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Wholesale Physical Markets
are Broken
By Seamus Donoghue, Chief Executive Officer and Co-Founder, Allocated Bullion Solutions (ABS)
be low, investors are fleeing the ETFs, regulatory
requirements are growing, capital is being
more carefully allocated, and costs and
operational risks related to physical trading
remain very high.
In some cases, large financial firms are deciding
that the easier choice is to exit the physical
markets and, in some cases, that also includes
the OTC market. The issues faced from a bank’s
point of view include the rising cost of capital
for banks, while non-banks are faced with the
high cost of financing – all are concerned about
the cost/benefit of the current market versus
regulatory and reputational risks.
Increased regulatory scrutiny on the physical
precious markets has largely been focused on
the KYC/AML risks inherent in physical markets,
but it is increasingly clear even in the OTC
markets that processes that lack transparent
pricing, liquidity or transacted volumes are
potential liabilities.

All is not well in the wholesale markets. Despite the significant
growth in the physical precious metals market and the strong outlook
for continued demand growth, particularly in Asia, the wholesale
physical markets that service that demand are broken. Retail
markets for physical precious metals are becoming increasingly
efficient and automated, but if you lift the curtain on the wholesale
markets, they have struggled to keep up.
Electronic hedging but manual
physical trading
Hedging tools such as Loco London or futures
are electronic, transparent in terms of price
discovery, liquid and efficient, with a high
degree of straight-through processing. The
physical bullion underlying those markets
though remains a manual and costly market
to transact. Processes across the wholesale
markets from miner to refiner to jeweller to
institutional investor are all manual. Physical
participants have traditionally relied on phone
calls, chat platforms and emails to negotiate
prices and complete deals. This remains largely
true across the physical commodity space, but it
is surprising that for gold, a monetary asset with
a long history in the financial sector, it is still the
case in 2015.

The gold market is one of the only remaining
markets within the banking sector where sales
people are dedicated to covering plain vanilla
transaction flows on the telephone. In most
other asset classes, those flows have been
automated so that expensive sales and
trading headcounts can focus on higher-valued
client requirements such as structured trades
or financing.
The manual and high-cost structure of the
market is impacting all participants as the
industry faces significant issues not least
in terms of top-line revenues, but more
importantly, in terms of rising costs both from
a capital and regulatory perspective. Looking
forward, participants are continuing to describe
conditions as difficult and the business outlook
as uncertain, as physical premiums continue to

It is clear that regulatory requirements and
scrutiny will only increase going forward. A
challenging revenue outlook in the gold market,
and in particular the physical markets, will be
the new normal. Firms that decide they are
committed to the sector will have little choice
but to address costs and efficiencies. Given the
manual processes that dominate the industry,
automation is no longer an optional ‘nice to
have’ but an essential requirement to survive,
let alone thrive, in an uncertain future.

Opaque and manual
markets that are difficult to
monitor represent a significant
potential liability for
participating regulated
entities.

Most market participants would agree that
the tide of technology can’t be rolled back and
that even the conservative bullion markets
will succumb to change. The recent LBMA
RFI, although very broad in its initial scope, is
starting down that path.
The LBMA, as the industry body for the
wholesale over-the-counter market for gold and
silver, is well positioned to lead the market.
Indications are that the LBMA will start by
improving transparency in the OTC market by
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reporting transacted volumes. The current
OTC market benefits from deep liquidity and
more transparency should be supportive of
developing that liquidity further. It is a market
truism that liquidity begets liquidity, so the
benefits should be extensive.
There continues to be a discussion about the
need for a centrally cleared model to replace
the current Loco London OTC model. The capital
benefits can be debated, but it is unlikely that
market participants will move to a cleared
model without a regulatory requirement to do
so – that requirement does not currently exist in
the gold market.
Outside of transparency and clearing, physical
markets are the biggest bottleneck for the
sector, and although moving physical assets will
remain an expensive requirement, technology
could significantly improve efficiencies and
profits for all physical participants.
Electronic trading would significantly increase
liquidity in the physical markets and that would
result in a migration of flows from the OTC
market into the physical markets. The biggest
deterrents to physical trading are the high
transaction costs and the lack of transparency.
The banks are already encouraging their
investor accounts to migrate their unallocated
positions to allocated, given the more
favourable capital treatment for the bank, and
this movement should gain broader momentum
if physical liquidity and transaction costs
approach those of the OTC markets.
The OTC market dwarfs the physical market in
terms of size. Any shift in flows from the OTC
market to the physical market as a result of a
more efficient physical market could have an
outsized impact on physical premiums. There
are supply constraints in physical markets
that do not exist in OTC markets, and given
the near-term inelasticity of supply, the way
to accommodate higher demand would be
higher premiums. This is somewhat counter to
conventional thinking that electronic trading
reduces margins.

