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Global Financial Crisis
The first thing for me to ask is what is the nature 
of this global financial crisis and how long is 
it going to last? In the beginning, I was rather 
optimistic. I thought this was the usual global 
crisis and it would recover soon and so on. 
Then I found that that was not true. This time, 
the crisis is different because the nature of this 
global financial crisis is very different from that 
of previous crises. That is, the fundamental 
cause of this global financial crisis is a debt 
crisis, because the wealthy countries spent too 
much and borrowed too much.  

When the subprime crisis broke out, US total 
debt to GDP was 359%, which is a huge number, 
double the ratio in the 1980s. Before 2007, 
among economists, we were debating what 
would cause a global economic crisis and we 
paid attention to the 17% of external debt. In 
other words, the US accumulated large foreign 
debt. Foreign debt as a percentage of GDP 
was 17% and we worried that there would be 
a sudden stop, the dollar interest rate would 
rise and then an economic crisis would occur. 
However, this did not happen and we made 
that mistake because we failed to see the 
broader picture, which was 359%, among which 
household debt to GDP was roughly 100%. 
We just took notice of the 17% and forgot 
the 100%. Equally importantly, we forgot that 
the 17% consisted mostly of US government 
securities, which were supposed to be very 
safe, and that, in contrast, the 100% consisted 
mostly of mortgage loans and derivatives, 
which were much more risky. I think this was 
where we made a big mistake. The subprime 
crisis translated to a public debt crisis and I 
do not know how Obama can hang on to this 
cliff now that the US public debt to GDP ratio is 
something like 115%, which is the highest since 
the Second World War. 

Economic Recovery
(a) Historical Methods
This is the basic situation we are facing and 
now the question is how the United States and 
many other countries will be able to solve this 
problem. Without lowering the debt to GDP 
ratio to a sustainable level, there will be no real 
economic recovery. I think we have to accept 
this fact. Throughout history, debt to GDP ratio 

has been reduced by economic growth, fiscal 
austerity, default and inflation.

I do not think there is any other choice but to 
adopt one of these methods to reduce the debt 
to GDP ratio, then we can talk about economic 
recovery. In fact, the US owes a huge amount of 
foreign debt, so dollar devaluation will also be a 
very important option for the Federal Reserve. 

(b) Quantitative Easing
Now we have so-called ‘quantitative easing’ 
(QE), which I think has the following objectives:
• To drive investors away from Treasury bills, 

because this is a very safe asset, and then 
the investor has to buy other financial 
assets, so you drive up share prices, gold 
prices and many other prices. Hence, the 
wealth effect will have some positive impact 
on economic growth. This is supposed to be 
the rationale in the mind of Ben Bernanke. 

• To create inflation. Before taking over the 
Presidency of the Fed, Bernanke was very 
open in talking about the possibility of using 
inflation to solve the debt problem. He 
gained the very apt nickname ‘Helicopter 
Ben’, and I think he will rule out this option, 
but of course he will not say so openly.

• To push down the value of the dollar is 
another very important objective of QE, 
even though Bernanke refused to admit 
that this is the policy, but I think Greenspan 
is more honest, because he is no longer 
the governor. He said that one of the most 
important purposes of QE is to drive down 
the value of US dollars. I think this is a very 
important way for the United States not 
only to reduce its debt burden but also to 
promote exports and hence growth and 
employment. 

Essentially, the policy of QE is to shift the debt 
burden away from borrowers at the expense 
of creditors and I think this is basically the 
situation that China is facing.

China
(c) External Environment
China is facing quite a difficult external 
situation; firstly, because of the global 
recession and global moderation, China’s 
external demand has weakened. For many 
years, China’s economy has depended on its 
exports. Even though it is an exaggeration to 
say China’s growth is entirely dependent on 
external demand, I have to admit that export 
is one of the most important growth engines 
for the Chinese economy. To achieve a decent 
rate of growth without worsening the debt 
problem, I think, the only option for the United 
States is to increase exports and to run a trade 

surplus. Therefore, the pressure on China for 
RMB appreciation will still be high, even though 
China’s current account surplus to GDP ratio is 
not that high – it is more or less balanced. 
 
(d) Losses
In fact, China has suffered great losses. Over 
the past two or three decades, China has 
accumulated something like $5 trillion in foreign 
assets. It has also accumulated something like 
$3 trillion in foreign liabilities. China is credited 
with something like $2 trillion, but for most of the 
past 10 years, China has had to pay investment 
income to other countries. Last year, China’s 
investment income was negative $27 billion. I 
am a lender, so I lend money to you. Instead of 
collecting a return from you, I pay interest to you. 
That is quite ridiculous, but that is the reality 
that China is now facing. This situation is not 
difficult to understand. First, China’s investment 
in the US is mostly in US government bonds. US 
Treasuries’ 10-year yield is less than 2%, while 
in American firms’ average investment return in 
China was as high as 33% in 2008, according to 
the Conference Board. The corresponding figure 
for multinationals in China was 22%, according 
to a World Bank team working in China. To make 
things worse, US inflation is more than 2%, so 
the real return for Chinese investment in US 
Treasuries is negative. Second, China’s claims 
on the US are denominated in the US dollars 
and America’s claims on China are mostly 
denominated in the RMB. The devaluation of the 
US dollar automatically leads to the worsening 
of China’s net international investment position 
(NIIP). In addition, the US will try its best to inflate 
away its debt burden, so China will suffer even 
more in the future.

(e) Challenges 
China is facing lots of challenges, but a very 
big one is that, on the one hand, China has to 
maintain a decent growth rate, because without 
a decent growth rate, there will be employment 
problems, social instability and so on and so 
forth. On the other hand, we cannot rely on 
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exports to promote growth. We cannot rely on 
running a current account surplus to promote 
economic growth, because of the global financial 
crisis, so how China can defend its interests and 
reduce capital losses is a very big challenge. 
My personal view is that in order to get rid of a 
devaluing US dollar and US assets, China should 
reduce its current account surplus as much as 
possible. China should not fear running a current 
account deficit against the US. Only by doing so 
can China can get its money back. Insisting on 
running a current account surplus against the 
US is equivalent to refusing allowing the US to 
repay its debt to China, which is simply stupid.

(f) Short-Run Growth Prospect
Earlier this year, most Chinese economists 
predicted that by the end of this year, we would 
see a growth rate of at least 8%, but until very 
recently, Chinese economic performance was 
not that satisfactory. I think there are three 
reasons why this happened.

Firstly, starting last year, the Chinese 
Government adopted a tight monetary and 
fiscal policy, trying to slow down the growth of 
real estate development. The investment in 
real estate development is very important for 
China’s economic goals and we underestimated 
the impact of the slowdown of investment in 
real estate on China’s economic goals.

We also did not expect that the situation in 
Europe would be so bad. We thought the 
European countries would be able to overcome 
their difficulties and have a better economic 
performance, but we were wrong.

Thirdly, and I think this is very important, until 
quite recently, the Chinese Government did not 
rush to use expansionary monetary and fiscal 
policies to stimulate the economy. In 2008 and 
2009, there was a slowdown and the Chinese 
Government panicked a little and rushed 
to introduce a few stimulus packages. This 
year, I think the Chinese Government is more 
cautious and more relaxed, which I think is a 
good thing. It has not panicked and so has not, 
until recently, introduced a more expansionary 
fiscal and monetary policy. I think this is a 
very important reason why, so far, the growth 
performance of the Chinese economy is not 
as good as we expected earlier this year, but it 
does not matter. We need a slower but more 
sustainable rate of growth. 

(g) The Talk of the Town
Late last year and early this year, people talked 
about a hard landing. I think there are three 
reasons why foreign pundits are talking about a 
hard landing:
• China’s over-investment
• The low loan quality of China’s banking 

system
• The property bubble and the possible crash 

of the housing market

I think all these arguments are reasonable, but 
more or less they exaggerate the extent of the 
seriousness of these problems. Yes, we have 
these problems, but they are not that serious 
yet. In fact, we have faced these problems many 

times in the 1980s, 1990s and 2000s. Indeed, 
in the 1980s and 1990s, I predicted the fall 
of the Chinese economy many times due to all 
these problems and each time I was wrong. 
Since then, I have become cleverer, I have tried 
my best to be optimistic and I have been right. I 
have shifted my position, so I hope you can follow 
suit. Do not follow the pessimistic forecasting 
of the Chinese economy, because China is a big 
country and the situation is complicated.

(h) Loan Quality of the Banking System
People talk about loan quality. In fact, there 
are a lot of problems, including the local 
government financial platform and big project 
finance. For instance, we have built a very good, 
high-speed railway, but the borrowing by the 
Ministry of Railways is huge, accounting for 
something like 4.3% of GDP. How this Ministry 
can repay the money we do not know, but China 
will be able to muddle through.

The key thing for me is that China’s fiscal 
position is very good and you should focus on 
the fiscal position when you are analysing a 
country’s situation. If a country’s fiscal position 
is bad then the situation is hopeless, but in 
China, the budget deficit to GDP ratio is less 
than 2%. The public debt to GDP ratio is less 
than 20%. This is good enough and means that 
we still have room to manoeuvre. Even though 
there is a crash of this and that, we can foot 
the bill and survive. Of course, we cannot make 
too many mistakes. You can crash once, twice, 
three times, but perhaps three times is the limit. 
If the public debt to GDP ratio shoots up to more 
than 100% or 200%, the Chinese economy 
will be finished, but we are far away from that 
perspective, so there is no need for you to worry, 
at least for the short or medium run.

(i) Housing Market 
I gave a presentation earlier this year at the 
New York Stock Exchange where I said that the 
real demand for houses will still be strong after 
the withdrawal of speculative demand and a 
floor for housing prices will be set. The quality of 
mortgages is quite good in China and the banks 
are in a position to absorb a large impact even 
if there is a crash. The real issue for China’s 
housing market is not a bubble. China is a very 
big country and maybe in Shanghai there is 
a bubble, but you cannot say that the whole 
Chinese economy is suffering from a housing 
bubble. That is totally wrong. The issue for China 
is resource allocation, which I will talk about a 
little bit later.

(j) Growth Rate Slowdown
For me, a bit of a slowdown is a good thing and 
we should not really worry about it. Rather, we 
should be happy with it, because the priority for 
the Chinese Government should be to transform 
China’s growth pattern from being investment-
driven, export-driven to a more sustainable 
and sustained growth pattern. Therefore, China 
should focus on shifting the growth paradigm. 
Growth is important, but we should not pursue 
a very high growth rate and so for me 9% is too 
high. In order to reallocate resources and make 
better use of them, you should allow the growth 
rate to be slower. China’s real estate investment 

to GDP ratio is 10%. In history, no country has 
had such a high percentage of investment in 
real estate development. If you take Japan or 
Korea, once upon a time, they were at 8% for 
a few years, but no country such as China has 
had such a high percentage. You cannot base 
your growth on cement and steel. 

Another example is affordable housing in 
Beijing. The standard for an affordable house is 
90 square metres. In Hong Kong, for a medium 
sized house, it is 47-49 square metres. China 
is still a developing country with an per capita 
income of something like $5,000 a year, so 
building affordable housing of 90 square metres 
in Beijing is ridiculous. 

Do you know how many steel mills there are 
in China? My guess is more than 1,000. We 
produce more than 48% of the world’s steel 
products. Japan ranks second with 8%. China 
has no comparative advantage in producing 
steel. This is very good for Australians. My view 
is that China should cut the number of steel 
mills and reduce steel production. I am sorry for 
our Australian friends, but we have to do so and 
hence the slowdown is inevitable. 

(k) Staying the Course
Faced with the slowdown, China should stay 
the course and stay calm, while not barring 
fine-tuning. According to Premier Wen Jiabao, 
China’s growth pattern was not sustainable, 
not co-ordinated, not balanced, so we have to 
shift our growth pattern and in order to do so, 
we should allow the growth rate to be slower. 
It is affordable: for many years, we talked 
about 9% because we thought otherwise there 
would be huge unemployment, but this time, 
the labour market stress is not that serious. In 
fact, labour shortage has become a problem 
in many sectors and cities, which shows that 
there is room for the Chinese Government to 
slow the breakneck rate of growth and pay more 
attention to improving the quality of growth. This 
is desirable, because under a tighter economic 
situation, you force enterprises to have more 
competition and more incentive for upgrading 
their industrial structure and cultivating 
innovation, creation and so on. 

(l) Progress in Structural Adjustment 
China has made some progress in structural 
adjustment. They include:
• Slowdown in Investment: The growth rate 

of investment in real-estate development 
plummeted by 16.3 percentage points year 
on year in the first half of 2012.

• Growth in household incomes: plentiful 
anecdotal evidences indicate that growth 

         The key thing for me is 
that China’s fiscal position 
is very good and you should 
focus on the fiscal position 
when you are analysing a 
country’s situation.
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of household disposable incomes has 
accelerated.

• Improvement in social security system: 
The number of people covered by basic old-
age insurance, unemployment insurance, 
workers’ compensation, and maternity 
insurance has raised substantially. 
Moreover, universal medical insurance is 
emerging, and a comprehensive system for 
providing aid to students from poor families 
has been established. 

• Decrease in external imbalances: since 
2005, the RMB has appreciated roughly by 
30% in real terms, which must have had a 
serious impact on exporters, reflected in the 
bankruptcy – as well as the upgrading – of 
many enterprises in coastal areas.

• More balanced development across 
regions: while growth in coastal areas 
has slow downed, provinces in Middle and 
West of China have maintained double-
digit growth. Labor-intensive industries 
in coastal areas are moving inland. The 
regional disparity in economic development 
is narrowing. 

