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World Gold Supply in World Gold Supply in 20082008

Source: GFMSSource: GFMS

Supply SummarySupply Summary
Mine production dropped modestly in 2008 and is Mine production dropped modestly in 2008 and is 
expected to be up only marginally in 2009expected to be up only marginally in 2009

Scrap supply increased in 2008, but was still lower than Scrap supply increased in 2008, but was still lower than 
2006’s record level; for full year 2009 scrap may see 2006’s record level; for full year 2009 scrap may see 
some limited gainssome limited gains

Net official sector sales fell dramatically in 2008 and are Net official sector sales fell dramatically in 2008 and are 
likely to remain subdued this yearlikely to remain subdued this year

Overall, total supply therefore expected to remain little Overall, total supply therefore expected to remain little 
changed yearchanged year--onon--year in 2009 and still well below year in 2009 and still well below 
average levels seen over the last decadeaverage levels seen over the last decade
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Gold DemandGold Demand

World Gold Demand in World Gold Demand in 20082008

*Investment includes implied net investment, bar hoarding and bullion coins*Investment includes implied net investment, bar hoarding and bullion coins
**other fabrication excludes bullion coins  **other fabrication excludes bullion coins  

Source: GFMSSource: GFMS



© GFMS Limited

4

Jewellery Fabrication and World Investment DemandJewellery Fabrication and World Investment Demand
(Excluding Scrap, Quarterly)(Excluding Scrap, Quarterly)
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Key Investment IssuesKey Investment Issues
Correction in broader commodities complexCorrection in broader commodities complex

Dollar rallyDollar rally

Deteriorating outlook for GDP growthDeteriorating outlook for GDP growth

Financial market turmoilFinancial market turmoil

Deflation riskDeflation riskDeflation riskDeflation risk

Threat of inflation in mediumThreat of inflation in medium--long term long term 

Demand SummaryDemand Summary

Jewellery demand last year hit hard by higher prices, Jewellery demand last year hit hard by higher prices, 
jump in price volatility and increasingly the slowdownjump in price volatility and increasingly the slowdownjump in price volatility and, increasingly, the slowdown jump in price volatility and, increasingly, the slowdown 
in GDP growth.  Similar story probable in 2009.   in GDP growth.  Similar story probable in 2009.   
DeDe--hedging’shedging’s contribution to demand declined in 2008.  contribution to demand declined in 2008.  
It will fall further in 2009, although any swing to net It will fall further in 2009, although any swing to net 
producer hedging still some way off.producer hedging still some way off.
Higher investment will again have to substitute for Higher investment will again have to substitute for 
weaker fabrication and deweaker fabrication and de--hedging demand.hedging demand.
GFMS expect that in 2009 conditions will continue to GFMS expect that in 2009 conditions will continue to 
favour investment and that the net new dollar inflow favour investment and that the net new dollar inflow 
into gold will increase substantially over 2008’s level.into gold will increase substantially over 2008’s level.
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ConclusionConclusion

Outlook for Gold in 2009?Outlook for Gold in 2009?
Positives:Positives:

Growth in mine production will be marginal and does not represent  change in Growth in mine production will be marginal and does not represent  change in 
trend.  Output in 2009 will still come in more than 9% below 2001’s peak. trend.  Output in 2009 will still come in more than 9% below 2001’s peak. 
Scrap needs $950Scrap needs $950--plus to stimulate high level of supply.plus to stimulate high level of supply.
C t l b k l i t b t l d f t tiC t l b k l i t b t l d f t tiCentral bank sales proving to be at low end of expectations. Central bank sales proving to be at low end of expectations. 
Jewellery demand will be fairly solid at subJewellery demand will be fairly solid at sub--$800 prices, in spite of headwinds $800 prices, in spite of headwinds 
from lower GDP growth.from lower GDP growth.
Case for investment very strong due in large measure to ‘high risk’ (especially Case for investment very strong due in large measure to ‘high risk’ (especially 
in the US) government fiscal and monetary policy responses to the crisis.   in the US) government fiscal and monetary policy responses to the crisis.   

Negatives:Negatives:
DeDe--hedging has almost run its course.hedging has almost run its course.g gg g
Fabrication demand likely to suffer heavily from any move back to or above the Fabrication demand likely to suffer heavily from any move back to or above the 
$900 level, especially given added problem of weak economy.$900 level, especially given added problem of weak economy.

