
GFMS

Gold Survey 2006Gold Survey 2006 1

Gold Survey 2006 Gold Survey 2006 
Philip KlapwijkPhilip Klapwijk

London, 12London, 12thth April 2006April 2006

GFMS gratefully acknowledges the generous  GFMS gratefully acknowledges the generous  
support from the following companies for this support from the following companies for this 

year’s year’s Gold Survey Gold Survey and its two and its two UpdatesUpdates

ScotiaMocatta

Tanaka Precious Metals Group

ARY Refinery www.randrefinery.com

Barrick Gold Corporation

www.newmont.comwww.IBKCapital.com

Johnson Matthey

World Gold Council

www.goldas.com

www.tecnigold.comwww.natexiscm.com

www.pamp.com

Dubai Multi Commodities 
Centre

www.standardbank.com

www.goldfields.co.za www.commodities.sgcib.com

Commerzbank Global 
Precious Metals

Valcambi sa

JPMorgan Chase Bank

18 Analysts + Consultants; full18 Analysts + Consultants; full--time representation in UK, time representation in UK, 
India, China, Australia. India, China, Australia. 

Not just deskNot just desk--based:  over 300 companies and organisations in based:  over 300 companies and organisations in 
39 countries visited by our personnel in the last 12 months. 39 countries visited by our personnel in the last 12 months. 

Annual Gold, Silver and Platinum & Palladium Surveys.Annual Gold, Silver and Platinum & Palladium Surveys.

Also, weekly, monthly, quarterly & biAlso, weekly, monthly, quarterly & bi--annual reports plus annual reports plus 
consultancy services across all the precious and base metals & consultancy services across all the precious and base metals & 
steel.  steel.  

The GFMS Group’s Unique Research The GFMS Group’s Unique Research 
Capabilities & ProgrammeCapabilities & Programme

Presentation OutlinePresentation Outline

•• Gold PricesGold Prices

•• SupplySupply

•• Demand Demand 

•• OutlookOutlook
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DOLLARDOLLAR 20052005 Q1.06Q1.06

IntraIntra--YearYear 19.9%19.9% 9.8%9.8%

YearYear--onon--Year Year 8.6%8.6% 29.7%29.7%
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Weekly AveragesWeekly Averages

Euro/oz

2626--week moving averageweek moving average

Source: GFMSSource: GFMS

EUROEURO 20052005 Q1.06Q1.06

IntraIntra--YearYear 34.6%34.6% 8.7%8.7%

YearYear--onon--YearYear 8.9%8.9% 41.3%41.3%

Gold Price CorrelationsGold Price Correlations
(based on daily price changes)(based on daily price changes)

Source: GFMSSource: GFMS

05Q1 05Q2 05Q3 05Q4 06Q1
US$/Euro Rate 0.81 0.46 0.49 0.25 0.25

US$/Yen Rate 0.61 0.22 0.39 -0.03 0.16

Silver Price 0.59 0.48 0.65 0.82 0.59

Brent Oil Price 0.11 0.34 0.08 0.11 0.30

Comex "Funds" 0.74 0.74 0.57 0.59 0.41

Comex “Funds” basis weekly nonComex “Funds” basis weekly non--commercial open interest.; others basis daily log returns  commercial open interest.; others basis daily log returns  

SupplySupply

Mine Supply DatabaseMine Supply Database
•• OverOver 100 companies analysed on a quarterly basis 100 companies analysed on a quarterly basis 

–– production/costs/corporate activityproduction/costs/corporate activity
•• ~300 mines recorded on a annual basis ~300 mines recorded on a annual basis ––

production/costs/reserves/gradeproduction/costs/reserves/grade
•• ~200 projects ~200 projects –– projected production profile, projected production profile, 

startstart--up date, up date, capexcapex
•• Informal mine production measured on a countryInformal mine production measured on a country--

byby--country basiscountry basis
•• Costs measured at 70% of Western World Costs measured at 70% of Western World 

productionproduction
•• Database used to input detailed quarterly Database used to input detailed quarterly 

producer hedging data producer hedging data 
•• Analysis of hedging data via Analysis of hedging data via BradyTrinityBradyTrinityTMTM

Gold Mine ProductionGold Mine Production
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Gold Price

Total Costs

Cash Costs

2005:    CC: $269/oz, up 7% 2005:    CC: $269/oz, up 7% yoyyoy

TC: $337/oz, up 8% TC: $337/oz, up 8% yoyyoy
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Mine ProductionMine Production
•• Increase of 49 Increase of 49 tonnestonnes or 2% yor 2% y--oo--y in 2005, the largest y in 2005, the largest 

absolute gain since 1998.absolute gain since 1998.