Growth this Year
Earlier this year, when I talked about China’s 
growth, I said it would be okay and there 
would be no hard landing. In fact, to make this 
prediction was not that difficult. Now everybody 
agrees that the Chinese economy will be okay 
this year. The Chinese economy has already 
bottomed out. My bet is that the growth rate will 
be 7.8% and I do not think I will be too wrong. 
The Chinese Government has significant room to 
manoeuvre. If it wants to maintain a growth rate 
of 8% or even higher, it can do that even with just 
one quarter left. China’s problem is not short-run 
growth. It is the sustainability of growth.

(m) Rebalancing
China’s current account surplus to GDP ratio 
has been falling quite rapidly. By the end of last 
year, it was 2.8% – much better than that of 
Germany – so if the United States wants to attack 
somebody, it should attack Germany, not China. 
Thank God, Romney was not elected, not because 
I fear Romney, I have great sympathy with him 
and I have sympathy with some Republican ideas. 
I thank God he was not elected because he does 
not now need to try to figure out how to label 
China as a currency manipulator. China is not, so 
he would have had very hard work to do to back 
up his accusation and now he can just relax. 

The factors contributing to the rebalancing are 
very simple:
• Worsening of the external environment.
• Worsening terms of trade.
• Domestic stimulus package – we use this 

a little bit and whenever we do, China’s 
current account surplus is reduced.

• 30% real RMB appreciation, which is not 
immaterial.

A big issue is whether this rebalancing is cyclical 
or structural. The World Bank said that China’s 
rebalancing was not real rebalancing, but 
cyclical. I disagree, even though usually I am 
sympathetic with many of the Bank’s opinions. I 
think this is a fundamental change and not just 

cyclical. Of course, there are elements that are 
cyclical, so the safest statement about this is 
that it is both cyclical and structural, but perhaps 
more structural than cyclical. I do not think 
China’s current account surplus will rebound 
strongly in the next few years. 

This rebalancing is bad news for you guys, 
because China’s importation of precious metal 
and mineral products has reduced. The figure for 
August shows a double-digit fall in prices relating 
to energy, precious metal and mineral products, 
so in future I think China will reduce these 
kinds of imports because it needs to readjust 
its economic structure. The Chinese economy 
will be less heavy, which is not very good news 
for Australia and maybe not very good news for 
Brazil and other countries, but I think perhaps 
you should be prepared.

(n) RMB Trends
I think there is still room for the RMB to 
appreciate, but that room is not very big. You 
should not expect the RMB to shoot up in a big 
way. I think that the PBOC may further reduce 
intervention in the foreign exchange market, but 
I may be wrong and Mr. Xie Duo can correct me. 
An important development in China since 2009 
is the further opening of the capital account 
in the name of RMB internationalisation. 
Certainly, the PBOC will deny that there is RMB 
internationalisation. It claims that there is 
just RMB settlement for imports and exports. 
Whatever it calls the process, the essence is 
the same. Because of the policy of encouraging 
RMB settlement for imports and exports, to a 
very large extent China has opened the short-
run, cross-border capital flows. This is perhaps 
good news for you, but not good news for me, 
because I think China’s financial system is still 
fragile and we must be cautious. I am for further 
opening, but I am against opening up without 
doing more about interest rates and exchange 
rates, especially under the current turbulent 
international financial situation. Now all major 
industrialised countries are operating press 
prints at full speed. Cross-border capital flows 
will become even more turbulent. Why should 
China jump into the fray and expose itself to all 
sorts of shocks, without knowing what specific 
benefits it can gain?

Conclusion
Let me conclude very quickly by saying that the 
fundamental cause of the global financial crisis 
is the over-indebtedness of developed countries. 
Global deleveraging is the only solution for the 
global financial crisis. The deleveraging will take 
a long time and so will the recovery of global 
growth. For the United States, export growth 
holds the key to recovery; this is very important. 
To achieve export growth, the US dollar has to be 
further devalued, which in turn depends on the 
Federal Reserve’s monetary policy. Therefore, 
there will be more QE, there will be more 
devaluation of the US dollar and there will be 
more trade frictions. But rebalancing is perhaps 
the most important area where the interests 
of China and the US coincide. Only by running 
a current account surplus can the US repay its 
foreign debt. On the other hand, only by running 
a current account deficit can China get its money 

back. Why should the two countries fight against 
each other for the interests of the other side?

2012 was a difficult year for China, but there 
will be no hard landing. The Government will 
and can prevent a hard landing from happening. 
The true danger lies in the medium term, in my 
view. In the short run, three years, five years, 
no problem, but in the longer run, it depends. 
The Chinese Government has to strike a 
balance between rebalancing the economy and 
maintaining a slower but still decent growth 
rate of 7%. This target was set in the five-year 
plan, but unfortunately we never pay attention 
to those kinds of plans. A big danger is that 
the fear of slowdown leads to rolling back the 
measures aimed at readjustment. The longer 
the delay in restructuring and rebalancing, the 
higher the cost will be, as we can imagine. If we 
had started RMB appreciation in 2003 or we 
had appreciated in a more determined way in 
2005, China’s accumulation of foreign exchange 
reserves would be much less and China would 
not have fallen into the dollar trap so deeply

In my view, China has entered a new period of 
adjustment and a paradigm shift, which may 
last for a few years, maybe five years or longer. 
During this period, the Chinese economy will 
grow about 7%. Thereafter, the growth rate will 
pick up again and eventually lift China up to the 
plateau of a high-income country.
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LBMA/LPPM Precious Metals  
Conference 2012 Review
By Aelred Connelly, LBMA

The 2012 LBMA/LPPM Precious Metals Conference was held in Hong 
Kong, during the period 11-13 November. The conference continued 
to break attendance records for the fourth year in a row as the 2012 
event attracted a total of 764 attendees, from more than 38 countries. 
As is the case every year, media attention focused on the gold price 
predictions from Conference delegates.

At the 2011 LBMA/LPPM Conference in Montreal, delegates were overly 
bullish in predicting that the gold price would be US$2,019 by the time 
of the 2012 Conference. It turned out they were US$281 off the actual 
price of US$1,738. This year, LBMA/LPPM delegates predicted on the 
first day of the Conference that the gold price will be US$1,914 at the 
time of the 2013 Precious Metals Conference in Rome (29 Sept – 1 
Oct). The following day, they predicted a lower price of $1,849, indicating 
that the Conference speeches and discussion in the corridors had 
perhaps caused a revision of delegates’ bullish views. 

The Conference opened on the Sunday afternoon with a new and popular 
initiative, the Informal Networking Reception. This was followed in the 
evening by the Welcome Reception, which was co-sponsored by the 
Shanghai Gold Exchange and the Shanghai Futures Exchange. After the 
first evening of networking, the Conference speeches began in earnest. 
The Opening Session featured two keynote speakers: Xie Duo, General 
Director of the People’s Bank of China, and Professor Yu Yongding of 
the Institute of World Economics and Politics. Xie Duo explained the 
reforms and developments in China in recent years that have helped lay 
the foundations for the development and growth of the gold market in 
China. Professor Yu Yongding provided a fascinating insight into the global 
financial crisis, focusing on the two giants of the world economy, China 
and the US. His speech is reproduced on pages 3 - 5. 
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LBMA/LPPM Precious Metals  
Conference 2012 Review
By Aelred Connelly, LBMA

Networking continued with lunch on Monday sponsored by IE Singapore 
in the famous Grand Hyatt Tiffin Lounge. Following a full day of 
presentations, the evening’s festivities began with a celebration of Hong 
Kong culture during the Cocktail Reception, followed by the Conference 
Dinner, sponsored by the Hong Kong Gold & Silver Exchange Society. 
The entertainment highlights included a display of martial arts, an 
impressive dragon dance performance and a Chinese acrobatic show.

Speaker highlights from the Conference included the most highly rated 
session, Precious Metals Investment, which was chaired by John Reade, 
Senior Vice President, Paulson & Co. This session featured Marc Faber, 
Editor and Publisher of the Gloom, Boom and Doom Report, who won 
the prize for Favourite Speaker, a 1 oz gold bar, kindly sponsored by 
PAMP SA. Other highlights included a session on developments in the 
Chinese and Asian precious metals markets, chaired by Albert Cheng, 
Managing Director, Far East, World Gold Council, and a session on mine 
production, which was chaired by Suki Cooper, Precious Metals Analyst, 
Barclays. This session featured two representatives from the two biggest 
mining companies in the world, Jamie Sokalsky, CEO of Barrick Gold 
Corporation, and Lan Fuscheng, Vice-Chairman, Zijin Mining Group 
Ltd. In their speeches, they highlighted the major developments and 
challenges currently facing producers. Jamie’s speech is reproduced on 
pages 9 - 12.

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

The next LBMA Precious Metals Conference will take place in Rome, 
Italy, during the period 29 September to 1 October, 2013. We hope to 
see you there!
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Source: UK data annualised from Murray (2011), all others from GFMS (2012) 
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Introduction
I think there are a huge number of factors 
that ultimately have changed the way we are 
going to see mine production going forward, in 
particular gold mine production. In the years 
that this conference has been going, we have 
seen so many changes – the gold price going 
up, but also many changes with respect to the 
challenges that gold-mining companies face. 
As everybody knows, gold has been in a bull 
market for a number of years. In my view, that 
shows no signs of reversing. 

Today, I would like to provide some context 
around how mine supply has responded to that 
higher gold price and to this environment, and 
what I see are the trends going forward. 

Gold Mine Supply
Over the past 11 years, gold prices have 
increased by almost 500%. However, gold mine 
supply has been largely unresponsive to that 
increase and was up only 6% over that period. 
I think many of us would have thought 10 
years ago that if we were to see a gold price of 
over $1,700, there would be a lot more mine 
production in the world. That has not been the 
case. There are many factors that relate to that. 
I will talk about many of them today.

What are some of those factors? At a high level, I 
think we are seeing a combination of a lag effect 
of past low gold prices, cutbacks on exploration 
and capital spending in the past, plus a dearth 
of qualified technical people. The increasing 
maturity of the gold industry is another factor, as 
are the increasing cash costs that we have seen 
and the much higher capital costs. It is much 
more difficult now to find a mine, permit it and 
build it, than it ever was previously.

Industry Structure
There are very few mega-sized gold mines 
currently in production in the world. In terms of 
a cross-section of total gold mines by size, there 
are about 400 gold mines producing. Only 156 
of these, or about 40%, produce over 100,000 
ounces per year. We have 19 of those mines at 
Barrick. Twenty-one mines produce over 500,000 
ounces per year. We have six of those. Only 
six mines in the world produce over 1 million 
ounces. We have two of those and are opening 
another two within the next couple of years.

As these mines continue to mature, there is 
limited potential to significantly increase the 

numbers of high-production mines in operation. 
We do not have a lot of big mines in the world 
that can ramp up production, and there are very 
few big mines being discovered. I will talk about 
that in a few minutes.

Annual Gold Production
In terms of annual gold production in the last 
seven years, one major trend is that there has 
been a significant changing of the guard amongst 
what were historically the biggest producing gold 
countries. In 2004, South Africa was the largest 
gold producer, but by last year had fallen to fifth-
largest. Its ranking is likely to continue to decline 
given the increasing depth and higher cost of its 
producing mines. In 1980, just before Barrick 
was formed, 55% of all gold mine production in 
the world came from South Africa, although this 
was less than half of today’s overall production. 
Today, that is only 7% of 90 million ounces. 

As you know, China has taken over the mantle 
as the leader in global mine production. It has 
done so with an abundance of small-scale and 
non-private sector operations. The largest gold 
mine in China produced just over half a million 
ounces in 2011. 

Australia has maintained its production over 
the last five years, while the United States 
has dropped to third place. It is worth noting 
that whilst there is still discovery potential 
in Australia and the US, the mines in these 
countries are becoming increasingly mature. 
Thus, the additional production we are going 
to see is going to come from less-developed 
jurisdictions. With those new jurisdictions 
comes additional challenges.

Global Exploration Trends
In terms of global exploration trends, we 
have seen a significant decline in exploration 

discoveries, particularly of large deposits, 
in recent years. That is partly due to prior 
exploration spending cutbacks in the 1990s, 
with the lower gold price, and also because 
companies are now forced to look for new 
deposits in remote areas due to the maturity of 
the traditional mining jurisdictions. To a large 
degree, the low-hanging fruit has all been found. 

Challenges
(a) Overview
Specifically, we have seen discovery rates 
decreasing. The supergiant, or 20-million-plus 
ounce deposits, are rare. Districts are becoming 
more mature. The average finding costs are 
increasing. The timeframes to develop mines 
are also increasing. 10 years ago, we could 
build a mine from discovery to production in 
three to five years. Now it probably takes seven 
to 10 years, at a minimum – and maybe even 
longer. There are technical challenges that a 
company faces, including increasingly deeper 
and covered targets.

There are also many more non-technical 
challenges, including socioeconomic and 
geopolitical ones, which are increasing in 
developed and emerging countries.

(b) Exploration
Despite global exploration spending being at 
an all-time high – $8 billion was spent on gold 
exploration in 2011 – the rolling three-year 
average of endowment (reserves, resources 
and past production) from gold and copper-
gold discoveries in the past two decades 
has dropped off quite sharply. As a point of 
reference, there were 11 major discoveries 
in 1991 but only three in 2011. The trend of 
declining discovery rates has continued to 
persist even during this bull market in gold, 
despite the major ramp-up in exploration 

International Mine Production
By Jamie Sokalsky, CEO, Barrick Gold Corporation

The following is an edited 
version of a speech made at 
the LBMA/LPPM Conference 
in Hong Kong on 13 November 
2012. 
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spending. I think this really reflects the 
increasing maturity of the industry.

