducing 

next year (0.4 MOz). Investment demand is going to 
absorb nearly a half of the surplus in 2018 and the 
probable investment demand recovery (spurred by the 
price rebound) can erode the surplus or even turn the 
market to deficit next year.

 
DISCLAMER 

The information contained herein has been prepared 
using information available to PJSC MMC Norilsk Nickel 
(“Norilsk Nickel” or “Nornickel” or “NN”) at the time of 
preparation of the report. External or other factors may 
have impacted on the business of Norilsk Nickel and the 
content of this report, since its preparation. In addition all 
relevant information about Norilsk Nickel may not be 
included in this report. No representation or warranty, 
expressed or implied, is made as to the accuracy, 
completeness or reliability of the information. 

Any forward looking information herein has been 
prepared on the basis of a number of assumptions which 
may prove to be incorrect. Forward looking statements, by 
the nature, involve risk and uncertainty and Norilsk Nickel 
cautions that actual results may differ materially from 
those expressed or implied in such statements. 
Reference should be made to the most recent Annual 
Report for a description of major risk factors. There may 
be other factors, both known and unknown to Norilsk 
Nickel, which may have an impact on its performance. 
This report should not be relied upon as a 
recommendation or forecast by Norilsk Nickel. Norilsk 
Nickel does not undertake an obligation to release any 
revision to the statements contained in this report. 

The information contained in this report shall not be 
deemed to be any form of commitment on the part of 

Norilsk Nickel in relation to any matters contained, or 
referred to, in this report. Norilsk Nickel expressly 
disclaims any liability whatsoever for any loss howsoever 
arising from or in reliance upon the contents of this report. 

Certain market information and other statements in this 
report regarding the industry in which Norilsk Nickel 
operates and the position of Norilsk Nickel relative to its 
competitors are based upon information made publicly 
available by other metals and mining companies or 
obtained from trade and business organizations and 
associations. Such information and statements have not 
been verified by any independent sources, and measures 
of the financial or operating performance of Norilsk 
Nickel’s competitors used in evaluating comparative 
positions may have been calculated in a different manner 
to the corresponding measures employed by Norilsk 
Nickel. 

This report does not constitute or form part of any 
advertisement of securities, any offer or invitation to sell 
or issue or any solicitation of any offer to purchase or 
subscribe for, any shares in Norilsk Nickel, nor shall it or 
any part of it nor the fact of its presentation or distribution 
form the basis of, or be relied on in connection with, any 
contract or investment decision. 
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Macro drivers and financial flows 

Dollar bounces back as risk assets come under pressure 

As discussed in our previous market assessment, the early part of 2018 was 

characterised by a further weakening of the US dollar, with a flattening US yield 

curve implying that markets were discounting the potential for significantly higher 

medium-term interest rates. Since April, however, despite no material steepening 

of the yield curve, the US dollar has staged a significant reversal.  

In concert with building concerns about the potential impact of a US-China trade 

war and ongoing increases in the absolute level of US interest rates, this move put 

sustained pressure on Emerging Market (EM) financial assets. In addition to the 

idiosyncratic moves in Turkey and Argentina, the broad based MSCI EM equity 

index declined c.10% through the first three quarters of 2018.  

What changed at the start of Q4, however, was developed market (DM) equities 

also entering bear market territory, as risk off trading conditions became 

increasingly widespread. The exact catalyst was hard to isolate but DM equities’ 

pull back was arguably a catch down to what other asset classes were already 

pricing in terms of rising interest rates and reduced global growth expectations.  

Furthermore, DM equities aggregate performance had masked significant 

divergence between different sectors. The dependence of the overall market on 

US dollar rallies despite continued flattening of the Treasury yield curve 

 

Source: ICBC Standard, Bloomberg 

DM equities join EM markets in negative year-to-date territory 

 

Source: MSCI, ICBC Standard, Bloomberg 
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rising valuations for a small number of stocks, particularly those in the tech and 

healthcare sectors, made indices extremely vulnerable to a correction.  

Global growth underperforms expectations 

In terms of the underlying drivers of these moves, global growth has slipped from 

generally outperforming expectations in 2017, to underperforming expectations 

since Q1 2018. Initially, this reflected the failure of an anticipated acceleration in 

global growth to emerge.  

Following this, concerns about the potential impact of a trade war, China’s 

deleveraging policy, and the risk of a negative feedback loop – from financial 

market performance to real economic activity – led to a downgrade of growth 

expectations.   

