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After the Goldrush
What Drives Investor Demand Today?

By Suki Cooper, Commodities Research Analyst, Barclays Capital

Gold’s quickstep with $1000 in

2008 was not a chance meeting.

The first steps in this dance were

taken several years ago, with the

introduction of new avenues to

gain exposure like ETFs, bringing

the metal back into vogue with

investors.  Last year, gold not only

breached the all-time nominal

high set in January 1980, but also

set a record annual average high.

Investment demand is still taking

the lead in 2009.  This article

examines some of the tunes to

which gold investment dances, and

which is most likely to put on the

moves in 2009.

During March 2008, not only were exogenous
factors neatly aligned, but the metal’s own
fundamentals had become favourable.  Mine
supply has disappointed for a number of years,
despite prices reaching record highs.  The
European central banks’ Gold Agreement has
been a successful tool for the European banks
to dispose of gold holdings without causing
market instability yet providing market
confidence.  Indeed, subdued sales in recent
months added to the bullish sentiment.
Despite the higher prices, growth in recycling
has not been sufficient to offset the decline
elsewhere.  Gold scrap accounts for about
30% of total supply,leaving most of the supply
inelastic.  Jewellery consumption still makes
up the bulk of the end use of gold and tends to
provide a floor to prices: when prices
encounter a downward trajectory, physical
buying returns to the market. 

One of the key dynamics that has been
crucial in the change of fortune for gold has
been the swing in producer strategy from
hedging to de-hedging.  The additional

‘demand’ created through restructuring and
position buybacks has been significant.  The
global hedge-book peaked at over 3000 tonnes
at the start of the decade; the latest data from
the Fortis/VM Group report estimates the
global hedge book fell to 512 tonnes as at Q3
08 – less than a fifth of that peak. 

Investment demand has been the one flow
that has shown tremendous growth, partly due
to the new channels of investment that make
holding gold easier and partly due to the
external environment that has provided
investors with a plethora of motives to hold
gold.  Investors in search of a safe haven have
rapidly increased their exposure towards gold.
Fears of a recession, uncertainties regarding
the credit markets, Fed rate cuts, a falling
dollar, as well as inflationary concerns are
some of the factors that helped gold to
conquer $1000/oz and cause shortages of
physical gold worldwide.

Looking at four factors – dollar hedge,
inflation hedge, recession hedge and equity
market hedge – from a simple return
point of view shows that some of them
are purely theoretical, not all are
equally important, and indeed those
that drive prices sometimes switch
places in the driving seat.  

Dollar Hedge
Most commodities are priced in US
dollars, so it is not surprising that a
negative relationship exists between
commodity prices and the value of the
dollar.  Gold’s legacy as a monetary
asset, with key consumption being
outside of the US, helps it to rank top
in terms of the strength of its
relationship with the dollar over the
past ten years. 

To the casual observer, a
weakening dollar would certainly
appear to be broadly supportive of
an uptrend in gold prices, but the
converse does not necessarily hold
true.  Taking selected isolated
periods of significant change in the
EUR/USD shows during periods of
dollar weakness (Figure 1), gold
prices do tend to benefit.  For
example, between February 2006
and April 2008, the EUR
strengthened by 32% against the

USD and gold prices rose 64%.  Gold prices
rose more than the dollar weakened.  As the
table shows, this is not always the case: gold
prices do not always appreciate by a set
magnitude of dollar decline.  Conversely,
between October 1998 and October 2000, the
EUR fell 29% against the USD, while gold
prices fell 9%.  Notably between August 1992
and February 1994 where the EUR weakened
against the USD by 20%, gold prices still rose
some 11%.  Although a weakening dollar is
supportive of higher gold prices, it is not
essential; furthermore, a strong dollar does
not necessarily prevent gold prices from
appreciating.  It is a strong relationship that is
often traded but not one that will
unquestionably cause an equal and opposite
reaction.  The correlation between the USD
and gold prices is currently firmly in positive
territory, but history shows this relationship
tends to weaken during periods of dollar
strength, and the relationship becomes
stronger during periods of dollar weakness.

Period
% change in 
EUR/USD

% change in 
spot gold price

Jul 1980 - Aug 1981 -30% -36%

Mar 1985 - May 1987 72% 51%

Aug 1992 - Feb 1994 -20% 11%

Nov 1996 - Aug 1997 -16% -14%

Oct 1998 - Oct 2000 -29% -9%

Feb 2002 - Dec 2004 50% 54%

Feb 2006 - Apr 2008 32% 64%

Selected isolated periods of significant movement
Figure 1

Source: EcoWin, Barclays Capital
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Back in March 2008, when gold prices
breached the $1000 level, the USD had hit
record lows against most major currencies.  In
turn, our expectation for the USD to weaken
against the EUR on a 12-month basis bodes
well for gold. 

Inflation Hedge
Gold is sometimes bought as a hedge against
inflation, but it is far from a perfect or
dynamic hedge and may need to be held for
longer periods to be effective.  As illustrated
in Figure 3, inflation and gold prices have
broadly moved together but gold has been far
more volatile: while US CPI has moved
between zero and 16% since 1971, gold prices
have fluctuated between minus 50% and
200%. 

In the past ten years, since the launch of
the TIPS (Treasury Inflation Protected
Securities) data, TIPS offer a better inflation
hedge because they have provided a
continuous positive return.  Gold, on the
other hand, underperformed inflation for the
first six years, but then overshot the US CPI
index over the last four years (Figure 4).  It

follows that inflation hedging is not the
driving factor in gold investment demand.

Recession Hedge
Gold’s performance during recessionary
periods is inconsistent as it is in inflationary
periods.  Figure 5 highlights recessionary
periods in the US after the gold price was
freely floated.  Assuming gold is bought at the
start of a recessionary period and held until
the end of the recession, the return varies
significantly and there is no clear pattern.  

The impact of recessions on gold demand
also varies.  Jewellery demand is not just a
function of income, it is also dependent on
other factors such as price levels and price
volatility.  Industrial demand is too small a
proportion of overall demand to function as a
major depressant.  Investment buying,
whether through small bars and coins or more
recently through ETFs, has generally risen
and, in turn distorted overall demand.  

Although periods of rising interest rates
have yielded far better returns for commodity
index investors than periods characterised by
monetary policy easing, gold’s performance

appears to be little
affected from
fluctuations in
economic growth.
There is not a strong
consistent pattern of
gold price behaviour
during recessionary
periods (see Figure
5). 

Equity Hedge

Gold prices tend to follow a different
trajectory to equity and bond markets.  Gold
prices and equity markets can move in
opposite directions as investors switch asset
classes, but they can also move together as
gold returns are liquidated to meet margin
calls elsewhere or amid broad risk reduction.
Notably, since the start of the subprime crisis
the two diverged, but during October 2008
they suffered similarly from risk reduction.  In
the past, gold has shown a low correlation
with the equity markets.  For example, during
the 1987 stock market crash when the S&P
500 fell over 20% on Black Monday, gold
prices closed 3% firmer and were fairly stable
in the proceeding weeks.  Similarly, during the
1998 emerging markets/LTCM crisis, gold
prices were relatively steady, while equity
market volatility increased.  On neither
occasion were gold prices driven substantially
higher.  In recent months safe-haven buying
seems to have come into play and is buoying
prices amid a deteriorating macro-economic
outlook and rising geopolitical tensions. 

