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

Not just deskNot just desk--based:  more than 350 companies and organisations based:  more than 350 companies and organisations 
in 39 countries visited by our personnel in the last 12 months. in 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 & sconsultancy services across all the precious and base metals & steel.  teel.  

For more information see: www.For more information see: www.gfmsgfms.co..co.ukuk

The GFMS Group’s Unique Research The GFMS Group’s Unique Research 
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Silver: Presentation OutlineSilver: Presentation Outline
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The Silver PriceThe Silver Price
2005 average US$7.31, up 9.8% y-o-y

Jan-Oct 2006 average US $11.24, up 58.0% y-o-y 

Source: GFMS Ltd.Source: GFMS Ltd.
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Silver price influenced by gold 
and base metals prices.  Silver 

has outperformed gold but 
underperformed the base metals.   

Source: GFMS Ltd.Source: GFMS Ltd.
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World Silver DemandWorld Silver Demand
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World Silver FabricationWorld Silver Fabrication
Forecast Annual Changes: 2006 less 2005Forecast Annual Changes: 2006 less 2005
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Total fabrication currently forecast to decline by just over 3% Total fabrication currently forecast to decline by just over 3% in 2006in 2006

Industrial FabricationIndustrial Fabrication
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New record level very probable New record level very probable 
in 2006 but growth slowing and in 2006 but growth slowing and 

decline likely in 2007 decline likely in 2007 

Source: GFMS Ltd.Source: GFMS Ltd.

Global Billings Global Billings 
(semiconductor shipments)(semiconductor shipments)
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Source: SIA; *Jan-Sep annualised using weightings derived from average monthly 
and annual figures over the 2000-2005 period 

Other

Americas
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Japan
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Annualised*

Indian Silver Bullion ImportsIndian Silver Bullion Imports (Jan 2004 (Jan 2004 –– Apr 2006)Apr 2006)
Imports have collapsed in 2006 toImports have collapsed in 2006 to--date due to impact of high local prices on date due to impact of high local prices on 
consumption plus stocks carried over from Q4 2005 and governmentconsumption plus stocks carried over from Q4 2005 and government sales…sales…
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Consumer Film and Digital Camera SalesConsumer Film and Digital Camera Sales
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Source: Photofinishing News Inc, GfK Group; 2006: estimate

Largest part of decline in photographic use of silver 
is due to collapse in consumer film demand…

Demand SummaryDemand Summary
After solid growth in 2005, total fabrication demand will drop After solid growth in 2005, total fabrication demand will drop 

back slightly this year (currently forecast fall of just over 3%back slightly this year (currently forecast fall of just over 3%).).

Industrial demand strong yearIndustrial demand strong year--toto--date but expected to slow date but expected to slow 

towards end of 2006 and possibly decline in 2007.towards end of 2006 and possibly decline in 2007.

Photographic demand continues to drop due to impact of Photographic demand continues to drop due to impact of 

digital technology.digital technology.

JewelryJewelry & Silverware demand hit mainly by slump in India. & Silverware demand hit mainly by slump in India. 

Coin demand has increased in 2006.Coin demand has increased in 2006.

Investment demand has grown again.Investment demand has grown again.

Silver SupplySilver Supply

World Silver SupplyWorld Silver Supply
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World Silver Supply World Silver Supply 
Forecast Annual Changes: 2006 less 2005Forecast Annual Changes: 2006 less 2005
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Total supply currently forecast to decline by around 1.5% in 200Total supply currently forecast to decline by around 1.5% in 20066

World Silver Mine ProductionWorld Silver Mine Production
Winners & Losers: 2005Winners & Losers: 2005--2006F*2006F*
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Reductions 
at Greens 
Creek & 
Galena

Lower 
throughput & 
grades at 
Eskay Creek, 
Louvicourt 
closure

By-product silver 
output up with 
growth in lead, 
zinc and copper 
mine production

Cannington –
lower silver 
grade and Q2 
suspension of 
mine’s southern 
zone

Higher grade 
at Colquijirca 
and greater 
capacity at 
Morococha

Increased 
capacity at 
Fresnillo 
and start-up 
at Ocampo

World silver mine production only marginally higher yearWorld silver mine production only marginally higher year--onon--

year in 2006 (by around 4 year in 2006 (by around 4 MozMoz or 0.6%). or 0.6%). 

Globally in 2006 by source: LeadGlobally in 2006 by source: Lead--zinc, copper, and gold all up zinc, copper, and gold all up 

by roughly 2%, primary down by almost 3%.by roughly 2%, primary down by almost 3%.

Outlook for silver in 2007 is for a greater increase of around Outlook for silver in 2007 is for a greater increase of around 

1616 MozMoz with strong growth forecast to continue into 2008.with strong growth forecast to continue into 2008.

In contrast with upwardly revised 2005 number, only modest In contrast with upwardly revised 2005 number, only modest 

amount of producer hedging in 2006 in spite of high forward amount of producer hedging in 2006 in spite of high forward 

prices.  Primary silver producers and their shareholders prices.  Primary silver producers and their shareholders 

strongly against hedging.  strongly against hedging.  