•• Increase explained by a 52 Increase explained by a 52 tonnetonne rise in Indonesia due to a rise in Indonesia due to a 

recovery at Grasberg and a 35 recovery at Grasberg and a 35 tonnetonne improvement in Peru improvement in Peru 

attributable to a record year at attributable to a record year at YanacochaYanacocha and the startand the start--up of up of 

LagunasLagunas Norte.  Offset provided by a fall in South Africa, Norte.  Offset provided by a fall in South Africa, 

down 46 down 46 tonnes tonnes from 2004’s level.from 2004’s level.

•• US dollar denominated cash costs rose by $17/oz versus US dollar denominated cash costs rose by $17/oz versus 

$35/oz rise in the gold price.  Weighted average $269/oz.$35/oz rise in the gold price.  Weighted average $269/oz.

•• GFMS forecast production to rise by 4% in 2006, output GFMS forecast production to rise by 4% in 2006, output 

though falling short of 2003’s level.though falling short of 2003’s level.

Change in Supply from AboveChange in Supply from Above--Ground StocksGround Stocks
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AboveAbove--Ground Stocks of Gold, endGround Stocks of Gold, end--20052005

Above-ground Stocks, 
end 2005 = 155,500t

Source: GFMS (Source: GFMS (Gold Survey 2006Gold Survey 2006))

Gold is not “consumed” like most commodities; stocks can be Gold is not “consumed” like most commodities; stocks can be 
available at the right price…available at the right price…
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Quarterly Net Official Sector Gold SalesQuarterly Net Official Sector Gold Sales
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Fabrication Demand in 2005Fabrication Demand in 2005

•• Rise in jewellery offtake the key factor behind the Rise in jewellery offtake the key factor behind the 

4% or 117 t rise in fabrication demand to 3,280 t.4% or 117 t rise in fabrication demand to 3,280 t.

•• Jewellery fabrication up by 99 t, driven by Jewellery fabrication up by 99 t, driven by 

impressive figures in the first half of the year.  impressive figures in the first half of the year.  

Demand in the second half was lacklustre, with Demand in the second half was lacklustre, with 

Q4.05 down 18% yearQ4.05 down 18% year--onon--year.year.

•• Electronics demand up for the fourth year in a row, Electronics demand up for the fourth year in a row, 

by 5%.by 5%.

GFMS’ Hedging AnalysisGFMS’ Hedging Analysis

•• GFMS enter all hedging transactions into both GFMS enter all hedging transactions into both 
our hedging database and the our hedging database and the Brady TrinityBrady Trinity
system.system.

•• Trades are input on a quarterly basis by Trades are input on a quarterly basis by 
company, instrument, year of expiry and company, instrument, year of expiry and 
currency.currency.

•• Using detailed market data provided by Using detailed market data provided by 
InvestecInvestec, accurate deltas (and other , accurate deltas (and other 
sensitivities) are calculated.sensitivities) are calculated.

Net Market Impact of Producer HedgingNet Market Impact of Producer Hedging
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Annual average of Annual average of 
1212--month contangomonth contango

Producer Hedging in 2005Producer Hedging in 2005
•• DeDe--hedging slowed in 2005 with a 131 tonne reduction in the hedging slowed in 2005 with a 131 tonne reduction in the 

deltadelta--adjusted book.  Figure represented 3% of total gold demand adjusted book.  Figure represented 3% of total gold demand 
versus 11% in 2004. versus 11% in 2004. 

•• Gross basis Gross basis –– 200 tonnes of de200 tonnes of de--hedging versus 70 tonnes of new hedging versus 70 tonnes of new 
hedging.  Project hedging (particularly in Q4) offset ongoing dehedging.  Project hedging (particularly in Q4) offset ongoing de--
hedging, which was achieved in the main through scheduled hedging, which was achieved in the main through scheduled 
delivery against committed volumes.delivery against committed volumes.