GFMS’ forecast last week in conjunction with annual LBMAGFMS’ forecast last week in conjunction with annual LBMA
analyst survey is for average price of $970 in 2009.analyst survey is for average price of $970 in 2009.
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US Dollar Gold PriceUS Dollar Gold Price
Three Scenarios (2008Three Scenarios (2008--2011)2011)

Scenario B

ProbabilitiesProbabilities

Base Case: 40%Base Case: 40%

Scenario B: 30%Scenario B: 30%

Base Case

Scenario BScenario B: 30%Scenario B: 30%

Scenario C: 30%Scenario C: 30%

Source: GFMSSource: GFMS

Scenario C

USD/EUR RatesUSD/EUR Rates
Three Scenarios Three Scenarios –– Annual Averages (2008Annual Averages (2008--2011)2011)

ProbabilitiesProbabilities

Base Case: 40%Base Case: 40%

S i B 30%S i B 30%

Base Case

Scenario B: 30%Scenario B: 30%

Scenario C: 30%Scenario C: 30%

Source: GFMSSource: GFMS
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US Growth RatesUS Growth Rates
Three Scenarios Three Scenarios –– Real GDP (2008Real GDP (2008--2011)2011)

ProbabilitiesProbabilities

Base Case: 40%Base Case: 40%

Scenario B: 30%Scenario B: 30%
Base Case

Scenario B: 30%Scenario B: 30%

Scenario C: 30%Scenario C: 30%

Source: GFMS; IMFSource: GFMS; IMF

EU27 Growth RatesEU27 Growth Rates
Three Scenarios Three Scenarios –– Real GDP (2008Real GDP (2008--2011)2011)

Base Case
Scenario B

ProbabilitiesProbabilities

Base Case: 40%Base Case: 40%

Scenario B: 30%Scenario B: 30%
Scenario C

Source: GFMS; IMFSource: GFMS; IMF

Scenario B: 30%Scenario B: 30%

Scenario C: 30%Scenario C: 30%
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Oil Prices (WTI)Oil Prices (WTI)
Three Scenarios Three Scenarios –– Annual Averages (2008Annual Averages (2008--2011)2011)

Scenario B

Base Case

ProbabilitiesProbabilities

Base Case: 40%Base Case: 40%

Scenario B: 30%Scenario B: 30%
Scenario C

Source: GFMS; EIASource: GFMS; EIA

Scenario C: 30%Scenario C: 30%

Mine Production Minus Net DemandMine Production Minus Net Demand
((19801980--2008)2008)

Source: GFMSSource: GFMS



© GFMS Limited

10

Silver SupplySilver Supply

World Silver Supply in 2008 (est.)World Silver Supply in 2008 (est.)

Source: GFMS Ltd.Source: GFMS Ltd.
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World silver mine production up moderately (<1%) in 2008; World silver mine production up moderately (<1%) in 2008; 

at beginning of this year 3% plus was looking probable at beginning of this year 3% plus was looking probable 

(“shortfall” of approx 15(“shortfall” of approx 15 MozMoz between the two)between the two)

Mine Production + HedgingMine Production + Hedging

( shortfall  of approx. 15 ( shortfall  of approx. 15 MozMoz between the two).between the two).

Silver mine output expected to push towards 700 Silver mine output expected to push towards 700 MozMoz in in 

2009: Full year production at 2009: Full year production at KupolKupol, San , San BartolomeBartolome (Bolivia) (Bolivia) 

plus anticipated growth in Mexico (plus anticipated growth in Mexico (PeñasquitoPeñasquito).  However, ).  However, 

downside risk if base metal closures continue.  Also, prior to downside risk if base metal closures continue.  Also, prior to 

crash in silver/base metals prices output in 2009 wascrash in silver/base metals prices output in 2009 wascrash in silver/base metals prices output in 2009 was crash in silver/base metals prices output in 2009 was 

expected to reach close to 730 expected to reach close to 730 MozMoz!     !     

DeDe--hedging expected to have slowed this year from the hedging expected to have slowed this year from the 

elevated level seen in 2007. elevated level seen in 2007. 

Scrap Scrap expected expected to to fall just over 6% in 2008 due to the decline in fall just over 6% in 2008 due to the decline in 

volumes from photographic sources.volumes from photographic sources.

Scrap SupplyScrap Supply

volumes from photographic sources. volumes from photographic sources. 

Price not high enough to stimulate much scrapping of Price not high enough to stimulate much scrapping of jewelryjewelry and and 

silverware, except in India.silverware, except in India.