It is also interesting to note that although there 
have been some gold discoveries, not one can 
be described as a super giant – that 20-million-
plus ounce deposit. They are harder to find and 
that is directly impacting production growth 
because those super-giant discoveries are 
really the ones that can have a material impact 
on supply. There is also a lot less greenfield 
exploration being done. This is the so-called 
generative-type of exploration. That will also 
have an impact on future supply.

This decreased percentage of exploration 
budgets devoted to that early stage – or 
greenfield – exploration helps to explain the 
decline, over the last few decades, in the 
number of those big deposits. The trend in 
super-giant discoveries has been decreasing 
over the decades, from 14 in the 1980s, to 11 
in the 1990s, to five in the 2000s. We will see 
what happens this decade. 

The peak production in the 1980s was helped 
by the discovery of new technology, mainly heap 
leaching. We do not see any of those major 
technology breakthroughs today. The increasing 
maturity of the industry is evident. This will not 
bode well for future gold supply. 

(c) Lag Times
Not only are discoveries decreasing, but the lag 
time between discovery – defined as the first 
resource that you can define – and production 
for mid-sized to large-scale mines is declining. 
Due to a number of factors, in the past, many 
discoveries of more than five million ounces 
were not put into production. Of the 105 five-
million-plus ounce discoveries in the last 20 
years, less than half of those are actually in 
production. In the past 10 years, we had 36 
discoveries of more than five million ounces or 
higher. Only eight of these – 22% – are currently 
in production. This highlights how tough it is, 
even if you find gold, to advance it to production. 

(d) Declining Grades
Grades of the ore produced in gold-mining 
and other mining industries have declined 
quite significantly. That is having an impact on 
production and cash costs. This is partly due 
to the maturity of the existing mines, and also 
because the gold price has gone up. The higher 
the gold price, the more ore that was previously 
uneconomical to mine now gets produced. You 
might previously have thrown it on the waste 
dump, or stockpiled it. Now, with the higher gold 
price, producers are lowering their cut-off grade 
so that they can produce the lower-grade ore 
that they previously could not at $300 or $400 
per ounce.

There is a dramatic inverse relationship seen 
with gold prices increasing by about 500% in the 
past decade and average head grades moving 
from 2 grams per tonne to 1.5 grams per tonne. 
This does not sound like much, but it has a huge 
impact on overall cash costs. This means that 
companies are increasingly mining larger, low-
grade deposits, which require larger equipment 

and facilities, and are costlier to build and 
maintain. Fewer and fewer companies are 
equipped to actually spend the money to build 
and operate these large, low-grade mines. Even 
the smaller mines are costing more to build.

(e) Industry Cash Costs
Industry cash costs have increased at nearly 
the same rate as the gold price. Since the end 
of 2005, the gold price has increased by 270%, 
but cash costs are up 187%. This is one of the 
reasons why the gold equities have tended to 
underperform. Cash costs have inflated, so 
those margins have not been as attractive as 
investors would have liked. 

Even though this is on a percentage basis – so a 
higher gold price on a higher base has resulted 
in an expansion of those margins – cash costs 
have increased. Much of that is because of 
the gold price, resulting in the industry being 
able to mine lower-grade ores and using lower 
cut-off grades. Other factors that contributed 
to the cash cost increase include rising labour, 
consumable and energy costs, and royalties 
because of the gold price. Grade, cash costs 
and gold price are very closely related. 

Over the past decade, cost inflation in the 
gold industry has averaged about 16% per 
annum, versus about 14.5% for other types of 
mining. These numbers are pretty close. A big 
part of those overall increases – about 10% in 
gold – is due to inflation, currency valuations, 
other general mine site costs, labour and 
consumables. The remaining 6% is related to 
declines in mining conditions, recoveries and 
average grade. We have seen a 16% per annum 
increase in cash costs. This is a bit higher 
in the gold business relative to other mining 
companies. With the possible exception of 
currencies, each cost factor can be expected to 
continue to increase mining costs in the future.

Barrick’s cash cost structure is similar to that 
of other organisations throughout the industry. 
Wages take up 40% of costs, and this is a figure 
that cannot be altered too much because of 
inflation with labour and union contracts. These 
rates will increase. There is a labour shortage 
in many areas in the world and wage increases 
cannot really be stopped. Energy takes up 15% 
and is also tough to control. It can, however, 

be hedged. We have done some things in that 
regard, but the industry is largely at the whim 
of energy prices. Maintenance costs account 
for 20%. That can be controlled a bit, but you 
have to do a lot of maintenance to ensure good 
availability for your trucks and other equipment. 
The cost of consumables for processing makes 
up the remaining 25%. 

While you can do some things at the margin, 
the best way to control costs is to bring new, 
lower-cost mines into production and into your 
portfolio to replace some of your higher-cost 
declining assets. We are doing this. In the next 
few years, we are bringing in about 1.5 million 
ounces of new production at about $100 to 
$200 per ounce. That is where you will really 
see cost declines. 

(f) Scarcity of Skilled Labour
The Minerals Council of Australia (MCA) 
undertook a study that shows a disconnect 
for supply and demand for workers and jobs 
required by the mining industry. In every 
category, the demand for labour exceeds the 
supply. This is why in Australia we have such 
high labour rates. In many of the areas we work 
in, particularly in Western Australia, the choice 
for the worker is to get on a plane and fly to one 
mine or another. It is fly in, fly out. He does not 
have to move or disrupt his family. Thus if one 
mine or company in the iron ore business says, 
“We’ll pay you more than the gold business”, all 
he has to do is walk perhaps another couple of 
hundred feet to another plane and get on that 
plane to work there. As a result, there is a lot of 
turnover. We have had 25% or 30% turnover in 
the past. That scarcity of skilled labour is likely 
to continue, although we are starting to see a 
little bit of relief on this front.

(g) Capital Costs
One often overlooked expenditure that is very 
important to our industry is the capital cost 
required to maintain production at operating 
mines. As the current mines mature, high gold 
prices allow for the production at lower depths 
and grades, but at increasing capital costs.

While we focus on cash costs as an industry,  
we must spend a significant amount on 
sustaining capital. According to a CIBC study, 
this represents another $200 to $300 per 
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ounce to the industry’s overall cash costs, with 
expected go-forward increases of 7% to 10% 
per year. The increasing capital that you must 
add to just keep continuing to produce in the 
mine has impacted the amount of free cash 
flow that the industry can produce.

Project capital costs in the gold industry have 
also been increasing. Ernst & Young recently 
released a chart showing that of the companies 
that reported mine project overruns publicly 
between 2010 and 2011, the average overrun 
on those projects was about 71%. These 
projects are costing much more to build. We 
know this at first hand and it is not solely for 
one type of commodity. It is in all resource 
areas: iron ore, gold, copper, etc. This is a big 
challenge that we have to manage and it is also 
going to have an impact on supply.

When you add in exploration and G&A 
expenses, the all-in costs for the industry 
are approaching $1,500 per ounce. This 
was highlighted in a recent UBS report and 
compares with a figure of approximately $850 
per ounce four years ago. 

I think there is a perception that the gold 
industry is making huge cash margins. As you 
can see, that is not true. When you combine 
G&A, exploration, interest, capital and cash 
costs, we are producing at well over $1,000 
per ounce. That dramatic impact is shown 
in the CIBC report. One example of how this 
has manifested itself is that even though gold 
prices increased by $1,000 in the space of the 
past seven or eight years, the free cash flow per 
ounce has only increased by $100 per ounce. 
Thus, we have been hearing from investors 
in recent months that they want more capital 
returned to them. We have heard them. 

You have heard companies like us, and many 
others, talk about a focus on returns, free cash 
flow and being more disciplined. The days of 
growing production for the sake of nominal 
growth have been replaced with a renewed 
focus on capital allocation. This is going to 
result in less money ultimately being invested 
in lower-return projects at a time when ore 

grades are decreasing at mines. That is likely 
to result in a decrease in gold production in the 
industry going forward.

(h) Gold Equities
The difficulties that gold-mining companies 
have faced on the production and cost side 
have manifested themselves in making it more 
difficult for gold equity valuations. In 2004, the 
price-to-earnings multiples in the gold industry 
averaged about 80 times. They now average 
about 11 times and are thus below those of the 
S&P 500, which are 13. It shows that the lower 
multiple has been absorbed in the market, as 
it has seen the challenges that the gold-mining 
industry has faced. This has correspondingly 
made it more difficult for many companies, 
including junior companies, to issue equity, 
make acquisitions and invest in additional 
projects or exploration.

The underperformance of the gold equities 
versus the gold price is well known by many. 
Investors have opted for a simpler story rather 
than accept operational and other risks 
associated with a mining company. If they want 
to invest in the gold market, many investors 
buy the ETF, even though traditionally the 
gold equities have had more leverage. In my 
view, that should change as high stable prices 
and the focus on higher returns from the gold 
equities improves. I believe that we will revert 
back to gold equity outperformance over the 
gold price.

(i) Shrinking Valuation
The multiple contractions that we have 
seen, plus the increases in costs, have 
hit the valuations of junior gold-mining 
companies especially hard. A recent 
PricewaterhouseCoopers (PwC) report found 
that the market capitalisation of the top 100 
junior miners on the Toronto Stock Exchange 
decreased by over 40% from the end of June 
2012. This led to a 60% decrease in the 
number of those equities, with a market cap of 
over $100 million. That is also going to make 
it harder for companies to raise money and to 
explore and find more gold.

Top Business Risks
(j) Resource Nationalisation
According to Ernst & Young, the top business 
risk faced by companies involved in metals 
mining is resource nationalisation. This is 
key to a decision that a company like Barrick 
faces, whether we decide to invest capital 
in a particular country. Less industrialised 
countries, and often some developed nations, 
see rising commodity prices as a cure for their 
current economic problems. That shorter-
term focus can blunt the long-term impact of 
companies like Barrick, who invest in these 
countries, and our willingness to invest in 
many of these countries. Often billions of 
dollars are involved. It will deter investment in 
those countries if the resource nationalisation 
threat is there, through tax or other means. 
Nationalisation is not solely an expropriation 
of assets. It also occurs through the imposition 
of punitive measures such as increases in 
royalty rates, taxes or the renegotiation of tax-
stabilisation agreements. 

(k) Skills Shortage
Another major issue that we face is a skills 
shortage. This is a current problem for all 
mining companies, which I have talked a 
bit about already. PwC reports that the four 
largest diversified mining companies by market 
capitalisation each had labour cost increases 
of over 8% last year. As I have mentioned, 
labour costs represent almost 40% of the cost 
structure and have a dramatic impact on cash 
costs. The break-even costs of producing gold 
are going up. In my view, that is providing a 
base on the gold price.

The demand for skilled labour has risen 
significantly. The knowledge and experience 
needed to build and operate mines is in short 
supply. There is an older generation of qualified 
geologists and mining engineers who are going 
to retire soon. There is a dearth of younger, 
qualified people in those areas. There is so 
much competition in the commodity space that 
we all have to really compete for that labour.

(l) Infrastructure Access
Infrastructure access is also an increasing 
problem. Discoveries are often in very, very 
remote areas. We are building a mine in very 
remote areas of Chile and Argentina at 4,500 
metres. Conditions are very harsh and it is a 
six-and-a-half-hour drive to get there. We now 
have to go further afield to find these mines. 
We often have to put the infrastructure in place 
because there is no power, no water or no 
community. Thus, we have to spend significant 
amounts of money to do this. 

(m) Capital Costs
This needed infrastructure increases the 
overall capital costs. Cost inflation is part of 
this. Capital project execution is important. 
As an industry, we are experiencing tougher 
and tougher times when building these mines. 
Mines often cost billions of dollars. Five or 
seven years ago, we could build a number 
of mines for $300 million or $600 million. 
We have just built one that cost almost $4 
billion. We are building another one that will 
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cost between $8 billion and $8.5 billion. This 
represents a dramatic increase in capital costs.

(n) Maintaining a Social Licence to Operate
Maintaining a social licence to operate has 
never been more important. There are more 
stringent environmental standards and a 
stronger focus on the social licence to mine. 
There is increased scrutiny on the industry. 
We must show that we are all committed to 
sustainable development or we will not be able 
to build or operate the mines. With that comes 
a growing number of responsibilities, including 
those that are regulated and some that are 
undertaken voluntarily. Other responsibilities 
include the Equator principles, the IFC’s 
Performance Standards and the OECD’s 
guidelines for multinational enterprises. 

There is also a rise in socially responsible 
investors. We must make sure that we look 
closely at dealing with the impact of those 
social investors. We are not able to solely focus 
on cash costs and building mines on time. 
We must look at the environmental and social 
considerations more than ever, as are so many 
more investors. It not only is the right thing 
to do, but it is good business as well. NGOs 
continue to exert a tremendous amount of 
pressure on us. That is becoming much more 
complicated and we now must spend many, 
many more millions of dollars dealing with that.

(o) Environmental Impacts of Mining
In terms of the environmental impacts of 
mining, we must reassure stakeholders, locally 
and around the world, that we are managing the 
environment well, including the impact on land, 

air and water. There is a relatively low amount 
of trust in the mining industry from the private 
sector. We are starting from behind the eight 
ball. We have to work with communities. We 
have to be part of the solution as we compete 
with those communities for scarce resources 
such as water and land. 

The reliability of energy sources and the volatile 
policy and price environment is a challenge. 
We have to be seen as sharing the benefits 
in the countries and communities in which 
we operate. As I mentioned, expectations run 
very high regarding the benefits that mines 
can deliver to a country and host community, 
particularly in developing countries. Thus, we 
are part of a number of industry associations, 
some of which we have initiated, such as the 
ICMM’s initiative to better integrate sustainable 
development, the World Gold Council’s ‘Conflict-
Free Gold’ standard to combat the potential 
misuse of mined gold to fund armed conflict, 
the Voluntary Principles cross-sector focus on 
improving the safety, security and protection 
of human rights around operations, and EITI’s 
focus on improving transparency of payments 
to governments. We are involved in all of these 
initiatives. As a mining industry, 10 years 
ago, we probably would not have had such a 
huge involvement with both civil society and 
government. That would have been unusual in 
the past, but we are now doing it in so many 
more cases. These are unique partnerships that 
we have to foster around the globe. However, 
it increases the challenges of bringing in new 
production.

