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Regulation  
Financial Reform & the Gold Market
By Barbara Ridpath, Chief Executive, International Centre for Financial Regulation

The research institute that I run intends to
bridge the gaps between economics, policy,
finance, law and accounting when it comes to
regulation because, too often, people look at
just one aspect and not the interactions.  We
spend much of our time questioning
conventional wisdom and encouraging market
participants to talk outside their usual group of
like-minded members.  More often, when you
look at the same subject from different
perspectives, you will get new ideas or
approaches, and certainly a much better idea of
some of the unintended consequences that
moves on accounting, legal or regulation can
have on your business, both intentional and
unintentional.

It is really important to say that everybody
in this audience knows far more about this
business than I know.  I know regulation, you
know gold, and so, between us, perhaps we
can figure out what the implications are.

To this end, I will attempt to do the
following:
l Give you a sense of the regulatory context
and how it touches your activities.
l Set the context for the changes underway.
Talk generally about the causes and
consequences of these changes.
l Look at the reactions in different
geographic zones – Europe, or more specifically
the European Union, the United States and
then a very quick word on everywhere else.
l Give you a general sense of how it affects
your industry, while recognising that you all
have ideas about that.
l Finally, conclude on whether this will do
anything to prevent the next crisis, about which
you might be able to tell already I am a bit of a
sceptic.

Regulatory Context
I will spare you the details of what we have all
lived through from 2007 to 2009.  You will
remember it as well as I do, but I would
encourage you to remember what happened
then and how it felt.  Memories are short, and
nowhere shorter than among the staff of

financial services firms.  All of us know the
quotation from George Santayana, who said:
‘Those who cannot learn from history are
doomed to repeat it.’  In fact, I think there
were some extremely salutary lessons from
this crisis, and the three that I hold on to, I
think are relevant to your business.  First,
liquidity is never really there when you need it.
Second, in a crisis, correlations of all asset
classes move toward one.  And finally: the
world is far more interconnected than we
realised.

Changes
Minimising the Amplitude of the
Previous Crisis
In the wake of the crisis, regulators, politicians
and the tax-paying population all vowed that
they never wanted to see a repetition of this
ever again.  Of course, this is hyperbole at its
absolute finest, because the one thing that you
can be sure of, if you were ever a student of
economic history, is that booms and busts are
an inevitable part of human behaviour.  At best,
you can try to prevent the last crisis from
recurring, or to root out the key contributing
factors of the crisis in the hopes of lowering the
amplitude of any future crisis.  I think that is
where we are now: at very best, we are trying
to make sure that we do not get the amplitude
of the crisis like we saw last time.

Reform of Financial Market
Practices
The official sector in particular took full
advantage of the crisis to slip into the G20
process redress of some choice financial market
practices that it had always hated, such as
measures against tax avoidance via offshore
financial centres.  I am completely neutral on
offshore financial centres, but I can tell you that
they had absolutely nothing to do with the
crisis.

Consequences
Unintended Consequences 
To date, your market has been largely spared,
and certainly not targeted in any way, though
that may not be true forever, because there are
three direct or indirect consequences of the
regulatory moves on your business.  First is the
indirect threat of these dreaded unintended
consequences, or regulations not specifically
meant for you that seem to affect your business
either directly or indirectly.  While possibly

unlikely, it is worth keeping your eye on some
of these issues, and I will speak about them in
more detail shortly.

Macroprudential Supervisors
Then there is the mandate of the new
macroprudential supervisors to look at
aggregate moves in price movements for signals
of nascent asset bubbles, and to prick them
early.  Given the current run-up in the gold
price that you have seen, I suspect that this is
already stirring concern among the people who
are going to do macroprudential supervision,
wondering if this is a bubble that needs
bursting.  Fortunately for you, they are still so
early on in their deliberations of what data to
watch and what tools to use to act – and some
of them do not yet have the authority to act –
and then how to co-ordinate anything across
markets if they do act, which I do not suspect
they will, that you are fairly safe for a while.

This, however, is why David Gornall’s
presentation mentioned the data: they want to
know flow data, stock data and price data.  For
those of you who remember Defence Secretary
Rumsfeld, they want to know the unknown
unknowns: ‘What am I not watching that I
should be watching that might be trouble in the
future?’  They are going to ask for volumes of
data, and at the very best we can try to help
them think about this so that they have useful

Bullion Market Seminar 2010
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data on a consistent basis, rather than you being
asked to produce different data sets in different
currencies on different dates for every different
regulator in the world.

Fear of Inflation
Most importantly, the fiscal stimulus after the
initial crisis made people worry about inflation.
The monetary stimulus, then, and the current
quantitative easing (QE2) by the central banks
simultaneously drove interest rates down and
raised inflation worries.  Interest rates in all but
the periphery of the Eurozone and the
emerging markets trying to stem the
inflationary inflows are at all-time lows, so that
US Treasury Inflation-Protected Securities
(TIPS) currently have negative yields.
Suddenly, gold, which has really no cost of
finance when real interest rates are negative,
can do nothing but soar, because no one – even
the consumer – has the cost of carry that they
used to have.

If there are negative interest rates, a fear of
inflation and huge economic uncertainty, and
particularly volatile currency relationships
across countries, it seems to me that this is the
ideal moment for gold.  You are the experts,
but I feel a little sorry for the retail investors in
gold exchange traded funds (ETFs), those
holding gold or even those sending their plastic
envelopes of gold to the factories, if they fail to
get out before real interest rates go positive
again.

Geographic Reactions 
UK
If I can switch to the nuts and bolts of the
financial system and what is changing, and try
to touch on the interactions across sectors, we
talked a little about quantitative easing and
macroprudential stability; now, let us look at
UK legislation, EU legislation and the US
Dodd-Frank Act and how they may affect you.  

Conduct of business in the London bullion
market seems to fall under two jurisdictions, by
the type of business.  The FSA is responsible for
investment businesses defined under their Act,
which covers derivatives.  The requirements
upon firms in their dealings with market
professionals are set out in the Markets in
Financial Instruments Directive (MiFID), which
is an EU legislation currently under its three-
year implementation review.  Gold swaps and
forwards are covered by different regulations
than pure bullion trading.  It is conceivable or
even likely that, in the new regulatory
framework or architecture in the UK – it is not
the rules but the structure – your sales to retail
could come under the Consumer Protection
and Markets Authority.

It also does not take an expert in your
industry to pick up on the fact that regulatory
and supervisory differences among players and
gold-based instruments must almost, by
definition, create arbitrage opportunities.  It is

also fair to say that it is in the reconstruction of
the UK regulatory and supervisory architecture
that the gold market is probably not at the top
of their list of things that they are worried
about, so that is good and bad: while you are
falling between these cracks, you are not
something that they seem to be particularly
bothered about.

US and EU
Dodd-Frank Act

If we look now at OTC derivatives legislation in
Europe and the US, the omnibus Dodd-Frank
Act was passed in July, with the details to be
completed by regulation largely written by the
Securities and Exchange Commission (SEC)
and the Commodity Futures Trading
Commission (CFTC), and in small part by the
Federal Reserve, in the 12-18 months following
the Bill’s passage.  The regulations are starting
to appear at a pace that is difficult to keep up
with.  

The Act allows banks to retain operations
for derivatives on bank-eligible instruments,
including interest-rate swaps, foreign-exchange
swaps, gold and silver swaps, and probably
cleared CDSs, among others, as well as for
hedging and risk management, which is the
bulk of most banks’ activities in these areas.
You need to know, however, that the reason that
I am talking about this, without going into
detail, is that there is something called the
Volcker amendment, which requires banks to
get rid of many of their interests in derivative,
hedge-fund and private-equity subsidiaries.
Firms will be required to push trading in
uncleared CDSs, agriculture, uncleared
commodities, most metals, energy, etc to
separately capitalised affiliates, to be phased in
over the next two years.

EU/US co-ordination
EU legislation is at an earlier stage, although the
warm and fuzzy noises between Chairman
Gensler of the CFTC and DG Markets
Commissioner Barnier of the European
Commission suggest that they will co-ordinate
so that regulations are as consistent as possible
in both jurisdictions.  That is in the ‘I will
believe it when I see it’ category, because they
will make things that sound like they are the
same, as the G20 does.  The G20 makes
regulations where everybody says that they can
be compliant, but they will do it in a detail that
means that, in fact, you may have to set up your
systems differently to monitor what you are
doing in the US versus in Europe.

They have also emphasised the importance
of clearing, transparency and regulating
commodity derivatives.  They have never, to my
knowledge, mentioned gold specifically.  Both,
however, as we have heard, really like central
clearing counterparties (CCPs), and these are
likely to be widespread, though, I dare say, just
shifting systemic risk to the CCP instead of

leaving it within the financial institutions.  If
those are well monitored and have central bank
access, they are made what is effectively called a
systemically important financial institution
(SIFI), which is not necessarily a bad thing, as
long as they are correctly capitalised, have the
right reserve funds and take risks appropriately.

Irish bonds

Since mention was made of the Irish bonds, the
example that I found most amazing is that
much of what is going on in the debate about
the Irish restructuring right now has to do with
LCH raising the margining requirement on
Irish government bonds by 15%.  The moment
they did that, nobody wanted to get more Irish
collateral, nobody wanted to pay the margin,
and they all started dumping their Irish bonds
on the market, which made the yield shoot up.
Effectively, you have given huge pricing power
to these CCPs to drive the price of the
securities on the market, based on their
margining requirement.  This is a core
unintended consequence that nobody thought
of when they put the CCPs in this role.  I
cannot believe how, in all the pages of the pink
paper on Ireland now, people are not talking
more about how this was, in many ways,
spurred by LCH’s decision to raise the
margining requirement on Irish securities.  For
once, it was not the rating agencies causing the
trouble.

Basel Committee 
We are going to come to the Basel Committee
and their decision on liquid assets versus
collateral.  Interestingly, ICE Clear Europe,
owned by IntercontinentalExchange,
announced last week that it will be accepting
gold as collateral for margining, but only on the
initial payment.  I thought that that was quite
interesting.  LCH.Clearnet has been
considering accepting gold for some time, but
has not yet named a timeframe.

The Basel Committee on Bank Supervision
gets together to think about what the rules
should be for bank capital, liquidity and
leverage in most of the major economies of the
world, and what they say is often followed in a
much larger region.  I find this private
willingness to take gold as collateral very
interesting in light of the fact that the Basel
Committee has thus far refused to contemplate
gold as a liquid asset.  I am going to pick a bone
here: it is slightly different than as collateral,
because what they are concerned about is,
when the liquidity crunch came in August
2007, everybody sold assets into a down
market, and the spiral was sent downwards.

What they are trying to do is ensure that, in
future, banks are not so heavily dependent on
short-term funds that this would happen again.
They are, then, stipulating a net stable funding
ratio (NSFR), and the question is: what assets
are going to be counted as liquid assets in that



A L C H E M I S T   I S S U E  S I X T Y  O N E

page 5

NSFR?  They are limiting themselves largely to
government securities; hence the irony of the
Irish issue.  This is important and you all
probably know that the World Gold Council is
continuing to fight for the inclusion of gold in
this.  It is, however, something that I have
sympathy with the Basel Committee on, just
because of having seen the correlations
converge to one in a crisis and having seen,
even though gold is ostensibly more volatile
upwards than downwards, in downward
volatility, when everybody is trying to sell into
a falling market and there are no stop losses in
the precious metals market, there is an issue
with this being available as a liquid asset.

