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Silver has had a disastrous quarter, declining 9%1. The ‘hybrid’ metal has come under pressure for several reasons: its
80% correlation with gold has dragged it lower, while the industrial metal sell-off has exacerbated market pessimism
towards all metals. Speculative positioning in silver futures has fallen to the lowest level since data became available
in 1995. However, looking at the recent price declines of both gold and silver, we believe that the pessimism towards
the metals is excessive, and that both are positioned for short-covering rallies. Moreover, silver’s deep discount to
gold could act as a tailwind if prices turn. Although slowing growth in manufacturing and rising exchange inventory
could act as a drag on prices, we expect mine supply of the metal to remain tight. Furthermore, silver’s use in
electronic vehicles and photovoltaic applications are likely to provide strong structural support for demand over
the medium term. Based on our model forecasts, we expect silver prices to rise to US$16.3/oz by Q3 2019, up from
US$14.2/oz at present.
FIGURE 1: SILVER PRICE FORECAST
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Source: Bloomberg, WisdomTree, 29 June 2018 to 28 September 2018 i.e. last trading day of each quarter. Forecasts are not
an indicator of future performance and any investments are subject to risks and uncertainties.
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Model framework highlights upside potential
Using the framework described in our article Silver outlook: Searching for a silver lining, our analysis leads us to
believe that silver prices have the potential to rise in the near term, with a recovery in the price of gold being
the main driver behind our silver price forecast. Having said that, other drivers of price in the framework, namely
exchange inventory and manufacturing activity growth, could possibly act as constraints.
Deep discount
Right now, silver is trading at its deepest discount to gold since 19932. Silver has a strong correlation to gold (close
to 80% over the past 20 years), but tends to be more volatile, rising more during rallies and falling more in sell-offs.
If gold makes a recovery, which we believe it will (see Gold outlook: upside correction overdue), we expect silver will
rise that bit more – albeit with a lag.
FIGURE 2. HISTORICAL GOLD-TO-SILVER RATIO

Source: Bloomberg, WisdomTree, 28 February 1990 to 21 September 2018. Historical performance is not an indication of

future performance and any investments may go down in value.

Because silver is a hybrid metal, and has both cyclical and defensive traits, it is often a forgotten asset class.
Developed market equity benchmarks such as the Dow Jones Industrial Average and S&P 500 Index posted all-time
highs in September 2018, and as a result, investors have lost interest in hybrid metals such as silver. In fact, a sell-off
in industrial metals has cast doubts on all metals with industrial traits (more than 50% of silver’s use is in industrial
applications, in contrast to gold, where only 10% is used in industry). However, we believe that industrial metals are
oversold, because the market has focused on demand falling as a result of burgeoning trade-wars, without giving
much thought as to how supply chains will be impacted. An upward price correction in gold and industrial metals
could act as a catalyst for a rise in the price of silver.
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Short-covering rally possible
Sentiment towards silver has been poor recently, as has sentiment towards gold. Pessimism towards silver has been
more extreme, with speculative positioning in silver futures having fallen to the lowest level since the data has been
available. Yet we believe that short-positions will need to cover at some point, and short-covering activity tends to
exacerbate price gains. This could potentially set in motion a rally in the price of the metal.
FIGURE 3. SILVER FUTURES SPECULATIVE POSITIONING
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Source: Bloomberg. Wisdom Tree. data available as of close September 2018. Historical performance is not an indication

of future performance and any investments may go down in value.
Silver is likely to remain in a supply deficit

Silver has been in a supply deficit for the past five years. We believe it is likely to remain in a supply deficit this year,
as the mining sector is still operating in the shadow of the dearth of capital investment from 2013 to 2016.