•• Additional offset Additional offset yoyyoy provided by slow down in rate of deprovided by slow down in rate of de--hedging hedging 
at Barrick and increase reported in AngloGold Ashanti’s deltaat Barrick and increase reported in AngloGold Ashanti’s delta--
adjusted hedge book.  adjusted hedge book.  

•• Higher forward prices not expected to bring to an end the seculaHigher forward prices not expected to bring to an end the secular r 
decline in the producer book.  GFMS’ base case is for dedecline in the producer book.  GFMS’ base case is for de--hedging hedging 
to contribute 200to contribute 200--300 tonnes to demand in 2006. 300 tonnes to demand in 2006. 

2003 2004 2005

Official Coin 107 114 111
Fabrication

Implied Net 712 -59 364
(Dis)investment

Bar Hoarding 180 256 261

World Investment 999 312 736

Source: GFMSSource: GFMS

World InvestmentWorld Investment
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World InvestmentWorld Investment
Bar hoarding, impliedBar hoarding, implied disdis(investment) and official coins(investment) and official coins
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Gold Exchange Traded FundsGold Exchange Traded Funds
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GBS (LSE listed) 
GBS (ASX listed)
Central Gold Trust 
Central Fund of Canada

streetTRACKS Gold Shares
NewGold Gold Debentures

iShares Comex Gold Trust

Excludes the new ETF,listed on the SWX and issued by Excludes the new ETF,listed on the SWX and issued by Zurcher KantonalbankZurcher Kantonalbank (and (and 
backed by backed by FinorafaFinorafa) for which daily data on holdings not yet available.  As of ear) for which daily data on holdings not yet available.  As of early ly 
April 2005 holdings of this ETF stood at around 4 tonnes.April 2005 holdings of this ETF stood at around 4 tonnes.

Net 109 tonnes Net 109 tonnes 
added in Q1.06added in Q1.06

Further growth in “funds’” core net long position…Further growth in “funds’” core net long position…
(non(non--commercial net open interest in Comex futures)commercial net open interest in Comex futures)
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Gold Price

Long

Short

Average size of net “fund” long has continued to grow.Average size of net “fund” long has continued to grow.
20022002 30k contracts30k contracts

20032003 67k contracts 67k contracts 

20042004 78k contracts78k contracts

20052005 102k contracts102k contracts

Q1 2006Q1 2006 128k contracts128k contracts

NonNon--Proprietary Net Positions in Proprietary Net Positions in 
Tocom FuturesTocom Futures
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US Eagle SalesUS Eagle Sales
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In the rally toIn the rally to--date investors’ direct purchases of physical bullion date investors’ direct purchases of physical bullion 
have been muted.  Could this change with the launch of the US have been muted.  Could this change with the launch of the US 

Mint’s new 9999 Buffalo coin this summer?Mint’s new 9999 Buffalo coin this summer?

Investment in 2005Investment in 2005

•• Strong rebound in investment demand in 2005.  Implied figure Strong rebound in investment demand in 2005.  Implied figure 
swung to net investment of 364 tonnes.swung to net investment of 364 tonnes.

•• Activity mainly attributed to institutional investors and high Activity mainly attributed to institutional investors and high 
net worth individuals. The impact of retail investment demand net worth individuals. The impact of retail investment demand 
was limited.was limited.

•• The bulk of investor buying took place in the latter part of theThe bulk of investor buying took place in the latter part of the
year.  The first half in fact saw implied net disinvestment.year.  The first half in fact saw implied net disinvestment.

•• The recovery in investment demand was in part triggered by The recovery in investment demand was in part triggered by 
the events related to Hurricane Katrina.  The the events related to Hurricane Katrina.  The yuanyuan revaluation revaluation 
and a renewed focus on global imbalances also helped. and a renewed focus on global imbalances also helped. 

•• Gold received support by news of some central banksGold received support by news of some central banks’’
changing attitudes towards the metal.changing attitudes towards the metal.

•• A weakening yen encouraged buying on the Tocom.A weakening yen encouraged buying on the Tocom.
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Price OutlookPrice Outlook

SupplySupply
•• Mine Production expected to grow by around 90 Mine Production expected to grow by around 90 

tonnes tonnes in 2006.in 2006.

•• Official Sales expected to drop back to a 450Official Sales expected to drop back to a 450--550 t 550 t 
range range butbut Q1.06 has already seen a large part of Q1.06 has already seen a large part of 
this reduction. this reduction. 