Conclusion
The industry’s shift in focus is dramatic. We 
have seen huge changes. Investors are making 
it clear that they are no longer rewarding 
production growth to the same extent as in the 
past. Some gold producers, including Barrick, 
have responded by re-scoping, deferring or 
shelving marginal projects altogether. All of 
the things that I have talked about are major 
trends that are going to impact mine supply and 
be constraints to future supply. This industry 
is like a supertanker. It takes a long time to 
stop or change directions. You cannot turn 
on a dime. Most projects that are built right 

now, or are in advanced construction, will not 
be affected. However, the outlook for growth 
in supply in a few years looks more and more 
under threat. Thus, the supply of gold is likely 
to be lower going forward. We are not going to 
see huge growth, even if the gold price goes up 
considerably. That should then be supportive 
for the gold price and ultimately result in a 
healthier industry.

Jamie Sokalsky, 
President and Chief 
Executive Officer, 
Barrick Gold Corporation 
Jamie C. Sokalsky was 

appointed President and Chief Executive Officer 
of Barrick Gold Corporation on June 6, 2012. 
He is also a member of the company’s Board of 
Directors. 

Mr. Sokalsky joined Barrick in 1993 as 
Vice President and Treasurer, rising to Senior 
Vice President and Chief Financial Officer in 
1999, and Executive Vice President and Chief 
Financial Officer in 2004, leading Treasury, 
Tax, Controllership and Financial Reporting, 
Internal Audit, Investor Relations and Information 
Technology. 

Previously, Mr. Sokalsky was an executive at 
George Weston Limited for 10 years. He holds 
an Honors Bachelor of Commerce degree from 
Lakehead University and received his Chartered 
Accountant designation in 1982.

      There is also a rise in 
socially responsible investors. 
We must make sure that we 
look closely at dealing with 
the impact of those social 
investors.  
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In April 2012, the LBMA invited Members, 
Associates and Good Delivery Refiners 
to submit entries to a competition for the 
design and production of a silver medallion 
to commemorate its silver anniversary.  The  
specification for the medallion was for a one 
troy ounce 999 or 999.9 silver commemorative 
medallion, incorporating the LBMA logo, the 

dates ‘1987-2012’ and any other relevant 
features that candidates felt appropriate, for 
example depictions of gold and silver, the 
responsibilities of the LBMA or famous London 
landmarks.  10 LBMA companies submitted 
designs, with a total of 15 designs received. 
The winning design, from the Royal Mint, 
was chosen by a distinguished panel of five 

independent judges. The winning entry was 
announced at the Silver Anniversary Dinner at 
the Mansion House on 10 December 2012 and 
presented as a gift to all those who attended 
the dinner.  

The Design
The obverse design shows the clearly defined 
logo of the LBMA from a chaotic background. 
The ‘Sun’ portion of the logo is selectively plated 
in fine gold. On the reverse design the line 
represents the continuous movement of bullion 
through the market, with the line being the 
endless spiral described by a point on the circle 
rolling around the inside edge of the coin. It also 
touches the edge 25 times to represent the 
25th anniversary of LBMA. If you follow the line, 
it will require eight full rotations to come back 
to the start point.  Eight is a number strongly 
associated with infinity and constancy, and so 
symbolises the permanence of gold and silver 
even when alloyed. In Chinese and Japanese 
tradition, eight is also a symbol of good fortune 
and prosperity.

November  
First LBMA 
Newsletter.

24 November  
The LBMA’s 
Memorandum of 
Association was 
signed.

12 May  
First LBMA 
Biennial Dinner, 
Goldsmiths Hall.

First General 
Meeting of the 
LBMA.

1 October 
Space is  
sublet for the 
LBMA from 
the London 
Investment 
Banking 
Association at  
6 Frederick’s 
Place. In 1996, 
this becomes  
the registered 
office of the 
LBMA. 

17 July  
– Introduction of 
the GOFO page 
on Reuters. Daily 
contributions 
are made by the 
LBMA Market 
Makers, showing 
mean composite 
rates for gold 
swaps for the  
first time. 

April  
– The LBMA 
publishes a 
handbook 
providing details 
on the structure 
of the LBMA, 
procedures for 
Good Delivery,  
regulation and 
statistics as 
well as the first 
published Good 
Delivery Lists for 
gold and silver. 

1 October  
The International 
Bullion Master 
Agreement (IBMA) 
is introduced, 
providing a 
common set of 
terms for bullion 
transactions in 
the international 
market. 

June  
The first edition  
of The Alchemist 
is published. 

January  
The LGLR  
page is 
introduced on 
Reuters to show 
midpoints for  
gold lease rates 
based on GOFO 
and LIBOR 
means. 

29 January  
The first set of 
gold and silver 
clearing  
statistics for the 
London market 
are released at  
a press 
conference. 

5 March  
A working party, 
established on  
an LBMA  
initiative and 
headed by the 
International 
Swaps and 
Derivatives  
Association 
(ISDA), publishes 
ISDA Bullion 
Definitions. 

31 March  
The LBMA’s 
website is 
launched. 

November  
Introduction  
of SIFO page  
on Reuters,  
showing 
indicative swap 
rates for silver. 

January  
A new category 
of membership, 
International 
Associates, is 
introduced, 
allowing 
companies  
based outside  
the UK to join  
the LBMA. 

20-21 February 
The first 
LBMA annual 
conference is 
held in Dubai.

16 October  
ISDA Standard 
Documentation 
for Gold Interest 
Rate Swaps is 
published.  

25 Years of the London Bullion 
Market Association

Silver Anniversary Medallion 
Competition

1987 1988 1989 1993 1994 1995 1997 1998 2000
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January 
First Analysts 
Survey comparing 
forecasts for gold, 
silver, platinum and 
palladium. 

May  
A Guide to the 
London Market, 
a comprehensive 
description of 
products and 
services available 
in the London 
precious metals 
market, is launched 
at the second 
LBMA conference in 
Istanbul. 

January  
Changes to the 
LBMA Membership 
structure are 
introduced. The 
International 
Associate category 
is changed to 
Associate to allow 
UK-based firms 
providing services  
to the London 
market to join 
the LBMA. Full 
members -  
including Market 
Makers - based 
outside the UK are 
able to join the 
LBMA for the first 
time. 

16 December  
The LBMA leaves  
6 Frederick’s  
Place and moves 
into new offices  
in Basinghall  
Street, London, 
EC2V 5BQ.

December  
LBMA appoints a 
five member panel 
of Good Delivery 
Referees.

June  
The LBMA 
introduces a 
Programme of  
Pro-active 
Monitoring of GDL 
refiners. 

December  
Template 
Consignment 
Agreement is 
circulated for  
use by Members.

September  
The LBMA Forward 
Market Makers 
commence  
collating three  
data sets, which 
are used for 
valuing end-of-day 
positions. This  
data consists of  
the LBMA Gold 
Forward Curve, 
the LBMA Silver 
Forward Curve  
and the  LBMA  
Gold IRS curve.

September  
Publication of  
the History of  
the London  
Good Delivery Gold 
List 1750-2010.

January  
LBMA’s  
Responsible 
Gold Guidance 
becomes an official 
requirement of 
Good Delivery.

March 
The LBMA 
introduces the first 
annual Proficiency 
Testing Scheme for 
Gold Fire Assayers.

The LBMA moves 
into new offices at 
1-2 Royal Exchange 
Buildings, London, 
EC3V 3LF. 

2001 2002 2003 2004 2005 2009 2010 2012

LBMA  ANNUAL PARTY
Thursday 28th February 2013

18:00 until late

The Pacific Oriental
52 Threadneedle St, London, EC2R 8AR

Members & Associates only

Registration Open - charlotte.bradford@lbma.org.uk
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Silver Anniversary Dinner 
By Aelred Connelly, LBMA

The LBMA’s 13th biennial dinner took place at the Mansion House 
on 10 December 2012. The dinner was a special occasion as it 
celebrated the 25th anniversary of the LBMA. The dinner was 
attended by 325 representatives of Members and Associates, 
together with guests from other markets and central banks. 

The original memorandum marking the foundation of the LBMA 
was signed on 24 November 1987, and in his speech, David 
Gornall, Chairman of the LBMA, paid tribute to those who had 
helped establish the LBMA as well as those who have since played 
an important part in its development over the past 25 years. In 
particular, he paid tribute to four of the original signatories: Robert 
Guy, Les Edgar, Neil Newitt and John Wolff. He also gave special 
words of appreciation to all past chairmen of the LBMA: Robert Guy, 
Dick Gazmararian, Alan Baker, Peter Fava, Martin Stokes, Simon 
Weeks, Jeremy Charles and Kevin Crisp. The LBMA was honoured 
that they were able to attend the dinner, together with so many other 
past and present servants of the LBMA and representatives of the 
London bullion market. David also noted that “the relationships 
between the LBMA and its members on the one hand and the 
central banks on the other have always been a key element in the 
success of our market and this of course is true of our own central 
bank”. So it was fitting that Charlie Bean, Deputy Governor of the 
Bank of England, was invited as the chief guest to propose the toast 
to the LBMA. 

Chairmen of the LBMA past and present: (in order of tenure left to right) Robert Guy,  
Dick Gazmararian, Alan Baker, Peter Fava, Martin Stokes, Simon Weeks, Jeremy Charles  
and David Gornall. The only missing former chairman was Kevin Crisp who was unfortunately 
unable to attend the dinner.

The LBMA Management Committee: (left to right) Peter Drabwell, Philip Aubertin, Steve 
Lowe, David Gornall, Kevin Roberts, Simon Churchill, Jeremy East, Grant Angwin, Ray Key 
and Stewart Murray.
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Silver Anniversary Dinner 
By Aelred Connelly, LBMA

In his speech, Charlie traced the history of the London bullion market 
back to the 1670s, when Moses Mocatta crossed the North Sea 
from Amsterdam and founded a bullion brokerage firm in Camomile 
Street, which interestingly preceded the establishment of the Bank 
in 1694.  He also referred to the Bank’s more recent involvement in 
the bullion market, and specifically its role in establishing the LBMA, 
when he noted “the collapse of Johnson Matthey led not only to a 
new approach to banking supervision, but also to the Bank taking 
over supervisory responsibility for the foreign exchange and bullion 
markets. We needed a body to help us draft a suitable Code of 
Conduct and more generally to represent the views of participants in 
the bullion market. The result was the incorporation of the LBMA 25 
years ago this Friday. Since then, the Association has played a quite 
invaluable role in maintaining refining standards, fostering good 
trading practice and representing the interests of the members of 
the wholesale bullion market more generally.”

And finally, a special word of thanks to Robert Guy, who stepped in 
at late notice to give the Response on behalf of the guests. Robert 
closed proceedings with a rousing address in his own inimitable 
style. Perhaps he should consider coming out of retirement as an 
after dinner speaker.

VIP dinner guests and speakers: (left to right) Robert Guy (Founder Chairman), Steve Lowe, 
Sir David Howard, David Gornall, Charlie Bean and Stewart Murray.

The original memorandum, incorporating the founding of the LBMA was signed on the 24th 
November 1987. Pictured are four of the original signatories: (left to right) Les Edgar, John 
Wolff, Neil Newitt and Robert Guy.
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I. Current Framework
1. Legal Monopoly
The first important point about the current 
framework is that central banks control the 
money supply because they have a monopoly 
on the creation of money. This legal monopoly is 
granted to them by the state and its institutions. 
It is also enforced by the state police: if you start 
printing money in your basement with a colour 

copier, the police will come and arrest you. For 
these reasons, central banks are intrinsically 
dependent on the state for their very existence. 
No state, no monopoly, no central bank.

2. Independence 
At the same time, in the current environment, 
central banks claim and try to be independent. 
But how independent can they be from the 

entity – in this case, the state – that guarantees 
their very existence and their power? There 
are some limits. There is an apocryphal quote 
that says: “The Fed is independent from the US 
Administration – as long as it does exactly what 
the Administration wants it to.”

3. Trade-Offs
There are three players: the first player is the 
state, the second the central bank, and the 
third player is the market (or the citizens/the 
economy). The central bank is caught in the 
middle. It would like to do the right thing for 
the citizens, but the state is leaning on it to do 
the wrong thing. We have to change the power 
relationship between these three entities in order 
to make any permanent change to the situation.

There is a trade-off between the possible 
actions that a central bank can take, and I 
will give you the extreme possibilities. One is 
that monetary policy is completely obedient 
and subservient to the desiderata of the 
administration. An extreme example of that is 
Austria from 1914 to 1924, when there was 
hyperinflation. I could also have given the recent 
examples of Yugoslavia, Zimbabwe, etc. The 
other extreme is when the money supply is 
exogenously determined. An example would be 
the US prior to World War I. In that case, gold 
was money, so however many ounces of gold 
were in the US was the quantity of money, and 
that was completely independently determined.

4. Pros and Cons
Right now, we are somewhere in the middle, 
which is probably a good thing. The pros and 
cons of each extreme of the trade-off are 
obvious. If you have a responsive central 
bank that can print money and throw it at any 
problem, you can get out of crises more quickly. 