Mine Production + HedgingMine Production + Hedging
Scrap supply estimated to be little changed overall.Scrap supply estimated to be little changed overall.

Decline in volume from photographic sources.Decline in volume from photographic sources.

Price not nearly high enough to stimulate large scale Price not nearly high enough to stimulate large scale 
scrapping of scrapping of jewelryjewelry and silverware.and silverware.

No growth apparently even in Indian scrap supply this No growth apparently even in Indian scrap supply this 
year from its high 2005 level.year from its high 2005 level.

Scrap supply for silver far less priceScrap supply for silver far less price--sensitive than for sensitive than for 
gold due to different composition of abovegold due to different composition of above--ground stock ground stock 
of fabricated products and much higher margins over of fabricated products and much higher margins over 
metal value on silver than gold metal value on silver than gold jewelryjewelry..

Scrap SupplyScrap Supply
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Changes in Government StocksChanges in Government Stocks
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Source: GFMS Ltd.Source: GFMS Ltd.

Government sales have probably risen marginally in 2006.Government sales have probably risen marginally in 2006.

Chinese government sales were expected to decline but have Chinese government sales were expected to decline but have 

held up, apparently due to attractive prices. held up, apparently due to attractive prices. 

Continued Russian sales also priceContinued Russian sales also price--related.related.

Indian sales into the domestic market this year will probably Indian sales into the domestic market this year will probably 

reach nearly 30 million oz. reach nearly 30 million oz. 

Government SalesGovernment Sales

Identified Bullion Stocks Identified Bullion Stocks (end(end--year)year)
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Investors’ hunger for silver has kept the price of the metal aboInvestors’ hunger for silver has kept the price of the metal above its ve its 
fundamental equilibrium level of maybe $6.50fundamental equilibrium level of maybe $6.50--7.00/oz.7.00/oz.
Supply has not reacted sufficiently to balance this:Supply has not reacted sufficiently to balance this:
–– Mine production inelastic in short term and less responsive thanMine production inelastic in short term and less responsive than gold gold 

where primary production dominates.  And, although strong growthwhere primary production dominates.  And, although strong growth is is 
expected in 2007expected in 2007--10, volume will be much less than late 1990s/early 10, volume will be much less than late 1990s/early 
2000s when over 100 million oz added..    2000s when over 100 million oz added..    

–– Producer hedging a much less significant factor for silver than Producer hedging a much less significant factor for silver than gold.gold.
–– Government sales have broadly been stable, with increases from sGovernment sales have broadly been stable, with increases from some ome 

offset by falls from other countries. offset by falls from other countries. 
–– Scrap supply mostly price inelastic.  Photographic scrap on a seScrap supply mostly price inelastic.  Photographic scrap on a secular cular 

decline. decline. 

Most fabrication demand is largely priceMost fabrication demand is largely price--insensitive in the short run.insensitive in the short run.
ButBut silver vulnerable to decline in industrial fabrication taking psilver vulnerable to decline in industrial fabrication taking place at lace at 
same time as photographic and same time as photographic and jewelryjewelry demand fall. demand fall. 

Supply/Demand OutlookSupply/Demand Outlook
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Silver InvestmentSilver Investment

Silver (Silver (DisDis)Investment and Real Price)Investment and Real Price
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Real Silver PriceReal Silver Price

Net Net DisinvestmentDisinvestment

Net InvestmentNet Investment

Source: Silver Institute, GFMS; *2006 estimates are basis November 2006 forecast; 2006 price is basis Jan-Oct 2006

Since 2001 disinvestment has ended and in last three Since 2001 disinvestment has ended and in last three 
years has been replaced by rising tide of investment. years has been replaced by rising tide of investment. 

Early part of 2006 dominated by speculative buying Early part of 2006 dominated by speculative buying 
mainly by hedge funds ahead of the Exchange mainly by hedge funds ahead of the Exchange 
Traded Fund (ETF).  Traded Fund (ETF).  

Massive twoMassive two--way business following launch of the way business following launch of the 
ETF on 27ETF on 27thth April: both heavy purchases of the fund April: both heavy purchases of the fund 
and largeand large--scale profit taking in the OTC market and scale profit taking in the OTC market and 
on on ComexComex from those that frontfrom those that front--ran its launch.ran its launch.

InvestmentInvestment iSharesiShares Silver Trust Silver HoldingsSilver Trust Silver Holdings
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Funds’* Net Positions in Funds’* Net Positions in Comex Comex & CBOT Silver& CBOT Silver

0

20

40

60

80

100

120

140

Jan-04 Jul-04 Jan-05 Jul-05 Jan-06 Jul-06

N
et

 p
os

it
io

n
s 

(c
on

tr
ac

ts
, t

h
ou

sa
n

ds
)

0

400

800

1200

1600

ce
n

ts
/o

zComex Settlement
Price

*Non-commercial & non-reportable net positions in futures taken as proxy for fund positions.
Source: CFTC

Average Positions (Moz)
2003 263
2004 354
2005 297
Jan-Oct 2006 281

Growth in investor activity has 
mainly been outside the Comex
in the last two years.  In 2006 
arbitrage between Comex and 
London (positions on Comex
falling but rising in London). 