Scrap supply for silver far less priceScrap supply for silver far less price--sensitive than for gold due to sensitive than for gold due to 

different composition of abovedifferent composition of above--ground stock of fabricated ground stock of fabricated 

products and much higher margins over metal value on silver than products and much higher margins over metal value on silver than 

gold gold jewelryjewelry..
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Silver DemandSilver Demand

World Silver World Silver Demand in 2008 (est.)Demand in 2008 (est.)

Source: GFMS Ltd.Source: GFMS Ltd.
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Demand SummaryDemand Summary
Total fabrication demand forecast to be around 1% higher yearTotal fabrication demand forecast to be around 1% higher year--

onon--year in 2008.year in 2008.

I d t i l d d ill till b f f ll 2008 b t hI d t i l d d ill till b f f ll 2008 b t hIndustrial demand will still be up for full year 2008 but has Industrial demand will still be up for full year 2008 but has 

slowed down a lot in recent months.  Substantial decline is slowed down a lot in recent months.  Substantial decline is 

expected in 2009. expected in 2009. 

Photographic demand continues to fall rapidly due to impact of Photographic demand continues to fall rapidly due to impact of 

digital technology and, at the margin, some increased thrifting.digital technology and, at the margin, some increased thrifting.

JewelryJewelry & Silverware demand will fall slightly year& Silverware demand will fall slightly year--onon--year; year; 

Indian demand has surged in last couple of months.Indian demand has surged in last couple of months.

Coin demand has increased substantially in 2008. Coin demand has increased substantially in 2008. 

Investment demand positive overall but “two way”.Investment demand positive overall but “two way”.

DisclaimerDisclaimer
The information and opinions contained in this presentation have been obtained from sources believed to be reliable, but 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 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 not be relied upon as such.  This presentation does not purport to make any recommendation or provide investment 

advice to the effect that any precious metals related transaction is appropriate for all investment objectives, financial advice to the effect that any precious metals 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 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 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 precious metals or any precious metals related products  should not be construed as  an offer or solicitation to buy or sell precious metals or any precious metals related products  should not be construed as, an offer or solicitation to buy or sell precious metals or any precious metals related products. should not be construed as, an offer or solicitation to buy or sell precious metals or any precious metals related products. 

Expressions of opinion are those of GFMS Ltd only and are subject to change without notice. Expressions of opinion are those of GFMS Ltd only and are subject to change without notice. 

CopyrightCopyright
All rights reserved.  This report serves as a single user All rights reserved.  This report serves as a single user licencelicence.  No part of this publication may be reproduced, stored in .  No part of this publication may be reproduced, stored in 

a retrieval system or transmitted in any form or by any means without the prior written permission of the copyright a retrieval system or transmitted in any form or by any means without the prior written permission of the copyright 

owner.  This data is released for general informational purposes only, and is not for use in documents with an explicit owner.  This data is released for general informational purposes only, and is not for use in documents with an explicit 

commercial purpose such as Initial Public Offerings (IPOs), offers to conduct business, background briefings on the commercial purpose such as Initial Public Offerings (IPOs), offers to conduct business, background briefings on the 

i  t l  k t  i t d ith k ti g  ti l  b i   b i  ff i g   i il  h d t  i  t l  k t  i t d ith k ti g  ti l  b i   b i  ff i g   i il  h d t  precious metals markets associated with marketing a particular business or business offering, or similar such documents precious metals markets associated with marketing a particular business or business offering, or similar such documents 

without prior written agreement of GFMS.  GFMS retains all intellectual and commercial property rights associated with without prior written agreement of GFMS.  GFMS retains all intellectual and commercial property rights associated with 

the data contained herein and any the data contained herein and any unauthorisedunauthorised use of this data is a violation of applicable international laws and use of this data is a violation of applicable international laws and 

agreements.  GFMS can grant permission for the reagreements.  GFMS can grant permission for the re--publication of our material in both print and electronic format publication of our material in both print and electronic format 

subject to a copyright fee.  If you would like permission to reproduce our material in any form please contact GFMS subject to a copyright fee.  If you would like permission to reproduce our material in any form please contact GFMS 

directly in writing.  By continuing to read this document, you agree to the above terms and conditions in their entirety.directly in writing.  By continuing to read this document, you agree to the above terms and conditions in their entirety.
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Economic Outlook #1Economic Outlook #1
Significant fall in Global GDP Growth Rate is CertainSignificant fall in Global GDP Growth Rate is Certain

Economic downturn could well turn out to be the worst since the Great Economic downturn could well turn out to be the worst since the Great 
Depression!  Depression!  