DRC amendment in Dodd-Frank

The DRC amendment in Dodd-Frank, is one of
the most amazing ones.  I only learned about it
this summer and I was aghast, not because of
you and your industry, but I will explain.  The
Democratic Republic of Congo Amendment in
Dodd-Frank – and this is the first time that this
has ever been done in US legislation – involves
rules of public disclosure on conflict minerals.
There are supposed to be rules coming out in
December this year.  The amendment in Section
1502 of the Act requires reporting to the SEC
by any listed company who uses any DRC
product in their manufacture.  The
requirements are likely to impose due diligence
requirements, restrictions and limits on
minerals supply chains.  Needless to say, such
changes would most likely affect miners,
refiners, commodities traders and banks.

This hits you directly.  Why is it that I am
more worried about it for other reasons?  This
is the first time the SEC has been used to
impose reporting requirements for political
reasons, however valid you might think these
reasons to be.  In future, the precedent exists
for doing this whenever they want and
whenever any legislator wants to do it on any
pet project or issue that he or she has.  This
could really completely gum up reporting at
the SEC and the utility of the information that
is produced for investors.  It will also keep
them from doing their day job as they monitor
all of that.

Elsewhere
I have not talked about elsewhere because, for
the moment, regulation has been relatively light
outside of the US and the EU.  To be fair, the
G20 jurisdictions, wherever they are, have
taken most of the banking regulation on board,
and many of them will take on some aspects of
the OTC derivatives regulation.  They will not
take on things like the hedge fund directive, the
Alternative Investment Fund Managers
Directive (AIFMD) and European issues like
that.

It is, then, fair to think that there might be a
shift in business to kinder, gentler jurisdictions,
but this is unlikely purely on cost, regulation or

compliance alone.  Nonetheless, when you add
cost, compliance, tax change in the west, on
both a personal and a corporate level, and the
shifting growth in wealth to the east all
together, there is a strong argument that the
east will become the new growth area for
financial services as a result of the simple adage
‘follow the money’.

Future Uncertainties
French G20 Presidency
That is the state of play so far and I would like
to talk a little about two future uncertainties,
the first of which is what the French G20
presidency will bring with its focus on
commodities regulation.  We can only say ‘wait
and see’, because the EU has also promised, via
Barnier, who is French, that commodities
derivatives reforms are coming, and this has
been made a high priority for France since it
took over the G20 presidency.  The Minister of
Economic Affairs, Christine Lagarde, has been
vocal on it, but the focus has been largely on
agricultural commodities and derivatives, not
on metals.  For the moment, then, your
markets are fairly safe, but I would urge you to
continue to watch, listen and talk, so that you
hear.

Republican Majority in House of
Representatives 
The second uncertainty is the new Republican
majority in the House of Representatives,
which may mean in the US that changes to
Dodd-Frank will appear, or that there will be
some delay in its adoption.  It is possible that a
more Wall Street-friendly House could look
more favourably on the financial sector, seeking
to withdraw some of the Bill’s more stringent
and contested rules, although these would still
have to pass the Democratic Senate and avoid
President Obama’s veto.  On the other hand,
the Tea Party is not much of a friend of business
or of financial services, so the very right-wing
Republicans are not necessarily likely to
support that.  For those clinging to the new
House majority to make dramatic changes, I am
slightly less optimistic.

Preventing the Next Crisis
Decreased Likelihood of Bank
Failures in the Short Term
Finally, will the regulatory changes underway
do anything to prevent the next crisis?  I do
believe that increased capital, leverage and
liquidity requirements will lower the likelihood
of bank failures in the short term.  I also
believe, however, that incentives to find ways
around these new rules are very high, and the
cost increases to banking will be sufficiently
high as to encourage non-bank competitors still
not captured within the regulatory net.  The
next obvious question, for those of you in the
gold market who are owned by banks, is how
they are going to look at their business

opportunities, their relative weighted cost of
capital, and their gold divisions’ profitability, to
decide which businesses they keep and which
they lose in order to maximise their own
profitability and return on equity.

Macroprudential Supervision
I also believe that the surveillance of systemic
risk, or macroprudential supervision, is critical,
as it is the cumulative position of all players in
the financial sector that matters most, not the
position of any one bank.  I am, however,
sceptical that the supervisors will be able to
determine the data and tools they need to do
this well anytime soon.  Moreover, I am even
more sceptical of any country’s
macroprudential supervisor, even when
equipped with the correct tools and data, being
in a position to enforce change.  This is the
famous ‘taking away the punchbowl when the
party gets going’.  It is a very hard thing for a
central banker to do.  I am even more sceptical
of their ability to enforce change outside their
own borders.  So far, there have been some
productive suggestions but little concrete
moves to improve processes for cross-border
crisis resolution, which, to my mind, is the
critical thing to prevent the contagion we saw
in the last crisis. 

In sum, regulators have done what is easiest
first, and the hard work remains.  n
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For its 12th Biennial Dinner, 
the LBMA returned to the Goldsmiths Hall where the first
dinner was held in 1988.  The dinner was attended by more
than 200 representatives of Members and Associates,
together with guests from other markets, central banks and
HMRC.  The speech by LBMA Chairman, Kevin Crisp
(which is reproduced on the website at www.lbma.org.uk)
focused on the LBMA’s achievements during the past year
and plans for the future. 

The LBMA welcomed back Sir Howard Davies, Director
of the LSE as its chief guest.  Sir Howard first addressed the
LBMA Biennial Dinner in 1996, when he was Deputy
Governor of the Bank of England.  His remarks focused on
changes in the gold market and global economy since his last
appearance at the Biennial Dinner.  Even the ivory towers of
the LSE have been affected by the changes in the global
economy, with the issues of university fees being a hotly
debated topic.  “I’m thinking of expressing the LSE fees in
future in troy ounces of fine gold.  I think we could do you
a decent three-year degree for 24 ounces.  Put that way, it
sounds like a bargain.”  Sir Howard went on to discuss in

depth the challenges facing the world’s financial system.
Touching on gold’s role in the global economy, he noted:
“We cannot possibly ignore the signals which the gold price
is sending us about the anxieties many investors feel about
the apparent inability of the world’s financial authorities to
resolve the problems I have described tonight.  Gold is, if
you like, the canary in the coal mine, and it has been
squawking – if that’s what canaries do – very loudly in the
last year or so.”

Following on Sir Howard’s entertaining and enlightening
address, Mr Martin Stokes, former LBMA Chairman
responded to a toast to the guests given by the Chairman.
Mr Stokes also gave an entertaining perspective on the
changes in the Association since he was Chairman.  In
particular, he noted that “given the market volatility and the
level of client interest in gold and silver, the members of the
market are surely better placed now than ever before to
fund such generous hospitality”.  2010 has seen more
interest in the market and the Association than ever before,
prompting Mr Stokes to remark: “The LBMA continues to
combine stability with innovation.”  n
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A Day in the Life of an Independent

Inspection and Assaying Supervisor
By Andrew Smith, Precious Metals Manager, Stewart Inspection & Analysis Ltd

05.30
Today is the fourth and final day of our
independent auditing of Good Delivery gold
and silver bars at a vault just outside London.
Work is expected to start at 8am.  First
decision, pending on the traffic reports, is to
either “let the train take the strain” (not always
the case nowadays) or face the dreaded M25.
Based on my experience from the previous
three days, it’s a close call as journey times have
ranged from one hour 40 minutes to over three
hours…decide to go by car.

05.50
Leave home, stop to get a sandwich for
lunchtime (once you are in these vaults, with
the high-security checks, popping out for a
quick lunch can be quite a performance). 

07.30
Good journey – arrive well in time for kick-
off.  Attending on time is a very important part
of our service, as both works and refineries in
particular have labour deployment to arrange as
well as meeting tight production schedules.

Quick check on the Blackberry for
overnight/early morning e-mails, answer the
three most important ones involving attendance
for new inspections.  As often happens in our
business, inspections are advised to start at
short notice.  Contact our Precious Metals
team in Knowsley, who provide excellent
support and will liaise directly with the client
and our representatives or overseas offices to
arrange attendance and handle all the
administration.

08.00
After the normal security process, commence
the inspection of the Good Delivery gold bar
inventory.

This particular Good Delivery gold bar
audit involves checking the bar numbers, the
refinery marks and fineness against the advised
bar list.

My initial overall impression of the bars is
that the quality of refining, marking and the
general appearance have improved noticeably
over the years with the progression of advanced
melting and casting processes and tightened
quality control.

Out of interest, I was looking for the oldest
bar, which was a US-produced gold bar cast in
1926 when the gold price stood at just

$20.67/toz (around £4.25)!  Amazing to think
that this bar has been vaulted for over 80 years.

Checking each bar is a bit like going through
your old record collection – refiners from the
old Good Delivery list, names forgotten or
changed.  We are always learning something
new in our business; for example, some bars
were stamped R & R Ltd, which after checking
my list of refiners showed that these were from
the original Rand Refinery.

The newer gold bar production looks
fantastic, with gleaming polished surfaces,
perfect edges and easily readable marks –
perfect for uniform stacking on pallets.

11.30
Gold audit completed, early lunch break and
time to check this morning’s e-mails. 
The normal mix of e-mails: enquiries for 135
kg of alluvial gold (a bit less than yesterday’s
request for sampling 5 tons of bars in a
Bangkok warehouse!).

Appointed by a refinery in China for an
inspection of their Good Delivery silver
production under the LBMA Pro-Active
Monitoring Programme.  Our local office
attended at this refinery on the last inspection
in 2007, which makes arrangements far easier.
Standard Fixed-Price LBMA quote to be sent,
also need to arrange attendance, not forgetting
to send them the LBMA silver mould.  

New job appointments, checking reports,
assaying results, price quotation requests for

supervision and assaying etc., plus of course
invitations to attend yet more conferences.  It
seems like every week there is a conference
somewhere…must be a lucrative business
(don’t suppose I can persuade management that
I should attend the summer conference in
Rio!). 

12.15
Resume the inspection of the Good Delivery
silver bars. The physical handling of the gold
bars was easy compared with the silver bars.
I’m now nearing the end of checking almost
3,000 bars weighing approximately 90
tons…operators in these vaults must have arm
muscles like Rambo’s.

The silver bars have been produced by
numerous refiners and show a wide range of
weights and different dimensions.  The physical
quality of the bars has certainly improved over
the years and is even more noticeable than the
gold bars, with brighter, smoother and flatter
surfaces, less shrinkage, fewer gas holes and
smoother or rounded edges.  The recent
prohibition of bars produced from closed or
gated moulds certainly provides a safer bar, as
that form of casting can result in very sharp
edges.  The new recommended dimensions for
the bar undercuts has also assisted in safer
handling/storage. 

One can appreciate the handling problems
involved in stacking and palletising bars which
are of various dimensions.  The vaults do an

Gleaming recently produced gold bars – easy to stack
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excellent job in repacking/palletising bars for
storage delivered from the airports.

Some of the older stored bars have been
moved from vault to vault during their lifetime
and consequently, over the years, several
different marks may have been stamped on the
bars.  As a result, finding the original refiners’
bar and cast numbers can be a time-consuming
process, as these can be located on different
areas of the surface.  Some of the bars are also
stamped in Cyrillic lettering (lucky I took my
Russian alphabet guide with me!) 

The introduction of dot matrix markings at
the end or top surface of the bars certainly
makes for easier identification as does the new
bar numbering system.

Final check with the Vault Manager to agree
the final bar tally and the recorded data details.

16.00
Having completed the audit, travel home. 

18.30
Arrive home, quick cuppa, then check e-mails. 

The contrast between older and newer Good Delivery silver bars

First job is to e-mail the client with details
of the completed audit; will prepare the final
report tomorrow.

Make arrangements for tomorrow’s job,
which is in Sheffield and vastly different to
today’s; this job will involve the inspection of a
dismantled Nitric Acid Plant for the recovery
of PGMs from the boilers, superheaters, heat
exchangers and steel pipework, etc.

Other new appointments requiring
attention involve gold jewellery scrap, spent
reforming catalyst, alluvial PGM concentrates
and ethylene oxide silver catalyst, not
forgetting the client enquiring about his assay
results (after all, we did receive the samples
yesterday!).

