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MARKETS REVIEW

As a major player in the global precious metals industry,  
we are impacted by the dynamics of the silver and gold markets.  

Here, we outline how precious metals markets moved during the year,  
and the factors that influenced them.

PRECIOUS METALS PRICES 
INCREASED DURING  
THE YEAR
Silver and gold commodity prices are largely 
driven by US Federal Reserve interest  
rates, the strength of the US dollar and 
geopolitical events.

After four rate hikes in 2018, the US Federal 
Reserve reversed course due to concerns of  
a slowdown in economic growth and began 
cutting interest rates in July 2019. This was 
followed by two further rate cuts during the 
year before it signalled that the monetary 
easing cycle would be paused. This, in 
conjunction with heightened geopolitical 
issues and central banks continuing to  
be net purchasers of gold, has led to an 
increase in precious metals prices, which  
hit multi-year highs.

GOLD SUPPLY, DEMAND AND PRICES
The short-term demand for gold is strongly 
impacted by the perception of risk in the 
global economy, the strength of the US dollar 
and the impact of economic reform. In the 
longer term, gold is supported by the growing 
social economic development in emerging 
markets and the continued perception of 
gold’s role as a store of wealth.

Having started 2019 at US$1,282/oz, gold 
prices remained bound within a narrow range, 
in line with the previous year’s performance, 
before breaking out in June and hitting a 
multi-year high in September of US$1,552/oz. 

Fresnillo plc does not take a position on where prices, 
demand or sentiment are headed; however, we do 

monitor price movements and market dynamics using 
primarily third party analysis and forecasts in order  

to support our financial projections and cash 
management strategies, and prices will continue  
to influence budget considerations in areas such  

as exploration and the timing of certain  
capital expenditures.

As mentioned, this breakout was driven  
by the US Federal Reserve lowering its 
expectations of the US economy and 
preparing the market for a rate cut in July.  
This drove investors towards purchasing gold, 
as the opportunity cost of holding the metal 
lowered, especially in a market of negative 
yielding bonds. Furthermore, central banks 
continued their gold purchasing programmes 
to counterbalance fiat currency risk, 
especially as emerging market banks tend to 
hold high allocations of US treasuries, thereby 
bolstering demand for gold. The gold price 
ended the year at US$1,517/oz, up 18.3%, 
averaging US$1,392/oz. 

As explained by the World Gold Council 1, 
global gold demand fell one percent 
year-on-year to 4,355 tonnes as the large 
increase in investment flows into Electronic 
Traded Funds (‘ETFs’) and similar products 
was matched by a price driven slump in 
consumer demand. As low interest rates and 
geopolitical uncertainty pushed gold backed 
ETFs to record highs of 2,885.5 tonnes, 
year-on-year gold and coin demand dropped 
20% to 870.6 tonnes, the lowest level since 
2009, driven by declines in the two primary 
markets, China and India. As is frequently  
the case with high and rising prices, retail 
investors looked to capitalise on the price rise 
by selling existing holdings while institutional 
investors turned bullish as interest rates were 
cut for the first time in ten years. Further to 
this, for the tenth consecutive year, central 
banks added gold to their reserves (650.3 
tonnes in 2019), with 15 central banks adding 
at least one or more tonnes during the year.

Global gold supply increased two percent 
year-on-year to 4,776 tonnes driven by an 11% 
jump in recycling as consumers capitalised  
on the increase in the gold price during the 
second half of the year. This was partially offset 
by a small one percent contraction of mine 
supply (3,464 tonnes produced in 2019), the 
first decline in ten years. While production 
growth came largely from greenfield and 
brownfield development, this was outweighed 
by declines in some top producing nations,  
in particular China, which saw its third straight 
year of decline following stricter environmental 
restrictions implemented in recent years. 
Further, industrial action in South Africa and 
disputes between local communities and 
contractors in Latin America also led to lower 
production year-on-year. 

SILVER SUPPLY, DEMAND AND PRICES
During the year, the price of silver largely 
followed that for gold, beginning the year  
at US$15.5/oz before moving higher in June 
and reaching a peak in early September of 
US$19.6/oz. The silver price ended the year  
at US$17.8/oz, with an average realised price 
of US$16.1/oz, up 3.4% year-on-year.

Mine output continues to provide most  
silver supply, with the remainder coming  
from recycling and scrap. Total silver supply  
for 2019 is expected to reach 849.3 moz 2,  
a small contraction year-on-year as several  
key producers, including Fresnillo, have  
not delivered the forecast growth in supply 
expected. Looking ahead, silver supply will be 
dictated by the restart of disrupted operations 
and key mines achieving targeted production. 

Silver’s unique characteristics – including 
exceptionally high electrical and thermal 
conductivity – mean that demand is headed 
by industry, purchasing around 60%  
of production. 2019 industrial demand 
remained at record highs driven by  
higher silver loadings, particularly in the 
automotive industry as vehicles become 
more sophisticated, in addition to higher 
photovoltaic demand as countries turn  
to more renewable energy sources. 

Looking forward into 2020, with strong 
industrial demand, backed by the rejuvenated 
appeal of silver as a safe haven asset and the 
India-led demand for jewellery and silverware, 
the small surplus expected by the Silver 
Institute in 2019 should be absorbed,  
helping to benefit the price of the metal.

1 World Gold Council, Gold Demand Trends Full year and Q4 2019, 30 January 2020.
2 Refinitiv Interim Silver Market Review, 15 November 2019 – New York City.
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See the Silver Institute and World Gold 
Council websites for current industry and 
market information.