As a safe haven, gold’s job is not
necessarily to provide capital appreciation but
to provide less volatility and add stability to a
portfolio.  Gold volatility remains low
compared to other asset classes and holds its
attraction for equity hedging investors.
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Figure 3  Gold as an inflation hedge

Source: EcoWin, Barclays Capital
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Figure 4  TIPS vs Gold Against Inflation
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Conclusion

Gold’s dual role as a commodity and a
monetary asset has meant prices did not
tumble as much as other assets or
commodities toward the end of last year.
Nevertheless, some market participants were
disappointed that gold prices did not breach
the $1000 level for a second time last year.
After all, if gold prices do not thrive in an
environment of continual downward revisions
to GDP growth forecasts, equity markets
spiralling to multi-year lows, interest rates
slashed to multi-decade lows, new orders
falling to their lowest ever level, plummeting
auto sales, tumbling house prices and add to
that cocktail renewed geopolitical tensions,
what else is needed to boost safe-haven
buying? 

As we have discussed above, recessionary
periods, low interest rates and poor equity
market performance do not conclusively result
in higher gold performance.  However, if many
of the key factors are favourably aligned and,
most importantly, investor sentiment is
positive, gold prices tend to gain upward
traction.  

If we step back to March 2008, when gold
prices hit the all-time nominal high of
$1000/oz, gold found itself in a very price-
positive environment.  Three key drivers of
gold were indeed neatly aligned: first, the
dollar had reached record lows against most
major currencies; second, oil prices were on
an uptrend; and, in turn, third, combined with
higher agricultural prices, inflation
expectations were ripe, as well as equity
market underperformance and tight credit
markets boosting safe-haven buying.  Now the

latter has indeed worsened, but the three
external drivers have become less supportive
with the USD bouncing back, oil prices falling
and inflation concerns turning to deflation
concerns.  Overall, the drivers are not
currently stacked as positively as it would first
appear. 

In the near term, prices are likely to
remain torn between two camps.  On the one
hand, a sharp pickup in  safe-haven buying will
support prices, but on the other, the need to
liquidate positions to meet margin calls
elsewhere, combined with periods of USD
strength, will cap gold’s upside potential.
Physical investment demand in gold had an
exceptional year, with total gold holdings
across the 15 major ETFs closing 2008 at a
record 1195 tonnes, while retail sales of
coins and small bars have also soared.
In our view, three key factors are set to
evolve favourably for the metal: 1) we
expect the USD to weaken against the
EUR on a 12-month basis; 2) we expect
oil prices to go through an initially
shallow recovery this year, gaining
momentum as the year progresses; and
3) an inflationary environment is
expected to start to build towards the
end of the year.  We expect these factors
to support an uptrend in prices later in the
year.  Despite a supportive fundamental base,
the inevitable slowdown in producer de-
hedging means investor sentiment remains key
for the outlook of gold prices.  Where prices
travel from here depends on whether investors

keep turning to gold. n
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Figure 5  Gold’s performance during US recessions



It is startling how rapidly markets

have changed over the last 15 months

in the face of the worst financial

turmoil since the Great Depression.

The gold market has experienced this

first hand and there have been

ramifications for the gold lease rate

market.  It is the purpose of this

article to review how the market has

changed since my speech at the

LBMA conference in November 2007,

and to consider outlook for gold lease

rates in 2009 and beyond.

2008 saw significant volatility in lease rates
and the highest rates observed since May
2001.     The trading range for the three and
twelve month tenors were 0.03 to 2.93% and
0.22 to 2.42% respectively (see Figure 1).

What were the driving factors behind these
moves and will we see more of this volatility
in 2009?

Firstly, let us examine some of the major
developments within 2008.  In my paper in
2007, I went through the major drivers of
supply and demand for gold rates.  These areas

were central bank supply, the direction and
magnitude of private gold investment and
finally producer (de)hedging.

As a result of the financial turmoil, credit
conditions have tightened to extreme levels
and risk appetite has in most cases shrunk.
Whilst some market commentators believe
that central banks may have added more
liquidity into the gold lease rate markets (as
they did in the currency markets), all of our
evidence counters this argument.  In fact, in
my mind 2008 was the year that central banks
became more co-ordinated in their belief that
they should not lend gold at such low rates
and also more effectively differentiate bank
credit risk.  During the years 2003 to 2008,
bullion banks observed some central banks
pulling gold lending when rates were below
1%, whilst other central banks continued to
lend down to 1 basis point.  This behaviour is
changing.  Whilst is if difficult to accurately
estimate the amount of lending by central

banks, Virtual Metals believe that lending
decreased from 2,912 tonnes in 2007 to
2,330 tonnes in 2008.  Our own insight would
suggest that it has fallen more dramatically.
In addition, the amount of lending should
continue to drop rapidly if risk reward is at all
a factor in central banks behaviour.  Lease
rates are not high enough to justify un-
collateralised lending.  Unless the lending is
considered necessary for the smooth
functioning of the gold market (which is not
the current case), then the credit conditions
do not justify lending below one percent.
Figure 2 shows the current credit default
swaps (CDS’s) for a basket of some of the top
bullion banks.  Note sixty percent of these
bullion banks have CDS’s above 100 basis
points (bps), and the average spread is 160
bps.  This is substantially higher than the 47
basis point average CDS at the end of 2007.
Central banks should be reluctant to lend gold
to bullion banks on an un-collateralised basis.

Turning to collateralised deposits, I noted
in 2007 that under certain situations bullion
banks would convert collateral for long dated
gold borrowing away from government bonds
to gold itself.  Given the costs of borrowing
government bonds have risen from
approximately 10 basis points pre August 2007
to 50-200 basis points over the last 15
months, a number of bullion banks have wisely
developed facilities to allow them to convert
to gold collateral when gold leases are low
enough to justify it.  This will be a continuing
feature of 2009.

Another factor in gold lease rate trading
last year was bullion banks strategically
holding lower levels of gold inventories in an
attempt to reduce their balance sheet usage or
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Gold Lease Rates
A Rapidly Changing Market
By Raymond Key, Deutsche Bank
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they used the inventory to raise USD through
the gold swap market.  This inadvertently
facilitated the spike in lease rates as this
reduced their ability to lend into the rising
lease rate market.

I believe the above issues have been the
main driver of lease rates throughout 2008.  I
also believe that none of these issues have been
resolved so we are likely to experience further
spikes in 2009 and I would expect rates to
remain at elevated levels when compared to
the previous six years.

Another issue that I believe will have wider
attention this year is producer hedging.
Traditionally, producer hedging provided the
primary demand for gold borrowing.  At its
peak the demand was approximately 110
million ounces in 1999, however as at the end
of 3Q08 it only accounted for 16.9 million
ounces (Fortis-Virtual Metals report).  

A few comments on the topic: it is
interesting that the reduction from 2Q08 to
3Q08 was the lowest in two years.  Are we at
the end of de-hedging and about to enter into
a new era?  Does it make sense to spend
scarce cash flow or debt on buying back
hedges in the current environment?  The
lesson in base metals markets is that super
normal profit margins have been destroyed in
a matter of months and a large number of
producers will not survive if industrial metals
remain at current prices.  Certainly the gold
producers are in an enviable position where
gold acts as a safe haven asset and remained
solid in the face of widespread liquidation and
demand destruction.  However, what happens
when markets stabilise later in 2009?  Costs
are unlikely to increase for the next two years
given the global economic outlook.  Is this not
an opportunistic time for them to lock in
margins on a two to three year basis
opportunistically?  Have they not been given
the second chance that most of their industrial
metal peers did not get?