19.30
That’s it for the day; early start tomorrow in
Sheffield… M1, here I come!  n
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Will this Crisis Never End?  
Causes, policy responses and the outlook
By William R White, former Chief Economist, Bank for International Settlements

Preamble
Things look really interesting in the gold
market.  However, just because things look
good, it does not mean they are going to
continue to be good. 

You will remember Donald Rumsfeld a
while back saying: “There are things we know
we know; there are things we know we do not
know; but there are also things we do not know
we do not know.”  People initially thought he
was silly and pretentious, but I thought he was
pretty wise.  That is one form of uncertainty;
the things that creep up on you from behind.

There is a second form of uncertainty.
Mark Twain got it right, about a century ago,
when he said: “It ain’t the things that you do not
know that getcha; it is the things that you know
for sure what ain’t so.”  A second source of
uncertainty is that we may believe things that
are not true.  

Is there room for gold in an uncertain
world?  I think there is.

The Nature of the Crisis
Everyone, including the policy makers, thought
the great moderation was going to go on
forever.  Accordingly, there was general
surprise when it began to unwind.  Right at the
start of the unwinding process, Ben Bernanke
said: “This is a $50 billion problem, but it is
going to be confined to subprime.”  Do you
remember that?  After a time, they said it was
going to be bigger than that, but that it was
confined to the financial system; moreover, it
was a liquidity problem and it could be solved.
After a further period of time, they admitted
that it was not a liquidity problem; it was
actually a solvency problem, but this too could
be resolved.  A year into the crisis, as the
economy was starting to collapse worldwide,
they realised it was not just a financial thing; it
was a real thing.  Fortunately, however, they
said it was a demand-side problem and they
could fix that as well.  Even now, policy makers
and others have not yet fully understood that it

is not just a crisis with profound implications
for demand; it has profound implications for
supply as well. 

The fact that most policy makers felt that a
big crisis was effectively impossible implied that
they did not forecast it.  As they did not
forecast it, they did not try to prevent it.
Further, they made no preparations for
handling it when it did happen.
Finally, when the crisis did hit, I
would contend that policy
makers did not handle it as
well as they should have
done.  For example, things
were treated as liquidity
problems when they should
have been treated as solvency
problems right from the start.
We have a deep-seated
economic and financial problem,
and it is not at all clear that the
reaction to it has been optimal.  

The Development of the Crisis
You will remember that this thing started in the
summer of 2007.  The interbank market seized
up; the mutuals started to withdraw from the
SIVs (Structured Investment Vehicles); many of
the obligations of off-balance sheet vehicles fell
back into the banks; banking difficulties got
progressively worse and then the real side took
a big hit.  At the same time, you may remember
that, as recently as the summer of 2008, we
were really worried about inflation even as real
demand and output were beginning to collapse
around us.  Now, of course, in light of that
collapse, we are more worried about deflation.

We have had a recovery in the real economy
since then.  Yet the underlying truth is that an
awful lot of people continue to be enormously
uncertain about what is going to happen.  I
would have to include myself among that group
of enormously uncertain people.

The Causes of the Crisis
There are two schools of thought about what
underlies our difficulties.  The first one is what 
I call the comforting ‘school of what is
different’.  This school points to all the things
that were new in this crisis – rating agencies,
SIVs, conduits, the originate-to-distribute
model, CDOs (collateralised debt obligations)
and CDO2s.  A lot of people would claim that
these played a material role in what has
happened and what is still unfolding, and I do

not deny that.  It is sort of comforting, though,
to be able to put the blame on new things,
because it allows everyone to say that they
could not possibly (or even reasonably) have
been expected to see all the material
implications of this brand new stuff.

There is a second school of thought, which I
think is less comforting.  I call it the

‘school of what is the same’.  Ken
Rogoff and Carmen Reinhart

have documented this very
well in a recent book, Eight

Centuries of Financial Folly.  To
be concise, we had a huge
recession in 1825, another
one in 1873 and again in
1929.  We had the South

East Asian crisis and the
Japanese crisis; we had so many

of these things, and they all look
the same.  They start off when

something new happens, such as some
new technology, and the optimism begins.
People go the banks and take out loans, because
the opportunity to make money is there.  They
get the money and spend it, so the economy
booms and some of it goes into asset prices,
which in turn provide more and more
collateral.  There is more lending and more
optimism; the rational optimism gradually turns
into irrational optimism and then the whole
thing collapses.

Why is that less comforting?  Because this
big cycle was essentially the same as all the
earlier ones and you missed it.

It is true of course that these big booms can
manifest themselves in a number of different
ways.  The implications of unusually low
interest rates, unusually rapid credit growth,
speculation and leverage, which is the essence
of the ‘school of what is the same’, can
potentially lead to rising inflation.  You do not
have to be a ‘monetarist’ to believe that, if you
have a long period of very rapid credit
expansion and very low interest rates, it will
manifest itself in inflation.  That is entirely
possible.  Recall that we were worried about
inflation as recently as the summer of 2008, 
and we may have occasion to be worried about
it again before too long.  

That is only one possible manifestation of
the excessive growth of credit.  There is another
possibility as well. You do not have to be
Fredrick von Hayek to believe that this sort of
credit expansion can lead to all sorts of

“It ain’t the

things that you do not

know that getcha; it is the

things that you know 

for sure what ain’t so.”

Mark Twain
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imbalances in the economy, imbalances which
can quietly creep up on you but do great
damage in the end.  What sort of imbalances
are these?  I am talking about asset prices that
got too high; banks that got too exposed;
household saving rates in the United States that
got down to zero and even less in many other
English-speaking countries; global trade
imbalances; and investment rates of 50% of
GDP in China.  These are all unprecedented
and completely unsustainable. And if they are
unsustainable, they will end.  And that is
precisely what we are seeing.

At the end of the upward phase of the credit
cycle, you get to a tipping point.  Hyman
Minsky used to talk about this tipping point –
the morning when a banker, who has been
giving credit for a long period of time to
all sorts of people who should not
have received it in the first
place, gets up and looks at
himself in the mirror and
says: “Oh my God, what
have I done?”  If the
banker is seriously
worried about his
own solvency, and in
his heart of hearts he
truly believes he has
been pretty well
behaved relative to
everybody else, you can
imagine how worried he
is going to become about
the solvency of his
counterparties.  That moment,
when the music and the dancing
stop, is now referred to as a Minsky moment.  

My point is that the banking problem
initially looks like a liquidity problem, but it is
actually a solvency problem.  That reality is
what is lurking behind all the economic and
financial difficulties we still have to face.

The Policy Response
We have had this deep downturn and financial
seizure, and we have responded to it vigorously.
I have been in this business for more than 40
years and I would say that the policy response
has been unprecedented.  Yet, it is also a bit
worrisome, because I think that virtually
everything that has been done thus far –
monetary, fiscal and structural – has short-term
limitations as well as longer-term side effects
that could in the end prove rather unpleasant.

Monetary Policy and its Limitations
This is what I call the ‘lean versus clean’ debate.
You may be aware that Chairman Greenspan
and Chairman Bernanke have repeatedly
asserted that it is impossible to ‘lean’ against a
credit bubble; they say the only thing you can
do is ‘clean up’ afterwards.

The first argument they use is that
econometric models all say that you can clean

up afterwards.  Virtually everybody sensible
today is re-evaluating the models they use,
because most of them are based on assumptions
that are patently unrealistic.  

A second argument is that ‘cleaning up’ has
always worked in the past.  They did it in
response to actual or incipient downturns in
1987, 1991, 1997 and 2001-2003, and it
worked every time.  The problem with that
argument is that, every time they turned to
cheap money in the past, the implication of the
lower interest rates was to induce people to
spend yet more money that they did not have
and to increase their debt levels.  In the
successive cycles, you can see the effectiveness
of monetary policy was increasingly less.
Logically, you could say easy money will

eventually not work at all and I think that is
pretty close to where we are at the

moment.
Another argument

they use is that, in the US in
the 1930s and in Japan in
the 1990s, the problem
was errors in policy
after the recession
struck.  I think the
Americans feel this
very strongly and that
helps to give us some

insights about how they
are likely to set policy in

the future.  I personally do
not feel that the 1930s was a

by-product of the Federal
Reserve raising interest rates by

1% in 1931; nor do I believe that 20
years of stagnation in Japan is a by-product of
the Japanese having lowered interest rates too
slowly in 1991.  It is simply incredible that 20
years of slow growth in Japan could be the by-
product of a policy mistake of that nature.  I
think it comes out of all of the stuff I described
earlier, which is the imbalances, structural
problems and the unwillingness to face up to
those problems.  I think the bottom line is that
traditional monetary policy is not really going
to work.

Of course, this still leaves room for non-
traditional monetary policy, like quantitative
easing.  The Japanese tried it quite vigorously 
in the 1990s and it did not seem to do them a
very great deal of good.

The Longer-Term Side Effects of
Monetary Policy
What we are doing now could potentially lead
to further bubbles.  The monetary easing in
1987 led to the property bubble of the late
1980s and early 1990s.  I think you could make
a case that the easing in the early 1990s led to
the Asian crisis and that the easing of interest
rates after the Asian crisis led to the problems
of LTCM (Long-Term Capital Management).  It
is a story of one bubble leading to another, and

judging by what is now going on in the
emerging market economies, the story may be
ongoing.

If you have very low interest rates for a very
long period of time, you end up with lower
saving rates, which is not good for growth.  You
wind up with zombie companies and zombie
banks, which is not good for growth. You
subsidise debtors at the expense of creditors,
which is not good for growth.  There are a lot
of downsides to easy money.

Lastly, of course, there is this business about
quantitative easing and higher inflation.  I think
there are two risks.  One is that, at a certain
point, inflationary expectations are going to
come unstuck.  I do not think it is likely, but it
is possible.  We have seen this process at work
many times in Latin America.  The fact that you
have lots of unused resources does not preclude
high inflation once people’s inflationary
expectations start to come unstuck.

The second risk of quantitative easing is
simple policy error.  At the moment, with all of
these balance sheet effects, nobody really knows
where demand is going.  Moreover, with all of
the changes that are taking place on the supply
side, nobody really knows what ‘potential’
growth is either.  On top of that, you have to
add in the fact that, at some point, we will have
to rein in past quantitative easing.  However,
what the effect of this will be is hard to
determine since everything we are doing in this
domain is essentially unprecedented.

Fiscal Policy and its Limitations
Do you remember that US fiscal policy was to
be “timely, temporary and targeted”?  Where
that came from?  Timely – we did not use fiscal
policy in a countercyclical way for 20 years
because people believed it was impossible to
get the timeliness right.  Now, all of a sudden,
we can do it.  Temporary – when I was a
graduate student, I was taught that fiscal
policy/fiscal expansion had to be permanent to
get people to think they were permanently
wealthier.  Now, all of a sudden, it is temporary
that works, not permanent.  And targeted?  To
whom or to what has never been made clear.

The principal limitation of fiscal policy is,
of course, that it can engender negative
financial market reactions.  You are seeing it
play out on the front page of the Financial Times

every day.  I am thinking particularly about
Greece, Ireland and Hungary today, but similar
financial market worries could eventually affect
much larger countries.   

Lastly, there are fears of currency crises.
You cannot have a currency crisis in Greece,
but I guess you can have a currency crisis by
proxy in the Euro.  You can have a currency
crisis in Hungary and this has been a source of
real concern.  You could have currency crises in
other currencies as well, if people start to
worry enough; if people start to believe that the
fiscal house is a house of disorder.

