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This 15 the first edimon of the Chincse-language version of the Gold Survey compiled by Gold Fields
Mimeral Services The estimates shown in the Survey for the mawn components of mine production.
scrap, fabrication and investment demand aze caleulated on the basis of a detailed supply/demand
analysis for cach of the markets hsted m the main tables, In the vast majority of cases. the information

used in these analyses has been derived from visits to the countries concerned and discussions with

locai traders. producers, refincrs, fabricators and ccatral bankers. Although we also make use of public
domair data where this 1» relevant, 1t 1s the information provided by our contacts which ultimately
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Cover designed by M.chacl Robinson

We are grateful to the London Office of Morgan Guaramty Lrust Company of New York for
providing the bars shown on the cover, The 374 London Good Delicry bars used to depict Ihe map
of Furope weighed a total of 4 6 tonnes and represented 0.027% of Furopear officil scctor golkd
holdings
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Unless otherwise stated, ail statistics on gold supply and demand are expressed in terms of
fine gold content.

troy ounce (0z) = 31.103 grammes
tonne = 32,151 troy ounces
carat = gold purity in parts per 24

Prices:

Unless otherwise stated, US dollar prices and their equivalents are for the PM fix of the
London Bullion Market.

Terminology:

Western World = World other than China, C1S, Mongolia and North Korca
“ = pot available or not applicable

“0.0" = zero or less than 0.05

“dollar™ refers to the US dollar unless otherwise stated

“Western investment” refers to Europe and North America

Throughout the tables, totals may not add due to independent rounding.
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BMRMBE  Overview and Outlook

A cursory examination of the information
in the Summary Table might suggest that
there were few changes in the gold market
last year. The average dollar price has
remained almost unchanged sincc 1994
and there appears to have been relatively
litde the

movement in principal

cotponents of supply and demand.

But in fact, the gold market in 1996 could
hardly have looked more different from
the pictare which emerged the previous
year. This was not only on account of the
much wider trading range - double the
199495 level  but also because of the
manner in which producer hedging gyrated
during the year. In addition, the official

sector showed a very active and two-way
involvement in the market. Indeed, in
terms of sentiment towards gold, there is

no doubt that the year wa

s dominated (as
is reflected on the cover of this Survey)
by the intense interest in the futurc
developmnent of European official gold

Teserves

Looking at the supply/demand balance a
little more closely, it can be seen that the
most dramatic change last year was the
appearance, for the first time, of producer
forward sales on the demand side of the
equation, as a result of a net ycar-on-year
decline in forward seiling positions. The

ather significant changes were the decline

FHE Table | BER# LB EME R () World Gold Supply and Demand (tonnes)

HE Supply
f®A % Mine production
EH & Olficul sector sales
A2 Old gold scrap
14 Gotd loans
W E Forward sales
R K Option hedging
By EE Implied Diinvestment
R Total Supply

#R Demand
WiL¥% Fabrication
By Jewcllory
& F Electronics
BRI @% ($5Th1 Official coins (sales)
HE Other
LA Total Fabrication
&R Bar hoarding
EHEE Official sector parchases
5% Gold loans
&R Forward sales
EHLH Option hedging
BER Implied lnvestment
%R Total Demand

in investment interest, which resulted in a
sharp fall in coin and bar hoarding demand,
and a switch from modest Luropean and
North American investment in 1995 to
more substantial disinvestment last year.
There was clearly a circular relationship
between the falling price and the lack of
invesiment interest, with the perception of’
falling prices cncouraging short sclling
and the resulting sale of borrowed gold

pushing the price down further.

Supply

The growth of mine production ai the
fastest rate since 1992, after two years of

declining outpui, happened 1n spite of a

# &M Gold Price

AR TFEREET  #AD (London PM US $i0z)

1987 1988 1089 1990 1991 1992 1993 1994 1995 1996
1,733 1,908 2,063 2,133 2,159 2.232 2,289 2,278 2,269 1,346
18 432 196 1t 622 482 94 182 239
470 394 393 530 430 437 574 615 62§ 644
55 lo4 78 5 —
7 126 1s 222 % 156 215 158 466 -
2 63 7 15 103 57 87 99
175 1 302 - 155 - 163

2370 2,830 3,083 3,003 3163 3,600 3.560 3,357 3,629 3,490
1,334 1.643 2037 2,187 2356 2,758 2,551 2,610 2,767 2,807
167 207 209 216 205 17s 179 196 205 207
207 130 141 123 143 93 7 80 ¥4 63
137 47 152 156 162 178 187 194 210 213
1875 2027 2538 2,682 2866 3,205 303 3074 3266 3290
259 416 530 224 252 282 162 23 306 132
242 - - - - - -