US, EU and Japan in synchronised recession.US, EU and Japan in synchronised recession.p yp y
Developing countries, including China, also hard hit. Developing countries, including China, also hard hit. 
Some degree of recovery in 2010 is possible but by no means certain. Some degree of recovery in 2010 is possible but by no means certain. 

What will be the Impact on Commodity Prices?What will be the Impact on Commodity Prices?
Commodity prices will remain under pressure in 2009 due to demand Commodity prices will remain under pressure in 2009 due to demand 

destruction outpacing cuts to supply, however for some raw materials lows destruction outpacing cuts to supply, however for some raw materials lows 
may have already been seen.may have already been seen.

The scene is being set for major rebound in commodity prices if, as seems The scene is being set for major rebound in commodity prices if, as seems 
likely, supply growth is curtailed and when demand returns.likely, supply growth is curtailed and when demand returns.

Although focus currently is on danger of deflation, there is a growing threat of Although focus currently is on danger of deflation, there is a growing threat of 
inflation in future, particularly if governments and central banks resort to inflation in future, particularly if governments and central banks resort to 
printing money to finance fiscal programmes and bailprinting money to finance fiscal programmes and bail--outs.  Any jump in outs.  Any jump in 
inflation would be good for commodity prices. inflation would be good for commodity prices. 

Economic Outlook #2Economic Outlook #2
Gold’s “competitors” set to perform badly for much of 2009, Gold’s “competitors” set to perform badly for much of 2009, 

although the financial backdrop for gold investment may be much less although the financial backdrop for gold investment may be much less 
supportive in 2010supportive in 2010 unlessunless the threat of future inflation growsthe threat of future inflation growssupportive in 2010 supportive in 2010 unlessunless the threat of future inflation grows.the threat of future inflation grows.

Stock prices should remain under pressure for the best part of 2009 Stock prices should remain under pressure for the best part of 2009 
as GDP growth and earnings disappoint.  Expect a massive as GDP growth and earnings disappoint.  Expect a massive 
‘overshooting’ to the downside, similar to previous recessions.‘overshooting’ to the downside, similar to previous recessions.

Government bond prices set to fall.  Current flight to ‘safety’ in e.g. Government bond prices set to fall.  Current flight to ‘safety’ in e.g. 
US Treasuries will be swamped by huge new debt issuance.US Treasuries will be swamped by huge new debt issuance.

Short term interest rates on the three major currencies will drop toShort term interest rates on the three major currencies will drop toShort term interest rates on the three major currencies will drop to Short term interest rates on the three major currencies will drop to 
minimal or zero levels at stay there at least through 2009.  minimal or zero levels at stay there at least through 2009.  

US dollar decline will be resumed, certainly for part of 2009 and US dollar decline will be resumed, certainly for part of 2009 and 
potentially much longer potentially much longer ifif Americans resort to massive “quantitative Americans resort to massive “quantitative 
easing” (i.e. printing money).  easing” (i.e. printing money).  
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Gold Gold Investment in 2008Investment in 2008
The first seven months of the year generally saw net buying by The first seven months of the year generally saw net buying by 
“western” investors:“western” investors:

Growth in investment led to surge above $1,000.Growth in investment led to surge above $1,000.
US dollar decline substantial, due in part to falling short term US US dollar decline substantial, due in part to falling short term US 
interest rates and downturn in US housing.interest rates and downturn in US housing.
Commodities saw large inflows, partly because of rising inflation. Commodities saw large inflows, partly because of rising inflation. 
Financial market turmoil led to safe haven buying of gold.Financial market turmoil led to safe haven buying of gold.

After midAfter mid--July, however, the gold market experienced a massive July, however, the gold market experienced a massive 
sell off, driven primarily by a major rebound in the dollar and sell off, driven primarily by a major rebound in the dollar and 
liquidation in the overall commodities complex, particularly crudeliquidation in the overall commodities complex, particularly crudeliquidation in the overall commodities complex, particularly crude liquidation in the overall commodities complex, particularly crude 
oil.  oil.  
From September onwards a huge “deleveraging” by funds in From September onwards a huge “deleveraging” by funds in 
futures and OTC markets has taken place.  In contrast, purchases futures and OTC markets has taken place.  In contrast, purchases 
of physical gold both directly and via ETFs have grown strongly.of physical gold both directly and via ETFs have grown strongly.