My point is that the

banking problem initially

looks like a liquidity problem,

but it is actually a solvency

problem.  That reality is what is

lurking behind all the economic

and financial difficulties we

still have to face.
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The Longer-Term Side Effects of
Fiscal Policy
When we think about fiscal expansion and
traditional, countercyclical policy, we have to
remember that in the advanced market
economy countries, our demographic starting
point is almost universally bad.  Looking at
unfunded pension liabilities, both from the
public and private sector sides, we
already have a real problem in
terms of affordability.  Now, of
course, still more debt is
being piled on and I think
that could be a real problem
as we start to look at
interest rates and interest
rate differentials going
forward.

Structural Policy
If one of our big problems is
excessive debt, one answer to the
problem is to write it off.  The difficulty of
doing that today is that there are millions of
people in the United States whose mortgages
are underwater.  It is enormously difficult just
to put in place the underlying infrastructure to
manage something like that.  It is not like the
old days when there was a sovereign debt crisis.
Bill Rhodes of Citicorp would go into a room
with ten of the most senior bankers in the
world and sort out the problem.  Today, how
big a room would you need?  Moreover, many
of these troubled mortgages are encumbered by
second mortgages or wrapped up in CDOs,
which legally proscribe changing the conditions
of the underlying securities.  The legal aspects
of debt forgiveness are now absolutely
daunting.  Finally, even supposing we could
write off all this debt, the first thing you would
worry about would be moral hazard, to say
nothing of the political difficulties associated
with bailing out the profligate.  

We have in fact done a great deal to help the
financial sector cope with bad assets and
prospective insolvency.  Is it enough?  The
honest truth is nobody really knows.  People
are still backing away from the valuation of
toxic assets, and a further economic slowdown
could bring more bad loans in turn.  Could we
do more?  It is highly unlikely.  The central
point about everything we have done is that the
banks now are bigger, more complex and more
interrelated than they were before.

So, we have done all of this stuff to support
the financial system and it has helped avoid the
worst, but it has also left us in a situation where
we have some significant problems.  If you look
at the big banks that still remain, some of them
are healthy and some are not.  If natural
selection is anything to go by, the healthy ones
are going to try to eat the unhealthy ones, and
then the ‘too big’ problems are going to be even
bigger.

Finally, there is this whole business of
measures to support industrial sectors.
Governments have used many measures to
support jobs directly.  In particular, we have
had extensive subsidies to support short-time
working, which seems to have been successful
in keeping down rates of unemployment,

especially in Europe.  Yet the countries that
have used short-time working the

most are in the main those
countries that already have huge

trade surpluses.  These
countries are protecting jobs
that, in the longer run, are
jobs that have to disappear
anyway.

Given everything I have
said about the short-term and

long-term effects of these
different policies, who really

knows what will happen.  It should
not be at all surprising that the G20 is

having trouble getting its act together.  Given
all these uncertainties, it is perfectly normal for
thoughtful people to come to different
conclusions about what is desirable.  It is also
perfectly normal for some people to be more
worried about the short-term fix, while others
are more concerned about getting it right over
the long term.

The Outlook
Three years into the downturn, all the initial
imbalances I talked about are still there and that
worries me.  It leads me to the conclusion that
some kind of double dip is more likely than
not.  

That having been said, it is also possible that
the current recovery will continue.  I think
there are two ways it could continue.  One way
is a natural and sustainable recovery,
where we work off these imbalances
in a gentle way.  In the States, for
example, the saving rate has
been higher than anticipated
and consumer debt is being
written off faster than
people thought it would
be.  It may be that we will
get a sustainable recovery in
that way.  It will be a long
period of very slow growth,
but it is possible.

Another possibility is that we
will get another bubble-driven
recovery.  We may, in fact, already be seeing this
in the emerging market economies.  A good
chunk of what appears to be robust demand
may be due to relatively low interest rates and
exchange rates.  While in a longer-term sense,
such demand might prove unsustainable, it
might be enough to keep things going for quite
a long period of time.  In the advanced market
economies, that is precisely what happened

from 2003 to 2007.  Growth was policy-
driven, and unsustainable, but it went on for a
long time.  It is not impossible it could happen
again, although I do not think it is likely.  

Lastly, we have deflation, which I think is
the more likely outcome.  However, it is not
impossible that inflationary expectations will
come unstuck and that money will start
heading for the exits or at least start to head for
real things like gold.  In this case, we could find
ourselves in a significantly more inflationary
environment.  

Policy Going Forward
If the green shoots continue, I think policies
will tighten.  Fiscal policy will probably move
more rapidly than monetary policy, which will
exit only very cautiously.  Ben Bernanke is a
keen student of the Great Depression, and from
everything I have seen and read, he truly
believes that policy mistakes caused the Great

Depression.  He has no intention of going
down in history as making the same

policy mistake twice.  I think you
will find monetary policy will

be very easy in that
environment.  

If green shoots do not
continue, monetary policy
will not tighten and that will
simply make things worse

over time.  Even if there was
moderate fiscal tightening in

such circumstances, there are
such significant problems that we

could see sovereign rates go up in a
number of countries, with currency problems
thrown in for good measure.   

In this environment of enormous
uncertainty, is there a place for gold?  It would
seem to me, in a world of more common ‘tail
events’, the answer has to be yes.  But, of
course, the much harder question is what that
role might be?  I would have to say that is for
you rather than me to decide.  n

We have in fact

done a great deal to

help the financial sector

cope with bad assets and

prospective insolvency.

Is it enough?

...is there a place

for gold?  It would seem

to me, in a world of more

common ‘tail events’, the

answer has to be yes.
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LBMA Precious Metals

Conference 2010 Review
By Ruth Crowell, Commercial Director, LBMA

The 2010 LBMA Precious Metals Conference was held in
Berlin, Germany during the period 26th–28th
September.  Despite pouring rain and the excitement of
the Berlin marathon, the Conference attracted a total of
469 delegates, from over 35 countries, the largest
attendance of any LBMA Conference.

The Conference opened with the Welcome
Reception, sponsored by the International Platinum
Group Metals Association (IPA), which was held at the
Hotel Adlon.  After the first evening of networking, the
Conference speeches began with the Opening Session
featuring keynote speaker William White, Chairman of
the OECD Economic and Development Review
Committee, as well as George Magnus, Senior Economic
Adviser from UBS.  Wolfgang Wrzesniok-Rossbach of
Heraeus won the prize for Best Speaker for his speech on
Physical Investment; followed closely by keynote speaker
William White (these speeches are reproduced on pages
16 and 10 respectively).

In 2009, delegates predicted the price would be US $1,181 and were US $116 off the actual price of

US $1,297.00.  This year LBMA delegates predicted that the gold price will be US $1,450 by the time

of the next LBMA Conference.  Let’s hope they were sufficiently bullish this time round.
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By Ruth Crowell, Commercial Director, LBMA

In 2009, delegates predicted the price would be US $1,181 and were US $116 off the actual price of

US $1,297.00.  This year LBMA delegates predicted that the gold price will be US $1,450 by the time

of the next LBMA Conference.  Let’s hope they were sufficiently bullish this time round.

Wolfgang Wrzesniok-Rossbach was also a part of the
Conference’s most popular session, Response from the
Traditional Markets, which was moderated by Albert
Cheng of the World Gold Council.  Philip Klapwijk of
GFMS reported on the Official Sector and Sunil Kashyap
spoke on Asian Jewellery Demand.  The Keynote session
and the Presidential Style Debate also proved very
popular.  

The Conference Dinner celebrated Berlin’s ‘Golden
Twenties’ and was held at the Charlottenburg Palace.
Prior to arriving at the palace, delegates enjoyed
networking during their cruise on the River Spree
sponsored by the Fachvereingung Edelmetalle.

Our congratulations and thanks to all the speakers
and sponsors involved in the Conference.

The next LBMA Precious Metals Conference will
take place in Montreal, Canada during the period
18th–20th September 2011.  Hope to see you there!
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Preamble
I will start with a bit of history.  Do not worry,
I am not going to go back 2,600 years to King
Croesus.  I will speak about the typical investor
and what is driving him.  I will talk a little bit
about the products – there are some quite
heavy ones around – about distribution and also
product innovation.

A Small History of Physical
Investment Products
Until 1914, there was obviously no need for
additional investment products.  The gold
standard was in place and you could exchange
your bill, if you had one, for a gold coin.
Modern investment bars were first made in the
period prior to the Second World War and the
first minted bars came onto the market in
1952, produced by Argor, which is Argor-
Heraeus today, based in Chiasso.  That was
followed by the invention of the gold monetary
coin or, as we call it today, the bullion coin,
which started its life in the 1960s with the
Krugerrand, which became a mass product in
the 1970s after the gold market was
liberalised.

You cannot speak about physical
investment history without looking at
stocks.  In 1950, a total of 10,900 tonnes of
gold were owned by private investors, 65%
in Europe, 25% in the US and the rest in
other countries around the globe.  At that
time, most of the holdings were in the form
of coins.  Fifty years later, in 2000, private
investor stocks had risen to 22,000 tonnes,
with the composition changed to 75% in
the form of bars and only a quarter left in
the form of coins.  In the year 2000, the
French, who bought large quantities of gold
in the 1950s and 1960s, and who had been
among the first to buy kilo bars in the
1930s, were the biggest holders of gold,
owning around 3,600 tonnes.  Indeed, the
majority is still held by families in France.

The French were followed by the US, by
Japanese gold holders, and then Swiss and
German investors.

A Look at the Numbers
So much for history, what is the situation today?
Has everything changed or are the traditional
holders of gold in the market today still those
who were there in the past?  Well, some
countries have disappeared from the top 10 list,
but others are still there, such as the traditional
market of Germany.  You may have heard that
Germany was the biggest market for small
investment bars in 2009 and that will probably
be true for 2010.  Why that is the case I will
tell you in a couple of minutes.  Germany now
consumes between 115 and 135 tonnes of small
bars a year.  It is followed by countries such as
Switzerland, the US, India, China, Southeast
Asia and a number of other countries obviously
much smaller in size.  It is important to
mention though that these numbers are
consumption numbers and not production
ones, and if you look at the total numbers,
between 260 and 570 tonnes have been bought
in the last couple of years.  The production of
the small investment bars though is still
dominated by the various refineries in
Switzerland.

The situation looks different when we come
to the international bullion coin market.  Coin
producers are spread all over the world and no
country dominates the global market.  In 2009
and probably again in 2010, the largest quantity

of bullion coins came from the US, in the form
of the eagle and the buffalo.  They were
followed by the Canadian maple leaf and by
other coins, for example, from Austria, Turkey,
obviously the Krugerrand, which is the most
traditional of these, and then Australia.  There
are a large number of other producers around
the world, but they all produce small quantities
of coins.  

Finally, let us have a look at the total
numbers.  They are a bit smaller than those for
the bars, but the estimate for this year is
between 135 and 229 tonnes, and so they are
still quite large and play a substantial role in the
international gold market.

Investors and Their Motives
Why are people buying so much gold?  More
than US$70 billion of physical gold in the form
of coins, bars and so-called imitation coins have
been bought in the last four years alone.
Although demand was distributed widely over
the globe, a handful of countries have
dominated the buying.  

Let us have a look first at Germany, where
there is a great desire for security.  Germans
are probably the most over-insured people in
the world and so it fits that they started buying
a lot of gold in the 1970s when there was high
inflation, and they did the same in 2008 and
again this year.  The new buying started with
Lehman Brothers, after a number of Germans
lost double-digit millions of Euros in
certificates that were issued by Lehman’s.

Figure 1: Heraeus Investment Bar Sales in Germany

The Physical Side of the Precious

Metals Investment Boom
By Wolfgang Wrzesniok-Rossbach, Head of Sales and Marketing, Heraeus Metallhandelsgesellschaft mbH
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Amongst these were gold certificates.  Hence,
buyers lost money on something that was seen
as a secure investment in a very secure
underlying asset.  After that experience, the
German investors turned physical, and you will
see in a moment what the impact was for a
company like Heraeus.  