OUR OPERATING ENVIRONMENT
The second largest economy in Latin America, 
Mexico is characterised by a mature tax and 
legal framework. Although the country has a 
500-year tradition of mining, its geological 
potential remains as strong as ever, with just 
over 240 companies undertaking mining 
projects in the country 3. The industry directly 
employs over 379,000 people and represents 
8.3% of Mexico’s industrial GDP 4. Mexico 
continues to be the largest producer of silver 
in the world and a top global producer of gold, 
copper and zinc, amongst other minerals. All 
of Fresnillo’s current operations are located  
in Mexico and we remain committed to the 
long- term opportunities in the country. 
However, following the identification of 
favourable gold-silver potential, we have 
established exploration offices in Chile  
and Peru. 

FRESNILLO IN CONTEXT 
PEER GROUP: PRIMARY SILVER PRODUCERS, PRODUCTION IN MOZ

2019 2018 2017 2016

Fresnillo plc 5 54.6 61.8 58.7 50.0

Polymetal International plc 21.6 25.3 26.8 29.0

Hochschild Mining plc 16.8 19.7 19.1 17.0

Hecla Mining Company 12.6 10.4 12.5 17.0

Coeur Mining, Inc. 11.7 12.9 12.1 15.0

SSR Mining 7.7 3.7 5.0 10.0

Silver Corp Metals Inc. 5.8 6.0 6.4 6.0

PEER GROUP: GLOBAL SILVER PRODUCERS (BY-PRODUCT & PRIMARY), 
PRODUCTION IN MOZ 

2019 2018 2017 2016

Fresnillo plc 5 54.6 61.8 58.7 50.0

KGHM Polska Miedz S.A. 45.5 38.2 38.9 38.0

Pan American Silver Corp. 25.9 24.8 25.0 25.0

Newmont Goldcorp Inc. 15.9 25.0 28.6 28.0

BHP Billiton 14.5 15.0 10.8 13.0

South32 Limited 12.2 12.5 15.6 21.0

PEER GROUP: MEDIUM-SIZED GOLD PRODUCERS, PRODUCTION IN KOZ 

2019 2018 2017 2016

Agnico Eagle Mines Limited 1,782 1,627 1,713 1,663

Polymetal International plc 1,316 1,216 1,075 890

Fresnillo plc 876 923 911 935

Petropavlovsk plc 517 422 440 416

OceanaGold Corporation 470 533 575 417

Coeur Mining Inc. 359 368 383 358

Hochschild Mining plc 270 260 255 246

With all our current operations located in 
Mexico, and with gold and silver both making 
significant contributions to revenue, Fresnillo 
is in a unique position: we are exposed to the 
market dynamics of both the global precious 
metals industry, as well as those specific to 
companies operating in Mexico. 

In silver, we consider our peer group to 
be other primary silver mining companies, 
notwithstanding the fact that close to  
two-thirds of global output is derived as a 
by-product of gold, lead, zinc and copper 
mines. In fact, Fresnillo plc has long been the 
top global producer of silver, both by-product 
and primary, and we aim to maintain that 
leadership position. We are also Mexico’s 
largest gold producer, with our peers being 
other global gold mining companies with 
similar levels of annual production. 

KEY INDUSTRY TRENDS
The global mining industry is subject to a 
number of underlying trends that impact its 
competitiveness and viability. As many of 
these trends are aligned with our principal 
risks, we include detailed analysis of their 
implications, as well as our response and 
mitigating actions, on pages 88-101. 

INCREASED ENVIRONMENTAL  
& SOCIAL FOCUS
High profile mining incidents across the 
globe have served to strengthen negative 
sentiment towards the industry as a whole.  
In particular, the tailings dam collapse in  
Brazil at the beginning of 2019 has led to 
increased focus on the issue of tailings dam 
safety across the global mining industry.  
Our response has been to further review  
our controls, as discussed in more detail on  
page 79. We are active contributors to the 
Investor Mining & Tailings Safety Initiative and 
work closely with peers in the international 
and Mexican mining community to promote  
the benefits of the mining industry and the 
importance of responsible mining practices.

STRATEGIC WORKFORCE 
CHALLENGES 
Driven by the negative sentiment around 
the industry, attracting, developing and 
maintaining a young, dedicated and skilled 
workforce in the Mexican mining industry  
is becoming more challenging. We aim to 
provide an inclusive and diverse workplace; 
one where safety sits at the heart of 
everything we do, and where ethics and 
integrity are embedded into our culture. 
Through programmes with leading 
educational institutions, NGOs and 
government organisations, we look to recruit, 
retain and develop the best people we can. 
We provide further detail on this challenge  
in ‘Our People’ on pages 69-70. 

FOCUS ON DECARBONISATION  
AND CLIMATE CHANGE 
As stated by the UN, “Climate change is now 
affecting every country on every continent.  
It is disrupting national economies and 
affecting lives, costing people, communities 
and countries dearly today and even more 
tomorrow”. As a major player in the extractive 
industry, we recognise that we have a 
responsibility to integrate renewables and 
clean technologies into our energy mix.  
We provide more detail on this challenge in 
the ‘Energy and Climate’ section on pages 
76-78, including information on how we have 
considered the recommendations of the Task 
Force on Climate-related Financial Disclosures 
(‘TCFD’), and how we have considered the 
physical, liability and transition risks associated 
with climate change, as we look to provide 
consistent climate-related financial risk 
disclosures for all our stakeholders.

3 https://www.sgm.gob.mx/Web/SINEM/mining/mining_companies.html
4 https://www.export.gov/article?id=Mexico-Mining-and-Minerals
5 Including Silverstream.


