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Publication of Gold Survey 2001 - Update 2

Average gold prices are forecast to firm to $282 for first half 2002 as expectations are for
higher investment and a cut in producer hedging to outweigh a fall in fabrication. Further

upsideisthought a possibility, particularly if investment proves stronger.

GFMS (Gold Fields Mineral Services) released Gold Survey 2001 - Update 2 today, their latest report on the gold
market. A summary of the findings of Update 2 was given by Philip Klapwijk, Managing Director of GFMS, at a
conference in Toronto organised by the precious metals consultancy.

GFM Sforecast priceswill firm from asecond half 2001 average of $276 to afirst half 2002 average of $282. Fabrica
tion demand is expected to show further falls but thisis expected to be more than matched by arisein investment and
amodest fall in producer hedging. The forecast rangeis $270-$295. They believe a sustained breakout is more likely
to the upside but, as Philip Klapwijk commented, “thisis going to need a much more positive outcome on the invest-
ment front — fabrication may not offer much fresh support until the second half.”

Intheir initial review of the market in 2001, GFM S see the resilient $260-$280 range, rather than the short-lived price
spikes in May and September, as last year's most significant price feature. They argue that key to this range were
fabrication’sincreasing price elasticity and stronger scrap responses that pulled breakouts back towards the price equi-
librium. Expectations were also singled out, with Klapwijk adding, “there weren’'t many people out there in the mood
to short gold. The collapsein the contango was obviously important here. But it was economic and political uncertain-
ties, 11" September most obviously, that were crucial.”

GFMSbelievethat demand elasticity and scrap werein aposition to keep prices range bound, in large part, through the
relative weakness of the investment response, even after 11" September. A substantial change in investment during
2001 was noted but this was seen much more as a curtailment of (implied net) disinvestment rather than fresh invest-
ment. (The former is estimated to have dropped from 322 tonnes in 2000 to 46 tonnes last year). Total world invest-
ment, which includes coin salesand bar hoarding, was estimated to have swung to astrong positive 235 tonnesfrom 61
tonnes of disinvestment in 2000. Klapwijk commented, “people might have expected stronger prices on the back of
these numbers but the gains here were almost all wiped out by the drop in fabrication.” This GFMS estimate to have
fallen 269 tonnes, or over 7%, to 3,483 tonnes.

Two other factors were seen to be operating in almost equal and oppositedirections. Producer hedging appeared on the
demand side for the second year running, with an estimated 101 tonne cut in the global hedge book. Thiswas ascribed
to such factors asthe low contango, ongoing post-September 1999 caution and currency depreciation. Scrap volumes,
on the other hand, surged by 87 tonnes, most notably in the Middle East and East Asia.

Therelative stability and predictability of the other main fundamental s during 2001 were also singled out asimportant
for theresilience of that year’s price range. Mine production, for example, was estimated to have risen just 0.6% year-
on-year. Similarly, net official sector saleswere thought to be virtually unchanged on 2000 and this expected level of
sales GFM S believe was aready factored into the $260-$280 range.



Some of the statistical highlights of the report are outlined overleaf:
Supply Side Highlights

i Global mine production roselessthan 1% year-on-year in 2001 to 2,595 tonnes asthe gainsfrom asurprisingly
strong first half (up 5% year-on-year) were whittled back by aweak second half (down 3%). The strongest risewasin
Indonesia, where Grasberg alone added over 30 tonnes year-on-year. It is estimated that total mine production in the
first half of 2002 will fall but only by three tonnes and the full year could see adlight rise of under 1% as output from
new mines and expansions may exceed losses from mine closures.

i Total cash costsfor thefirst nine months averaged $178/0z, down 7% from the 2000 average. Thiswasmainly
the result of currency weakness, particularly in South Africa.

i Official sector net salesin 2001 totalled 468 tonnes or virtually unchanged on thefigure for 2000. Of thistotal,
signatoriesto the Central Bank Gold Agreement accounted for 420 tonnes. This pictureisexpected to remain stablefor
thefirst half of 2002, with net sales forecast to fall only 10 tonnes year-on-year.

i Scrap volumes surged 14% year-on-year to 695 tonnes due to high domestic prices and economic crises in
several countries, in particular Turkey, Egypt and Indonesia.

o Net disinvestment (excluding bar hoarding and coin fabrication) shrunk dramatically to 46 tonnesin 2001 from
322 tonnesthe year before. However, thiswas much morethe result of areduction in the volumes being sold back than
acountervailing risein fresh investment.

Demand Side Highlights

o Total world fabrication in 2001 fell by an estimated 7% year-on-year to 3,483 tonnes. The greatest absolute
losseswererecorded for jewellery demand but the steepest proportionate fall wasfor electronicsdemand. Thisslumped
29%, with the largest losses occurring in Japan and the United States. The overall decline accelerated during the year
and initial prospectsfor first half 2002 are for further losses, mainly in jewellery.

i World jewellery demand fell 6% year-on-year to 2,995 tonnesin 2001. Much of thiswas dueto aslowdownin
the world economy, which fed through, for example, to weak US consumption. A continuation to this poor macro-
economic pictureisforecast to bring about a 10% fall in first half 2002 jewellery fabrication.

o Producer hedging added to demand for the second consecutive year, with anet declinein outstanding positions
of an estimated 101 tonnesfrom end-2000. Thereasonsfor thisincluded thevirtual absence of acontango, widespread
producer currency weakness and ongoing caution stemming from the September 1999 crisis. Hedging is expected to
continue falling in the first half of 2002, by amodest 26 tonnes.

o Bar hoarding is estimated to have risen amodest 3% year-on-year to 220 tonnes, due mainly to gainsin Japan,
Indiaand the Middle East.

Gold Survey 2001 — Update 2 provides an initial review of the gold market in 2001 and a forecast for the first half of
2002 with 30 pages of statistics, commentary and analysis on all aspects of world gold supply/demand and on gold
pricesin various currencies. The publication can be ordered from GFMS for £150 or US$245/245 per copy.
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Note to Editors: GFMS (Gold Fields Mineral Services) is an independent L ondon-based commodity research and
consulting company, speciaising in the analysis of the precious metals markets. Its next gold market report, Gold
Survey 2002, will be published on 24th April 2002.