In 2010, news spread across Europe that
there were more and more doubts about the
future of the Euro.  It did not turn out to be
that bad, luckily, but Germans nonetheless
started buying gold again, and they bought large
amounts.  Suddenly, all Germans seemed to
remember personally 1924, when there was a
100 trillion Mark bank note and so they bought
gold again.  

If this is what has been happening in
Germany, why is Switzerland also buying so
much gold?  There has been no war in the last
200 years, no inflation apart from perhaps
housing, and of course no potentially
endangered Euro.  Is there a reason to buy gold
in Switzerland?  There are probably two
explanations here for that and one is the
neighbours: a large amount of the Swiss buying
came from Germany and perhaps ended up in
Swiss vaults, which were seen as even more
secure.  The second, more local reason is that
gold is seen by Swiss people as a means of
portfolio diversification, so they were locking
away some of the gold themselves. 

Heraeus Investment Bar Sales in
Germany
On figure 1, you can see, for example, how the
sale of Heraeus bars in Germany has developed
over time.  You can clearly see that there were
two peaks: in 2008, right after the Lehman
crisis and then again this year after the
problems in Greece arose and bar sales
exploded.  What type of bars I will speak about
in a minute.

The Asian market is changing; investment is
not only in jewellery any more, but also in
banks and buildings.  Gold is seen in Asia as a
means of portfolio diversification. 

I should mention that one of the most
important gold consumer markets now is
Vietnam.  Homes and land, for example,
are still evaluated in gold and traded in
gold, which is why Vietnam is still one of
the major markets for physical gold. 

Finally, there is Thailand, the fifth-largest
market in the second quarter of 2010.
Why is so much gold sold in Thailand?
Here, we have probably the same thing as
the relationship between the Swiss and the
German markets, in that much of the gold
bought in Thailand ultimately finds its way
to Vietnam.

In Turkey, gold is a very popular gift,
traditionally for weddings and other
celebrations.  There is no tradition of
buying gold bars in Turkey.  Prior to 1989,
individuals were not allowed to buy gold

bars and this still is the case for investment in
gold for gifts.  However, importantly, from
2000 until 2008, Turkey was the biggest market
in the world for gold coins.  The two most
popular gold coins are produced locally by the
Turkish Mint.

Last but not least, the United States.  I am
not going to say that 15.2% of all Americans
are of German ancestry and that typical
German angst is driving gold demand, but
some of the reasons might be the same there.
There is potential inflation, there is fear of
dollar devaluation and that leads to physical
demand, not only in the form of ETFs.  Again,
it is a means of portfolio diversification.

What perhaps drives Americans even more
than anybody else in the world is what must
have been a traumatic experience for the older
generation: private gold possession was
forbidden from 1933 until 1975.  Today, the US
invests in the form of coins; it is not a bar
market.  The market in the US is mostly in the
hands of coin shops and internet dealers, and is
not so much a bank-driven market as it is, for
example, in Germany.

The Products
What products are the most popular in the
international markets?  Let us start with minted
gold bars.  In some markets, they are also called
‘ingots’ or ‘wafers’, and they are produced by
cutting cast bars that have been rolled to a
uniform thickness and the markings are then
applied with a minting press.  Usually, those
bars are rectangular but there are a variety of
other shapes and they are of very different
sizes, ranging from 1/100th of an ounce to
1kg, but the most usual ones, at least in
Germany and in surrounding areas, range from
5g to 100g.

At first glimpse, it looks like the precious
metal bar market is easy to understand – it
comprises minted bars.  However, if you look at
it more closely, there are cast bars and if you
look at it closer still, you discover that there are

55 different bar types.  Some bars are pretty
exotic, such as boat, doughnut and fillet bars.
In Western countries, the usual sizes for the
classic cast bars range from 100g to 1kg.  The
second group of bars which is popular are the
tael bars.  Their market was Greater China and
still is Vietnam.  Tola bars were once popular in
India, but their importance has diminished since
2003, when a new import tax was introduced.

Bullion coins are available from 1/20th of
an ounce to 1kg and are made not only out of
gold and silver, but also out of other precious
metals, in many different sizes.  230 tonnes of
gold and 2,450 tonnes of silver were minted in
2009.  If you compare these numbers to the
annual off-take in ETFs, there is no reason to
give up on the physical investment products.
That was the highest number since 1980, with
the exception of 1986 when Japan minted a
high number of gold coins.  Additionally, in the
last two years, gold sales were repeatedly
restricted by limited production capacities.  We
would have sold more if had been possible to
produce more of those coins and the same is
true for bars.

Silver Eagle Sales
Figure 2 shows silver eagle sales over the last 20
years.  The most important things to notice are
the two bars on the right-hand side, showing
how the business exploded in the last two years
after the Lehman crisis started.

Other Investment Coins
There are other classic investment coins, for
example Austrian Dukaten, Swiss Vreneli,
German Goldmarks and British Sovereigns.
They all remain traded products in the
investment market.  Of course, the very rare
ones have a numismatic value on top of the
bullion.  There are also historic bullion silver
coins.  You can see here the Maria Theresial
Thaler, which is the most common bullion coin
in the world.  Some 389 million of these coins
were minted from 1741 to the year 2000.

Figure 2: Silver Eagle Sales (source: Wikipedia)
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Bullion Coins

Gold bullion coins are available from 
1/20th ounce to 1 kg. There are also 
bullion coins made of silver, platinum
and palladium in many different sizes.

Nearly 230 tonnes of gold and 2,450 tonnes of silver 
coins were minted in 2009.

For gold this was the highest level since 1980 (with 
the exception of 1986, when in addition to the 
common bullion coins 182 tonnes of Japanese gold 
coins were minted).

In the last two years sales were repeatedly restricted 
by limited production capacities.
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Metal 2009 
Average  

1st Week 
Jan 2010 

Average 
Forecast 

2010 

Actual 
2010 

Average  

Winning 
Forecast 

2010 
Winning 
Analyst  

Company  

Silver  $14.67 $17.68 $19.02 $20.19 $20.20 
Peter 
Fertig 

QCR Quantitative 
Commodity Research Ltd 

Platinum  $1,204 $1,531 $1,558 $1,610 $1,600 
James 
Steel HSBC 

Palladium $263.57 $422.50 $446.48 $526.38 $522.00 
Ross 
Norman  

TheBullionDesk 

Gold $972 $1,126 $1,199 $1,225 $1,225 
Philip 
Aubertin  

UBS 

Another example is the former circulation
silver coins in the US, which are still traded in
the form of so-called ‘silver bags’ in the US.
Last, and in this case least important, are the
commemorative coins which are minted in
many countries.  They are often legal tender,
but they lack one important characteristic of a
classic bullion coin and that is the unlimited
number of pieces minted.  One example is the
€100 coin. 

Product Innovation – an Unusual
Expression in an Old Business
What is the next step?  Well, recently we have
seen a great deal of innovation in the
investment banking area, but there have also
been innovations in the physical market in the
last few years.  One is the silver coin bar –
whoever has heard of it?  However, it has been
very popular here in Germany.  Since it is a bar

with a face value – in this case, 30 Cook Island
Dollars – it is treated as a coin.  The European
Commission likes to regulate a lot of things,
but apparently, it is nowhere said that a coin has
to be round.  Also, in Germany, for a silver
legal tender coin, only 7% and not 19% VAT
applies.  The Germans like a product that saves
them 12% of VAT.

There are also smaller coins, which perhaps
make gold more affordable.  The 0.5g ‘Mini-
Roo’ is a good example.  There may be
additional products, for example, made out of
rhodium.  Is it worth buying rhodium?  I leave
that decision to you.

After small coins, what about bigger coins?
The 1kg silver coin and even a 10kg silver coin
have been extremely popular.  As far as product
innovation is concerned, a golden jigsaw might
not be the solution, but if somebody wants it, it
is available.

As you will know, it is a long journey from the
furnace to the vault. There are now direct sales
by mints and refineries, banks are in the
business, and so are precious metal dealers.  You
have internet-based shops of precious metals
dealers, outlets even in department stores – we
all know the Harrods story – and there are now
gold vending machines, like the one we can see
in the Adlon at this Conference.  

Has physical precious metal investment a
future?  Others have outlined the problems, so I
will not repeat them.  How far can this go in
the end?  Well, global wealth stands at €82
trillion.  If people would only put 5% of that
into the form of gold, it would be equal to
130,000 tonnes of gold, which is quite a large
number.  Today, physical holdings stand at
roughly 30,000 tonnes.  Add a few thousand
tonnes in the form of ETFs and that leaves a lot
of room for growth.  

Do physical metals have a future?  Would
you like to have just an account statement or
would you prefer something very shiny and also
worth a lot, like some nice bars or coins?  n

Wolfgang
Wrzesniok-
Rossbach
is in charge of the

client relationship

management and

research activities

of the Heraeus

precious metals He

joined the precious

metals and

technology group in

2005 after working in banking for 21 years.

Wolfgang started his career in 1984 with

Dresdner Bank and after working in Frankfurt,

Singapore and Sydney as a precious metals and

derivatives trader, he became head of its

precious metals and commodities desk in

Frankfurt. 

Better than a bank statement?

The LBMA is delighted to congratulate the
winning analysts in the 2010 precious metals
Forecast.  The aim of the LBMA Forecast is to predict
the average, high and low for each metal as
accurately as possible.  The prediction closest to
the average price and range at the end of the year
wins.  Many thanks to all the Forecast contributors
for another excellent year. The average predictions
for both gold and platinum were within 3% of the
actual averages and the direction of the price move
for all four metals was correctly forecast. 

The LBMA is grateful to PAMP SA for its
generous donation of prizes for the Forecast.  The
winners for gold and silver will each receive a 1oz
PAMP gold bar and the winners for platinum and
palladium will receive a 1oz PAMP platinum bar.

Forecast 2010 Winners

Forecast 2011 will be available on the LBMA website in January.  If you would like a hard copy, please
contact alchemist@lbma.org.uk.
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The London Gold Market Fixing Limited

has announced that there will be no afternoon gold Fixings on 

Friday 23rd December 2011

and Friday 30th December 2011.

Save the Date
24th February 2011

Regulation Update
By Ruth Crowell, Commercial Director, LBMA 

OTC Markets - US & EU
The US Dodd-Frank Financial Reform Act has
tasked the US Commodity Futures Trading
Commission, the SEC and the Federal Reserve
with writing the rules which will enforce the
legislation passed on 21st July 2010.  

The main sections of the Dodd-Frank act
which apply to the bullion market involve the
regulation of OTC swap markets, possible
position limits and possible mandatory central
counterparties (CCPs).  The CFTC has been
drafting rules on these sections and requesting
public comments on these rules on its website
(www.cftc.gov.uk).  

The European Commission is also
addressing OTC markets.  The EC has proposed
regulation in line with Dodd-Frank in
September 2010.  This is the proposed
regulation of OTC derivatives, central

counterparties and trade repositories.  Most
recently the EC has also requested a full review
of MIFID in December 2010.  Of particular
interest is the proposed standardising of OTC
derivatives on exchanges or trading platforms.
The LBMA will be working with industry
experts to determine how best to respond to
these reforms.

Supply Chains - Conflict Gold
The LBMA has continued its work regarding
US regulation concerning conflict minerals
coming out of the Democratic Republic of
Congo (DRC).  Also as a result of the Dodd-
Frank Act, the US now requires all companies
reporting to the SEC to file periodic reports
disclosing their use of ‘conflict minerals’ and
‘DRC Conflict Minerals’.  This reporting
requirement applies only to SEC reporting

companies; which are companies with more
than US$10 million in assets and whose
securities are held by more than 500 owners.
Many different groups have been working on
methods to track supply chains, including the
UN Working Group of Experts on the DRC,
OECD, ITRI (International Tin Research
Institute) and the World Gold Council.  The
LBMA will continue to work with all these
groups to ensure that the best possible scheme
is produced and communicated to all members
of the market.