Automation of the physical wholesale markets
will also increase the velocity of physical trading,
which would have a significant multiplier impact
on hedging flows and would drive an increase of
volumes in the OTC and futures markets.
The reality is that electronic trading markets
improve performance for all participants
through the network effect: the more buyers
and sellers that connect, the greater the trading
opportunity. They also provide participants with
the ability to scale and grow their operations
with no additional resources.

Addressing a broken market

Technology leads to nearzero error trading rates and
reduces operational risks –
lower operational risks reduce
banks’ capital requirements.

Many of the initiatives have seen limited market
success. The difficulty facing most new futures
initiatives is that it is unclear what they are trying
to achieve and what the value proposition is to
the end users. Is the contract to provide a more
efficient hedge with less basis risk or to provide
a new delivery mechanism as an alternative to
the phone-based physical markets?

The single biggest obstacle to electronic trading
in the precious metals wholesale markets is
the status quo. The current processes are
what participants know and the way they have
operated for most of their careers. Similar to the
proverbial frog in the pot unaware that the water
will soon be boiling, most market participants
will say the current market is “not broken” so
why is a change needed?
One reality is that senior management and
front-line sales and trading will view the
impact of electronic trading quite differently. If
senior management deems the business line
relevant enough to remain in the game, they
will need to automate the current transaction
process and reduce costs through electronic
trading to hit their return equity targets. For
sales and trading, the impact can be viewed
as a more existential threat, as front-line
individuals will need to reinvent themselves as
those in equities, rates and FX have done over
the last couple of decades. In many ways, it is
not a question of should it be electronic or not –
the only question is the timing.

Chart 1: Global Physical Demand for Gold (tonnes)
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From a hedging perspective, a futures contract
needs to be liquid with narrow bid/offer
spreads and deep liquidity. The CME’s Comex
meets both requirements and is widely used
by traders and hedgers alike. The underlying
basis of the contract may not be the same
as most hedger’s requirements, but as most
contracts do not go to delivery, the liquidity
benefit may more than mitigate the basis risk.
Introducing offshore hedging contracts that look
to address the basis risk have so far met with
limited success and it’s unclear if they were to
be successful, what the impact would be on the
current Comex liquidity.
Other contracts have tried to focus on physical
delivery. This is a difficult objective for a
standardised futures contract to address given
that the current phone-based physical markets
have no standardised product, location,
delivery date and lot size – every transaction is
customised by client. Many clearing firms have
also been rationalising their clearing operations
and most have no experience with physical
deliveries, making it difficult to access broad
segments of the market.
New futures contracts require buy-in from both
liquidity takers and providers. The benefits for
liquidity takers are typically that futures drive
narrower and more competitive pricing. The
motivation without a regulatory requirement to
move to a centrally cleared model is less clear
for liquidity providers as they lose all the pricing
power that currently exists with their current
bilateral relationships.
Outside the regulated exchange space, new
physical platforms are emerging, and they can
be broadly characterised as centrally cleared
and bilateral models.

2,000

-1,000

Exchange initiatives – new futures contracts
Futures exchanges, both international and
regional, have been aggressively introducing new
gold contracts. Futures are based on standardised
contracts, with a theoretical underlying investment
or basket of investments, with a standard lot
size and delivery process and location. The
counterparty for all transaction is a centrally
cleared counterpart (CCP). A CCP makes the
onboarding process to access multi-participant
liquidity very efficient and there can be clear
cross-margin benefits with a clearinghouse.

2013

2014

Centrally cleared platforms
Centrally cleared platforms are typically closed
architecture models offering a limited set of
brands and products, one or a few limited
specific delivery locations and pre-specified

ALCHEMIST ISSUE EIGHTY

product or delivery locations – it would simply
require automating the current workflow for a
firm’s current clients. The net effect will be a
much more efficient, lower-cost and scalable
operation with full management transparency.