Moreover, within the regional breakdown of global growth performance, the US 

has been the outperformer, whereas Europe – followed by EM – has been the 

source of greatest disappointment.  

Given the early year anticipation of many investors that Eurozone growth would 

continue to accelerate, whereas the US business cycle was  viewed as already long 

in the tooth and faced a growing interest rate headwind, the reality of this year’s 

growth dynamic has contributed to significant reallocations of capital.  

 

MSCI World, sectoral performance through Q3 2018 

 

Source:  MSCI, ICBC Standard, Bloomberg 

Global growth delivering a negative surprise since Q1 2018 

 

Source: Markit, Citi, ICBC Standard, Bloomberg 
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Indeed, this shift is reflected in the CFTC’s net non-commercial FX positioning 

data, which show a drop in EUR net length from a January peak above 150k 

contracts to -29k contracts in late October.  

Is US outperformance sustainable? 

Although the pace of recent US growth – Q3 GDP expanded at an annualised pace 

of 3.5% QoQ – has been a positive for physical commodities demand, the relative 

outperformance of other regions has – via dollar strength – made this a double 

edged sword for financial markets.  

Eurozone growth has been the major underperformer vs. expectations 

 

Source: Citi, ICBC Standard, Bloomberg 

Investors’ net Euro position significantly reduced  

 

Source: CFTC, ICBC Standard, Bloomberg 

With both length cut back and new shorts placed 

 

Source: CFTC, ICBC Standard, Bloomberg 
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The sustainability of this outperformance therefore becomes an increasingly 

important question. The positive way to close this gap would be for an uptick in 

Eurozone and EM growth, at least versus now downgraded expectations if not in 

absolute terms. The negative route would be for the US expansion to begin to slow.  

Addressing the latter scenario first, we currently view risks around the 

sustainability of US growth as near evenly balanced over the coming year. The core 

area of contention is the extent to which consumption – responsible for 68% of Q3 

GDP – can continue to grow in the face of muted real wage growth and rising 

interest rates.  

As rising policy and market rates pass through to the public, the concern is that 

consumers will begin to pull in their horns. In particular, auto sales are an area 

where rising financing costs present a potential challenge.  

So far, however, there are few signs of this, with consumer confidence surveys 

continuing to print strong numbers. And business investment has bounced back 

from 2016 weakness to expand at an annualised clip around 7% over the past 

eighteen months.  

As we have discussed in several notes, including “It’s written in the r*”1, it is too 

early to judge whether this shift will be sustained – the oil sector’s recovery has 

been a notable tail wind – but if corporate investment does continue at this pace, 

                                                      
1 https://www.icbcstandardbank.com/CorporateSite/ResearchStrategy/Reports 

US GDP growth largely a consumer story 

 

Source: US BEA, ICBC Standard, Bloomberg 

Financing rates for new car loans following market rates higher 

 

Source:  Federal Reserve, ICBC Standard, Bloomberg 
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it could extend the duration of currently strong US growth. Hence the view that 

risks to growth currently appear balanced.  

Returning to the more positive scenario for closing this relative growth 

outperformance, against the current political backdrop we do not anticipate a 

significant uptick in Eurozone activity but we do see potential for EM performance 

to exceed now downgraded expectations. 

Specifically, we maintain the view that – despite the behaviour of the Yuan and 

China’s equity markets – the country’s growth does not yet appear to be heading 

for a repeat of 2015’s slowdown. Indeed, there are few signs of a return to the 

kind of financial outflows that characterised the Yuan’s previous slide towards 7.  

At the headline level of GDP growth, there are also significant differences between 

current conditions and 2015/16. Nominal growth did slow to 9.6% y/y in Q3 but 

there has been no return to the implicitly deflationary dynamic of three years ago. 

Underlying this, the secondary sector – comprised of construction and industrial 

activity – which dragged growth lower in the last down-cycle, has so far sustained 

a nominal pace of expansion above 10% y/y.  

Rather than growth having slowed already, price weakness has arguably been 

driven more by expectations that a combination of deleveraging efforts and a US-

China trade war will cause growth to slow in the coming months and quarters. 

Ultimately, this creates the potential for growth to exceed expectations if it merely 

remains stable.    