- - - 45 85 65 52 23 H

- - - - - 14

- - 15 - - 35 - -
236 - 188 - 29 264 - 33 -
2,370 23830 3,083 3.093 163 3,600 3,560 3,357 3.62% 3,490
44622 43687 38079 38359 36226 343.95 359.82 384.15 38405 I87.87

KSR 2N o R A

WEINHHE B RBBH R F @R EE 5B TEEE -
Table 1 shaws the gold market on @ World rather than a Western World basis. The figures shown as implied investment and dismvestment are the residuals
vequired to bring supply and demand inio balance. Sometimes referred to as Western investient, they reflect the market impact of the activies of imvestors

in Europe and North America.
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HMRAMEE  Overview and Outlook

further substantial fall in South Africa.
whose production dropped below 500
tonnes for the first time since 1956. But
this loss. of almost 30 tonnes. was more
than offset by increased output in North
and South America and above all in
Australia. The rise of mine production
and mere particularly, the perception of
additional capacity 1n the pipeline. began
1o have an impact on sentiment last yoar
but the effect was trivial compared with
that of the official sector. A series of
official transactions and statements cnsurcd
that any positive sentiment i the gold
market would be short-lived. The first
instance was the impact of the sale. and

its subsequent announeement in March

las
Thi

vear, by (he Belgian ceniral bank.

was followed by the protracted

discussions  within the Tnternational
Moretary Fund about the possibility of it
selling 5% of its gold reserves in order to
aid some of the most heavily indcbted
countrics. Next came the signaliing and

later the announcement by the Swiss

[ & Figure 2
% 5 25 K World Gold Demand
4.000

National Baok of a radical change in its
previously passive policy on gold. And
finally. there was the Dutch salc in the
fourth quarter. subscquently announced in

carly January.

One of the more nteresting aspects of the
official sector activities in the market last
year was its provision of a much increased
volume of liquidity through swaps and in
particular, deposits. Tn the gold market
wsclf, the use of this liquidity was related
firstly to the options and hedging market
and secondly to the above-mentioned short

selling by speculators.

Looking at the first of these, the delta
hedging of producer and contral bank
option transactions had a nct impact on

supply last year of around 100 tonnes

though this was offset by a small
repayment of gold loans and a slightly
farger net reduction in forward seiling
positions. Although on an anmual basis, it
appears that there was little to report on

the forward sales front, a quarterly analysis
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of this part of the market shows that
producers were extremely pro-active last
year. But coincidentally. the net sum of
their forward scllmg transactions over the

four quarters was close to 7ero.

Turning to the use of this liquidity to fund
speculanve short-selling positions,  this
was the aspect of supply which. together
with official sales, dominated the gold

market in the final months of the year.

Demand

The small rise in fubrication last vear. in
contrast to the robust 6 % growth seen the
year before, was the net result of connnucd.
if somewhat slower cxpansion of jew ellery
fabrication in the developing countries.
offset by a significant fall in the devcloped
world. 1t is remarkable that as a group,
total fabrication in the industrial countries
has shown virtually no growth since 1990,
Over the same period. led by the jewellery

sector, developing country fabrication

increased by 40%.

The general lack of investment interest in
gold was clearly indicated. not only by
the 4% decline 1 bar hoarding (to only
182 tonnes) but also by the weakness of
the official coin marker. The fall in coin
sales points to a certain disillusionment

with the gold price last year.

Tn the more developed markets, altbough
there continued (o be some investment
interest in bar geld in Germany, this was
offset by disinvestment elsewhere in
Europe, above all in France and more
importantly, overwhelmed by the heavy
short sales stemmng from New York

investment funds.
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HMRHMEE  Overview and Outlook

Looking at the components of supply and
demand as a whole, Figure 1 clearly
shows how, after the acecleration of mine
production in the late 1980s, growth has
been minimal, at least until last ycar,
whereas other forms of supply, including
official sector sales, hedging and private
scetor disinvestmet, have gradually gained

an increasing share of the market.

By contrast. Figure 2 shows that the main
component of demand. jewellery, has
continued to grow, if somewhat morc
slowly during the 1990s than in the
second half of the 1980s, whercas the
other components of demand have
gradually declined in importance. Thus,
there have been no net official purchases
on a world basis since 1988 and bar
hoarding, a major component of demand
at the end of the 1980s, had declined by

last year to only 5% of the total.