To put this in perspective see Figure 3.
The chart attempts to illustrate the
destruction of margin that gold’s “poor
cousins” are contending with.  Whilst it is very
difficult to calculate marginal cost of

production accurately this chart attempts to
indicate relative to current market prices the
approximate margins across various metals.
Gold stands out significantly.

In addition, what has happened to the vocal
minority of shareholders of those base metals
companies that demanded the pure play to the
base metal price?  Have they exited and
abandoned these base metal companies, or are
some still holders wishing that the companies
had locked in super normal profit margins that
were seen a little over six months ago?  The
debate around hedging will re-emerge in
2009.  One certainly hopes that any gold
hedging that occurs will be implemented
when the profit margins are as healthy as they
are now and not when it is a matter of
survival.  

If hedging does begin to become more
acceptable, this could trigger a multi-year
move higher in lease rates.

Investment demand is the other area that
has an effect on gold lease rates.  The
purchasing of unallocated gold or futures
provides liquidity to the market, whilst the
global gold ETFs drain liquidity basis their
holdings being backed by allocated gold.  It is
interesting to note relative to a year ago the
global ETFs are 3.5 million ounces higher and
the Comex speculative long positions are
nearly 8 million ounces lower.  These both net
drain liquidity from the lease rate market and
put pressure on rates to rise.

The caveat to higher lease rates in 2009
could come from two factors.  Firstly, in the
current environment, where global central
banks will force interest rates close to zero to
re-inflate the global economy, it is difficult for
gold lease rates to remain high.  It is also
difficult to push the gold curve into
backwardation - something that has rarely
been seen in 20 years.  The second caveat
would be if central banks decide to put gold
into the system to provide bullion banks with
another form of liquidity.  I doubt many
central banks will consider this necessary yet.

In summary, I believe that gold lease rates
will be floored close to 50 basis points for the
foreseeable future and it is quite feasible that

we will see the highs of 2008 retested.
A post script for those that look at lease

rates more deeply: many market participants
have asked during 2008, “what is the market
gold lease rate?”  Every bank now has a
different lease rate curve when compared to
Libor minus GOFO.  2008 has been the year
where bullion banks’ funding rates have never
been so diverse.  Three month rates across
bullion banks have ranged from 50 basis points
under, to 300 basis points over Libor.  This has
made it more challenging for central banks to
assess bullion banks deposit rates relative to
their credit quality and has also reduced
liquidity in the inter-bank gold swap market.
The outcome of these funding differentials has
widened spreads and pushed the market
towards the gold interest rate swaps market.
Some bullion banks have taken advantage of
long-term physical gold holdings to lend gold
forwards, and borrow gold interest rate swaps
to raise USD.  Given that most bullion banks
long term funding for USD is at least 150
basis points higher than Libor, there have been
some great opportunities for banks that have
either had, or have been able to raise long-
term gold they can monetise.  Based upon this
fact alone it does surprise me to see the spread
between gold forward and interest rate swaps
is between 20 to 35 basis points (up from its
lows of 8 basis points) and not substantially
higher.

Certainly, the terrible events within the
financial market have breathed life into the
gold forward and lease rates markets and the
future does not look dull. n
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Figure 3
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In the second half of 2008, the LBMA

conducted two surveys asking for

feedback from the Membership.  As

you may have seen, the LBMA sent

out a questionnaire with the

December issue of the Alchemist

asking for feedback on the content

and format of the current Alchemist.

The LBMA also hired a market

research company to conduct a more

direct survey of Members views on

more general issues such as value of

Membership, the website and the

Conference.  Twenty-two

representatives of Members and

Associates participated in telephone

and in-person interviews for the

Members’ Survey and over 150

readers completed questionnaires for

the Alchemist.  Thanks for all your

feedback and thoughtful suggestions.

Alchemist Survey

Respondents seem satisfied with the current
Alchemist; the only major requests were for
additional content and an additional electronic
format.  New items which readers would like
to see in the Alchemist include: a new
international feature section, a regular focus
on selected companies, more intense coverage
on the topics of central banks & refining and
more focus on silver, platinum and palladium.

Regarding the idea of the LBMA
producing an electronic Alchemist, 45% of
respondents would like to receive both a hard
and electronic.  25% of respondents would
like to receive only an electronic version while
20% prefer to receive only a hard copy.  Due
to the high interest in an electronic version,
the LBMA has been investigating different
formats and will most likely launch an
electronic version later this year.  The LBMA
will retain however, the hard copy version of
the Alchemist, due to its popularity and its
ability to help members to “stay in touch in
this faceless electronic age.”

Another popular idea that came out of our
survey is the addition of two new sections in
the Alchemist: an international feature section
and a regular focus on selected companies.  An
international feature section might select
different geographical areas in each issue.  This
could work together with a focus on selected
companies from that area.  The LBMA is
considering the addition of both of these into
the current Alchemist format.

Otherwise in terms of content, readers
seemed pleased with the five major subject
areas currently included in the Alchemist, i.e.
Bullion Market Products, Supply/Demand &
Prices, People & Companies, Industry Events
and LBMA News.  Of these topics, many

respondents would like to see more of
Supply/Demand & Prices and People &
Companies.  Other topics that readers would
like to see more of were Refining and Central
Banks.  After that Private Investment and
Scrap were the next most requested subjects.  

Response to the question about the
Alchemist’s strengths and weaknesses,
fortunately the weaknesses were small in
comparison to the strengths.  The major
themes that emerged as strengths were that
the Alchemist is considered informative, well
balanced and a unique source of information
for the bullion market.  The identified
weaknesses were the need for an electronic
format, timeliness of reporting, either too
much or too little technical content and too
much focus on gold.  

In terms of how the Alchemist should
change, the electronic format was stressed as
well as an expansion of content, more
frequent publications and further inclusion of
topics such as technical aspects and PGMs.
However, most readers replied “Fine as it is,”
when asked how should the Alchemist change.  
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Membership Survey

Universally respondents agreed that the LBMA
was a well-managed and professional trade
association which fulfils an important role for
the bullion market.  Only 31% of respondents
thought that any of the LBMA services could
be improved.  Of those 31%, most mentioned
an improvement of electronic communication
with Members.  In particular an electronic
version of the Alchemist and online market
updates were mentioned.  

Website

The website is the most widely used of the
LBMA services and 36% of respondents felt
the site could be improved by adding more
information, for instance on PGMs.  In terms
of external links, 40% of respondents agreed
that more would be beneficial, e.g. links to
Members’ websites.  The website appears to
be the key regular point of contact members
have with the LBMA.  Therefore it is
important that the Executive continue to
review and update it on a regular basis.  All
agreed, however, that the site was easy to
navigate and that it provided enough
information about the conference/seminars,
special events and adequate booking facilities.

Alchemist

As with the Alchemist Survey, the majority of
respondents were complimentary about the
Alchemist and it appears to be a well-read and
valued trade magazine. Although there were
several negative comments, in general
respondents found the magazine informative
and interesting with a good balance of articles,
providing a positive image for the LBMA.  It
was suggested that an electronic bulletin may
work in conjunction with the hard copy
Alchemist in helping to maintain a regular
dialogue with its members.

There was also strong support for the
magazine to include editorial coverage of
other precious metals such as platinum and
palladium, although clearly not at the expense
of a reduced coverage of gold and silver.
Respondents pointed to the success of the
joint LBMA/LPPM Conference last year and
argued there was no reason why further PGM
content could not be included.  