Macro Economic Outlook  
for Central Banks
By Dr Olivier Ledoit, Permanent Research Fellow, University of Zurich

Executive Summary in 10 Bullet Points

• Central bank policy is getting looser around the world
• Macro-economic outlook: this is bad for the long-term rate of growth
• Solution: officialise gold as second currency alongside national  

paper money
• Research shows coexistence of two currencies in the same country  

can be beneficial
• Changes the incentive structures of all the players
• If more than 10% of citizens use gold as money: signal to tighten 

monetary policy
• People vote with their wallets
• Advantage: will boost central bank independence and reduce public 

sector profligacy
• While preserving central bank ability to print money to solve  

genuine crises
• Macro-economic outlook: this will be good for the long-term rate  

of growth

The following is an edited version of a speech made at the  
LBMA Bullion Market Seminar at Merchant Taylors Hall, London,  
on 10 December 2012.
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I believe that, in terms of the evolution of the 
economy, there is path-dependency. If you get 
stuck in a bad situation, you could remain there 
for a long time. The best thing to do is to take 
some action financed by printing money out of 
thin air. 

The advantage of not being able print 
money out of thin air is more of a long-term 
advantage in terms of the average growth 
rate of the economy. Indeed, when money 
is a stable yardstick of value, the division of 
labour between different market participants 
is enhanced; i.e., I am willing to exchange my 
labour against your goods at a price which is 
measured by the money price of the goods or 
the labour. I know what those prices are and  
I trust them, and there is very little uncertainty 
and conflict. We know the value of things. 
It encourages the division of labour. It also 
encourages the accumulation of capital, 
because, in this case, interest rates tend  
to be higher than they would be under  
current policies.

Capital accumulation, as we know, is the only 
way to make labour more productive. I have 
snow outside my house in Switzerland. I can 
either shovel it with a shovel or I can buy a 
snowplough that costs about 3,000 Swiss 
francs. It is, however, very effective and I can 
clean up my driveway much more quickly 
than if I used a shovel or just my bare hands. 
Clearly, then, my labour is more productive 
once I accumulate some capital. As a result, 
the long-term GDP growth rate goes up. There 
is a famous study by Carmen Reinhart and Ken 
Rogoff that says that, if you have too much 
government debt that is facilitated by the 
central bank having loose policies – eventually, 
above 90% debt-to-GDP ratio – long-term growth 
rates are cut by 1% per annum.

We want the best of both worlds, and the 
optimum is in between. While this is not an 
exact science, there are some long-term 
advantages to being fairly inflexible, there are 
some short-term advantages to being fairly 
loose, and the optimum is probably somewhere 
in between, where you have a combination of 
the short and the long term, which both have to 
work in your favour.

II. The (mis)measurement of inflation
The way that this is usually measured is through 
inflation. We might say, ‘We are going to have 
a very loose monetary policy, but only as 
long as there is no inflation in the economy’. 
The problem is that inflation is measured by 
the government. The government has every 

incentive to under-report inflation; certainly, a 
few years ago, they did it in Argentina because 
they had inflation-indexed bonds, and the head 
of the official statistics office resigned over that. 
Everybody knew that they were underestimating 
it by about 8%. If you do it by 8%, clearly it is a 
bit too obvious, and the Argentines did not do it 
discreetly enough.

There are, however, some clever ways to do it 
a bit less manipulation, such as the notion of 
hedonic adjustment. I have an iPhone 4S, prior 
to which I had an iPhone 4. This has 64GB of 
memory and the other had 32GB. They are the 
same price – $500. With hedonic adjustment, 
however, this one is counted as being half the 
price, so inflation goes down. I am only using 
3GB, so it does not make it much better for me 
that I have 64GB instead of 32GB, but this is 
the kind of accounting that they do.

Another trick is the geometric mean: instead of 
having the average of all the percentage rises 
in all the different goods being an arithmetic 
mean, which is the standard mean, they take 
the geometric mean, which involves some 
logarithms. You can prove mathematically that it 
will always be a lower number. All these changes 
took place in the 90s. They started in the US 
and they were adopted very quickly pretty much 
everywhere else in the developed world without 
much of a debate. Government statisticians 
also exclude house prices – sometimes they 
include rents but not the price of the house; 
they often exclude food and energy prices, 
but people have to eat food and to put some 
gasoline into the tank of their car.

This led to some literature about behavioural 
psychology in public finance. There are 
psychologists who wonder why it is that people 
on the street perceive inflation to be much 
higher than what the government reported. You 
can interview random people and they say, ‘Yes, 
inflation is and feels about 5% or 6% per year’. 
When you look at the government numbers, it 
is 0% or 1% – so why the gap? This literature 
did not exist before the 90s. Presumably, then, 
the man on the street at that time accepted the 
government numbers. So government-reported 
inflation may not be the most reliable indicator 
for picking the optimal trade-off between loose 
and tight monetary policy.

III. Short- versus Long-Termism
The problem in the current state of the world 
is that the balance is shifting towards more 
short termism and looser monetary policies. 
Without wanting to point the finger at any one 
bank or event, in my opinion central banks are 
very responsive to government wishes: they 
end up funding or helping fund, through their 
actions, chronic budget deficits. I am French, 
and the last time France had a balanced budget 
was in 1980. This is only possible because the 
interest paid by the government to service that 
debt is low, because the central bank is setting 
those interest rates quite low. This was not the 
intended role of central banks.

I am not a Keynesian, but I guess he is as good 
a reference as you are going to get these days. 

He said that it should not be to fund chronic 
budget deficits that you increase money supply, 
but to respond to a crisis. Once the crisis is 
over, you mop up the excess liquidity. This is 
exactly what happened during the Napoleonic 
Wars. Wellington’s statue is conveniently 
located near to the Bank of England. Napoleon 
created a crisis on the Continent, and he had 
to be stopped somehow. They had to pay the 
soldiers to go and defeat him and, after he was 
incarcerated in St Helens, prices eventually fell 
back down to their original levels.  

But this is not what is currently happening. 
Nowadays, we see the money supply increase 
in response a crisis, but it does not come back 
down afterwards; if anything, it resumes its 
inexorable upward trend from a higher level. 
This is problematic. Systematically loose central 
bank policies hurt the long-term GDP growth 
rate, the excuse being to boost the short-term 
GDP growth rate. Yet you should not sacrifice 
the long term for the short term. 

IV. Solution
The solution that I recommend is based on 
my research into the coexistence of different 
monies. The basic idea is that, in the economy, 
some citizens are short-term oriented and 
others are later long-term oriented. Let them 
vote with their wallets on how short- or long-
term oriented the policy of the central bank 
should be. They will vote with their wallets if we 
allow them the choice between two different 
currencies. One would be hard and the other 
soft. The hard currency has to be the hardest 
possible, which I presume is gold, because 
you cannot print gold out of thin air; you have 
to go into the ground and drill it out, which is 
very expensive. If gold was officially made legal 
tender, alongside paper money, then people 
would have a real choice between two different 
currencies, and their choice would be very 
revealing and informative.

The price of gold coins would have to float 
freely with respect to the value of paper money 
and, every day, there would be an exchange 
rate between the two currencies. This is not a 
problem. For example, in Switzerland for many 
years, even before the peg of the euro to the 
Swiss franc, you could pay at service stations 
in euros, and all prices were freely floating. The 
oil price was floating, as was the euro/Swiss 
franc exchange rate, and service stations would 
display the price of one litre of gasoline in both 
currencies at any point in time. So it is not a 
problem practically. 

      The advantage of not 
being able print money out  
of thin air is more of a 
long-term advantage in  
terms of the average growth 
rate of the economy.

“ “
      The problem in the 
current state of the world  
is that the balance is  
shifting towards more  
short-termism and looser 
monetary policies. 

“ “
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The advantage of this dual currency system 
is that you would be able to monitor the 
percentage of usage of gold. That is the 
interesting bit, because if you have more gold 
usage than is tolerated by the central bank – I 
suggest taking 10% as a cut-off but it could 
be any other number – that would mean that 
people were voting with their wallets against 
paper money and against a central-bank policy 
that was too loose. If, on the other hand, only 
8% of people were paying the butcher with gold 
coins, that would mean that there is quite a bit 
of leeway for the central bank to have a looser 
monetary policy and to throw money at various 
problems that need to be fixed, of which there 
are always some.

The way this would work is similar to the 
process of dollarisation that took place in 
certain developing countries in the 60s, 70s 
and 80s. What dollarisation means is that, if a 
developing country’s central bank is too loose 
and is abusing the printing press, the citizens 
start to vote with their wallets against the local 
currency by trading with one another in dollars. 
That was at the time when the dollar was as 
good as gold. Nowadays, this assumption 
is more questionable, but it is something 
that existed. Ultimately, people who used 
dollars were saved from hyperinflation and its 
deleterious consequences. This also served as 
a signal to the government and the central bank 
to stop abusing the printing press. What I am 
recommending is basically the same idea, but 
with gold instead of dollars. Also we would have 
to make it official: some dollarisation was done 
on the black market, whereas the monetization 
of gold has to be legally endorsed in order to 
function properly.

V. Advantages
1. Power to the People and to Central Banks
In terms of advantages, we would have a 
new input into monetary-policy decisions: 
the percentage usage of gold, compared to 
the target usage rate. It is much better than 
inflation, because it reveals the real preferences 
of the people. Each citizen would individually 
vote with his or her wallet, which would give 
central banks leverage over the state to refuse 
funding chronic deficits. In turn, the state would 
have to cut back wasteful spending, which 
would be positive for the economy. Even if it 
all failed and you could not convince the state 
to stop its profligate ways, at least you could 
protect a fraction of the capital of the nation, 
which is better than nothing.

From the point of view of a central banker 
asking ‘What is in it for me?’: on the one hand, 
you lose control of 10% of the monetary mass, 
which is a mall negative; but on the other hand, 
you regain the right to tighten and to say no to 
the government when it says, ‘Print me some 
money so I can pay next month’s bills’, which is 
a huge positive. Right now, central bankers have 
the right to loosen but they do not really have 
the right to tighten or, for some reason, they are 
not exercising it quite as harshly as they used 
to. On balance, this is a net positive for the 
central banker.

2. Democratic Legitimacy
It would also give central banks democratic 
legitimacy, because the president is elected 
by 51% of the people, but the paper currency 
managed by the central bank is chosen by 90% 
of the people. The central banker could say: 
‘90% of people like our paper money, so we 
are doing a good job’, which would, once again, 
reinforce their independence from political 
power and boost the long-term growth rate of 
the economy.

VI. Recommendation
My recommendation to all central bankers in 
the world is to do absolutely nothing, because 
there are popular initiatives afoot in Malaysia, 
Utah, Switzerland, Mexico, etc, to legalise, as 
a means of payment and savings, gold and/
or silver coins. The likelihood of some these 
initiatives going through is quite high.
• In Malaysia, it is already working. The 

gold dinar and silver dirham are sharia-
compliant and you can use them in certain 
parts of Malaysia to buy a chicken on the 
market.

• In Utah, Governor Gary Herbert legalised 
the use of gold and silver coins as legal 
tender in 2011, and the Utah Precious 
Metals Association (UPMA), which is 
modelled somewhat on the LBMA, is 
making good progress on having people do 
business in Utah with such coins.

• In Switzerland, there is a popular initiative 
that is asking for 100,000 signatures. 
Under Switzerland’s unique democracy, 
obtaining 100,000 signatures allows you to 
hold a referendum, which, if accepted, goes 
straight into the constitution, bypassing any 
potential opposition from the political elites. 

They are in the process of raising funds to 
finance the signature collection campaign.

• The project in Mexico is more oriented 
towards silver coins.

My recommendation to central bankers, then, 
is to not oppose these initiatives. They do 
not threaten you, instead they give you more 
leverage against the state when you want to 
tighten.

VII. Conclusion 
The bottom line is that, whether or not we 
like it, the countries that legalise gold as 
concurrent currency and monitor the usage of 
gold as money among their people to avoid an 
excessively loose monetary policy will have a 
long-term boost to their GDP growth rate and, as 
a result, will outgrow, outspend and, eventually, 
dominate those countries that do not adopt 
such a policy. 

Dr Olivier Ledoit
Permanent Research 
Fellow in the Department of 
Economics, University  
of Zurich
Dr Olivier Ledoit is Permanent 

Research Fellow in the Department of Economics 
at the University of Zurich. He is also Visiting 
Professor of Finance at HEC Business School 
in Paris and at the UCLA Anderson School of 
Management. Prior to that he was Managing 
Director at Credit Suisse in London, responsible 
for the Statistical Arbitrage desk in the 
Proprietary Trading unit. He is the author of 
over a dozen academic papers published in 
the top peer-reviewed research journals in the 
fields of Probability Theory, Statistics, Finance 
and Economics. He holds a B.Sc. in Engineering 
from Ecole Polytechnique in Paris and a Ph.D. 
in Finance from the Massachusetts Institute of 
Technology.

       The advantage of  
this dual currency system  
is that you would be able  
to monitor the percentage  
of usage of gold.

“ “

      My recommendation to 
central bankers, then, is to 
not oppose these initiatives. 
They do not threaten you, 
instead they give you more 
leverage against the state 
when you want to tighten.

“ “
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Forecast contributors expect all 
four metals to increase in price 
during 2013 by at least 5%. 
Forecasters however, predict 
continued uncertainties in the 
global economy mean that they 
are also expecting significant 
volatility in prices for all metals.