Pallets of silver bars in deep storage.

settlement dates. Transaction types are limited
to outright purchases of gold for allocation or
delivery. Users benefit from centralised price
discovery for each listed product, and users
large and small see the same liquidity. Liquidity
providers, similar to an exchange product, lose
their pricing power.
The transaction fees of most centralised models
remain significantly higher than those of the
exchanges. These platforms have had success
with the retail sector and unregulated entities,
given the ease of transacting a physical product.
Their unregulated corporate structure and the
high risks that this ‘cleared’ model introduces
from an AML perspective though means that
they are likely to see limited traction with
regulated financial entities.

Bilaterally cleared platforms
Bilaterally cleared platforms are open
architecture models that support any brand
and product, any delivery location and any
delivery date. They automate all of the workflow
and processes that are currently being done
over the telephone. All transaction types in the
wholesale markets can be supported such as
location swaps, allocations and consignments.
Pricing is counterparty specific based on
bilateral relationships, so liquidity providers
maintain their pricing power but automate their
processes. Users can benefit by aggregating
their suppliers into an electronic framework,
making their available liquidity and pricing
more competitive and automated. Importantly,
the entire workflow from counterparty credit
managements, price discovery, client tiering,
matching, trade capture and booking, and
custodian messaging can be automated
Transaction fees are highly competitive as they
need to compete directly with the current voice
market. Transactions can remain ‘dark’ as
they are not reported to any other participants
outside of those in the transaction, so both user
and liquidity providers can maintain the same
level of transaction privacy as they have on
the telephone. Settlement remains a bilateral
process, so no new AML risks are created
and the net effect is a significant automation
around the end-to-end transaction for both
counterparties without changing the underlying
settlement and delivery process.

Blockchain
Blockchain has been in the press as the solution
to every problem in financial markets. In the
last few years, it has gone from being viewed as
dark web technology supporting alternative illicit
payments and e-money to a trustworthy solution
and highly scalable alternative to the current
bank clearing and payments platforms, and just
about every other banking product. Banks have
been scrambling to invest in start-ups for fear of
being left behind or disintermediated. The reality
is that the blockchain has many persuasive
benefits that will eventually be adopted in
financial markets, but these changes will not
happen quickly. As regulated institutions, banks
are very slow to change their core architecture
and wholesale adoption will take a few years at
best. The precious metals retail sector will lead
initiatives in the blockchain as, by definition, its
objective is to disintermediate many aspects of
the wholesale market.

In the heady days of the bull
market, everybody had resources
to throw at technology, and this
would be planned and executed
with little discussion.Those
halcyon days are gone.

The difficulty faced by all new electronic solutions,
whether from an exchange or a platform provider,
or even the blockchain, is that this is not an
incremental shift in market processes. Migrating
from a near 100% manual process in the physical
markets to an electronic and automated trading
platform is a revolutionary change.
The path for the future approach need not
be a ‘big bang’, all or nothing, straight to
a centrally cleared model. Rather, a much
simpler migration from telephone to electronic
workflow would have a very profound impact
on the market and is manageable for all firms
large and small. There would be no change in
counterparties, clients, settlement process,

In the heady days of the bull market, everybody
had resources to throw at technology, and
this would be planned and executed with little
discussion. Those halcyon days are gone.
For banks that have been traditional liquidity
providers in the wholesale markets, ‘change the
bank’ budgets are largely allocated to keeping up
with intensifying regulatory requirements, and the
declining revenues of the precious metals sector
mean that the remaining budgets are being
allocated elsewhere. Adding requirements to
the technology priority list in a large bank would
not likely result in any deliveries for three to five
years given the backlog of required work across
the bank. For non-banks, from trading houses
to regional corporates to refiners, budgeting
and managing an expensive IT development is
a major undertaking and difficult to justify in the
current ‘challenging’ environment.
As the LBMA plots the industry’s future, there
is a clear case for a new model that shares a
technology stack and offers industry-specific
technology tools as a service to all member
participants and their clients. High licence
fees are a roadblock to adoption and should
be eliminated and replaced by low transaction
fees so that technology providers and industry
participants are aligned with growing volumes,
client reach and efficiencies. This effectively
updates the concept of Software As A Service
(SAAS) to Markets As A Service (MAAS) – hosted
and managed solutions for the precious metals
industry that enable all participants to automate
their operations and scale their capabilities.
This will ensure that the physical markets can
thrive and drive higher volumes across all OTC
markets despite a challenging outlook for the
sector and financial markets in general.
With physical demand growing rapidly and the
supporting wholesale market constrained in its
scalability by a lack of technological innovation, it
is more pertinent than ever to move towards an
automated infrastructure. With most other asset
classes having long moved to an electronic trading,
it is high time that precious metals follows suit.
Reducing operational risks and increasing
efficiency and scalability are key drivers for industry
participants as they move towards an otherwise
uncertain future for precious metal trading.