But consumer confidence is yet to be dented by higher rates 

 

Source: Conference Board, University of Michigan, ICBC Standard, Bloomberg 

CNY approaching 7 to the US$ but outflows notable by their absence 

 

Source: PBoC, SAFE, ICBC Standard, Bloomberg 
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In recent years, periods of slowing growth or heightened market concern have 

been met by an acceleration in money supply growth. So far in 2018, however, 

Chinese M1 growth has continued to slow in y/y terms, only tentatively stabilising 

in September.  

Underlying this are the conflicting priorities of de-risking the financial sector and 

supporting overall growth. In terms of financing, non-bank lending (here 

considered as Trust and Entrust loans) has, for the first time, been going through 

actual deleveraging in 2018. This runs in stark contrast to late 2016 and early 

Nominal growth not (yet) repeating the slowdown of 2015/16 

 

Source: China NBS, ICBC Standard, Bloomberg 

As the secondary sector holds steady 

 

Source:  China NBS, ICBC Standard, Bloomberg 

Meaningful macro policy support yet to be deployed 

 

Source:  China NBS, PBoC, ICBC Standard, Bloomberg 
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2017, when non-bank sources of credit were allowed to expand as growth support 

took precedence over financial de-risking.   

In recent months, there have been some signs that the pressure to de-lever is 

easing at the margin – sequential M1 growth actually troughed in May after 

adjusting for seasonality – but as yet signs of major policy support are notable by 

their absence. If deteriorating consumer sentiment or trade issues were to cause a 

more meaningful growth slowdown, there would be scope for a more significant 

policy response. In the meantime, however, growth support appears to be 

incremental rather than dramatic. 

As part of these de-leveraging efforts and the broader pull-back of fiscal support, 

public FAI growth has been one of the weakest macro indicators this year. In large 

part, this reflects the fact that growth has not yet slowed sufficiently to warrant a 

repeat of kind of aggressive stimulus seen in 2016.  

Nevertheless, infrastructure FAI growth does appear to have bottomed through the 

summer at the same time as local government bond issuance – a key conduit for 

public infrastructure investment – has been accelerating. Having been -24% y/y 

through June, at end September year-to-date issuance had swung to +8% y/y. As a 

result, infrastructure spending is expected to gradually pick-up through the 

remainder of 2018 and into Q1 2019, albeit in a steady rather than surging 

fashion.   

 

Non-bank lending continues to contract, albeit at a slower pace 

 

Source: PBoC, ICBC Standard, Bloomberg 

Public fixed asset investment growth has been slowing steadily 

 

Source:  China NBS, PBoC, ICBC Standard, Bloomberg 
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In keeping with this, there are also indications of marginal policy support being 

targeted at other areas which have begun to show signs of fragility. Specifically, 

after enjoying strong first halves, both auto and property sales have begun to 

contract, down 11.6% and 4% y/y in September respectively. 

So far, there have been discussions around additional tax cuts / rebates for 

housing, education and healthcare expenditures, as well as reports of a potential 

50% reduction in the 10% tax levied on auto purchases, for vehicles with engines 

smaller than 1.6l. This measure was also deployed in 2015, before the tax was 

incrementally brought back to 10% in January 2017 and January 2018. 

Unlike direct public spending on infrastructure, this creates a potential rather than 

actual boost to aggregate demand, but increased support is a logical response to 

recent signs of faltering consumer confidence.  

For the real estate sector, where new starts still expanded by 10% y/y for the 

month, we view this sales retreat as a precursor to construction activity also 

beginning to slow down – naturally developers adjust their pace of new project 

starts to the pace of recent sales activity. Nonetheless, this should neither be a 

sharp nor prolonged correction, so long as marginal policy easing is deployed as 

anticipated. 

 

 

Local government bond issuance picking-up through the summer  

 

Source:  PBoC, ICBC Standard, Bloomberg 

Auto sales have come under pressure in H2 2018 

 

Source: CAAM, China NBS, ICBC Standard, Bloomberg 
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Investors’ have rapidly cutback their commodity exposure  

Against this backdrop of US dollar strength, forward looking concerns about global 

growth and, hence, industrial metals demand growth, investors have substantially 

reduced their exposure to commodities. Using, for example, the CFTC commitment 

of traders to look at investors’ aggregate US dollar notional position in copper, 

gold, platinum and palladium, a combination of price falls and position reductions 

have seen this slide from c.$40bn at the turn of the year to a low of -$5bn in early 

October.  

Looking in more detail at the metals covered in this report, both of the PGMs 

experienced significant reductions in net investor length through the first three 

quarters of the year but, fitting their differing fundamentals, the nature of these 

flows was very different.  