The LBMA has also been discussing these
regulation issues within the Management
Committee and the Physical Committee.
Comments from Members, Associates and GDL
Refiners are welcomed.  n



Fifth China Gold and Precious
Metals Summit, Shanghai (2nd-
3rd December, 2010)
This two-day event has become an
established part of the precious metals
conference circuit in recent years.  There
were about 250 participants with 20-30
from outside China.  The main sponsors of
the conference were the Shanghai Gold and
Jewellery Trade Association, the Shanghai
Gold Exchange and the China Gold
Association.  The simultaneous interpretation
this year was of a very high standard which
helped the foreign delegates to understand
the Chinese language presentations, some of
which were very interesting.  Foreign speakers contributed half of the 20
papers included in the programme.  But it was notable that the panel
sessions held each afternoon consisted almost entirely of foreign speakers.
The Chinese speakers addressed primarily local issues, including market
structures and trading systems, production, the legal system and above all
investment.  Not surprisingly, the foreign speakers focused on the more
global questions affecting the outlook for prices.  There were two keynote
speeches.  The first was from an old friend of the LBMA, Shen
Xiangrong, Chairman of the Shanghai Gold Exchange who spoke about
the initiatives being taken to develop the Chinese gold market.  The
second, by the LBMA Chief Executive, described the OTC market
focused on the loco London contracts for gold and silver.  There was an
interesting debate during one of the panel sessions about the role which

OTC trading should play in the Chinese precious metals market.  This is a
debate which the LBMA looks to continue at its Chinese Bullion Market
Forum in Shanghai on 26th May 2011.

Tokyo Good Delivery Seminar (7th December, 2010)
Unlike the events mentioned above, this short seminar was a purely
LBMA event, organised to provide an update on Good Delivery
developments to Japanese refiners.  In spite of the steady growth in the
number of Chinese refiners on the Good Delivery List in recent years,
Japanese refiners remain the single largest group on the List.  The seminar
was well attended with only one of the listed refiners in Japan not being
represented.  n
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The Russian Bullion Seminar (Moscow, 18th
November, 2010)
This one-day seminar attracted an audience of 120 delegates from
more than 30 major companies and organisations, including a good
number of LBMA members located in London, Zurich and
Luxembourg.  The event was organised primarily by Anton Dranitsyn
of MDM Bank with support from Sergey Danov of the Russian Trading
System (the two companies also being the main sponsors of the
seminar).  A number of other Russian banks and institutions provided a
secondary level of sponsorship as did ICAP and MKS.

Stewart Murray opened the seminar by giving an update on what
has been happening in the LBMA and the London Bullion Market.  At
the end of Stewart’s speech, he presented Anton with the certificate
marking MDM Bank’s acceptance as an LBMA Associate.  This was
followed by Edel Tully of UBS who gave an excellent presentation on
the outlook for gold (plus some comments on silver) and David Jollie
of Mitsui who did the same for the PGMs.  The final paper from London
was by Mark Bruce of ICAP who reviewed the function of the EBS
broking platform.

The remaining papers were from the Russian side.  Sergey Danov
gave a brief presentation on the Russian Trading System, followed by
Eduard Rybkin of the Uralsib Financial Corporation on legislative and
insurance problems relating to the provision of allocated and unallocated
accounts in Russia.  Valery Braiko (one of the stalwarts of the Russian
gold industry) gave a presentation on many aspects of the Russian gold
industry (including lots of statistics about production – in sharp contrast
to the nearly zero statistical content of Russian papers that would have
been delivered a couple a decades ago).

Sergei Kashuba also spoke on the Methods of Evaluating Risk in
Russian Gold Mining.  He based his talk on a recent Russian book which
covered the topic of Economic Risks in Mining but which was a subject
that he suggested was poorly understood in Russia.  He also showed
some interesting statistics about the way grades are falling in the main
Russian gold-producing areas.  The final paper was given by Mikhail
Leskov of NBLgold.  It described the different approaches to mining
finance for different types of investors and at various stages of mine
development and mine type.  He also pointed out that there has been a
consolidation in the Russian Gold Mining industry.

Report from Abroad: 
Events attended by the Chief Executive
By Stewart Murray, Chief Executive, LBMA 
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and 
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and 

dancing

Armourers Hall, 

81 Coleman Street, London EC2R 5BJ

7th-8th March, 2011

Day One – Monday 7th March

Introductory Session
l Refining - the Role of the LBMA and the Good Delivery List
l Good Delivery List – Recent Developments and Rule Changes
l Proactive Monitoring –The role of the Referee
l Proactive Monitoring – Instructive Anonymous Case Histories

Reference Materials
l Reference Materials - An overview of their Production and Use 
l Silver Analysis - Methods, Changes to ISO Standards and 

Anonymous Sample Analyses
l Challenges in Manufacturing Silver Reference Materials
l Experience in the use of the LBMA Reference Materials and 

possible extension of the project

Assaying
l Swiss Precious Metal Control Round Robin Analysis
l Achieving ISO17025 Accreditation
l Fire Assaying, a Technical Perspective
l Proficiency Testing of Fire Assay Laboratories – Proposed LBMA 

Scheme

Drinks Reception at Armourers Hall

Day Two – Tuesday 8th March

Weighing
l Mass Measurement – the fundamentals
l The approach to weighing in the London Bullion Market
l Workshop on the electronic weighing of gold

Physical Defects 
l Physical Defects – A vault perspective
l The Origin and Avoidance of Physical Defects
l New Edition of the Visual Guide to Good Delivery Bar Defects

Panel Discussion and Concluding Remarks

This event is free of charge for LBMA Members, Associates and Good
Delivery List Refiners.  Representatives of other organisations may also
participate but must pay a registration fee of £500 +VAT.  

Contact Varsha.Peiris@lbma.org.uk for further information.

Assaying & Refining Seminar
Programme



LBMA News

MEMBERSHIP
Merrill Lynch was reclassified as
an options Market Maker on 14th
January, bringing the total number
of LBMA Market Makers to
eleven.

In order to qualify as an LBMA
Market Maker, a company must
offer two-way quotations in both
gold and silver to the other Market
Makers throughout the London
business day.  Reclassification is the
responsibility of the LBMA
Management Committee.  In
deciding on the issue of
reclassification, the Committee
takes account of the views of the
other Market Makers on the
performance of the candidate
company during an approximately
three-month probationary period.

The full list of Market Makers
on the LBMA website shows in full
the products (spot, forwards and
options) provided by each
company.

The full membership held by
Commerzbank International SA
Luxembourg was transferred to
Commerzbank AG on 1st
November 2010.

On 1st November, 2010,
Clariden Leu of Switzerland and
FideliTrade Inc of the United
States were admitted as Associates.
On 17th November, MDM Bank
of Russia and TCA SpA of Italy
were admitted as Associates.

On 1st January 2011, Coins N’
Things (CNT) was admitted as an
Associate.

Effective 31st December 2010,
Fortis Bank and Korea Zinc
resigned from the Membership.  

The Associate status of Lakhoo
Jewellery of Dubai was revoked on
31st December 2010 as the
company was unable to provide
renewed sponsorship.  The LBMA
requires Associates to renew their
sponsorship every three years,
either through the original
sponsoring companies or, if the
Associate is no longer doing
business with them, with new
sponsors.

These changes brought the
membership list at 14th January
2011 to a total of 120 companies,

an increase of three since the end
of 2009.  Interestingly, the number
of Associates, at 56, now exceeds
the number of Ordinary
Members, at 50.  

GOOD DELIVERY LIST
The silver refinery of Heraeus
Limited, located in Fanling, Hong
Kong, was added to the Silver List
on 15th September, 2010.

2010 was a busy year for the
processing of Good Delivery
applications.  A total of eight
refiners were granted
accreditation, four each for gold
and silver.  This brought the total
numbers of the active lists to 60
for gold and 70 for silver.  The
increasing role of Asian refiners
can be seen from the domiciles of
the new entrants.  China, Taiwan
and Hong Kong accounted for five
of them, the others coming from
Saudi Arabia, Turkey and
Kazakhstan.

COMMITTEES
Management

The Management Committee met
three times in the final quarter of
2010.  Two of these focused on
future strategy, both in terms of
the organisation of the precious
metals market (including the way
the LBMA is managed) and the
external environment in which the
market will be operating.  The
Committee has discussed the
possibility of making changes in
the way it is elected by the
membership, rather than the
present system of all its members
having to step down and face re-
election at each AGM.  As the
current system is enshrined in the
LBMA’s Articles, any such change
would have to be approved by a
General Meeting.  

Regulation, in all its forms, is
the key external issue that the
Committee is now addressing.
This encompasses the various
aspects of conflict gold (see the
article on page 19), banking
supervision and the future regime
for commodities trading.  The
Committee will shortly be
discussing the possible setting up

of a regulatory affairs committee
which might provide advice to the
Management Committee on such
questions.

The Committee is currently
developing terms of reference for
the sub-committees to clarify their
responsibilities and how they
should interact with each other
and the Management Committee.

Physical

The Committee met each month
in the final quarter of last year.  In
spite of the substantial number of
companies achieving GD
accreditation last year, there are
still many gold and silver refiners
that are hoping to achieve GD
status.  The Committee has spent
much time discussing the non-
technical credentials of companies
that have made serious enquiries.
One aspect that was considered at
length was the requirement for
applicants for listing to have a
tangible net worth equal to £10
million.  This level has been
unchanged since 1994 and the
Committee is discussing whether
it should be revised upwards.  As
far as existing Good Delivery
refiners are concerned, any
requirement for them to have an
increased tangible net worth
would be notified in advance to
give them sufficient time to
strengthen their balance sheets.

The Committee has noted the
discussions with HMRC on a draft
MOU on VAT prepared by a
working party led by David Blaney
of UBS.  This is a complex subject
and it will be some time yet before
the MOU is finalised and
distributed to Members.  Other
topics discussed have been the
various initiatives around the
subject of Conflict Gold and the
use of the Good Delivery List by
exchanges and funds.

Public Affairs

At its meeting in late November,
the PAC approved the
arrangements for the annual
bullion market party.  With the
major 2010 events behind us,
there was a short lull in the

Committee’s activities towards the
end of the year.  But this is now
over.  Discussions are now taking
place about two important events
in the coming year: the Bullion
Market Forum in Shanghai on 26th
May and the Annual Conference in
Montreal during the period
18th–20th September.

Based on a recommendation
from the PAC, the LBMA has
agreed to provide a Bursary to
Trinity College, Dublin to support
a PhD student (provided that an
appropriately qualified candidate
with a suitable topic, relating to
gold and/or silver, applies).  The
bursary will be worth €12,000 for
EU candidates and may, subject to
certain conditions, be continued
after the first year.  An increased
amount will be available for non-
EU students because they are
subject to higher tuition fees.
Ruth.Crowell@lbma.org.uk can
provide more information if
required.

Membership
The Committee met only once
during the past quarter, when it
discussed the arrangements for
carrying out the three-yearly
Associate Reviews.  The new
system introduced last year was
considered to be working well.
Under this, the onus is on the
Associate under review to procure
renewed letters of support from
its original (or new) sponsors.  The
Committee’s main activity is of
course vetting applications for
membership and making
recommendations to the
Management Committee.  As is
implied by the list of new
Associates above, this work is
carried out mainly by email.

Finance

The Committee met in October
and November to review the
three-year forecast for income and
expenditure.  It also
recommended that its remit
should be extended to encompass
a more proactive responsibility for
expenditure plans.  This was
subsequently approved by the

By Stewart Murray, Chief Executive, LBMA

Clariden Leu is proud to be a new Associate of 
The London Bullion Market Association (LBMA)
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Management Committee and, as a
result, the Finance Committee will
in future meet every quarter to
review the management accounts,
the debtors position and the
financial implications of any
proposed changes in the activities
or organisation of the LBMA.