Seamus Donoghue, Chief
Executive Officer and
co-founder of Allocated
Bullion Solutions (ABS) in
Singapore with more than
25 years of industry
experience. ABS provides open architecture
award-winning industry solutions for physical
commodities to enable the entire physical
supply chain to be migrated into a fully
integrated electronic trading framework.
Seamus.Donoghue@allocatedbullion.sg
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Corporates & Markets

Precious metals solutions based on
global insight and trusted expertise.
Whatever your activities in the precious metals market, it pays to be with a partner with global presence and trusted experience across
the value chain.
Commerzbank delivers insight, distribution and product structuring capabilities across the full spectrum of physical and non-physical
precious metals solutions.
• Gold, Silver, Platinum, Palladium, Rhodium and Ruthenium trading on a Spot
and Forward basis
• Unallocated, Pool and Allocated accounts
• Sales, Lending and Leasing of metal in both bar and industrial forms
• Full range of OTC Swaps, Options and other derivatives
• Retail Warrants and Certificates, Structured Notes, Certificates and Deposits
• Refinery services
• Trading centres in Frankfurt, London, Luxembourg and Singapore

Bloomberg
Reuters
Direct contact
Asia
Europe
Americas

CZPM
CBGL
+352 477 911 2540
+852 3988 0873
+44 20 7475 4878
+ 1 212 336 1000

This communication is issued by Commerzbank. Commerzbank AG, London Branch is authorised by the German Federal Financial Supervisory Authority and the European Central
Bank and subject to limited regulation by the Financial Conduct Authority and Prudential Regulation Authority. Details about the extent of our regulation by the Financial Conduct
Authority and Prudential Regulation Authority are available from us on request. Copyright Commerzbank AG 2015.
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Branding Silver – Why Does Gold
Take the Lion’s Share?
By David Jollie, Consultant, Glaux Metal

In contrast, when silver is discussed, it is most
often simply treated as a hybrid between gold
and a base metal such as copper, a description
which is valid but has little interpretive or
predictive power. The complex nature of both
the supply and demand sides of the equation
for silver encourages individuals to take this
high-level, top-down approach to this metal
rather than focusing on the details of individual
applications or analysing the prospects for mine
output in a very wide range of countries.
The size of the silver market, its complexity and
the relative lack of visibility of silver compared
to gold limit the amount of understanding that
many people have of this metal. But does this
relative lack of understanding and appreciation
of silver act against it, reducing either its
perceived worth or its actual value?

It is clear, on many levels, that gold is dominant amongst the
precious metals in terms of public perception. It is better known and
more readily thought of than the other, white metals, including silver.
There are a number of reasons why this might be the case: its unique
colour, its monetary role, and its cultural and emotional importance
and relevance in large parts of the world. However, it is interesting
to note that this cognitive bias is also present within the precious
metals market itself.
For example, as deputy chair of the organising
committee of the 2015 LBMA/LPPM Precious
Metals Conference in Vienna, I noticed the
dominance of gold in terms of bandwidth –
the time spent in discussing this metal in the
presentations but also informally elsewhere in
the Conference – in comparison to palladium,
platinum and silver too.
To an extent, the size of the gold market could
be seen as one rational factor driving this
focus on gold. Based on metal prices at the
end of December 2014 and production data
published by GFMS Thomson Reuters for the
corresponding year, it is possible to estimate
that the gold market should have been worth
close to US$120 billion in 2015, based simply
on the weight of metal newly mined (although
other calculations, for instance using trading
volumes, could give a substantially higher
figure). By comparison, one year’s supply of
silver was worth only some $14 billion (and the
respective figures for platinum and palladium
were only $6 billion and $5 billion respectively
on the same basis). If trading and transaction
volumes are included, this discrepancy could
be expected to grow, with gold becoming even