In comparison to the previous few years’ double 
digit performance, there was only a single digit 
rise in the price of gold of just over 4% in 2012. 
Analysts are expecting a similar increase in price 
in the price of gold in 2013, with the average 
price forecast to increase by 5.3% against the 
price in the first week of January 2013. Analysts 
are certainly less bullish than they were this time 
last year when they predicted a double digit price 
increase of more than 10% in 2012. And whilst 
last year was the 12th consecutive year in which 

the gold price has risen, it was the also the first 
year since 2007 not to record a new all time high.
Analysts are forecasting that the gold price 
will trade in the range $1,529 to $1,914, with 
an average price forecast of $1,753. Analysts 
argue that factors which could push the gold 
price towards the upper end of the range include 
the expansion of the US balance sheet through 
QE3, continued weakness in the US dollar, an 
expected increase in physical demand from China 
and India, muted growth in the supply of gold 
as well as further increases in net official sector 
purchases. On the downside analysts cite a 
strengthening of the dollar, an increase in global 
real interest rates and a reduction in physical 
demand, particularly from India and ETF funds, 
as factors which could push the price towards the 
bottom end of the range.

Analysts are predicting an increase in the price 
of all four metals in 2013. They are most bullish 
about the prospects for silver, citing limited 
supply growth coupled with increased industrial 

and investor demand, as positive factors helping 
to push up the price. They forecast that the 
average price in 2013 will be $33.21, 9.4% 
higher than the average price in the first week of 
2013, with the price trading in the range between 
$26.20 to $39.75. But analysts warn that the 
price may also come under pressure from larger 
surplus of mine supplies and a downturn in the 
global economy. 

Platinum has been dominated by disruption in 
supplies as a result of the industrial unrest in 
South Africa, which accounts for 75% of total 
world supply. This is expected to continue and 
together, with further growth in markets, such as 
China, mean that analysts are bullish about the 
prospects of platinum, forecasting an average 
price of $1,682; 6.8% above the average price in 
the first week of 2013. 

The price of palladium is also expected to benefit 
from a negative impact on supply, in particular 
from a continued slowdown in sales from Russia, 
where stockpiles appear to be depleted. Analysts 
cite supply constraints coupled with increased 
industrial demand, particularly from the 
autocatalyst market, as factors which could see 
the average price in 2013 rise to $744, a $100 
increase on the average price in 2012. 

To find out more about what will happen to 
prices for precious metals this year, and what the 
factors likely to affect their price, read the views 
of the experts in the full Forecast Survey, which is 
available on the LBMA website.

The LBMA is delighted to 
congratulate the four winners 
of the 2012 Precious Metals 
Forecast Survey (see table above).

The aim of the LBMA Forecast is to predict the 
average, high and low price for the year ahead 
in each metal as accurately as possible. The 
prediction closest to the average price wins 

(based on the average $ daily pm fixing price).  
In the event of a tie, the forecast range is taken 
into account. 

Many thanks to all the Forecast contributors 
for another excellent year. Forecasters correctly 
predicted price rises in 2012 for gold, silver and 
platinum, although they were more bullish in 
their predictions compared to the actual average 
price outturn for 2012. Forecasters were also 

bullish about the palladium price, predicting a 
12.3% price increase, although the average price 
actually fell by 1.6% in 2012 (compared to the 
average price for the first week of 2012). 
Congratulations to the four winning analysts. 
The most impressive forecast prediction was by 
Thorsten Proettel, who picked up the winning 
prize for silver by predicting a price of $31, which 
was within 0.5% of the actual average price 
for 2012. Next best was Tom Kendall’s price 
prediction for platinum (0.8% difference from 
the average price), followed by René Hochreiter 
for gold and Frederic Panizzutti for palladium, 
with differences of 1.1% and 2.8% respectively. 
Commiserations go to Carl Firman, who was in 
contention to win in two metal categories but 
unfortunately lost out marginally in both.

The LBMA is grateful to PAMP SA for its 
generous donation of four 1 oz gold bars which 
will be awarded to the 2012 winning analysts in 
each of the four precious metal categories.

2013 Forecast Summary

2012 Forecast Winners

Metal 
Actual 
2011 

Average

Actual Average 
1st week Jan 

2012

Average 
Forecast 

2012

Actual 
2012 

Average

Winning 
Forecast

2012 
Winning 
Analyst

Company

Gold $1,572 $1,603 $1,766 $1,669 $1,650 René
Hochreiter

Allan Hochreiter 
(Pty) Ltd

Silver $35.11 $28.96 $33.98 $31.15 $31.00 Thorsten 
Proettel LBBW

Platinum $1,720 $1,412 $1,624 $1,552 $1,565 Tom 
Kendall Credit Suisse

Palladium $733.63 $655.00 $735.52 $644.33 $662.50 Frederic 
Panizzutti

MKS 
(Switzerland) S.A.

Metal

Gold

Silver

Platinum

Palladium

1st Week January 2013

$1,665 

$30.36

$1,575

$689.64

 Average 2013 Forecast

$1,753

$33.21

$1,682

$744.03

2013 Year Average

$1,669

$31.15 

$1,552

$644.33

(2nd-10th Jan incl)
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Bubbles in Gold?
By Brian Lucey, Professor of Finance, Trinity College Dublin and Fergal O’Connor, current holder of the LBMA bursary, PhD student a 
Trinity College and part-time lecturer at Preston University

Asset Bubbles
Whether the current price of gold is a 
speculative bubble is a question that both 
investors and academics would like to 
answer definitively. One of the unfortunate 
characteristics of bubbles is that, driven as they 
are by compounding, they inflate very rapidly in 
their terminal period. You are sure something 
is a bubble only when it has burst. After over a 
decade of price rises from $300 up to $1,900 
an ounce, gold does look somewhat like it is in a 
bubble at first glance. 

From an academic perspective, a bubble is not 
simply a long-run rise in price or an historically 
high price. A bubble happens when the price of an 
asset rises above the price that can be justified by 
its fundamentals, the value discounted to today’s 
terms of all future cash flows or benefits that 
can be earned by owning it. This implies that the 
price of an asset should only change when these 
fundamental factors change, a price rise for any 
other reason indicates a bubble. 

The bubble element is included in the price 
because investors share a mistaken belief 
which overestimates the future benefits of 
owning the asset. Bubbles are intrinsically social 
phenomena. This bubble component increases in 
value over time, giving them the return required 
and perpetuating the bubble’s existence. 
Once this shared belief falls apart, the bubble 
collapses to zero and the asset’s price returns 
to its true value. In fact, bubbles can overshoot 
on the downward side if investors’ pessimism in 
response to the bursting causes them to mark 
down the asset too aggressively. 

Testing Gold
The first problem of deciding whether a 
bubble exists in gold, is that there is no 
universally agreed fundamental determinant 
of gold’s value. Some researchers use gold’s 
convenience yield, the benefit that the holder 
of a physical commodity earns relative to the 
holder of a futures contract, such as easy 
access for production. Others build models 
based on the macroeconomic factors that 
are believed to drive gold price changes such 
as inflation and the value of the US dollar. 
Others yet use relationship models to infer the 
‘true value’ of gold. Because of this lack of 
agreement on what it is that is the fundamental 
determinant, we find a diverse set of answers 
to the bubble question, as researchers make 
use of the variety of models that exist in order to 
look for bubbles. 

Our recent research is, we believe, the first to use 
gold lease rates as an observable cashflow that 
can be earned from owning gold.

Relationship models look at statistical facts 
about the asset or its relationship with its 
fundamental driver that could indicate a bubble’s 
existence. These most commonly look for 
long-run equilibrium relationships between the 
asset and its fundamental driver. If no long-
run relationship is found, then it may be that a 
bubble exists. But as we have no way of knowing 
how much data is needed to look at the long run, 
these tests may say ‘bubble’ when we simply do 
not have enough data to answer the question. 

Lucey and O’Connor (2012) look at the long-run 
relationship between gold prices and gold lease 
rates. We look for periodically bursting bubbles, a 
class that can form, burst and reform, which seem 
closest to what we would expect to observe in 
reality. We find it probable that when we account 
for the statistical properties of gold, no bubble 
exists, but gold does vary between two regimes, 
one with a higher variance corresponding to 
times of market stress, when gold’s safe-haven 
characteristics become important.

Bialkowski, Bohl, Stephan and Wisniewski (2011) 
apply the same method, seeking periodically 
bursting bubbles, but use convenience yield, 
with a similar finding of no bubble since 1978. 
Pindyck (1993) found a bubble using gold’s 
convenience yield but used a more basic method 
and a shorter data set. Diba and Grossman 
(1984) looked at the opportunity cost of holding 
gold, the interest that could have been earned on 
commercial paper, to see if changes in its value 
were based on this, and found that the price of 
gold was entirely based on market fundamentals.
Baur and Glover (2012) look at the statistical 
characteristics of the gold price, without making 
reference to any fundamental driver. They find 
evidence of a bubble both in the 1980s and 
in this century. They ascribe this finding to the 
actions of speculative traders. 

Explicit models differ in that they attempt 
to compute the price that should be paid at 
any time in the past for the gold. Bertus and 
Stanhouse (2001) build an explicit model of 
the supply and demand for gold to derive a 
fundamental price and use this to estimate the 
difference between the market price and its ‘true 
value’ every month. They find that while there are 
differences, these are insignificant and do not 
indicate a bubble. 

Counting models, also known as hazard models, 
are different in that they do not compare the time 
series behaviour of the determining factors of the 
value of the asset with its price, meaning that we 
do not need to worry about correctly specifying the 
underlying model for pricing the asset. Instead, 
they use the fact that if a bubble is present, we 
will observe a run of positive excess returns and 
a decrease in the probability of a negative excess 
return. When, Jirasakuldech and Emekter (2009) 
apply this idea, specifying the excess return 
on gold as its interest-adjusted basis, gold’s 
convenience yield less its cost of carry. They find 
evidence of a bubble in the gold price. 

The conflicting answers found in the academic 
literature are a problem for all research on 
detecting bubbles. We cannot say definitively 
whether a bubble has been detected or the 
fundamental driver(s) of the asset’s price 
changed. And this assumes that we know the 
true driver of gold’s value. Bubbles can only be 
shown to have existed conclusively by looking 
in the rear view mirror, which doesn’t help 
investment decisions in real time.

One final point from bubble theory against a 
bubble existing in gold: once a bubble bursts, 
the price is expected to fall back down to its true 
price, as was seen after the dotcom bubble and 
the US housing bubble. However, if a bubble 
did exist in gold, its price fall from circa $1,900 
should have indicated the bubble bursting and a 
fall in price back to its ‘true’ level. But we saw the 
price fall to the just below $1,600 and recover 
into the $1,700s and continue to fluctuate in this 
range in 2012. If this was the bubble bursting, it 
was a small one. 

Dr Brian Lucey is 
Professor of Finance at 
the School of Business 
at Trinity College Dublin.  
He studied at graduate 
level in Canada, Ireland and 

Scotland, and holds a PhD from the University 
of Stirling. His research interests include 
international asset market integration and 
contagion; financial market efficiency, particularly 
as measured by calendar anomalies and the 
psychology of economics.

Fergal O’Connor is a PhD 
student at Trinity College 
and part-time Lecturer at 
Preston University.
He holds a MA in economics 

from University College Cork and is the present 
holder of the LBMA Bursary. 

In the following article Brian Lucey and Fergal O’Connor consider the 
characteristics of a gold bubble, how financial economics tests for 
bubbles and what academic studies have to say on the issue.
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The registration fee is £350 +VAT for LBMA Members, Associates and Good 
Delivery List Refiners. Representatives of other organisations may also participate 

for a fee of £500 +VAT.

Registration is now open. 
Please visit www.lbma.org.uk

or contact events@lbma.org.uk

The Fifth LBMA Assaying  
and Refining Seminar  
10-12 March 2013

The Guoman Tower Hotel 
St Katherine’s Way
London
E1W 1LD

Sunday 10 March 

18:30 - 20:00
Informal Networking Reception,
Guoman Tower Hotel

Day One - Monday 11 March

10:00 Registration and Coffee 

10:30 Introductory Session
 • The LBMA and its Role
 • GDL Procedures – Recent Changes  
  to the GDL Rules and results of 
  Proactive Monitoring
 • The Role of an LBMA Referee
 

12:00 Lunch

13:30 Session 2: Weighing
 • Electronic Weighing – Gold and  
  Silver – A Refiner’s Experiences
 • Electronic Weighing – Gold and  
  Silver – A Vault’s Experiences
 • London Rounding Rules  
  – How they are developed and how  
     they are applied

14:30 Coffee Break

15:00 Session 3: Pouring and Casting
 • Continuous Casting of Silver Bars 
 • Use of the IECO Flameless Tunnel  
  Casting System for the  
  Production of Good Delivery Bars
 • Panel Discussion: Fundamentals  
  of Casting a Good Delivery Bar

16:30 Close of Session

Drinks Reception 18.30 and Dinner at 19:00 
Sponsored by IECO at Dickens Inn, Marble 
Quay, St Katherine’s Way, E1W 1HU (it’s a short 
walk from the Guoman Tower Hotel!)
 