•• Scrap: Major rise in Q1.06.  Further yearScrap: Major rise in Q1.06.  Further year--onon--year year 
gains expected if prices remain close to $600/oz gains expected if prices remain close to $600/oz 
level or continue to advance.   level or continue to advance.   

•• Disinvestment?  Some potential for a supply shock Disinvestment?  Some potential for a supply shock 
butbut would require sustained recovery in US dollar.    would require sustained recovery in US dollar.    

Demand Demand 
•• Investment demand is the prime driver of the Investment demand is the prime driver of the 

rally to and, probably, beyond the $600rally to and, probably, beyond the $600--mark.mark.

•• Jewellery fabrication has continued to suffer from Jewellery fabrication has continued to suffer from 

the rising gold price in 2006.  Basis current the rising gold price in 2006.  Basis current 

trends, for the full year GFMS forecast a decline trends, for the full year GFMS forecast a decline 

of some 20%of some 20%--30%.30%.

•• DeDe--hedging’shedging’s contribution to demand should contribution to demand should 

increase to 200increase to 200--300 t versus 131 t in 2005.300 t versus 131 t in 2005.

Investment IssuesInvestment Issues
NEGATIVESNEGATIVES

•• Rising short term interest rates have increased the cost of carRising short term interest rates have increased the cost of carry.  ry.  
Investors now need almost $30/oz gain to break even.  Investors now need almost $30/oz gain to break even.  

•• The contango on gold has risen back to 1990s levels in The contango on gold has risen back to 1990s levels in 
percentage terms and to well above such levels in US$/oz.  percentage terms and to well above such levels in US$/oz.  

Return of the ContangoReturn of the Contango
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Investment IssuesInvestment Issues
NEGATIVESNEGATIVES

•• Rising short term interest rates have increased the cost of carrRising short term interest rates have increased the cost of carry.  y.  
Investors now need almost $30/oz gain to break even.  Investors now need almost $30/oz gain to break even.  

•• The contango on gold has risen back to 1990s levels in The contango on gold has risen back to 1990s levels in 
percentage terms and to well above such levels in US$/oz. percentage terms and to well above such levels in US$/oz. 

•• No fundamental supply/demand case supporting gold at current No fundamental supply/demand case supporting gold at current 
levels levels –– investment doing all the lifting.  Danger that we are in a investment doing all the lifting.  Danger that we are in a 
“bubble market”.    “bubble market”.    
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Investment IssuesInvestment Issues
POSITIVESPOSITIVES

•• Commodities still attracting growing interest as an alternativeCommodities still attracting growing interest as an alternative
investment investment –– growing number of longergrowing number of longer--term, strategic investors term, strategic investors 
entering the market.entering the market.

EndEnd--Year Value of NonYear Value of Non--Commercial & NonCommercial & Non--Reportable Reportable 
Positions in 13 Commodity FuturesPositions in 13 Commodity Futures
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Investment IssuesInvestment Issues
POSITIVESPOSITIVES

•• Commodities still attracting growing interest as an alternativeCommodities still attracting growing interest as an alternative
investment investment –– growing number of longergrowing number of longer--term, strategic investors term, strategic investors 
entering the market.entering the market.

•• Performance of mainstream financial assets (stocks & bonds) Performance of mainstream financial assets (stocks & bonds) 
expected to deteriorate in 2006. expected to deteriorate in 2006. 

Stocks Still Overvalued?Stocks Still Overvalued?
Economic downturn should see the S&P 500 PEconomic downturn should see the S&P 500 P--E ratio E ratio 

fall to well below its longfall to well below its long--term averageterm average
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3030--year Government Bond Yieldsyear Government Bond Yields
Yields very low given fiscal situation in US, Europe and Japan pYields very low given fiscal situation in US, Europe and Japan plus signs lus signs 

of inflationary pressures building.  Bond prices set to fall?of inflationary pressures building.  Bond prices set to fall?
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Investment IssuesInvestment Issues
POSITIVESPOSITIVES

•• Commodities still attracting growing interest as an alternativeCommodities still attracting growing interest as an alternative
investment investment –– growing number of longergrowing number of longer--term, strategic investors term, strategic investors 
entering the market.entering the market.