more dominant. Only when the value added in
manufacturing each metal is considered do the
white metals compete more closely, with their
greater industrial utility boosting the overall
value of their individual markets.
It seems, therefore, quite appropriate that
gold takes the lion’s share of attention in
the precious metals sector as well as in the
public’s mind: it is simply a larger market
with, potentially, higher profits to be made for
industry participants.

What we talk about when we talk
about the white metals
When they do gain some attention, the platinum
group metals are often discussed in terms
of their supply and demand dynamics, with
issues such as the automotive market and the
political environment in South Africa seen as
particularly relevant. Although it is a matter for
debate whether this focus on fundamentals
aids accurate price forecasting, this does at
least provide a common framework for market
participants to use in understanding market
dynamics.

A historical comparison between
gold and silver
It is common knowledge that gold is simply worth
more than silver – at the time of writing (December
2015), the gold:silver price ratio was close to
76:1 and gold had traded above silver in price
terms for a very considerable time. However, gold
has not always been the more expensive metal.
In ancient Egypt, only 4,500 or so years ago,
Heterephes I (mother of Khufu, otherwise known
as Cheops, the builder of the great pyramid at
Giza) was buried with a number of silver bangles
at a time when silver was priced considerably
above gold on account of its utility and relative
scarcity within Egypt. This at least makes clear
that there is no obvious magical ratio that should
exist between the prices of these two metals.

It seems that silver is a
thoroughly modern metal in
comparison to gold. Its greater
utility in a range of industrial
applications should support
interest in this metal.

Given current price levels, it seems unlikely
in the extreme that silver will trade above
gold again within the working life of any of
the current market participants. However, the
white metals have some unique and highly
useful properties which one might expect to
attract attention and add to their value both
in absolute terms and relative to gold.
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For silver, in particular, its electrical conductivity,
its thermal conductivity and its reflectivity
are amongst the highest of any metal, and it
frequently finds use in applications where these
are important (including light switches, touch
screens and the photovoltaic sector).

Silver’s perceived value

Silver’s brand

There has, though, been relatively little work
carried out on individuals’ perceptions of the
value of silver. One study is the intriguingly
named The perceived size of coins in normal
and hypnotically induced economic states,
which was carried out in 1951. The researchers
were interested in how experimental subjects
perceived the size of coins depending on whether
they had been primed to think of being poor or
rich. In the researchers’ view the perceived size of
a coin indicated the perceived value of the coin.

Of course, this research was carried out over
60 years ago at a time when the dollar was still,
in some fashion at least, convertible to gold,
so it is not entirely surprising that the mere
use of the word gold demonstrated some value
(although the fact that platinum was seemingly
valued more highly than white gold suggests the
rationale behind this may be more complex)

Yet, despite these and other properties, silver has
not only been considerably cheaper than gold in
the last few years, as the market might typically
expect, but the price of silver has underperformed
since reaching near-record nominal highs in
US dollar terms in 2010. Some of this absolute
price weakness can doubtless be attributed to
growth in mine output for silver over this period,
a slowdown in the remarkable rate of growth
Chart
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Chart 1 shows the ratio of the number of times
silver is mentioned in each of the texts shown
compared to gold. This sort of analysis gives us
an idea of the cultural presence and relevance
of each metal and shows a good progression,
with silver’s branding having improved
notably in the 2,000 or so years between the
publication of the ancient Sumerian Epic of
Gilgamesh and the Bible.
Since then, progress has been less convincing.
Google of course is a snapshot of the current use
of each word but also historical uses, so perhaps
a better guide to the present and the immediate
future might be EDGAR, the Security Exchange
Commission’s online system. Here, the number
of companies with the word silver or the word
gold in their names are almost equal, suggesting
that people setting up companies do now see
similar value in each metal despite silver’s
traditional association as second in value after
gold in medals and competitions, in financial
terms and in cultural relevance, indicating an
increasingly positive view of the white metal.

