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The GFMS Group’s Unigue Research
Capabillities & Programme

Large and experienced team of 19 Analysts + Consultants.

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

Annual Gold, Silver and Platinum & Palladium Surveys.
Also, weekly; monthly, quarterly & bi-annual reports. plus
forecasts and ‘a wide range of consultancy services across all

the precious and base metals & steel.

For more information visit: www.gfms.co.uk
or email: charles.demeester@gfms.co.uk
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The Impact of the Financial
Crisis on Gold Markets

The ‘Crisis’ is having an impact mainly on four areas:
Scrap Supply
Fabrication Demand
Investment Demand

The Official Sector

And, of course, the impact of the ‘Crisis’ can also be seen
in the performance of the gold price.
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Global Scrap Supply (uarterly)

Scrap supply has been trending higher and
surged in Q1 2009 to a level equivalent to
mine production for the same period!

Source: GFMS
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Scrap Supply

The ‘Crisis’ is leading to more gold being recycled,
mainly in the form of jewellery scrap:

Local gold prices in many countries forced much higher by
rise in international bullion price plus currency devaluation
against the US$, e.g. Turkish Lira and Indian Rupee

‘Distressed selling’ by those needing to raise cash in a
hurry due to financial problems /losses / unemployment

Jewellery trade melting stocks because it is less able to
finance inventories (higher price plus credit crunch) and
due to underlying drop in jewellery consumption
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Global Jewellery Demand CPEREL

Jewellery demand was already on a trend decline prior
to the ‘crisis’ due mainly to higher and volatile gold
prices. Since Q4 2008 jewellery is being hit by the
additional impact of the global economic downturn.

Source: GFMS
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Fabrication Demand

m Fabrication demand, which is dominated by jewellery,
(83% of total fabrication excluding coins in 2008) is being hard
hit by reduced consumer spending on discretionary
items as a result of the ‘crisis’. This is compounding
the existing problem of high and volatile gold prices.

m Electronics and industrial & decorative demand also
suffering this year from the global economic downturn.

6th Shanghai Derivatives Market Forum



GFMS Ltd

World Investment Demand (quarterly)

700
Investment demand has tended to become stronger as the

‘crisis’ has developed, particularly in Q4 2008 and Q1 2009. The
partial exception to this was in Q3 2008 when the aftermath of
the Lehman Brothers collapse saw ‘forced selling’ by funds.

World
Investment*
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Source: GFMS; *the sum of implied investment, bar hoarding, all coins
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Value of world gold investment against gold price

_ 1000
The net value of investment Gold price

demand has continued to grow.

In Q1 2009 alone the net inflow
into gold was over US$ 20 bn.
Such investment has played a key
role in driving gold prices higher.
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Source: GFMS, Thomson Reuters EcoWin
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Investment Demand

Gold investment has tended to increase since the ‘crisis’ began,
especially in value terms.

Cuts in short-term interest rates to zero or trivial levels and drop
in prices of most assets providing stimulus for gold buying.

Exception in Q3 2008 when the market saw two-way activity:
Safe-haven purchases from some investors but ‘forced’ sales
from others due to de-leveraging and losses in other markets.

2009-to date has seen a renewed wave of demand. Investors’
focus shifting from concerns over financial stability and security
of bank deposits to potential inflationary consequences of
governments’ and central banks’ fiscal and monetary policies;
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CBGA and Other Official Sector Gold Sales
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“CBGA” refers to signatories to the Central Bank Gold Agreement; “Other” refers to all other countries

Source: GFMS
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Official Sector

The ‘crisis’ has accelerated a trend in the international financial
system away from dollar hegemony towards a more multilateral
arrangement.

US dollar has benefited in the short term from shift out of
‘riskier’ assets but it will inevitably lose ground in the long run,
not least because of huge American budget deficits and
explosion in government debt.

This, plus gold’s strong price performance, has led to some
degree of ‘re-think’ by Europeans over role of gold in foreign
reserves. ‘Crisis’ has therefore contributed, at the margin, to a
lower level of CBGA sales.

Other countries such as China with large US dollar reserves may

be encouraged by the greater threat of US dollar depreciation
and inflation into more active diversification of reserves,
including some degree of gold purchases.
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Gold has Outperformed Most Other Assets

Gold price and selected other assets indexed from collapse of Lehman Brothers
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Source: Reuters EcoWin, GFMS
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Impact of the Crisis on the Gold Price?

Generally positive: Gold price has tended to increase.
Major contrast with almost all other commodities.

Growth in investment demand the most important driver.

Investor-led rally in the price though has been blunted by
weaker fabrication demand and higher scrap supply, both
In part due to impact of the crisis on the economy and
exchange rates.

Crisis will continue on balance to be good for gold as long
as it leads to a positive environment for investment demand
to flourish.
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Disclaimer

The information and opinions contained in this presentation have
been obtained from sources believed to be reliable, but no
representation or warranty, express or implied, is made that such
information is accurate or complete and it should not be relied
upon as such. This presentation does not purport to make any
recommendation or provide investment advice to the effect that
any gold related transaction is appropriate for all investment
objectives, financial situations or particular needs. Prior to making
any investment decisions investors should seek advice from their
advisers on whether any part of this presentation is appropriate to
their specific circumstances. This presentation is not, and should
not be construed as, an offer or solicitation to buy or sell gold or
any gold related products. Expressions of opinion are those of GFMS
Ltd only and are subject to change without notice.
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