FIGURE 4. SILVER’S SUPPLY-DEMAND BALANCE
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Source: GFMS Thomson Reuters, Silver Institute, WisdomTree, data available as of close 12 june 2018. Historical performance
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Capital investment has been growing over the past year, but given the lag between increased investment and
increased quantities of the metal being mined (18 months in our model framework), we don’t expect any significant
new supply in our forecast horizon.
FIGURE 5. CAPITAL EXPENDITURE GROWTH
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Source: Bloomberg, World Bureau of Metal Statistics, WisdomTree, data avaliable as of close 19 Sept 2018. Historical
performance is not an indication of future performance and any investments may go down in value.

Slowing manufacturing growth could cap gains
In terms of the gold-to-silver ratio, we don’t expect the ratio to return to its historical average in our forecast horizon,
as there will be some limitations. Although Global Manufacturing Purchasing Managers’ Indices are above 50 and
likely to remain above 50 (indicating growth in global manufacturing), they are declining, which indicates that the
pace of industrial economic growth is moderating.
FIGURE 6. GLOBAL MANUFACTURING PURCHASING MANAGERS’ INDICES
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Source: Bloomberg, WisdomTree, data available as of close 21 September 2018. Historical performance is not an indication
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Silver exchange inventory is rising
Analysing silver exchange inventory levels, we have continued to see inventory increases. With silver in a supply
deficit, this suggests that inventory outside of exchanges is not rising and therefore, we doubt that overall silver
supply is rising. In fact, much of the gains in inventory are of the ‘eligible’ kind, where the metal meets the exchange
warehouse’s criteria in terms of purity and weight, but warrants have not been written to indicate that the metal
is available for delivery on a futures contract (i.e. it is not registered). So, the rise in exchange inventory could be
function of warehousing choice rather than a sign that there is excess inventory. For the purpose of our framework
we view inventory increases as silver-price negative, but caution that we could be overly conservative here.
FIGURE 7. SILVER INVENTORY LEVELS
35000 0

Thousan troy ounces

30000 0

Registered
Eligible

25000 0
20000 0
15000 0
10000 0
50000
0
1996

1998

2000

2002

2004

2006

2008

2010

2012

2014

2016

2018

Source: Bloomberg, WisdomTree, data available as of close 21 September 2018. Historical performance is not an indication

of future performance and any investments may go down in value.
Structural support for silver