Membership Subscriptions
The invoices for the 2011
subscriptions payable for Members
and Associates, and for the annual
maintenance fees for GD refiners,
will be issued in January.  Most
companies pay these promptly, but
in a number of cases, the invoices
issued in January last year were
still outstanding many months
later.  Chasing up these aged debts
is very time-consuming and adds
considerably to the Executive’s
workload.  It is perhaps worth
pointing out that the LBMA’s
Articles allow the revocation of
the membership of any company
whose annual subscription remains
unpaid after three months.  Rather
than implementing such a
draconian action, the Management
Committee has approved a
recommendation from the

Membership and Finance
Committees that subscriptions
which remain unpaid after three
months will be subject to a 20%
surcharge and that if they remain
unpaid after six months, the
membership (of the LBMA or the
Good Delivery List) will be
revoked.  The Executive will of
course make every effort to ensure
that invoices, statements and
reminders do reach the
appropriate representatives of the
companies concerned.

Data Commercialisation
The LBMA Market Makers’ Gold
Forward Curve will go live on
Thomson Reuters, Bloomberg and
17 other data vendors in ten
different countries on 17th
January.  The LBMA’s eight
forward Market Makers contribute
their forward prices for gold at the
close of business each day,
consisting of 17 data points
covering the period from one
week to ten years forward.  The
LME will then collate and
distribute the gold forward curve
to data vendors on behalf of the
LBMA.  The Executive is now

working with the Market Makers
to produce similar forward curves
for silver, options and gold IRSs.

Use of Good Delivery List
During recent months, the LBMA
has held discussions with the
world’s leading commodity
exchanges concerning the way
they use the Good Delivery List
and whether they would be willing
to support the LBMA’s work in
maintaining the List.  A sub-
committee has been set up in the
LBMA to guide the resulting
negotiations.  This will be chaired
by the LBMA Vice Chairman,
David Gornall, who also sits on
the Physical Committee as the
Management Committee
representative. 

Referees
The LBMA Referees met in Berlin
immediately following the
Conference and again via
conference call in mid-December.
The plans for the Assaying and
Refining Seminar were the main
topic discussed.  See the
announcement on page 21 for
further details about the Seminar.

Other important questions
addressed were:
l the testing work carried out by
the Referees in relation to samples
and bars provided by refiners
being proactively monitored and
applicants for GD accreditation;
l the differences between the
standards for 999.9 gold in a
number of countries;
l the possible extension of the
Reference Materials project;
l the proposed introduction of a
proficiency testing scheme to
allow GD gold refiners to
compare their fire assaying
accuracy with their peers.

Chief Executive
Presentations
The Chief Executive was the
keynote speaker at two recent
industry events.  The first was the
Russian Bullion Seminar held in
Moscow on 18th November.  The
second one was the 5th Gold and
Precious Metals Summit held in
Shanghai on 2nd–3rd December.
The Chief Executive also gave a
presentation to a group of
Japanese Good Delivery refiners in
Tokyo at an LBMA Good Delivery

Clariden Leu is proud to be a new Associate of 
The London Bullion Market Association (LBMA)
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FEBRUARY
7-10
Mining Indaba 2011

Cape Town

T: +1 859 746 5700

info@miningindaba.com

www.miningindaba.com

24
LBMA Annual Party

London

T: +44 (0)20 1196 3067

F: +44 (0)20 1196 2112

varsha.peiris@lbma.org.uk

www.lbma.org.uk

MARCH
6-9
PDAC 2011

Toronto

T: +1 416 362 1969 ext. 1

convention@pdac.ca

7-8
Fourth LBMA Assaying and Refining

Seminar

London

Full programme on page 21

T: +44 (0)20 1196 3067

F: +44 (0)20 1196 2112

varsha.peiris@lbma.org.uk

www.lbma.org.uk

APRIL
7-8
World Silver Survey 2011 Launch

New York and Mexico

T: +44 (0)20 7478 1777

info@gfms.co.uk

www.gfms.co.uk

7-8
Gold Survey 2011 Launch

London, Toronto and Johannesburg

T: +44 (0)20 7478 1777

info@gfms.co.uk

www.gfms.co.uk

MAY
17
LPPM Seminar

London

www.lppm.org.uk

18
LPPM Dinner

London

www.lppm.org.uk

26
LBMA Bullion Market Forum

Shanghai

T: +44 (0)20 1196 3067

F: +44 (0)20 1196 2112

varsha.peiris@lbma.org.uk

www.lbma.org.uk

JUNE
11-14
IPMI 35th Annual Conference

San Antonio

T: +1 850 476-1156

mail@ipmi.org

www.ipmi.org

22
LBMA AGM

Armourers’ Hall, London

T: +44 (0)20 1196 3067

F: +44 (0)20 1196 2112

varsha.peiris@lbma.org.uk

www.lbma.org.uk

SEPTEMBER
18-20
LBMA Precious Metals Conference

2011

Montreal

T: +44 (0)20 1196 3067

F: +44 (0)20 1196 2112

varsha.peiris@lbma.org.uk

www.lbma.org.uk

DIARY OF EVENTS

Seminar held in Tokyo on 7th
December.  See the article on page
20 for more details of these
events.

Visitors
Recent visitors to the LBMA have
included delegations from the
Shanghai Futures Exchange, the
Japan Mint, the Korea Exchange,
the Korea Securities Depositary
and the City of London’s China
Offices.

REACH
The registration deadline for EU
companies which import or refine
more than 1,000 tonnes of metal
per year was 30th November,
2010.  There are no EU companies
producing or importing this
quantity of gold so this deadline
only applied to silver.  Companies
which needed to register were
able to purchase a Letter of Access
from the Brussels-based Precious
Metals Consortium, thus allowing
them to include a reference in

their registration to the
Consortium’s silver dossier, which
had been submitted to the REACH
authorities by the lead registrant,
Aurubis, in mid November.

The next relevant registration
deadline is 31st May, 2013 which
applies to companies with a
tonnage band of 100-1,000
tonnes.  For the next lower
tonnage band, 1-100 tonnes, the
deadline is 31st May, 2018. 

EU Classification,
Labelling and Packaging
(CLP) Regulation
This is a separate matter from the
registration under REACH and
one where the LBMA Executive
has not previously been involved.
It relates to the need for
companies to notify the European
Chemicals Agency of the
classification of each substance that
it places on the EEA market.  This
should have been done by 3rd
January, 2011, but it appears that
many companies were unaware of

this.  For companies that
previously pre-registered under
REACH, this can be done through
their REACH-IT accounts.  The
CLP regulation is described in the
Directive EC 1272/2008.  More
information on CLP can be found
on ECHA’s website:
echa.europa.eu.  It should be
noted that CLP applies to all
substances, no matter what
tonnage a company manufactures
or imports.  So even those
companies which did not pre-
register, or have no obligations
under REACH, may need to create
a REACH-IT account and submit a
CLP notification.

The Precious Metals
Consortium has prepared guidance
on the classifications it has
developed for precious metal
substances (in some cases, in
different forms, such as powder).
The LBMA Executive can provide
copies of this to Members who
need to notify ECHA about
substances that they place on the

market.  Most of the classified
substances (eg compounds
containing precious metals) are
not manufactured or imported by
LBMA members.  In principle,
massive precious metals, ie bullion
bars, are not currently classified in
terms of risks to health or the
environment, so a company
notifying ECHA about these
products needs to select ‘not
classified’ as the classification.

STAFF
We are delighted to welcome a
new member of staff, who joined
us on 1st December, 2010.
Rebecca Adamson has been
employed in the past as a
consultant on a number of projects
related to the Good Delivery List.
Rebecca acts as the LBMA’s Good
Delivery Administrator, where her
primary duties include processing
applications for GD accreditation
and arranging the three-yearly
cycle of proactive monitoring for
current members of the List.  n



However, it was also a year of many challenges.  On behalf
of its Members, the LBMA is working hard to address
these challenges for the collective good.  Our committees
and Executive have a heavy workload, and for those who
contribute their time by sitting on committees, there has
been a gruelling schedule of meetings and heavy agendas.
To all of you from the market who sit on these
committees, I offer you my sincere thanks for all that you
do, especially when your day jobs are so full.

A great deal of effort went into Data
Commercialisation in 2010.  This has now completed its
first stage, with the generation of a daily gold forward
curve that will be distributed through an agreement with
LME to market data vendors.  In 2011, we will also bring a forward
silver curve and then perhaps we can address other data sets.  You will be
aware that the LCH has recently launched its cleared forward product,
adding to the CME’s cleared forward product launched some while back.
In part thanks to the dialogue involved in creating the curve from the
LBMA’s Market Makers, there has now been a review of Market Making
criteria and at the same time a very encouraging resurgence of interest in
Market Making itself.  We have recently welcomed Credit Suisse to the
list and there will be more additions soon I believe.

To deal with this heavy workload and an ever expanding list of other
issues and activities undertaken on behalf of our Members, coupled with
the healthy financial position of the LBMA, we have been able to
substantially expand the Executive.  We now have seven full-time staff and
the resources to expand further if needed.

One of the core elements of the London market is the LBMA’s Good
Delivery List.  The work of the Executive together with the Physical
Committee in managing applications, as well as our very successful
proactive monitoring system, is critical in maintaining market standards
that are adopted around the world.  We believe this system brings
immense value to the global market and, as such, we continue to
consider how best to further improve the system and how best to fund
that process.

One area of activity taking up greater time is our policy of outreach
and our desire to deliver the LBMA message around the globe to
emergent markets.  Our Chief Executive has done a tremendous job in
representing the Association and in giving speeches and seminars at a
range of events and conferences in Peru, Dubai, China, India, Russia and
Japan this year.  

Our major industry event though remains the LBMA Conference and
we continue to stick firmly to the original concept of this being a
conference organised by the market, for the market.  This year’s event,
despite the inclement weather for three days in Berlin, was the most
successful yet, with more than 500 attendees.  Thanks again to the
Executive and the Public Affairs Committee for their work in making it
such a success.  This year’s conference will be in Montreal and after that,
we will likely move the venue to Asia.  The Executive is also planning an
Assaying and Refining Seminar during the period 7th–8th March, 2011,
and then in May, we are working on resuming our series of very
successful market forums with an event in China, details of which will be
forthcoming shortly.  

In terms of publications, many of you will have seen the
recently published history of the London Gold Delivery List
from 1750 by Timothy Green and with considerable input
from Stewart – it is truly a fascinating read for anyone
interested in the bullion market.  The quarterly Alchemist

continues as our flagship publication and one which we
continue to look to improve and develop.  Our annual poll of
forecasters is pre-eminent I believe, and closely followed.  

LBMA Membership has remained steady despite some
losses through mergers and we are pleased to see a constant
stream of interest from around the world in joining the
Association.  The Membership Committee plays a critical
role in that process and in ensuring our stringent

membership standards are maintained.  
Regulation was a focus for the LBMA in 2010, one which will

undoubtedly continue in 2011.  With the first registrations behind us, I
believe we have done all in our power to ensure that the market complies
with REACH.  Issues such as VAT, have required a great deal of effort and
I would like to single out David Blaney of UBS for his supreme efforts on
this.  On other regulation fronts, we are engaged with other industry
organisations on the issues of US & EU OTC Market Regulation, Conflict
Gold and Basel.  Given the various regulation issues facing the market,
the Management Committee is looking at ways the Association can
provide further assistance to our Members.  In the same way, I sense that
there may be something the LBMA is well placed to provide to our
refining Members when it comes to industry co-ordination.  

