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PGM producers’ margins slashed as production costs soar

GFMS today released its inaugural Platinum and Palladium Survey 2004.  A summary of the findings of the

survey was given in London and in Johannesburg this afternoon.  According to the report, the average cost of

refined production of PGM in 2003 soared by 51% or $108/ounce against 2002, a result of the strengthening

rand and a range of operational problems.   Mine production of platinum grew by just under 1% while

palladium production fell by almost 2% as a result of grade declines and operational problems.

South Africa accounted for 78% of the world’s platinum mine production and 39% of palladium mine

production, while Russian producers accounted for almost 14% of platinum and 42% of palladium mine

production.  South African production costs rose by 17% in rand terms in 2003, but the rand’s strength

against the dollar hiked cash costs by all of 62%.  The average rand rate against the dollar was 28% higher in

2003 than in 2002, while the rand gained 29% against the dollar on an intra-year basis.  This meant that the South African  “basket

PGM price” (calculated on a weighted basis according to production of each metal), while 11% higher in dollar terms, was down by

20% locally and contributed to a squeeze on margins. While this is an historical development, it will have a lingering effect on the

market, illustrated by the fact that when Anglo Platinum announced its revised expansion plans in December, the company cited the

50% rally in the rand from its low point in December 2001 as one of the key aspects in the decision to reduce the scope of the

expansion.  Nonetheless, the South African mining industry has been the driving force behind the noteworthy increase in global

mine production, sustaining an average 5% annual increase in platinum and palladium output between 1999 and 2003.

North American producers, who accounted for 5% and 15% of platinum and palladium mine production respectively, saw their

margins slashed by 73%.  Their received “basket price” dropped substantially as a result of the slide in dollar palladium prices.

Palladium averaged $337.07/ounce in 2002 and $200.52/ounce in 2003, a fall of 41%, which more than offset the

$151.26/ounce or 28% increase in the average dollar platinum price because of the palladium:platinum ratio in the orebodies.

The combined delta-adjusted global hedge book for platinum and palladium, which accounts for 17% of annual mine production,

contracted marginally during 2003, dropping to just under 2.0M ounces or 61 tonnes, and is a fraction of the gold hedge book,

which stands at 84% of annual mine supply.