Although we only expect silver to recover the ground it lost earlier this year within our forecast horizon, over the
medium term we expect more from the metal. As we mentioned in Silver outlook: Searching for a silver lining, there
may be a number of structural changes that have not been picked up by the model. Growing silver demand in
automobiles and photovoltaic applications could be key catalysts for upward price movements.
CONCLUSION
We believe that silver is likely to ride gold’s coattails higher when a recovery in precious metals takes place.
A short-covering rally is also likely given the level of short activity that exists at present. While the covering rally
may drive silver’s price temporarily higher than our forecast of US$16.3/oz for the end of Q3 2019, there are some
constraints that could cap price gains, namely decelerating manufacturing growth and rising exchange inventory.
Our medium-term view on silver is constructive, although it falls outside of our model framework.
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DISCLAIMER
The content on this document is issued by WisdomTree UK Ltd (“WTUK”), which is authorised and regulated by the
Financial Conduct Authority (“FCA”). Our Conflicts of Interest Policy and Inventory are available on request.
Past performance is not a reliable indicator of future performance. Any historical performance included
on this document may be based on back testing. Back testing is the process of evaluating an investment
strategy by applying it to historical data to simulate what the performance of such strategy would have been.
Back tested performance is purely hypothetical and is provided on this document solely for informational
purposes. Back tested data does not represent actual performance and should not be interpreted as an
indication of actual or future performance. The value of any investment may be affected by exchange
rate movements. Any decision to invest should be based on the information contained in the appropriate
prospectus and after seeking independent investment, tax and legal advice. These products may not be
available in your market or suitable for you. The content of this document does not constitute investment
advice nor an offer for sale nor a solicitation of an offer to buy any product or make any investment.
An investment in ETPs is dependent on the performance of the underlying index, less costs, but it is not expected
to match that performance precisely. ETPs involve numerous risks including among others, general market risks
relating to the relevant underlying index, credit risks on the provider of index swaps utilised in the ETP, exchange
rate risks, interest rate risks, inflationary risks, liquidity risks and legal and regulatory risks.
The information contained on this document is not, and under no circumstances is to be construed as, an
advertisement or any other step in furtherance of a public offering of shares in the United States or any province
or territory thereof, where none of the Issuers or their products are authorised or registered for distribution and
where no prospectus of any of the Issuers has been filed with any securities commission or regulatory authority. No
document or information on this document should be taken, transmitted or distributed (directly or indirectly) into
the United States. None of the Issuers, nor any securities issued by them, have been or will be registered under the
United States Securities Act of 1933 or the Investment Company Act of 1940 or qualified under any applicable state
securities statutes.
The products discussed on this document are issued by one of WisdomTree Issuer PLC and Boost Issuer PLC (each
of them separately, an “Issuer”).
This document may contain forward looking statements including statements regarding our belief or current
expectations with regards to the performance of certain assets classes and/or sectors. Forward looking statements
are subject to certain risks, uncertainties and assumptions. There can be no assurance that such statements will be
accurate and actual results could differ materially from those anticipated in such statements. Therefore, readers are
cautioned not to place undue reliance on these forward-looking statements.
WisdomTree Issuer PLC
WisdomTree Issuer PLC is an umbrella investment company with variable capital having segregated liability between
its funds organised under the laws of Ireland as a public limited company and authorised by the Central Bank
of Ireland (“CBI”). WT Issuer is organised as an Undertaking for Collective Investment in Transferable Securities
(“UCITS”) under the laws of Ireland and shall issue a separate class of shares (“Shares”) representing each fund.
Investors should read the prospectus of WT Issuer (“WT Prospectus”) before investing and should refer to the
section of the WT Prospectus entitled ‘Risk Factors’ for further details of risks associated with an investment in the
Shares.
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Notice to Investors in Switzerland – Qualified Investors: The distribution of shares of WisdomTree Issuer Plc
sub-funds (the “Funds”) in Switzerland which have been registered with the Swiss Financial Market Supervisory
Authority (FINMA) will be made to, and directed at, qualified investors. The Funds which have not been registered
with the FINMA will be marketed exclusively to regulated qualified investors. The Representative and Paying Agent
in Switzerland is Société Générale Paris, Zurich Branch, Talacker 50, PO Box 5070, 8021 Zurich, Switzerland. The
prospectus, the key investor information documents (KIID), the Articles and the annual and semi-annual reports are
available free of charge from the office of the Swiss Representative and Paying Agent.
For Investors in France: The information in this document is intended exclusively for professional investors (as
defined under the MiFID) investing for their own account and this material may not in any way be distributed to the
public. The distribution of the Prospectus and the offering, sale and delivery of Shares in other jurisdictions may
be restricted by law. The Issuer is a UCITS governed by Irish legislation, and approved by the Financial Regulatory
as UCITS compliant with European regulations although may not have to comply with the same rules as those
applicable to a similar product approved in France. The Fund has been registered for marketing in France by
the Authority Financial Markets (Autorité des Marchés Financiers) and may be distributed to investors in France.
Copies of all documents (i.e. the Prospectus, the Key Investor Information Document, any supplements or addenda
thereto, the latest annual reports and the memorandum of incorporation and articles of association) are available in
France, free of charge at the French centralizing agent, Societe Generale at 29, Boulevard Haussmann, 75009, Paris,
France. Any subscription for Shares of the Fund will be made on the basis of the terms of the prospectus and any
supplements or addenda thereto.
For Investors in Malta: This document does not constitute or form part of any offer or invitation to the public
to subscribe for or purchase shares in the Fund and shall not be construed as such and no person other than the
person to whom this document has been addressed or delivered shall be eligible to subscribe for or purchase
shares in the Fund. Shares in the Fund will not in any event be marketed to the public in Malta without the prior
authorisation of the Maltese Financial Services Authority.
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