Conference

From the survey it can be concluded that the
all respondents were aware of the LBMA’s
Conference and that the majority of them had
attended a previous conference with over 50%
saying they attended on a regular basis.

However, whilst agreeing the LBMA
Conference was a great event for the industry,
there was concern amongst respondents
(40%) regarding the location and the costs of
attending this.  However on a positive note the
majority agreed it was an event that
traditionally brought all the key decision
makers in the industry together in one place
and a most useful occasion to network.  Also
respondents universally agreed that they
received sufficient notice of the Conference
itinerary and there were no complaints as to
the advice and info available with respect to
flights, hotels and travel arrangements for the
conference.  The Executive is discussing all of
the points raised regarding the Conference
within the Public Affairs and Management
Committee.

Our Thanks

Many thanks to all the respondents who
participated in the Alchemist and Membership
Surveys.  We appreciate your comments and
are planning on how best to respond to the
suggestions put forward.  To those of you who
indicated your interest in contributing or
advertising, the Executive will be in touch
soon!  If you have further feedback, please do
not hesitate to email alchemist@lbma.org.uk.

LBMA MASQUERADE

THURSDAY 26 FEBRUARY 2009

18.00 – LATE
EIGHT PRIVATE MEMBERS CLUB
1 CHANGE ALLEY, LONDON EC3V 3ND 

Admission by ticket only

Programme

Bar & Masque games begin: 6:00–9:00pm 

Drinks Reception: 6.00–7.30pm

Dinner (fork buffet): 7.30–8:45pm

Masquerade Ball (disco): 9:30pm–late

Dress: smart casual

Masks encouraged

Reservations should be made by Friday 20th February 2009

Speak to your internal LBMA contact to reserve your place
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The Third LBMA Assaying and

Refining Seminar Programme
23-25 March, 2009

Day One - Monday 23 March

Welcome Reception at Armourers Hall

Day Two - Tuesday 24 March

Introductory Session

Remarks by the Seminar Chairman
Stewart Murray, London Bullion Market Association

Proficiency Testing and Fitness for Purpose in Analysis
Prof. Michael Thompson, Birkbeck College

Good Delivery List – Recent Developments
Peter Smith, Chairman, LBMA Physical Committee, JP Morgan Chase
Bank 

Pro-Active Monitoring: Results from the First and Second cycles
Douglas Beadle, LBMA

Assaying and Reference Materials

The Work of the LBMA Referees
Stewart Murray, London Bullion Market Association

Comparison and Complementarity of Analytical Methods for the
Determination of the Fineness of Precious Metals
Pascal Cassagne, Metalor

X-ray Flourescence Analysis of Silver
Michael Steffen, Norddeutsche Affinerie

Reference Materials

A Survey of Available Reference Materials
Dirk Hofmans, Umicore Precious Metals

Development of Silver Reference Materials 
by the Royal Canadian Mint and the Rand Refinery
Neil Harby, Rand Refinery

LBMA Reference Materials - Project Update
Mike Hinds, Royal Canadian Mint

Manufacturing of Gold Reference Materials by Tanaka KK
Ichimitsu Itabashi and Hiroshi Sawai, Tanaka KK

Day Three – Wednesday 25 March

Physical Quality and Weighing 

LBMA Visual Guide  to Good Delivery Bar Acceptability
Stewart Murray, LBMA

Casting: Getting it Right
David Stokes, Precious Metal Refining Consultant

Use Of Ultrasonic Analysis for the Quality Control of Gold Standard
Large Bars
Michele Genel, PAMP
Followed by comments from London vault managers

The London Approach to Weighing
Tony Dean, HSBC

Panel Discussion 
• Assaying
• Reference Materials
• Physical Quality
• Weighing 

Concluding Remarks and Suggestions for Future Work
Stewart Murray, LBMA

THE ARMOURERS’ HALL 

81 COLEMAN STREET 

LONDON  EC2R 5BJ

Registration Now Open

Registration is free to all LBMA Members, Associates
and Good Delivery Refiners.  Other companies are
requireed to pay a registration fee of £230 (inclusive of
VAT) per person.

To obatin a registration form and further information
please visit www.lbma.org.uk/events/seminar

If you have any queries, please contact Collett Roberts
on 020 7796 3067 or collett.roberts@lbma.org.uk
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Many people in the market today

will be able to recall the dealing

rooms of the late 80s and early

90s.  In so many ways, they were

testament to the phrase ‘the past

is another country’, a country that

sounded and even smelt a little

different. Blue smoke curled up

from dealer’s ashtrays; telex

machines chuntered, increasing to

a metallic canter as business

picked up; the beep of Reuters

dealing machines would reach a

crescendo of their own on call-outs

from other market-makers.  “Five

bars - Po Sang” and “Silver in a

lakh for Saradar?” evoke the

passing of old counterparties.

And a broker-box would bark

“Dollar Mark in a score?” in a

voice that was pure Romford. 

The world has changed enormously since
then, and the market with it.  So how do
dealers sitting at their desks today find the
world of gold and precious metals trading
compared to the world of 10 or 20 years ago?
And as importantly, how have the constants in
the market evolved, bearing in mind that gold
has been exchanged in one way or another for
longer than almost any other commodity in
mankind.

The most obvious impact has been the
spread of technology.  There has been a great
‘democratisation’ of trading access via new

electronic platforms that have cheapened the
cost of entering the market and putting a trade
on.  Electronic platforms allow for blindingly
quick execution, and in addition, a massive
drop in the cost of both computing processing
power and fast servers has enabled
‘algorithmic’ traders to exploit opportunities
in futures. 

Additionally, there has been a rise in the
number of different platforms, and a
multiplicity of different users on these
platforms.  The crowd has changed. Comex,
Tocom and EBS have been joined by Dubai and
MMC and others.  Whilst the concentration of
liquidity is still in the OTC market and the
main exchanges, there has been a
fragmentation of liquidity away from the
Comex ‘floor’ and London, and to some
extent, a fragmentation in the type of different
players that long-established precious metals
traders were used to seeing.

An additional factor is the rise of the prime
broker.  Major banks access the EBS platform
directly in their capacity as Prime Brokers,
and in turn, a great spread of clients operate
behind the name of the bank, buying and
selling OTC and futures (The Prime
Brokerage facility enables clients to trade
precious metals using the bank’s balance sheet
and documentation, simplifying life for the
client and earning income for the bank).
Again, these clients participate in the market,
yet they bypass the traditional dealing desk in
the sense of asking for quotes.

So what does all this ‘fragmentation’ mean
for traders today?  It has shifted the pool of
liquidity away from them to some extent, and

increased intraday volatility
in the process.  The old
pyramid where market
makers sat at the top still
exists, but outside of the
pure ‘prop’ desks, the
professional market seems
to have narrowed its focus
to day-trading of smaller
positions, aware that there
are significant flows
happening on the
‘electronic’ – such as
Globex or EBS, that can
move prices significantly
without so much as an
ounce trading across the 
traditional trading desk. 

Access to Comex gold and silver contracts
throughout the London trading day means that
dealers are hedging regularly via the electronic
platforms as well.  When I worked in Tokyo,
TOCOM dealers often joked that a weekend
spent practicing at an amusement arcade in
Shinjuku was time well spent in preparation
for the week ahead in TOCOM.  The then
‘new’ electronic trading system meant that
responsible adults were flapping around in a
blur trying to hit the right keys for the active
month.  Of course, this was before the advent
of the Playstation, or even the Sega Saturn,
thereby justifying a trip to the bars and
arcades.