Day Two - Tuesday 12 March

09:30 Session 4: Assaying
 • ISO Assaying and Analytical Methods  
  for Precious Metals
 • Fire Assay vs Spectrographic  
  Analysis in ~995 gold
 • Uncertainty of Measurement
 • Use of ICP Mass Spectrometry for  
  Precious Metals 
 • XRF Analyses of 995+ Gold

11:00 Coffee Break

11:30 Session 5: Reference Materials and  
 Proficiency Testing 
 • Proficiency Testing Scheme for Gold  
  Fire Assayers – Reports on 2012  
  and 2013 Results
 • Proficiency Testing Scheme –   
  Technical Analysis
 • AuRM3 – Progress Update
 • Pt & Pd Reference Materials Project

12:30 Lunch 

14:00 Session 6: Due Diligence for Gold
 • The LBMA’s Responsible Gold  
  and Audit Guidance 
 • Implementing the LBMA Responsible  
  Gold Guidance – A Refiner’s  
  Experiences

15:20 Session 7: Forensic Applications  
 of Assaying
 • Fingerprinting of Gold
 • Creation of an Artificial Elemental  
  Fingerprint for the Forensic Tracking  
  of Gold

16:15 Closing Panel and Concluding  
 Remarks

16:45 Close of Seminar
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FEBRUARY 
28  
Members Seminar & Annual Party
London, UK

MARCH 
10-12  
LBMA Assaying and Refining 
Seminar 2013
The Guoman Tower Hotel,  
London, UK
www.lbma.org.uk

APRIL 
6-7  
Dubai Precious Metals  
Conference 2013
Almas Tower, Dubai,  
United Arab Emirates
www.dpmc.ae
 

16-19  
Denver Gold European Gold  
Forum 2013
Zurich, Switzerland
www.denvergold.org/ 
gold-forums/egf-2013

MAY 
2-3  
OECD Gold Forum
Paris, France

13  
Johnson Matthey Platinum  
2013 Launch
London, UK

JUNE 
22-25  
IPMI 37th Annual Conference
J W Marriot, Pheonix, Arizona, USA
www.ipmi.org/seminars/conf_
detail.cfm?id=31

AUGUST 
5-7  
Diggers & Dealers Forum 2013
Kalgoorlie, Australia
www.diggersndealers.com.au

SEPTEMBER 
18-20  
Colorado Precious Metals Summit
Park Summit, Colorado, USA
www.precioussummit.com

22-25  
Denver Gold Forum 2013
Hyatt Regency, Denver, CO, USA
www.denvergold.org/gold-forums

26-29   
World Gold 2013
Hilton Brisbane, Queensland, 
Australia
www.ausimm.com.au/
worldgold2013/

29/09-1/10 
LBMA Precious Metals  
Conference 2013
Hilton Cavalieri, Rome, Italy

OCTOBER 
7-10   
LME Week 2013
London, UK
www.lme.com/lmeweek.asp

27-31   
Conference of Metallurgists 2013
Québec, Canada
www.metsoc.org/com2013.asp

NOVEMBER 
4-5  
Europe Precious Metals Summit
Park Hyatt, Zurich, Switzerland
www.precioussummit.com

 DIARY OF EVENTS 2013

The LBMA Precious Metals Conference 2013

Senior representatives of all sectors of the precious metals markets will be 
in attendance at the LBMA Precious Metals Conference, the premier event 
in the industry calendar. Now in its 14th year, the LBMA Conference adds 
insight into the vital issues affecting the precious metals 
markets.
 
Central Bankers… Dealers… Producers… Fabricators… 
Refiners… Brokers… Analysts… Marketers. There’s a 
place for all market players at the LBMA Conference.  
Make sure to reserve yours.

29 September - 1 October 2013
Hilton Cavalieri
Rome
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Regulation Update 
By Ruth Crowell, Deputy Chief Executive, LBMA

Third-Party Audit Guidance – Finalised
The LBMA finalised its Third-Party Audit 
Guidance for the Responsible Gold Guidance  
in January 2013. 

The LBMA requires all Gold Refiners on 
the Good Delivery List to comply with the 
Responsible Gold Guidance (“the Guidance”). 
The Guidance aims at combating systematic 
or widespread abuses of human rights and 
avoiding contribution to conflict, and expects 
Refiners to comply with high standards of 
anti-money laundering and combating terrorist 
financing activities. Step 4 of the Guidance 
requires Refiners to arrange for an independent 
third-party audit of the supply chain due 
diligence. Regular third-party audits are 
required for any Refiner accredited by the LBMA 
so as to ensure continuous monitoring and 
(where applicable) improvement of responsible 
gold sourcing practices.

LBMA Third-Party Audit Guidance
The LBMA Third-Party Audit Guidance is 
intended for use by auditors (also known as 
practitioners, assurance providers, auditing 
bodies, assessors or assessment teams) who 
have been engaged to perform a third-party 
audit of the Refiner’s gold supply chain in 
accordance with Step 4. This new document 
sets out guidance on the application of audit 
concepts and requirements specific to these 
types of audit engagements. This document 
also provides practical guidance on audit 
testing, audit deliverables and the audit 
implications associated with non-compliances. 
Refiners may refer to this document to 
understand the elements of the third-party  
audit and to assist them in establishing 
monitoring activities over their compliance  
with the Guidance.

The LBMA recognises that there are different 
types of audit approach that Refiners may 
be used to, or are more familiar with. For 
this reason, the LBMA will accept an audit 
engagement performed in accordance with the 
internationally recognised auditing standard 
ISO 19011:2011 or the non-financial assurance 
standard ISAE 3000. The LBMA will also accept 
an audit performed by government bodies. The 
Third-Party Audit Guidance provides auditors 
with assistance with respect to ISO 19011:2011 
and ISAE 3000. The LBMA is also exploring 
the creation of Best Practice Documents for 
Refiner’s getting up to speed with the LBMA 
Responsible Gold Guidance requirements.

LBMA & the World Gold Council – 
Mutual Support
LBMA supports the publication of the World 
Gold Council’s Conflict-Free Gold Standard in 
October 2012. The LBMA also supports the 
work that has gone into developing a common 
approach that gold producers can use to 
demonstrate that their gold is produced from 
operations that are not causing, supporting or 
benefitting armed conflict. The LBMA formally 
recognises its support and recognition of the 
WGC standard in the LBMA Third-Party Audit 
Guidance. 

The WGC Conflict-Free Gold Standard has 
been designed to support refiners in meeting 
their due diligence requirements. Miners 
who conform with the Conflict-Free Gold 
Standard will issue a Management Statement 
of Conformance. This certificate may be 
provided to the refiner as supporting evidence 
to demonstrate efficient compliance with the 
requirements of the LBMA Responsible Gold 
Guidance.

The mutual recognition of the LBMA and 
the WGC represents another important step 
in developing industry-led approaches that 
are compatible and mutually supportive in 
combating potential financing of unlawful 
armed conflict. The LBMA is committed to the 
harmonisation of requirements with other gold 
supply chain initiatives. The LBMA has also 
agreed mutual recognition of conflict-free audits 
with EICC-GeSI and the Responsible Jewellery 
Council. 

The mutual recognition means audit efficiency 
for gold refiners as well as the industry as 
a whole. Collectively, these industry-led 
approaches will support the over-arching OECD 
Due Diligence Guidance for Responsible Supply 
Chains of Minerals from Conflict-Affected and 
High-Risk Areas and help different sectors of 
the gold supply chain ensure that they have the 
appropriate processes, systems and controls in 
place to adhere to the Guidance. 

Basel III Implementation – Update
At a global level, the Basel Committee released 
a revised version of Basel III’s Liquidity 
Coverage Ratio on 7 January, 2013. While this 
new version did not include gold specifically, 
the rules are now less onerous for banks than 
expected and will not be fully enforced until 
2019 (four years later than originally expected). 

At an EU implementation level, the Europe 
Parliament vote (originally scheduled for 
September/October 2012) was delayed for 
various reasons and is now expected sometime 
in January 2013. Natalie Dempster of the WGC 
is optimistic that European legislators will 
include gold in their legal text for implementing 
Basel III, which should be issued shortly.

LBMA Responsible Gold Guidance Timetable

Jan 2012  LBMA Responsible Gold Guidance became a formal requirement of  
 Good Delivery.

Jan 2013 LBMA Audit Guidance was finalised.

Q1 2013 LBMA encourages audits to take place for 2012 production.

31 Dec* 2012 First Voluntary** GD Refiner Audit Reports for 2011 Due.

31 Dec* 2013 First Mandatory GD Refiner Audit Reports for 2012 Due.

* For some Refiners this may be 30 April 2013, as an LBMA Audit Report will be due no later than one year after the closing 
of the refiner’s financial books.

** While an audit report for a refiner’s 2011 production is not mandatory, it is encouraged especially for refiners who need to 
meet EICC/CFS requirements.

The above timetable gives refiners two years to produce an audit summary report, which will then be reviewed by the 
LBMA Physical Committee.
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MEMBERSHIP
Members
On 7 November, 2012, the LBMA’s 
five Referees were reclassified as 
Ordinary Members:

Argor-Heraeus SA
Metalor Technologies SA
PAMP SA
Rand Refinery Ltd
Tanaka Kikinzoku Kogyo K.K.

 
On 31 December, 2012, Portigon 
AG (formerly known as WestLB) 
resigned as an Ordinary Member.

Associates
On 9 October, 2012, VTB Open 
Joint-Stock Company of Russia was 
admitted as an Associate.

On 31 December, 2012, Umicore 
AG & Co KG of Germany resigned 
as an Associate at the same time 
as Umicore SA/NV of Belgium 
applied for Associate status.

On 31 December, 2012, Nyrstar 
resigned as an Associate. The 
company continues to be listed on 
the Silver Good Delivery List.

These changes brought the 
membership to a total of 137 
companies, comprising 73 
Members (of which 11 are Market 
Makers) and 64 Associates.

GOOD DELIVERY LIST  
AND RULES
Somewhat surprisingly, given 
the large number of applications 
for accreditation that have been 
submitted during the past year or 
that are currently going through the 
technical assessment procedures, 
there were no announcements 
in the past quarter about new 
accreditations.
 
The revision to the Good Delivery 
Rules issued in September last 
year indicated that applicants 
for the Gold List were required 
to confirm their willingness to 
undergo the LBMA’s Responsible 
Gold Guidance Programme. The 
Physical Committee subsequently 
agreed that applications can 
continue to be processed through 
the various technical assessment 
procedures but that the applicant 
will not be listed until it has also 
passed a Responsible Gold audit. 

In mid-2012, a European silver 
refiner requested that the LBMA 
should consider lowering the 
weight range for Good Delivery 
silver bars, to facilitate compliance 
with manual handling regulations. 
A survey of GD silver refiners 
was undertaken to find out their 
views on this proposal. The great 
majority of responses indicated 
that there were no problems 
in terms of manual handling in 
continuing to produce and market 
these standard bars. The Physical 
Committee has confirmed that 
there will be no change in the 
recommended weight range shown 
in the Good Delivery Rules. 

Until now, the Good Delivery Rules 
have stated that standard 400 
troy ounce gold bars must be 
cast in open moulds. The Physical 
Committee has recently ruled that 
casting tunnel systems may be 
used for the production of Good 
Delivery gold bars.

It recently came to light that some 
assay marks on Good Delivery bars 
were not being made with uniform 
fonts, for instance, with the fourth 
digit being marked separately with 
a different punch. The Executive 
has informed all Good Delivery 
refiners that the punches used for 
marking essays must be uniform.

COMMITTEES
Management Committee
The Management Committee met 
in October when the main topics 
discussed included the LBMA’s due 
diligence system. See the report on 
the Membership Committee below 
for more information. 

Regulatory Affairs Committee
The RAC met in October to discuss 
a variety of regulatory issues. 
While the Committee continues to 
monitor the policy development 
of the LBMA Responsible Gold 
Guidance (see Regulation Update 
on page 26 for details), the 
Committee’s work has now been 
able to refocus on other regulatory 
issues, such as other sections of 
Dodd-Frank, Basel III and MIFID. 
The RAC’s main goal is to provide 
members with timely and relevant 
information about forthcoming 
regulatory developments that 

will have an impact on the 
bullion market. The Committee 
is therefore proposing to hold a 
Members’ Regulatory Seminar on 
28 February, 2013 at Merchant 
Taylor’s Hall. If you have any topic 
suggestions or requests, please 
contact the Executive. 

Physical Committee
During its three meetings in 
the final quarter of 2012, the 
Committee’s discussions focused 
on weighing as well as some 
changes to the Good Delivery 
Rules (as described above). In 
October, following a test of its 
weighing ability, Malca-Amit was 
admitted to the list of Approved 
Weighers. The Committee is also 
developing a general specification 
for electronic gold scales. A more 
formal procedure for assessing 
applicants for approved weigher 
status is also under development. 
Looking ahead, the Committee 
expects to publish new rules on the 
acceptable range of undercuts in 
Good Delivery bars. It is expected 
that after taking advice from the 
Referees Committee, the amended 
rules will be published in the first 
half of 2013. 

Public Affairs Committee
The Committee’s work in the final 
quarter of 2012 was dominated 
by two major events – the Hong 
Kong Conference and the 25th 
Anniversary Dinner, which are 
covered separately in this edition 
of the Alchemist. Attention is now 
turning to the development of the 
programme for the conference in 
Rome starting on 29 September, 
2013, and the selection of the 
venue for the 2014 event. 

Membership Committee
In addition to vetting applications 
for membership, the work of the 
Committee in its recent meetings 
has been focused on the general 
question of due diligence in 
relation to both membership and 
GDL accreditation applications. 
The Committee has suggested 
that refiners wishing to join the 
Association should first achieve 
GD accreditation before applying 
to become an Associate. Another 
recommendation which has now 
been put into practice was the 

setting up of a working party on 
due diligence with members drawn 
from the Membership, Physical and 
Regulatory Affairs Committees to 
look at these issues. The Editorial 
on page 32 from Michael Ludwig, 
who chairs both the Membership 
Committee and the new Due 
Diligence Working Party, provides 
more information.

Finance Committee
The Committee met in November 
to review the three-year forecast 
and the budget for 2013. It also 
approved the budgets for the Silver 
Anniversary Dinner in December 
and for the Assaying and Refining 
Seminar due to be held in March 
2013.

Assaying and Refining Seminar
The LBMA’s fifth Assaying and 
Refining Seminar will be held in the 
Guoman Hotel in London from 10 
to 12 March 2013. The topics to 
be covered will include assaying, 
weighing, casting defects, 
reference materials and proficiency 
testing for gold assayers.

Online registration via the LBMA 
website is now open. Details are 
shown on page 24.