Since 2001 disinvestment has ended and in last three years has Since 2001 disinvestment has ended and in last three years has 
been replaced by rising tide of investment.been replaced by rising tide of investment.
Early part of the year dominated by speculative buying mainly byEarly part of the year dominated by speculative buying mainly by
hedge funds ahead of the Exchange Traded Fund (ETF).  hedge funds ahead of the Exchange Traded Fund (ETF).  
Massive twoMassive two--way business following launch of the ETF on 27way business following launch of the ETF on 27thth April: April: 
both heavy purchases of the fund and largeboth heavy purchases of the fund and large--scale profit taking in the scale profit taking in the 
OTC market and on OTC market and on ComexComex from those that frontfrom those that front--ran its launch.ran its launch.

Silver a major beneficiary of the general growth in interest in Silver a major beneficiary of the general growth in interest in 
commodities (e.g. 2% DJcommodities (e.g. 2% DJ--AIG Index).AIG Index).

Private investor demand also growing outside ETF though still Private investor demand also growing outside ETF though still 
modest volumes and in US investors active on both sides of markemodest volumes and in US investors active on both sides of market. t. 

Silver briefly led gold in runSilver briefly led gold in run--up to ETF launch but generally has up to ETF launch but generally has 
followed lead of and been strongly correlated to the gold price followed lead of and been strongly correlated to the gold price (and (and 
also to a somewhat lesser extent base metals prices).also to a somewhat lesser extent base metals prices).

InvestmentInvestment
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Quarterly Correlation of Daily Silver Price with Quarterly Correlation of Daily Silver Price with 
Gold and Copper PricesGold and Copper Prices

Copper

Gold

Correlation against copper has increased but has remained stronger with 

gold.  Implication is that silver more likely to follow gold’s lead 

(higher?) than base metals’ direction (lower?) over next year.

Source: GFMS Ltd.Source: GFMS Ltd.

Silver Price OutlookSilver Price Outlook
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Investment demand remains the main driver.Investment demand remains the main driver.
Silver ETF has continued to attract investors.  An efficient Silver ETF has continued to attract investors.  An efficient 
vehicle exists if investor demand surges again.  But at some vehicle exists if investor demand surges again.  But at some 
point could the ETF start to represent an overhang, although point could the ETF start to represent an overhang, although 
arguably risk moderated because ownership broad rather than arguably risk moderated because ownership broad rather than 
narrow?narrow?

Silver Price OutlookSilver Price Outlook iSharesiShares Silver Trust Silver HoldingsSilver Trust Silver Holdings
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Investment demand remains the main driver.Investment demand remains the main driver.
Silver ETF has continued to attract investors.  An efficient Silver ETF has continued to attract investors.  An efficient 
vehicle exists if investor demand surges again.  But at some vehicle exists if investor demand surges again.  But at some 
point could the ETF start to represent an overhang, although point could the ETF start to represent an overhang, although 
arguably risk moderated because ownership broad rather arguably risk moderated because ownership broad rather 
than narrow?than narrow?
Base metals sell off would (and did recently) hit silver.Base metals sell off would (and did recently) hit silver.
Gold’s performance central to silver’s fortunes.  Gold’s performance central to silver’s fortunes.  
Industrial demand (half of total fabrication) vulnerable to Industrial demand (half of total fabrication) vulnerable to 
slowdown in world GDP growth / downturn electronics cycle.slowdown in world GDP growth / downturn electronics cycle.
Mine production growth will eventually come into play.Mine production growth will eventually come into play.
Expect significant price volatility Expect significant price volatility butbut over next few months at over next few months at 
least bias to the upside with spike to $15/oz very possible.least bias to the upside with spike to $15/oz very possible.

Silver Price OutlookSilver Price Outlook

Thank you for your attention!Thank you for your attention!

While every effort has been made to guarantee the accuracy of thWhile every effort has been made to guarantee the accuracy of the information in this document, GFMS e information in this document, GFMS 
Limited cannot guarantee such accuracy.  Furthermore, the materiLimited cannot guarantee such accuracy.  Furthermore, the material contained herein has no regard to the al contained herein has no regard to the 
specific investment objectives, financial situation or particulaspecific investment objectives, financial situation or particular needs of any specific recipient or r needs of any specific recipient or 
organization.  It is published solely for informational purposesorganization.  It is published solely for informational purposes and is not to be construed as a solicitation and is not to be construed as a solicitation 
or as an offer to buy or sell any commodities, securities or relor as an offer to buy or sell any commodities, securities or related financial instruments.  No representation ated financial instruments.  No representation 
or warranty, either express or implied, is provided in relation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of to the accuracy, completeness or reliability of 
the information contained herein.  GFMS Limited do not accept rethe information contained herein.  GFMS Limited do not accept responsibility for any losses or damages sponsibility for any losses or damages 
arising either directly or indirectly from the use of this documarising either directly or indirectly from the use of this document.  ent.  

DisclaimerDisclaimer

Copyright GFMS Ltd. – 14th November 2006.

This document is the copyright of GFMS Ltd.  No part of this document 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 owners. 