Developments in early 1997

In real terms, the dollar gold price fell in
the fourth quarter of 1996 to virtually the
same level as in the fourth quarter of
1992, The continued fall of the price
during the first quarter of this year
triggered a tremendous physical reaction
in the Asian markets, which certainly
prevented the price from sliding any
further, and may even have had a big
cnough impact on sentiment to encourage
some short covering. Thus, in spite of the
pervading gloom which gathered around
the gold market from the end of last year
onwards, it is not unreasonable to suggest
that the gold market in the first quarter of
this year is showing some of the

characteristics which led to the bull market

of 1993. A number of parallels are
undoubtedly there, such as the depressed
price and the resulting record levels of
physical offtake from the gold markets of

Asia.

The further fall in the price seen during
January this year was perceived as the
market’s negative reaction to the news of
the Dutch salc and fear of additional
selling from the official sector, related
mainly to the approach of European
Monetary Union. But equally, it might be
seen simply as a reaction to the rapid
increase in the valuc of the dollar -
certainly there was no collapse in the gold
prices in yen, deulschemarks or Swiss
francs, all of which were trading well
above their carly January levels in the
first half of April. But regardiess of such
changes in local prices. the widespread
perception that the dollar gold price had
finally reached a bottom led to buyers in
many <ountries coming into the market in
increasing numbers during the first three
months of the year. The ensuing shortages
of physical metal, not only in the cntrepdt
tnarkets but even in some European vaults,

was quile impressive.

With the price quite clearly well supported
at anything below $350, (he real question
seems to be what will happen if the price
starts to move up towards $400 again:
price elasticity 1s of course a two-edged
sword. The fact that the market absorbed
with some cquanimity the news in March
of the proposed Swiss institution to be
funded by official gold sales illusirates
the degree to which fears of central bank
sales have once again receded. But neither

can it be said that gold has regained a

central position in investors' thinking.
Thus, cven when US equities appeared to
have topped out in late March, there was

little positive impact on the gold market.

Concerning hedging, the willingness of
some producers to extend forward sales
and especially oplion positions cven at the
low prices ruling in the final months of
last year highlights the difficulty of
forccasting this component. But there was
clearly a point below which very fow
producers would wish to lock in future
prices and this secms to have been reached
by early January, another reason for
believing that the $340-350 price level is
well supported. As to whether gold’s
upside s likely to be capped by producer
hedging, the experience of January 1996,
when producers held back from selling
forward as the price rose. suggests that

this need not necessarily be the case.

For the future, the trend in the gold market
may depend to quite an cxtent on the
market’s perception of the probability of
success o otherwise of European Monetary
Union. Much remains to be decided about
gold’s rolc in this process and there is still
no clear consensus on whether gold will
bencfit or suffer from it, though until naw.
sentiment on this issue scoms to be on the
negalive side. The remotc prospect of a
total failure of EMU would undoubtediy
bencfit gold but on the other hand, it need
not be assumed that a successful outcome
of the EMU process would necessarily be
bad for gold, in that it could well be seen
as a valuable anchor to be held within
European reserves in addition to the dollar

and the yen.
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BeRN : FRARNEBAURZ SR Gold Prices: Annual Highs/Lows and Trading Ranges
R 26 M AR A T T F9 AR 4P BEST (Trading range a5 a percentage of annual average)

1992 1993 1994 1995 1996

359.60 405.60 39625 39555 414.80

* &,/ 8EF USS/os 33035 326.10 36965 372.40 367.40
8.5% 22.1% 6.9% 6.0% 12.2%

1,500 1,408 1434 1,289 1422

N/ 5% Yeniy 1316 1,169 1,187 1,023 1,301
13.1% 18.7% 19.6% 23.0% 8.9%

18,823 22481 22,139 19,030 19,819

BEERE/ D) DMikg 15,220 16,606 18,444 16.927 17,950
20.9% 30.7% 18.5% 1.9%  100%

17,151 19,666 18,830 16,073 16,244

FhLEERAF SEkg 13,558 14,233 15,365 13,850 14,475
23.1% 25.9% 20.5% 15.2% 11.5%

32,671 43,839 46,067 46,143 57,871

M AT Randikg 29,829 32,341 41,503 42,538 45,571
2.0% 30.4% 10.4% Rl%  23.0%

49139 592.78 57597 54597 55147

T fi Al ASioz 438.99 462.07 486.78 487.90 45324
11.2% 24.7% 16.9% 11.2% 19.8%




EE&MHE  Gold Prices

Although the average London PM fix
in 1996, at 3387.87, was onlv 1%
above the 1995 level, the past year suw
a much wider trading range. equivalent
10 12.2% of the average price. However,
in spite of the volatite trading which
accompanied the price spike seen in
the first two months of 1996, pricc
volatity for the year as a whole feil to