•• Performance of mainstream financial assets (stocks & bonds) Performance of mainstream financial assets (stocks & bonds) 
expected to deteriorate in 2006.expected to deteriorate in 2006.

•• Systemic financial risk not adequately priced?  Is the gold priSystemic financial risk not adequately priced?  Is the gold price ce 
sending a warning signal?   sending a warning signal?   
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US Household DebtUS Household Debt
Historically high levels, both in absolute terms and compared toHistorically high levels, both in absolute terms and compared to disposable income.disposable income.

Source: EcoWin
* ratio of debt payments to disposable personal income. 
Debt payments consist of the estimated required payments on outstanding mortgage 
and consumer debt.
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BondBond--yields in Emerging Marketsyields in Emerging Markets

Merrill Lynch USD Emerging 
Market Sovereign Index
(Yield)*

*US dollar-denominated sovereign debt of countries with a BB or lower
foreign currency long-term sovereign debt rating. Source: EcoWin

Emerging markets Emerging markets 
risk risk underpricedunderpriced??

Investment IssuesInvestment Issues
POSITIVESPOSITIVES

•• Commodities still attracting growing interest as an alternativeCommodities still attracting growing interest as an alternative
investment investment –– growing number of longergrowing number of longer--term, strategic investors term, strategic investors 
entering the market.entering the market.

•• Performance of mainstream financial assets (stocks & bonds) Performance of mainstream financial assets (stocks & bonds) 
expected to deteriorate in 2006.expected to deteriorate in 2006.

•• Systemic financial risk not adequately priced?  Is the gold pricSystemic financial risk not adequately priced?  Is the gold price e 
sending a warning signal?sending a warning signal?

•• US dollar set to decline: current levels coupled with the US dollar set to decline: current levels coupled with the 
persistence of imbalances make the currency’s prospects bleak.persistence of imbalances make the currency’s prospects bleak. 70
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Investment IssuesInvestment Issues
POSITIVESPOSITIVES

•• Commodities still attracting growing interest as an alternativeCommodities still attracting growing interest as an alternative
investment investment –– growing number of longergrowing number of longer--term, strategic investors term, strategic investors 
entering the market.entering the market.

•• Performance of mainstream financial assets (stocks & bonds) Performance of mainstream financial assets (stocks & bonds) 
expected to deteriorate in 2006.expected to deteriorate in 2006.

•• Systemic financial risk not adequately priced?  Is the gold pricSystemic financial risk not adequately priced?  Is the gold price e 
sending a warning signal?sending a warning signal?

•• US dollar set to decline: current levels coupled with the US dollar set to decline: current levels coupled with the 
persistence of imbalances make the currency’s prospects bleak.persistence of imbalances make the currency’s prospects bleak.

•• Political backdrop has arguably become even more supportive: Political backdrop has arguably become even more supportive: 
HamasHamas control of Palestinian Authority; imminent civil war in Iraq; control of Palestinian Authority; imminent civil war in Iraq; 
rising danger of conflict over Iran’s nuclear programme.rising danger of conflict over Iran’s nuclear programme.
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Are they both long gold? Real Oil & Gold PricesReal Oil & Gold Prices
(constant 2005 terms)(constant 2005 terms)
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Price OutlookPrice Outlook
•• Gold price rally expected to continue this year and into 2007.Gold price rally expected to continue this year and into 2007.

•• New money from investors should be sufficient to overcome New money from investors should be sufficient to overcome 
headwinds from deteriorating fundamentals.headwinds from deteriorating fundamentals.

•• Major decline in value of dollar and/or US military action Major decline in value of dollar and/or US military action 
against Iran could see prices head towards $700/oz later this against Iran could see prices head towards $700/oz later this 
year or in 2007.year or in 2007.

•• In the long run In the long run –– and on the assumption that investment and on the assumption that investment 
demand will eventually evaporate demand will eventually evaporate –– prices are not sustainable prices are not sustainable 
at current levels.at current levels.

GFMS Forthcoming EventsGFMS Forthcoming Events

25 Apr. 2006: 25 Apr. 2006: Platinum & Palladium Platinum & Palladium 
Survey 2006Survey 2006

24 May 2006: 24 May 2006: World Silver Survey 2006World Silver Survey 2006

14 Sept. 2006: 14 Sept. 2006: GFMS Precious & Base GFMS Precious & Base 
Metals SeminarMetals Seminar