8

Power

20

Permanent

Heavy

Feminine
Gold
Silver

Qu

R

og

GA

le

’ra

n

They took a single white/grey coin and asked
their subjects to indicate the size of the coin
after being told it was made of different
materials, from lead to silver, white gold and
platinum. The results, shown in Chart 2 below,
show that silver coins were typically perceived
as larger, and hence more valuable, than lead
coins, but were seen as less valuable than
either white gold or platinum coins, again
suggesting that there is a hidden psychological
belief that silver is, or should be, worth less
than these metals despite its undoubted status
as a precious metal.
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Chart 1: The silver: gold ratio
as referenced in historical texts

Value

Overall, it seems that in
Western cultures at least, silver
is simply less well known and
less highly prized than the
yellow metal.

Interestingly, some of the experimental subjects
(primarily those who had been primed to think
‘rich thoughts’ beforehand) saw the silver coin
as smaller than it was in reality, indicating that
they had particularly negative views of silver’s
value. There is a good reason why Scrooge
McDuck dives into a pile of gold coins and
Smaug the dragon sits atop a similar pile in the
Hobbit, rather than on a pile of silver, which is
less highly valued due to preconceived ideas.
Gold is simply viewed as worth more.
Chart 2: Perception of the Value of White Metals
Diameter in inches of spot judged equal
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It seems that silver is a thoroughly modern metal
in0.6
comparison to gold. Its greater utility in a range
of0.4
industrial applications should support interest
in this metal. It is possible to see how silver may
0.2 fared in comparison with gold over the last
have
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thousand years by looking at how often each
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metal is mentioned in some key texts during the
period, as an indication of the relative importance
of the white metal at those times.

Chart 3: Precious Metal Word Association
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So, has the move since then from gold having
an explicit monetary value to only having an
implicit value in most cultures and countries
had any impact on silver? To gain some
additional insight, I carried out a small survey
(with the associated issues of a limited sample
size on the accuracy of the results) by asking
a self-selecting audience to associate a given
word with one metal chosen from amongst gold,
silver, platinum and palladium. Given gold’s
strong historical and cultural associations, we
expected gold to score highly as a metal related
to the past and silver to be seen as a more
forward-looking element.
What I found can be seen in Chart 3 (the
figures on the axis indicate the percentage of
respondents who selected each metal from the
four potential choices). What we found most
interesting was that silver simply had a lower
brand profile than gold in almost every area.
It was seen as a fairly masculine metal, and a
feminine one too, but the overwhelming response
was that silver was cheap. Further investigation
might be able to reveal whether this is simply
cheap meaning good value or cheap meaning low
quality. Given silver’s low scores in its association
with the other words, it seems more likely to us
that silver is seen as a lower-quality material
rather than as providing good value.
Chart 4 shows the results of the same survey
relating to the words past and future (with the
percentage of answers relating to each metal
shown on the relevant axis). As expected, gold
scored very highly in relation to its past role,
with 70% of respondents choosing it as the
most closely linked to this concept amongst the
four metals listed. Silver scored less highly on
this measure, perhaps a positive factor.
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Chart 4: Precious Metal Word Association
Gold
70
60
50
40
30
20
10
0

Palladium

Chart 5 : The Ratio of the Number of Patents
Granted for Silver each Year Compared to the Other Precious Metals
5
4

Silver

3
2
1
Platinum

Platinum
Source: Survey Monkey, Glaux Metal.

Past

0

2001

2002

2003

2004

2005

2006

2007

2008

2009

Palladium
2010

2011

Gold
2012

2013

Future

However, the line shown in green here marks
the metals most linked to the word future,
a concept which seems to demonstrate
potential utility and value. Here, the platinum
group metals scored much higher. However,
contrary to our expectations, silver actually
underperformed gold on this measure too, with
only a vanishingly small number of respondents
choosing silver as the future metal, in contrast
with a quarter of those surveyed who selected
the ‘old-fashioned’ gold. In our view, this fits
with silver being less well known than gold and
perhaps underappreciated too, even compared
to the platinum group metals, which are much
less ubiquitous than either gold or silver.
Overall, it seems that in Western cultures at
least, silver is simply less well known and less
highly prized than the yellow metal. Further
research in this area might be worthwhile. In
retrospect, it would have been interesting to ask
the survey respondents what they thought the
relative prices of the metals were, to see how
informed their views were by knowledge of the
current financial value of each metal. It would
also be fascinating to carry out a similar survey
in a country such as Vietnam, where gold still de
facto retains a monetary role.