Now dealers everywhere are in the same
boat, trying to point and click as fast as they
can.  That thin wail you hear every so often
echoing over the open line is not the sound of
someone having their lunch cancelled by a
credit-crunched broker, but rather someone
whose server has decided to give up the ghost
at a critical moment.

Technology can have surprising results
however.  As Ross Norman remarked in
Kyoto, latency times for trade execution are
becoming ever more critical.  So the hedge
fund which moved to the Alaskan wilderness
so the guys could indulge their taste for
salmon fishing and heli-skiing might yet be
forced to leave Juneau for the daily trudge to
lower Manhattan. 

I haven’t mentioned the ETFs in detail, as
although they give everyone more data to look
at, it’s debatable whether they change the
frame of reference for most dealers day-to-
day, although ETF market makers will benefit

The Bullion Market, 
Then and Now
By Nicholas Frappell, RBS Sempra Commodities

“I say, three 

separate ashtrays!”
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from the flows.  However, what the ETFs are
part of is a huge mobilisation of investment
money into almost all markets as a
consequence of a decade or more of easy
money policies and a keen chase for yield in
the face of an aging demographic in the west
generally, and in Japan in particular. 

It is this heavy flow of money into indexes
and funds of various kinds, often via new
channels, that have created an ‘Alice through
the looking Glass’ world for traders, as money
surged in on the back of a compellingly-told
commodity story that made good sense when
prices were low and your commodity curve
was backwardated, allowing indexes who held
‘long’ futures positions to earn yield by rolling
their positions… but became increasingly
stretched in a high-price contango world. 

What we all learned was that if the
participants in the gold market ever thought
that they were in charge of the game, the size
of money inflows disabused them.  Dealers
used to the idea of servicing the needs of
apparently rational players in the market –
Indian physical merchants, producers and
Central Banks – for example, discovered that
money was the new fundamental, and it didn’t
seem very rational at all, or rather, the lack of
liquidity has produced intraday price moves

which mystify – which is not the same as
‘irrational’ of course.

Nowadays, structured notes which might
have payouts linked to the price of (for
example) diesel, copper, agricultural
commodities and gold in a custom blend are
commonplace, and the optionality embedded
in them is as typical of today’s market as a
producer enquiry in 1989.

The most striking thing for today’s dealers
however is this: we have stood on the
precipice of financial meltdown, and seen gold
trade to US$1,040 last year – compared to the
US$250’s seen in 1999. 

The centrality of gold in an environment of
wealth destruction and fear for the safety of
banks and savings is partially demonstrated
below.  In the light of the huge moves
downwards in some of the stock indexes and
the WTI, the -13 % move in the particular S &
P / Case-Schiller Index (tracking the US
Housing Market) I chose from January
through to October of last year looks trivial,
however it represents the continued erosion in
the value of the most important asset that
most Americans hold.

Until last year, the predictions of extreme
gold bulls who fundamentally distrusted paper
money and claims on the banking system had

never been tested in any serious way.  Now
they have been, and will continue to be.
Whichever side of that debate one stands on,
something that was a fringe issue to many has
moved to centre stage.  And the growth in
demand for small bars and coin shows the
sentiment among the general public.  Given
the scale of wealth destruction in the past 12-
24 months, gold’s appeal isn’t too hard to
understand.  Whilst it is too early to say
whether all four horsemen of the financial
apocalypse have arrived, for those who stood
in the rain queuing to get money out of
Northern Rock, or turned up to work at
Lehman Brothers on 15 September of last
year, it must have felt as if at least one was
trotting past. 

Looking forward, and completely leaving
behind the day to day differences between the
markets of years gone by, and the ones we face
now, one age-old question still remains in the
back of the minds of those who look to the
gold market for part of their savings.  What
would gold be worth in the event of a full-
scale collapse of society as we know it? 

Now that question is unanswerable in
detail, but let’s hazard an attempt.  It will be
worth more than the flip-flops you stand in as
you nervously survey the street for half-crazed
citizenry, palms sweating on the stock of a
recently-acquired shotgun.  But it might be
worth far less than the parts for the water
pump that stands between you, your family,
and dehydration.

That, however, is a whole article in itself. n

A L C H E M I S T   I S S U E  F I F T Y  T H R E E

Nicholas Frappell trades on the precious

metals desk at RBS Sempra.  He started in precious

metals at Bank of Boston and later worked for

Sumitomo Corporation.  He has lived and worked in

Singapore, London and Tokyo.

Nick is a member of the LBMA Membership

Committee and a former member of the

Management Committee.  He read Political

Economy at City University, London. 

“…and this orange symbol accompanied by

a chime will alert me to a trade with a

client via EBS.”
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Gold Jewellery Consumption
The Impact of the Economic Crisis

GFMS

Reviews of gold jewellery

consumption typically focus on the

price sensitive countries of the

developing world, in particular

India, because of their marked

fluctuations in demand.  The

industrialised world’s more stable

consumption, however, is still worthy

of analysis.  

Firstly, it remains sizeable, at around 600
tonnes last year, and has the scope for massive
change.  As illustrated in the accompanying
chart, this grouping’s consumption has
roughly halved since its early 1990s peak.
Secondly, its relatively price insensitive nature
means it has the active ability, at least in
theory, to boost or undermine the gold price,
in contrast to the developing world’s
consumption, which may well just passively
inflate or deflate in response to price moves
caused by other factors.

This loss of almost 600 tonnes of demand,
as implied above, had three main causes,
namely background structural changes, higher
and more volatile gold prices, and recent
macro-economic problems.  The explanation
and importance of each is assessed below.

Background Structural Trends

A historical review of consumption in the
industrialised world shows a downward slide
since 1992 that has been remarkably smooth.
The chief reason for this seemingly relentless
decline is that the bulk of losses within this
period are attributable to secular changes.
One such change is market share loss by all
forms of jewellery to other areas of
discretionary spending, such as consumer
electronics or short break holidays.  

A second is that consumers have been
choosing to devote an ever greater percentage
of expenditure when buying jewellery to
elements other than precious metals.  These
elements can be physical, such as diamonds
(which explains the norm in most markets for
the share attributable to gemset over plain
pieces to rise inexorably), or intangible, such

as the perceived value of a branded item.  One
manner in which this has occurred is the long
term slip in average weights as lighter pieces
have higher making charges on a per gramme
basis.  There has also been market share loss by
gold to other precious metals in several
markets.  

It is important to note here that this does
not imply the value of gold jewellery
consumption has been falling.  A simple
multiplication of the fine weight by the
average price shows a strong uptrend in value
this decade and that is before we take into
account inflating margins (branded, lighter
and gemset pieces invariably carry a higher
markup than plain, unbranded and heavy
items).

The Gold Price Rally

Structural changes, however, cannot explain
the acceleration in the pace of decline from
2006 onwards.   Instead, it seems fair to blame
much of this acceleration on the gold price
rally.  It might be thought that this would
primarily hit consumption through
consumers’ budget constraints.  However, of
seemingly far greater importance is the trade’s
management of margins.  

In theory, the rise in the gold price could
have been accommodated by a drop in the
markup over the fine gold content that the
consumer ends up paying but, instead, far
more attention seems to have been paid to
shaving the weight of gold to keep pieces
below key price points, especially in the

United States.  Such methods have included
swopping from solid to hollow items or the
adoption of electro-forming (a process geared
to producing light weight articles).  There has
also been an intensification of structural
trends, such as incorporating more non-metal
elements (a pendant on a leather cord rather
than a gold chain for example) or adding
small, inexpensive diamonds to boost apparent
value.