In the case of palladium, the dominant flow during H1’s price correction was 

financial longs exiting the market. During this period, aggregate futures open 

interest declined 58% as net investor length dropped from 27.6k lots to 1.1k lots. 

In this context, the price performance is actually relatively impressive, implying 

that the market was supported by physical buying of the dip.  

Moreover, the manner of palladium’s subsequent recovery supports the 

fundamental assessment of a market in deficit. In October, prices made new highs 

above $1,140/oz without investor length having rebuilt to its Q1 peak. This further 

illustrates how fundamental tightness and physical buying has been the major 

Housing sales have dipped in H2 2018, construction starts expected to follow 

 

Source:  China NBS, ICBC Standard, Bloomberg 

Investors’ commodity positions have been rapidly pared back  

 

Source:  CME, CFTC, ICBC Standard, Bloomberg 
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driver of palladium’s rally, even if the 2017 rally overshot fundamentals on the 

back of a significant increase in financial length.  

In contrast, the major driver of platinum’s H1 positioning decline was a build of 

active investor short positions, which increased from 16k lots in February to 51k 

lots in August. Although there has been some subsequent short position squaring, 

coupled with tentative inflows of investor length, the price performance has 

remained relatively subdued.  

As per palladium, this appears reflective of underlying physical market conditions, 

with platinum in an industrial surplus and exhibiting few signs of tightness. In line 

with this, palladium’s forward curve has remained in backwardation – 

experiencing periodic flare-outs in lease rates – while platinum has continued to 

trade in contango, with lease rates extremely subdued.  

Such elevated palladium outright prices, in combination with the tight forward 

curve, also appear to have performed their market function of incentivising the 

release of inventory. In the case of ETFs specifically, investor holdings have 

declined by over 2Moz since 2015, as these stocks have proved one of the buffers 

on which the market can draw during times of deficit. 

Platinum ETF holdings, on the other hand, have been relatively stable below 

2.5Moz, as the industrial market has not had a deficit to plug and there have been 

few catalysts to encourage investors to add positions. 

 

Palladium prices have outperformed given the reduction of financial length 

 

Source: CME, CFTC, ICBC Standard, Bloomberg 

Platinum prices were put under pressure by a significant investor short 
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Nickel has been far from immune to this reduction of investor positioning but the 

sequential path has been notably different. Indeed aggregate open interest on the 

Shanghai Futures Exchange contract peaked above 800k contracts in June. 

Similarly, the LME commitment of traders report shows investor net-length 

peaking in June before a combination of reduced length and incrementally growing 

short positions pulled prices lower.  

In the main, this pull back appears to reflect a reduction in the exuberance around 

future electric vehicle battery related nickel demand, as market participants 

Palladium’s lease rates reflecting physical tightness 

 

Source:  ICBC Standard, Bloomberg 

Pd ETF stocks drawing down, while Pt drifts sideways 

 

Source: ICBC Standard, Bloomberg 

SHFE Nickel open interest fell 60% from June to September 
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recognise that it is not yet tightening the fundamental balances. In line with this, 

the scale of apparent market supply-demand deficits has also come into question.  

As discussed in our recent base metals outlook2, some of the metal which has left 

visible inventories is likely to have been stockpiled within the battery production 

chain rather than yet consumed. Although it seems unlikely that this metal will 

come back to the market in future, it will provide a cushion against future 

purchasing requirements.  

At the same time, the macro-financial factors discussed above are likely to have 

increased market concerns about forward stainless steel demand. In combination, 

this pressure has seen measures of nickel price momentum – adjusting for 

volatility as a measure of risk – turn from positive to negative around the end of 

H1. In consequence, we expect that an element of the change in investor 

positioning will have been from systematic momentum funds initially cutting length 

before then adding active short positions during Q3.  

Approaching the end of 2018, US dollar strength clearly remains a headwind for 

these markets and investors are naturally concerned about the impact of a trade 

war on future demand. Nevertheless, financial flows suggest that much of this is 

already reflected in current market prices and that when financial markets 

overshoot underlying physical conditions – as in the case of palladium earlier this 

year – ultimately the physical reality will reassert itself.  

                                                      
2 https://www.icbcstandardbank.com/CorporateSite/ResearchStrategy/Reports 

LME investor positioning has also retreated since June 

 

Source: LME, ICBC Standard, Bloomberg 
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