the lowest level since 1970,

Opening the year at $389.15, the London
price was pushed up quickly to what

turned out to be the year’s high for the

Al % Figure 3

PM fix of $414.80 on Sth February. By
mid-February, however, investmenl and
physical demand began to weaken while
supply was boosted by sale of 203 tonncs
announced in March by the Belgian central
bank. with the result that prices fell
rapidly back to below the $400 level.

Similarly, u series of official transactions
and statements depressed sentiment
throughout the remainder of the year.
Firstly. there was the protracted discussions
within the International Monetary Fund
about the possibility of it sclling 5% of its

gold reserves in order to aid some of the

B E SRR FAEZBM) Gold Price in London, PM Fix, Weekly Averages
%, ] - B BIR199651 F 2 H i =100883 USS/oz; other currencies reindexed to 2nd January 1996 — 100

most heavily indcbted countrics. Next
came the signalling and. in November. the
announcement by the Swiss National Bank
of a radical change in its previously
passive policy on gold. In the last few
months of the year, there was also
widespread concern about the possibility
that some central banks might sell gold 10
help their countries Jaaiiig, Mazstricht
criteria for pTRetshiE to afWgppean
Monetary |8, Finally. (2R walgthe
announcerfent by T Bk RenTetio gk
in carly JQTAT ts yeothal Tt had @
over the pRigious pgiigg somAg00 tondRs
of gold.
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Gold Prices
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HFH2EWM¥ Daily Gold Price Volatility
(LS T 5E #1625 %% Bascd on the London PM fix

Q1.19% Q2.1996 Q3.1996 Q4.1996 Q11997

0.56% 0.30% 0.22% 0.34% 0.73%

Bl Figure 4
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EE®|E  Gold Prices

Although physical offtake had been
showing some strength over the previous
few months, it proved incapable of
absorbing this supply, along with short
sales from US funds and rencwed producer
hedging. without the price falling - which
it did by $16 in the three weeks to 3rd
December, when the yeat’s low of $167.40

was reached.

Turning 1o the question of voladility,
Figure 4 shows that, on an annual basis,
the daily price volatility in London in
1996 only just avoided falling to the
previous record low scen in 1970, By
contrast, the first quarter of 1997 saw
relatively turbulent trading in the gold

market.

S8 3 T LN 0 WS THE Gold Prices in the Main Currencies
(PRSI R 3 8) o0 TR AR A K HEED (London PM fix in US dollars per ounce and equivalents)

This should prevent a repetition in 1997
of the low average level scen in 1996,
Nevertheless, the picture is clcarly one of
a long-term decline in volatility [rom the
peaks rcached in the mid- and latc 1970s.
Even when investment funds have been
active, trading volatility has becn much

lower recently than in past years.

F oo/ HF) USSior
1155/ % Yenig
&R, AT DMkg
Ei 1HEBR,AIT SFikg
MR Randikg

i L/ T ASloz.

R LT V-4 A B AT
Annual Average Prices % Change over Ten-year Highs and Lows

1993 1994 1995 1996 F1995EL 2 High E% Low
359.82 38415 334.05 387.87 1.0% 49975 14/12/87 326.10 103:93

1.282 1,261 1,160 1,355 16.8% 2314 48187 1023 25 495
19,153 20018 17.685 18.750 28,781 4/R:RT 15,220 2.9:92
17,103 16,865 14,589 15,388 5.5% 23,858 4/887 13,558 8i9:92
37.880 43 867 44787 53,466 19.4% 57.871 30/10M6 26,259 18/2:87
530.13 52536 518.50 49599 -4.3% 709.62 29/10/87 432.27 16:9:91
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During the course of the year, the dollar gained steadily agamst the ven, D-mark and most other major currencies. resulting in the irade-weighted doliar

index showing a rise of 5% in 1996, This was reflected in the gold price in most other currencies showing a mueh more positive trend than for the doflar

price, as can be seen above, The main exception was the Ausiralian dollar, whose strength especially in the fourth quarter resulted in a sharp vear-on-year

fall n the local price of gold
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