The Financial and Economic Crisis

It is of course quite reasonable to describe the
gold rally as partly the result of recent
financial troubles.  Nonetheless, it is
important to see if there are direct links
between falling jewellery consumption and the
abrupt slowdown in GDP growth in the
industrialised world that began last year.  A
review of annual figures is of little help as the
acceleration in the pace of consumption’s
decline in 2008 could merely be a function of
record gold prices.

To isolate the gold price, we therefore
need to look at a more detailed time series.  If
we begin with quarterly figures, there has
been a reasonably clear acceleration in the
pace of consumption declines over the last
year or so and, while steeper losses in late
2007/early 2008 coincided with rapid price
gains, those in the second and third quarters
were in tandem with prices easing; a
development that obviously implies other
factors at work.  (At the time of writing, our
fourth quarter figures have yet to be finalised
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but these are likely to show slightly greater
losses again when published by the WGC in
mid-February’s Gold Demand Trends.) 

The closer analysis of other factors’
influence arguably requires monthly
information.  One useful data set here are the
figures for US gold jewellery imports.  As
shown in the chart, there was a marked jump
in the speed of the decline in imports from
mid-2007.  Up until March 2008, these ever
steeper losses closely mirrored the gold rally
but, after that, there were periods of both
easing prices and larger consumption losses.
Time lags may partly be the cause but changes
in consumer spending or confidence, as
graphed, do appear to have enjoyed greater
similarity to import behaviour.

The fact that the pace of consumption
losses has sped up is partly due to an
intensification of the process of minimising
gold use.  One such area is a move to lower
carats.  Before 2008, shifts to lower carats had
been comparatively limited, especially in those
markets dominated by one standard, say Italy
and 18-carat.  There was only one obvious
exception here, Japan, where there had
already been a swing from 18 to 10-carat.
More recently however, there has been a more
pronounced shift to lower carats, particularly
in those countries with a mixed carat
structure, for example the United States.
There, and in other markets such as Australia,
this has taken on a more radical form in the
growth of ‘gold-filled’ pieces, jewellery where
carat gold is clad to a core of another metal,
typically silver, to give an effective carat for
the whole item of only three or four.

Another factor that we have seen is greater
market share loss by gold to other metals.  In
Italy for example, there was a swing to the
non-precious, such as brass or stone-set steel,
while the US market saw a shift from gold to
high end silver jewellery.  The latter’s resultant

focus on value rather than weight helps
explain why silver’s losses globally to other
forms of jewellery, such as steel, may well
have outweighed the gains from other
consumers’ migration from gold.  As a result,
silver also suffered accelerating consumption
losses last year in the industrialised world,
although the scale of the drop remained far
smaller than that inflicted on gold.  Gold
benefited through substitution from platinum
but this tended to be confined to the first half
of last year, when gold’s discount was over
$1,000/oz, and was centred on the more
price sensitive Chinese market.

As for the impact of the crisis on the
jewellery industry, there is clear evidence of
manufacturers facing great problems in their
ability to borrow gold, whether securing
bullion supplies if counter-party risk had been
judged too great or paying more as true lease
rates rose.  The securing of credit has also

been a major headache for wholesalers
and retailers and one way in which this
has impacted the gold market is through
the occasional remelt of slow selling
pieces in order to get inventory
valuations below loan limits.

A Conclusion

It is possible to assess the impact of both
the direct consequences of macro-
economic turbulence and their indirect
transmission via the gold price by
calculating how large industrialised
world consumption might have been if
we had just had structural change to
contend with.  This can be done in a
indicative fashion by applying the
average annual drop in the period 1996-
2005 of around 2% to the years from
2006 (the first year in which one could
arguably begin to describe prices as
“high”) to 2008.  If they had fallen at

that average pace, that would have left
jewellery consumption in 2008 some 220
tonnes higher than our current figures.  Given
that macro-economic problems are yet more
recent, it is probably fair to blame the bulk of
these non-structural losses on the price.
However, for 2008 alone a roughly equal
billing for the two is perhaps a better stance,
given the jump in the scale of the drop from
2007 to 2008.

Looking ahead, it is hard to see how
another drop in consumption in the
industrialised world can be avoided, given
bleak economic prospects, possibly higher
prices and the background changes whittling
away at weight.  The exact scale of the decline
will be chiefly dependent on the first two but
it is easy to envisage a scenario in which losses
in 2009 are a good 50 tonnes. n

Figure 1  Industrialised World Gold Jewellery Consump!on & the Gold Price

Source: GFMS

Industrialised countries comprise: Europe (incl Russia, excl other FSU), North America, developed East Asia (Japan, South Korea, Singapore, Hong Kong & Taiwan) & Oceania
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MEMBERSHIP
Members
Rand Merchant Bank was
admitted as a Full Member with
effect from 1st March, 2009.

Three companies have
recently resigned their
membership with effect from
31st December, 2008:  Marubeni
Europe plc, Bank of America and
Banque AIG.  

Associates
The LBMA Associate Review
programme requires Associates to
renew or replace their
sponsorship on a rolling three-
year basis.  During this process,
Goldas of Turkey did not provide
three sponsors from within the
Membership and as a result, its
Associate status was revoked with
effect from 31st January, 2009.

As a result of these changes and
the earlier departures of Bear
Stearns and Lehman Brothers, the
membership list now includes 63
Full Members (ten of which are
Market Makers) and 55
Associates.  During 2008 there
was a net increase in the overall
Membership of four, due mainly
to growth in the Associate
category.  The full membership
list can be found on the LBMA
website.  

COMMITTEES
Management 
The Management Committee met
in mid-December 2008 and in the
beginning of February 2009, to
review the work of the sub-
Committees.  One of the most
important issues discussed was
the venue for the 2009
Conference.  During the last
month, many Members (as well
as delegates who have attended
previous conferences) have asked
the LBMA to reconsider the
decision to hold this year’s
Conference in Peru, due to the
recent changes in the business
environment.  Many of them have
expressed the view that
attendance from both Europe and

Asia would be dramatically lower
this year if a venue in South
America were chosen.

The LBMA Management
Committee has now decided to
postpone the choice of Lima as
the conference venue and to hold
the tenth annual LBMA Conference
in Edinburgh, during the period
1st -3rd November, 2009.

The Committee also
responded to requests from some
Members for the LBMA to hold a
seminar concerning cleared
forwards and it agreed that this
should be held as an open forum
for all Members and Associates
three institutions to present their
ideas on this topic (see sidebar).  

The Committee also discussed
the possibility of making the
Biennial Dinner an annual event
as had been suggested by some
Members.  However the final
decision was to continue to hold
these dinners every two years.  

Physical 
The Physical Committee met in
December and as usual reviewed
progress with applications for
Good Delivery listing.  Currently
three applications are being
processed and a further eleven
companies have indicated a
serious intention to submit
applications during the coming
year.  

The Executive has now
reached the halfway point in the
second cycle of proactive
monitoring.  Each quarter,
approximately ten refiners are
required to submit to monitoring
which involves testing their
assaying proficiency and checking
the non-technical aspects such as
ownership, tangible net worth
and production levels.  