Local and international industry co-ordination is a subject which the
LBMA began to address in 2010 and which I sincerely hope to continue
to address this year.  Recently, the six Chairmen of the LPPM, three
fixing companies, the LPMCL and the LBMA sat down to discuss various
issues facing the market.  These meetings will now take place more
frequently to continue our dialogue on a wide range of issues concerning
the current status and future of the London bullion market.  But beyond
this, we must also recognise that we are part of a global industry,
involving a wide range of interested parties along the pipeline from mine
to consumer.  That industry is represented by a number of organisations –
the Silver Institute, the European Precious Metals Federation, the
International Precious Metals Institute, the International Platinum
Association, the World Gold Council and the Platinum Guild to name but
a few.  We are all trying to deal with critical issues that will define the
futures of our businesses.  In some cases, there are scarce resources to do
this work.  In others, there is considerable replication of effort.  Some
groups in the industry don’t have a single voice – for example, the
precious metals refiners.  I think it is high time that we all consider how
best to marshal our collective resources and think about how we can best
represent, and dare I say defend, our industry.  To that end, I think we
need to consider holding a meeting of all these key organisations. 

I think you can see that the LBMA is uniquely placed to assist with
industry co-ordination.  But we are a trade association and you are its
members – it does what you want it to do.  So I welcome your input to
our discussions as to the LBMA’s future direction.  n

Editorial
Editorial Comment by Kevin Crisp, Chairman, LBMA
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2010 was a year of great opportunities for many market participants in our business, allowing expansion

and development of new business areas. 



facing
facts
Paul Burton

Managing Director

GFMS World Gold Ltd

Major Concerns – Big is

not beautiful anymore

Over the past year, Barrick Gold
was once again, by some way, the
largest gold producer in the
industry, with gold output of
almost 8 Moz.  This was despite
lower attributable production
from Tanzania, following the spin-
off of African Barrick Gold, and
marked declines in Peru, at its
Pierina and Lagunas Norte mines.
Production was lifted significantly
by improvements from the
Cortez, Goldstrike and Veladero
mines.
On a quarterly basis, Barrick was
also the largest gold producer,
with output of just over 2 Moz.

But size, although it can mean
huge profits at current price
levels, does not necessarily
translate into impressive market
performance.  

Here’s what has happened in
the market in the last year.  Over
the past 12 months, the London
gold price rose by 19% to reach
US$1,415/oz (in the first week of
December).  With such a rise, one
would expect gold producers to
benefit from the bullish market –
and they did.  The FTSE Gold
Mines index, the most
representative index of the major
players in the gold-mining
industry, administered in London,
rose marginally more – by 20%.  

So a good return for investors,
but perhaps not as good as they
might have expected when they
bought the shares, given the
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Mitsui Global 
Precious Metals

Nick Frappell joins Mitsui 
in London as Vice President,
Marketing.  He started in the
precious metals market at Bank of
Boston and then joined Sumitomo
Corporation in Tokyo and London, before
moving to Sempra Metals.  Nick then joined
Triland, where he was Head of Precious
Metals.  Nick has served on the Management,
Finance, and Membership Committees of the
LBMA, and the Market Advisory Committee
of the NYMEX.

Dr David Jollie recently joined Mitsui in
London as Strategic Analyst, covering all of
the precious metals.  David previously spent
12 years with Johnson Matthey, where he was
most recently the author of Johnson
Matthey’s reviews of the platinum group
metal market.

Richard Horton joins in Singapore to
serve the greater Asia-Pacific region
excluding China and Japan.  Richard began
his career with Ayrton Metals before moving
to Sydney, where he established the Dresdner
Bank metals desk and was later with Bankers
Trust.  More recently, he worked in the
Australian power/carbon sector at Integral,
an energy retailer, and subsequently with
Altona Energy.

Miguel Vias will work in London, trading
the Gold and Silver books.  He began his
career on Morgan Stanley’s precious metals
desk.  In 2006, he moved to Bank of America,
where he was responsible for managing the
precious metals options portfolio.  Following
BOA, Miguel joined Techemet Metals Trading
to trade precious metals and FX.

Karina Acosta joins as Vice-President of
Marketing, based in New York. Before joining
Mitsui Global Precious Metals, she worked
for over ten years at Industrias Peñoles.
There she was responsible for managing the
company’s financial risks, including its
exposure to metals, energy, foreign exchange
and interest rates.  

Yuanhang ‘Alex’ Wang joins in Hong
Kong as a Derivatives Trader.  Alex worked in
JP Morgan’s Global Commodity Group in
Singapore until early 2009, where he held a
variety of responsibilities in commodity
derivatives.

Isabelle Garreau to Bank of Nova
Scotia-ScotiaMocatta
Isabelle joins as Director, Trading in London
from ANZ Bank, where she was employed as
a commodities derivative trader for both
precious and base metals.  She holds both
Bachelor’s and Master’s degrees in
Mathematics from Paris VI University.   

Michael Ludwig to Standard
Chartered Bank
Michael joins Standard Chartered in London,
where he will manage the Physical
Operations Team.  He moves from BNP
Paribas, where, after joining in 2006, he set
up the Precious Metals Middle Office/Trade
Support Team.  In his previous role with
Commerzbank Intl. S.A., Luxembourg, he
was responsible for the Global Physical
Precious Metals Operations.

Colin Griffith leaves Dubai Multi
Commodities Centre
Colin left DMCC at the end of 2010 after
working for the company since 2003 – the
first four years as Executive Director - Gold,
whilst living in Dubai.  Colin was also
Chairman of the Dubai Gold & Commodities
Exchange from inception in 2005 until 2008.
Since returning to live in the UK, Colin has
worked for DMCC/DGCX as its European
Representative.

Prior to working for DMCC, Colin held
senior managerial positions at Mocatta &
Goldmid (now Scotia Mocatta), Credit Suisse
and Standard Bank, and was a member of the
LBMA Management Committee from 1988-
1993 and 1995-2003.  

Market Moves



leverage that major gold
producers have traditionally
shown to the underlying gold
price.  When the gold price went
up 19%, they may have expected a
40% rise in their investments.
Leverage is one of the main
reasons why fund managers put
their money in a gold-producing
company rather than the metal
itself.  For certain periods in
the past, the producers, mainly
because of their cost structures
and the fact that they have a
chance to expand the ounces
invested in through
exploration, have
outperformed the gold price in
percentage terms, usually by a
considerable amount.  

Therefore, only marginally
outperforming the gold price is
not such a good result,
although it is better than the
market has seen for a number
of years, as the majors have been
particularly sluggish.  When some
of the smaller producers have
been posting exceptional capital
returns on the stock exchanges,
their larger colleagues have been
muted at best.

Looking at a shorter time
period of six months, the FTSE
Gold Mines index has recorded a
more positive increase of 27%,

against 16% for the underlying
gold price.

Let’s look in a little more
detail at performance over
different periods of the past year.
The table below shows how the
major gold producers have fared
in relation to the gold price and
the FTSE Gold Mines index.  

Over a 12-month period, only
Agnico-Eagle recorded a better
performance than the price of the
metal – 22%, against 19%.  Some
of the majors have even shown
negative returns.  The only period
in which the major producers have
exceeded the gold price rise is in
the last six months.

There are a number of reasons
why the larger miners haven’t
fared as well as their smaller
counterparts.  

They are viewed by investors
as having low growth profiles, for
a start.  It can be difficult for a
monolith that produces 8 Moz of
gold in a year to find that many
ounces each and every year to
replace its reserves, let alone to
grow its gold output in the future.  
On the other hand, however, a
200 koz/y gold producer can be
more nimble and find or acquire
smaller deposits, which will make
a significant difference to its
reserve inventory and production
profile.  It can grow more easily
and growth is highly prized in this
industry.  

Having said that, five of the top
ten producers added production
over the past year.  Comparing Q3
2010 with Q3 2009, Newcrest
Mining and Agnico-Eagle Mines
both achieved significant increases
in production through acquisition,
but although Barrick Gold,
Newmont Mining and Kinross
Gold added to their production,

the amounts were relatively small.  
The large producers are also

being weighed down by cost
increases, which have kept apace
or exceeded the price increases
during recent years.  The industry
as a whole saw its costs rise by
13% year on year in Q3 2010, as
the Mining Industry Cash Costs

table to the right shows.
It was the South African

listed companies that saw the
biggest increase, as year-on-
year average quarterly costs
rose 21%, to US$726/oz.
However, this is substantially
lower than the increases seen
in previous quarters.  Among
the country’s major
producers, AngloGold
Ashanti’s and Gold Fields’
costs rose by around 20%
year on year, while at
Harmony, the geographically
least diverse of the three

producers, costs rose by nearly
30%.  

Operating costs in South Africa
remain under pressure from
higher consumable and labour
charges, and declining production,
and were further strained by the
appreciation of the rand-dollar
exchange rate.  Also, as of April,
Eskom increased electricity tariffs
by 25%, which in the quarter was
further compounded by the
controversial 35% bumper winter
electricity tariff.

As the table below shows, only
three of the majors (Goldcorp,
Yamana Gold and Agnico-Eagle
Mines) feature in the top ten in
terms of cash costs.

The larger producers – the
majors as we call them – are
making good profits at these price
levels but are not providing
investors with any sparkle.  It may
be that the business model that has
served the industry since 1998,
when the global majors

consolidated their positions, has
now run its course, and it may be
a time to split up the monoliths
into smaller, regional units, such
as Barrick Gold did earlier this
year when it hived off its African
assets into African Barrick Gold. n
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Top ten gold producers Top ten gold producers Q3 2010
12 Month (koz) Sep-10 (koz)

Barrick Gold 7,984 Barrick Gold 2,060
Newmont Mining 5,496 Newmont Mining 1,408
AngloGold Ashanti 4,549 AngloGold Ashanti 1,162
Gold Fields 3,499 Gold Fields 908
Goldcorp 2,432 Newcrest Mining 674
Kinross Gold 2,271 Goldcorp 596
Newcrest Mining 2,039 Kinross Gold 575
Harmony 1,389 Harmony 337
OJSC Polyus Gold 1,287 Agnico-Eagle Mines 279
Buenaventura 1,149 Buenaventura 273
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12 Month (koz) Sep-10 (koz)

Barrick Gold 7,984 Barrick Gold 2,060
Newmont Mining 5,496 Newmont Mining 1,408
AngloGold Ashanti 4,549 AngloGold Ashanti 1,162
Gold Fields 3,499 Gold Fields 908
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Kinross Gold 2,271 Goldcorp 596
Newcrest Mining 2,039 Kinross Gold 575
Harmony 1,389 Harmony 337
OJSC Polyus Gold 1,287 Agnico-Eagle Mines 279
Buenaventura 1,149 Buenaventura 273

1M 3M 6M 1Yr 
Agnico-Eagle Mines 6% 23% 36% 22%  Sep-10 Sep-09 y-o-y
London Gold Price 1% 13% 16% 19%  Region  US$/oz US$/oz (%)
OJSC Polyus Gold 16% 35% 38% 16%  South Africa  726 601 21%
Barrick Gold 9% 12% 19% 11%  Australia  530 459 15%
Newmont Mining -3% -1% 9% 7%  Canada  465 435 7%
Newcrest Mining -2% 5% 23% 6%  US  473 409 16%
Gold Fields 7% 13% 9% 4%  UK  657 634 4%
Goldcorp 4% 3% 3% 0%  Av.  Costs*  541 478 13%
AngloGold Ashanti 1% 7% 1% -3%
Harmony 0% 6% 3% -8%
Zijin Mining -4% 31% 30% -15%
Yamana Gold 9% 14% 8% -17%
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Goldcorp 4% 3% 3% 0%  Av.  Costs*  541 478 13%
AngloGold Ashanti 1% 7% 1% -3%
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Yamana Gold 9% 14% 8% -17%

*For the 70 gold producers that World
Gold Analyst monitors
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