GDL Commercialisation
The LBMA is delighted to announce 
that New York Mercantile Exchange 
Inc has become licensed to use 
the LBMA Good Delivery List 
as part of its own accreditation 
arrangements. The LBMA is 
grateful for this expression of 
confidence in the value of the List 
and for their support of the LBMA’s 
Good Delivery process.

Annual Party
The Annual Party for bullion 
staff employed by Members 
and Associates will be held on 
28 February. The venue will be 
The Pacific Oriental. See the 
announcement on page 15. 

Members Seminar
A seminar for members and friends 
of the market will be held on the 
afternoon of 28 February in the 
Merchant Taylors Hall in the City of 
London. The seminar will focus on 
the way the loco London market 
functions and the role of the 

LBMA News
By Stewart Murray, Chief Executive, LBMA
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LBMA in it. In addition, a review of 
forthcoming regulatory challenges 
will be included. Details will shortly 
be available on the LBMA website. 

Executive Meetings and Travel
In early October, the Chief 
Executive and the LBMA’s Good 
Delivery Officer, Rebecca Adamson, 
visited the Royal Mint’s plant in 
Llantrisant just west of Cardiff. The 
visit included a tour of the pressing 
department, which produces the 
circulating coinage for the UK and 
many other countries, as well as 
the precious metals department, 
where the commemorative silver 
medallion marking the 25th 
anniversary of the founding of the 
LBMA was produced. 

Prior to the conference in Hong 
Kong, the Chief Executive travelled 
to Japan for a meeting of the 
LBMA Referees Committee, which 
was held at, and combined with 
a visit to, Tanaka’s Shonan plant 
in Hiratsuka. On the previous day, 
the members of the Committee 
visited the refinery and fabrication 
facilities of the Japan Mint in 
Osaka.

In late November, the Chief 
Executive visited Pforzheim at 
the invitation of Allgemeine for a 
plant visit, which focused on the 
company’s production facilities for 
continuously cast Good Delivery 
silver bars. This was followed by a 
visit to KGHM’s precious metals 
refinery in Glogow in south-west 
Poland – one of the world’s largest 
producers of refined silver.

In early December, the Chief 
Executive spoke at the Russian 
Bullion Seminar in Moscow and 
also had talks with the Russian 
Ministry of Finance about the 
implementation of the LBMA’s 
Responsible Gold Guidance.

Committee Vacancies
There is a vacancy on both the PAC 
and the RAC. 

Anyone from a Member company 
interested in applying for these 
roles should send an email to 
the Chief Executive with a brief 
summary of their bullion market 
experience.
 

LBMA News
By Stewart Murray, Chief Executive, LBMA
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John Humphrey joins Dillon Gage 
John Humphrey joined Texas-based Dillon Gage on 15th October 2012 to 
start a new division, Digital Metals, which will focus on building advanced 
platforms for the company’s physical metals trading, storage, fulfillment 
and eCommerce clients and partners. Prior to Dillon Gage, John led a 
national information technology consultancy in the U.S.

IPMI 37th Conference 
June 22-25, 2013 
JW Marriott Desert Ridge  
in Phoenix, Arizona

Technical Abstracts for papers proposed for the 
IPMI 37th Conference are now being solicited. 
Please email your abstracts by January 31, 
2013 to mail@ipmi.org.

Suggested General Topics
• Precious Metals Economics
• Precious Metals Mining
• Precious Metals in Environmental Applications
• Fuel Cells
• Government Regulations
• New Business Practices
• New Technologies
• Risk Management
• Sampling and Analysis
• Alloys
• Catalysts (all types)
• Pharmaceuticals
• Electronics
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Remaining Duly Diligent
Editorial comment by By Michael Ludwig, Physical Commodities Operations Manager, Standard Chartered Bank

Due diligence is practised by participants in 
the precious metals market in order to prevent 
or minimise exposure to credit risk, especially 
when dealing on a principal to principal basis 
in the over-the-counter market. In addition, the 
need to protect the precious metals market from 
misuse by criminals has been well recognised 
since time immemorial. In the distant past, the 
main risks faced by honest traders were related 
to counterfeit products - exemplified by Sir Isaac 
Newton’s battle with coin counterfeiters when 
he was master of the Royal Mint. Nowadays, 
however, the particular attraction of precious 
metals, as far as criminals are concerned, lies in 
their high value combined with the fact that the 
metal’s form can be changed (e.g., by re-melting) 
without affecting the value of the underlying 
metal. Carousel type VAT frauds have in the past 
used gold and other precious commodities but 
thanks to the co-operation between the LBMA and 
the VAT authorities, the fraudsters have tended 
to move on to other products. Nevertheless, the 
possible use of gold in particular to facilitate 
money laundering or terrorist financing means 
that legitimate operators need to exercise 
constant vigilance. There is nothing new in all 
this. The approach has traditionally been based 
on due diligence often referred to as “know-
your-customer” or KYC though increasingly it has 
become KYCC (… your customer’s customer).

Something that has changed in recent years 
is the increased focus by the authorities on 
particular aspects of these issues. To some extent 
this was prompted by the financial crisis. The 
subsequent multiplicity of initiatives are intended 
to ensure that there will be no repeat of that 
disaster in the future. The market is having to 
cope, at great cost, with adapting to the raft (or is 
it a wave?) of regulations being produced in the 
wake of the Dodd-Frank Act and similar measures 
emanating from the EU. Lawyers, consultants and 
compliance officers have rarely been in such high 

demand! Helping our members in this area was 
the main reason for the setting up of our 
Regulatory Affairs Committee in early 2011.

Inadvertently assisting money-launderers, 
particularly related to narcotics funds, remains a 
significant risk. But a new risk factor has emerged 
in recent years due to the imposition of sanctions, 
essentially for political reasons, either by the 
United Nations or individual countries.

The LBMA’s approach to protecting the bullion 
market from reputational risk needs to cover, on 
the one hand, Members (and Associates) and on 
the other, accredited refiners on the Good Delivery 
List. The LBMA has traditionally relied on the due 
diligence of existing members when admitting 
new members or associates. The requirements 
for sponsoring an applicant for membership have 
become more stringent in terms of the amount 
of information that a sponsor must supply. In 
the case of associates, they are required to 
obtain confirmation of continuing support from 
three sponsors on a rolling three-year basis. The 
situation with Good Delivery refiners is quite 
different. The LBMA Executive itself carries out a 
significant part of the due diligence required. An 
applicant for listing must provide full information 
about the company’s history, ownership, 
directors as well as general information about its 
sources of supply and customers. It must also 
provide its latest financial figures and details 
of its production of precious metals. Under the 
proactive monitoring system, refiners must provide 
an update on this information annually and must 
also submit to a technical testing procedure 
every three years. More recently, gold refiners are 
required to comply with the LBMA’s Responsible 
Gold Guidance which covers conflict gold, money 
laundering and terrorist financing. With regard 
to sponsorship, originally applicants for listing 
needed to get a letter of support from their central 
bank but increasingly, central banks are unwilling 
in principle to provide such letters of support so in 
recent years it has generally been acceptable for 
a well-known commercial bank to be acceptable 
as a sponsor. Needless to say, the Physical 
Committee, which contains representatives from 
all six clearing banks within the London bullion 
market, must also be satisfied that an applicant 
has satisfied the required due diligence before it 
can proceed to the technical assessment stage of 
the application procedure.

During the past year or so discussions have taken 
place within the LBMA’s main committees about 
whether there is a need to improve or change the 
system of due diligence, especially as it relates to 
applicants for Good Delivery accreditation. Finally, 
it was agreed to set up a temporary working group 

- known as the Due Diligence Working Party - to 
consider the whole complex of issues and to 
report back to the Management Committee. 

In brief, the terms of reference of the new working 
party are :
• To examine the sections of the LBMA 

Constitution and to recommend any changes 
that may be thought necessary;

• To consider the present system of due 
diligence on Good Delivery applicants and 
to recommend whether any changes are 
required;

• To consider the present system of due 
diligence on Members and Associates and 
to recommend whether any changes are 
required. Specifically, the Working Party 
would examine the possibility of instituting 
Member Reviews along similar lines to the 
existing Associate Reviews; 

• To discuss whether the LBMA needs a 
permanent compliance committee.

The new working party held its first meeting 
in late November (which concentrated on the 
Good Delivery questions described above). The 
Working Party will not prepare its final report 
until it has held two further meetings but it has 
already reached some tentative conclusions. 
Generally, it felt that applicants for Good Delivery 
accreditation should be required to obtain 
sponsorship from suitably qualified existing 
members or associates. In the past, it may have 
been more difficult for some refiners to obtain 
such support, for instance, if they were operating 
in a country where the LBMA was not represented 
by any members. However, with the expansion of 
the LBMA’s membership into countries such as 
Russia and China, it may now be possible to insist 
that refiners should secure letters of support from 
existing Members (or Associates).

The Working Party will hold its next meeting 
shortly and would welcome feedback from 
companies within the membership and from 
Good Delivery refiners.

Michael Ludwig, Physical 
Commodoties Operations 
Manager, Standard 
Chartered bank.
Between 2000 and 2006 

Micheal was the Physical Precious Metals 
Shipment Manager at Commerzbank Int. S.A., 
Luxembourg. In 2006 he left Commerzbank 
to become the Business Manager responsible 
for Precious Metals at BNP Paribas, London. 
In December 2010 he then joined Standard 
Chartered Bank, London, to take up his current 
role as the Physical Commodities Operations 
Manager. Michael is chairman of both the LBMA 
Membership Committee and the LBMA Due 
Diligence Working Party. 

Michael Ludwig describes the LBMA’s present system of due diligence 
and the steps that the recently established Due Diligence Working 
Party are taking to tighten up the procedures in the future.

“      Carousel type VAT 
frauds have in the past used 
gold and other precious 
commodities but thanks to 
the co-operation between 
the LBMA and the VAT 
authorities, the fraudsters 
have tended to move on to 
other products.

“ 
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Vietnam’s Decree 24  
- Will it work to reduce 
consumer appetite for 
gold?

The Vietnamese gold market has 
been in a state of flux for several 
years, with uncertainty surrounding 
gold ownership leading to strong 
demand for the yellow metal as 
a safe-haven asset. Taking a step 
back, gold ownership per capita in 
the country is one of the highest 
globally and has historically 
played an important role in wealth 
creation, as an accepted payment 
option as well as a simple store 
of family savings. According to 
Thomson Reuters GFMS, Vietnam 
is estimated to have consumed 66 
tonnes of gold investment products 
(primarily 10 tael bars) last year.

In May 2012, the government of 
Vietnam introduced new legislation 
(Decree No.24) concerning the 

management of gold-trading 
activities, which essentially 
placed production, import and 
export of gold, and trading of 
gold bars/bullion in the hands of 
state-appointed organisations. 
The Decree also set out several 
conditions that organisations and 
individuals must satisfy in order 
to obtain a permit from the State 
Bank of Vietnam. Accordingly, 
they must be able to demonstrate 
capital of at least VND100 billion 
(approximately US$5 million), with 
operational experience in the field 
of purchasing and selling gold for 
more than two years. 

In a nutshell, this government 
initiative is designed to encourage 
consumers to invest in the 
domestic currency rather than in 
gold or the dollar, which has been 
the foremost choice for much 
of the population. The planned 
changes will significantly reduce 
the amount of retailers permitted 
to sell gold bars, from an estimated 
12,000 outlets across the country 
to below 2,000 once the new 
regulations are introduced. Most 
small family-run operations will 
be unable to meet the strict 
government requirements. Any 
company not licensed by the 
central bank must have exited the 
gold bar business by 10 January 
2013, and a crackdown on non-
compliance seems likely. 

So will these measures dampen 
gold demand in Vietnam? Recent 
field research suggests it is already 
having a telling impact, with demand 
in the second half of 2012 slumping 
over 45% on a yearly comparison, 
while local premiums have risen 
to substantial levels over this 

period. Access to gold investment 
products will certainly be eroded 
further in 2013 as retailers are 
forced to stop trading investment 
bars, limiting access to consumers, 
especially in agricultural regions of 
the country. While gold bar sales 
may be constrained, demand for 
gold products has not dissipated 
completely. Borne out of these 
restrictions, demand for 24-carat 
jewellery (chiefly rings) has picked 
up as a means of investing in gold, 
with traders selling plastic-coated 
(sealed) rings in varying sizes as a 
quasi investment vehicle to meet 
consumer demand. However, it is 
unlikely that even healthy growth 
in this segment will come close to 
offsetting the decline in gold bar 
sales across the country that has 
already begun.
  
In previous years, a portion of 
demand in Vietnam was satisfied 
by unofficial imports as official 
trade had been strictly controlled. 
This material was sold domestically 
and then stamped into tael bars 
by one of 13 companies permitted 
to do so. This practice allowed 
significant volumes of gold to enter 
the market. The newly introduced 
Decree No.24 designates a single 
state-run company to control all 
gold bar production, with all other 
brands to be outlawed across 
the country. This has significantly 
reduced the cross-border trade 
and has also contributed to the 
sharp fall in investment demand. 
Time will tell if consumers can 
manipulate the system and find 
a way to invest in gold by other 
means, though for now at least, 
this opportunity would appear to 
have largely been closed.

Cameron 
Alexander, 
Senior Analyst, 
Precious 

Metals, Thomson Reuters GFMS. 
Based out of Perth, Australia, 
Cameron is responsible for 
research coverage of South-east 
Asia, Australasia and the Gulf 
States in the Middle East, involving 
substantial research travel to these 
territories. Prior to his joining GFMS 
in December 2005, Cameron 
worked for over seven years with 
the precious metals refiner AGR 
Matthey.

facing 
facts
Cameron Alexander, 
Senior Analyst, Precious Metals, 
Thomson Reuters GFMS.  
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