Excellent progress has been
made by Tanaka in Japan with the
production of gold reference
materials.  The two ingots
containing different levels of
impurity elements have been
proved to be homogeneous.  The
materials have also been engraved
and the final packaging has been

ordered.  The final step will
involve the analysis of the actual
impurity levels involving a
collaborative effort by the
laboratories of ten Good Delivery
refiners.  

The project to evaluate a new
electronic scale for the weighing
of large gold bars has also made
good progress recently.  The new
scale has now been delivered to
London and checked by the
LBMA’s weighing consultant who
concluded that it appears to meet
the LBMA’s requirements over
the coming months it will be
thoroughly tested in comparison
with the traditional beam balance
in one of the LBMA vaults.  

Public Affairs 
The Public Affairs Committee
met in December 2008 and
February 2009.  One of the most
important issues discussed was
the venue for the 2009
Conference.  The LBMA had
previously announced that this
would take place in Lima, Peru in
the period 1-3 November.  The
Committee discussed the
concerns expressed by some
Members that having another
long-haul destination (as far as
attenders from Europe and Asia
are concerned) might result in a
significantly reduced
participation.  See the decision of
the Management Committee
above.

During the past months, the
Executive has been busy finding
out the views of Members and
Alchemist readers on a number of
aspects of the LBMA’s PR
activities and publications,
including the possibility of
producing an electronic version
of the Alchemist as an alternative
to, or in addition to, the printed
version.  Views on the content of
the Alchemist were considered
during the February meeting, and
the Executive is researching
options for an additional
electronic version of the
Alchemist.

Membership 
The Membership Committee held
its first meeting of the year on
9th February, 2009 to review
applications for and changes in
the Membership.  Following the
resignation from the Committee
of Eddie Nagao (on his return to
Japan) and more recently of Bob
Davis (who is leaving BNP
Paribas) the Management
Committee has accepted the
applications of John Levin of
HSBC and Michael Ludwig of
Paribas to join the Committee.
Our thanks go to the three other
candidates who put their names
forward. 

Finance 
The Finance Committee met to
review the Management Accounts
of 2008 and to consider a revised
budget for 2009.

CLEARED FORWARDS
SEMINAR
The seminar organised by the
LBMA for Members and
Associates was held on 21st

January.  Three institutions
(whose contact details are shown
below) made presentations on
how Members could use their
clearing facilities for credit
mitigation and thus enhance the
existing OTC market.  The LBMA
is not intending to recommend
any of the options that were put
forward by these institutions.
Rather this is something which
individual Members may decide
to consider individually.  The
contact details of the three
institutions are:

London Clearing House
David Farrar,
david.farrar@lchclearnet.com

CME Group
James Oliver,
james.oliver@cmegroup.com

NYSE Euronext
Jennifer Ropiak, 
jropiak@nyx.com

LBMA News
By Stewart Murray, Chief Executive, LBMA
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REACH
Following the deadline for pre-
registration on 30th November
2008, the LBMA met with Dr.
Jeff Levison, the Co-Chairman of
the EPMF Precious Metals
Consortium, and a further more
formal meeting is planned to take
place in March or April.  This will
allow those companies who have
pre-registered to have a better
appreciation of the role and
activities of the Consortium.

After taking advice from legal
counsel, the LBMA decided
finally not to produce a statement
indicating that large gold bars
were considered to be articles
rather than substances.  The
reason for this was that when
gold is used as a raw material for
eg, the jewellery industry, it is
melted and alloyed.  It was felt
that it would therefore be simpler
to allow those Members which
considered that they needed to

pre-register to do so with the
certainty of them subsequently
registering rather than having a
period of uncertainty as to the
type of gold and the tonnage band
that they would have to declare.

ANNUAL PARTY
The LBMA’s annual party for staff
at Members and Associates will
take place at the Eight Club, on
26th February.  Contacts at
Member and Associate companies
have been sent a form asking for
them to register the participation
of their colleagues.  The event
will be subsidised by the LBMA
with the result that the charge per
person will be £25.  As the
venue’s capacity is limited, there
will be a limit on the number of
staff which each Member or
Associate company can register
for the event (15 for Market
Makers, 10 for ordinary Members
and 5 for Associates). n

FEBRUARY
24
57th Minesite Forum

London

T: +44 207 562 3381 

emma@minesite.com

www.minesite.com

26
LBMA Annual Party

London

T: +44 20 7796 3067

F: +44 20 7796 2112

collett.roberts@lbma.org.uk

www.lbma.org.uk

MARCH
23-25
Third LBMA Assaying and Refining

Seminar

London

Details on page 10

23-27
Asia Mining Congress

Singapore

www.terrapin.com

T: +65 6322 2700

F: +65 6223 3554

APRIL
7
GFMS Gold Survey 2009

Johannesburg, London, Toronto

T: +44 20 7478 1750

www.gfms.co.uk

23
GFMS Platinum and Palladium Survey

2009

Johannesburg, London

Details as above

MAY
26
World Silver Survey 2009

New York

T: +1 (202) 835-0185

mfreese@silverinstitute.org

www.silverinstitute.org

John Chan to
MKS Finance,
Singapore
MKS Precious Metals ( Singapore ) Pte Ltd will be supporting MKS
Finance SA regional offices and services in countries where MKS
does not have an office.  The new office will be headed by John
Chan.  John’s last appointment was Managing Director of
Commodities and Banknotes at DBS Bank in Singapore.  Prior to
DBS John’s business experience included 26 years heading up N M
Rothschild in Singapore.

Mike Marsh to Baird & Co, London
Mike has rejoined Baird & Co Ltd on their sales and trading desk.
Mike has been in the bullion market since 1977, most recently with
Scotiabank and Baird.  Mike left at the end of 2002 to take travel
and pursue other interests, and due to changing plans has returned
to help with Baird’s continuing expansion.

Marjorie Nadal to Credit Suisse, London
Marjorie has joined the commodities team of Credit Suisse and we
will be running the Precious Metals Options business in London.
Marjorie joins Credit Suisse from Lehman Brothers where she was
trading Precious Metals and Exotics.  Prior to that, Marjorie ran
Exotics trading for Commodities at Calyon UK. 

Market Moves

DIARY OF EVENTS

VACANCY on the LBMA Executive

Are you interested in joining the LBMA Executive
team?  The LBMA is searching for someone with
knowledge of precious metals and good
communication and computer skills.  Job description
and further information will be available shortly.  To
register your interest, please contact the Chief
Executive, Stewart Murray, by phone or email.
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Forecast Winners 2008
Prizes Donated by PAMP SA

by Ruth Crowell, LBMA Executive Coordinator

Looking back at the dramatic

developments affecting all

markets in 2008, there were a

number of cases where trading

almost completely broke down

in the face of uncertainty about

the value of the assets

underlying these markets.

Whilst the most obvious

example was the sub-prime

mortgage market, the same could be

said for the CDS market and even

LIBOR looked very shaky at one

point.  Precious metals have also seen

wild fluctuations, especially in the

PGMs and silver.  

It is notable that by comparison, the gold
market has been a beacon of steadiness though
even here, volatility was the order of the day.
Thus, as measured by the average change in
the daily price, this was double the level seen
in the previous two years.  Somewhat
surprisingly, however, the overall trading range
at around 34% of the year average price was
little changed from what was seen in 2006 and
2007.  Relative to other metals, gold’s
rollercoaster ride has been almost
comfortable.  

This raises the question
of why gold has been
able to demonstrate
such relative stability.
There are two aspects to
answering this question.
Firstly, concerning the
market’s customers, the
widespread perception
of gold’s renewed safe
haven status has meant
that private investors
have continued to buy

or hold gold, central banks have either
maintained their positions or at least sold less
than in previous years while mining companies
have not been tempted to engage in large-scale
forward selling.  No one can expect that gold
demand, for instance in electronic products or
jewellery, will remain unaffected by the
current recessionary tendencies in most of the
world’s economies.  But the investment nature
of much of the gold sold in the form of
jewellery will undoubtedly mean that the
impact of recession is somewhat muted.  

The second aspect concerns the way in
which the professional wholesale market has
reacted to the credit crunch and to the
changing needs of its customers.  It is fair to
say that all market participants have been
stress-tested (in a few cases to destruction) by
the events of the last year.  In these
circumstances, mitigating credit risk and
maximising the efficient use of capital have
become urgent topics.  Nevertheless, many of

the leading players in the London bullion
market are amongst the strongest of financial
institutions.  Given the emphasis on trading
with sovereign institutions in the gold market,
they have to be.  In years past, some
customers developed a taste for more exotic
derivatives but more recently, the favoured
products in the gold market have essentially
been rather simple in nature – spot, forwards
and more or less vanilla options – but these
have still allowed traders to provide customers
with the flexibility which they need.  In the
London market, the combination of a tried
and tested clearing and vaulting system and
the transparent and trusted fixes together
provide the market’s customers with a feeling
of confidence about the underlying asset.  One
relatively new product, the ETF, has certainly
contributed to broadening the interest in gold
as an investment and this too has clearly
helped to maintain levels of trading activity.
The strength of the London market has been
not only that customers have been able to put
on positions but that they have been able to
exit from them.  Taking a somewhat wider
view of London, its role in financing trade and
mining activity continues to be a very
important adjunct to the trading activity
which takes place here.  With a supportive and
effective regulatory system, it is hard to see
how London’s role could be replaced.  

Just as gold survived the 1930s depression,
it is showing every capability of being a safe
haven for investors during the difficult period

which lies ahead in 2009. n

Steady as She Goes
Editorial Comment by Martyn Whitehead, LBMA Vice Chairman

Congratulations go to all three winners,
Frederic Panizzutti, Tom Kendall and Bob
Takai who have taken home a one ounce
gold bar for each metal won and in Bob
Takai’s case, two bars!  Also our thanks to
PAMP SA, Switzerland, for their
generous donation of the prizes and to all
who took part in the survey.

Despite a year of volatile trading,
contributors to the 2008 Forecast had an
excellent year in terms of the accuracy of
their predictions.  In a record year for
gold, Frederic Panizzutti, MKS
Finance SA won the gold prize with an
exact forecast of $872.  Although silver

did not break any records, the 2008
average came in at $14.99, and Bob
Takai, Sumitomo Corporation, won his
first prize with a predicted average of
$15.00.  Tom Kendall, Mitsubishi
Corporation won the prize for platinum
with a prediction of $1,575 just $1
below the outturn for the year of
$1,576.  For palladium, Bob Takai,
landed his second prize, with a forecast
of $350, just $2 below the outturn.  
The 2009 Forecast is included with this
issue of the Alchemist.  If you are
interested in contributing next year,

please email alchemist@lbma.org.uk. n

Tom Kendall,

Mitsubishi Corporation,

receives his one ounce

PAMP gold bar from

Stewart Murray, 

LBMA Chief Executive



Starfish an international charity
helping to support children
orphaned or affected by
HIV/AIDS in Southern Africa

Hospice Association of the

Witwatersrand, South Africa

careing for the needs of patients
facing life-threatening illnesses
and their families 

Look London providing aid and
information to visually impaired
children 

Essex Spina Bifida in
memory of Andy Hoare’s son 

Action Aid a charity with
projects in over 40 countries,
providing food, shelter, work,
healthcare and education for the

needy 

Cancer Research in memory
of Terry Smeeton 

Friends of Hillside a school
that caters for pupils that have
severe learning difficulties 

Arthritis Research in memory
of Chris Saubergue

In 2001, LBMA charitable giving was put onto a different footing
when a system of fines was agreed by GOFO contributors whereby
they would pay a fine to the LBMA if they failed to contribute to the
GOFO page more than three times in a month.  It was agreed that
up to half of these fines could be donated to charity.  More recently,
SIFO contributors have adopted the same system which has swollen
the pot of funds available.  

Since 2001, the LBMA has donated over £35,000 to various
charities, mostly those in which members of the market have been
involved.  Examples of LBMA charitable giving in the past are listed
to the right.

Alongside its charitable giving, the LBMA has also sponsored
bursaries for the support of earth science students (ie studying
subjects such as geology, metallurgy and minerals science).  From
1988 to 2005, LBMA provided funds in alternate years to two of
the leading UK mining schools, the University of Exeter (the
Camborne School of Mines) and Imperial College (the  Royal
School of Mines) in London.  These funds were to support post-
graduate students (one each year) usually from developing countries
which had mining industries in the precious metals sector.  In 2004,
the Management Committee decided that the funds should be used
to support groups of honours students in the University of

Witwatersrand School of Geosciences in Johannesburg. n
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Given the freedom of expression offered to contributors

and whilst great care has been taken 

to ensure that the information contained in the

Alchemist is accurate, the LBMA can accept no

responsibility for any mistakes, errors or omissions or

for any action taken in reliance thereon.

The Alchemist is published 

quarterly by the LBMA. 

For further information please 

contact Stewart Murray, 

LBMA Chief Executive 

13-14 Basinghall Street

London EC2V 5BQ

Telephone: 020 7796 3067

Fax: 020 7796 2112

Email: alchemist@lbma.org.uk
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“It was amazing how the Gold market supported

Sarah, when we reached out to them last year.

Donations from members & friends from Africa,

Australia, London, Switzerland and the US were

received. Many thanks to the LBMA and all the

members who supported her.” – David Longhurst

In 2008, the LBMA contributed to the fund-raising efforts
of David Longhurst’s daughter, Sarah, who raised a total of
£27,360 for cancer research by taking part in the
sponsored run “Race for Life”.  Sarah will be running again
this year.  Further information can be found at
www.raceforlifesponsorme.org/sarahlonghurst.

Charitable Giving
by Ruth Crowell, LBMA Executive Coordinator

The LBMA has been involved in charitable giving since its creation in 1987.  This initially consisted of small

donations to charities in memoriam of past members of the market.  However, until 2001 the LBMA did not

consider it appropriate to make charitable giving a significant part of its expenditure in that its funds

belong to its members who have their own programmes for supporting various charities.

Sarah Longhurst with her mother, Hilary,  after the 2008 Race for Life

Past LBMA Donations



The conference by the industry for the industry

The LBMA Precious Metals Conference 2009

There’s a place for all market players at the LBMA Conference - registration opens late July 2009

London Bullion Market Association
13-14 Basinghall Street
London EC2V 5BQ
t. +44 (0)20 7796 3067
f. +44 (0)20 7796 2112
conference@lbma.org.uk
www.lbma.org.uk

Will investors continue to see gold as a safe haven?  How will jewellery

markets be affected if the high gold prices seen recently are sustained?  How

will the slump in the auto industry affect PGMs?  Will producers return to

hedging and if so how will central banks respond?

For answers to these and other topical questions, mark your diaries for the

tenth annual LBMA Conference.  The programme includes a wide-ranging

agenda that addresses key issues for gold, silver, platinum and palladium, plus

unparalleled opportunities for networking.

1 - 3 November 2009

Edinburgh