The future for silver
Although silver seems undervalued (conceptually
at least – it is never wise to argue with the
market’s view) and underappreciated, we can
reasonably ask whether this is likely to remain
the case. Silver, as a metal, has some remarkable
properties, often unlike those of other elements.
Sometimes, the combination of these properties
makes silver particularly useful, for example in
the solar sector where its reflectivity, adhesive

properties, electrical conductivity and formation of
a passive oxide layer all provide specific benefits
that are hard to find in a single other material.
Figure 1 shows the results of some metaanalysis of patents containing the word silver.
A representative sample of patents granted in
2013 around the world was analysed for the
most frequent words in the title of the patents
themselves. In this figure, each word is shown at
a size related to how frequently it occurs – larger
words appear more frequently and suggest a
stronger level of scientific interest in that property.
It is interesting to compare the results here with
those obtained for the platinum group metals,
where catalysis is rather dominant in terms of the
amount of research carried out. Here, with silver,
there is a much wider range of applications or
end uses being examined. The word conductive
appears, as do the words electrode and
electronics, suggesting that silver’s extremely
high electrical (or perhaps even thermal)
conductivity is likely to generate new applications
and be used in new technologies over the next
few years. Words related to the solar sector, such
as the word solar itself, paste and cell, reaffirm
that silver is likely to play a role in the photovoltaic
sector too over this timescale at least.
Closer examination reveals another new and
growing application, in the form of silver wires
on touchscreen devices (as indicated by the
words nanowires and transparent in this case).
And, the possibility of other entire new areas of
applications being developed can be seen in the
presence of words such as nanoparticles and
antimicrobial. In our view, this suggests that new
demand sources for silver are likely to come on
stream over the next half decade and that, even

Figure 1: Results of meta-analysis of patents containing the word ‘silver’

with ongoing thrifting being seen, demand for
silver could well rise at a faster rate than the rate
of growth in the world’s economy. Although this is
not in itself a sufficient condition to ensure that
the silver price rises in the future, it is at least
supportive of greater utility for this metal and the
potential for higher prices to develop (or perhaps
higher premiums for certain grades and forms of
the metal) if other market conditions allow.
In general, the number of patents and weight of
research being carried out on silver has also risen
over recent years despite silver’s price excursion
to close to $50 an ounce in 2010, which prompted
some thrifting. As Chart 5 above shows, silver
is at least keeping pace with each of the other
major precious metals in terms of how much
research is being carried out and is outpacing the
other white metals. This again poses the promise
of further demand being generated for silver in
the coming years, both in absolute terms and in
comparison to the other metals.
As far back as 1516, Thomas More wrote, in
Utopia, that “nature granted to gold and silver no
function with which we cannot easily dispense.
Human folly has made them precious because
they are rare.” No doubt a large part of the value
of these metals does come from their scarcity
and from their perceived rarity. I believe, though,
that silver is a remarkable metal and that human
ingenuity as seen here could eventually help it
start to regain its rightful position in the public’s
mind, and in scientists’ minds too, as a useful
and valuable precious metal in its own right.
Dr. David Jollie, consultant,
Glaux Metal, is a well-known
analyst with over eighteen
years’ experience of the
precious metal markets.
After gaining his doctorate
in chemistry, he worked at
Johnson Matthey from 1997 to 2010 in a range
of roles focusing on the platinum group metals
in particular, culminating in his role of writing the
company’s market-leading published reviews of the
market for these metals. From 2010 to 2015, he
was employed by Mitsui & Co. Precious Metals as
their analyst and Head of Research, covering all of
the precious metals including gold and silver. One
of his areas of interest is the interplay of supply and
demand and public perception in determining value
for these and other metals and materials.
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Which is Inflated, China’s Demand
or China’s Influence?
By Jiang Shu, Chief Analyst, Shandong Group

From 2010 until 2013, when the RMB went
up greatly, net exports of gold from Hong
Kong to China’s mainland had also increased
dramatically. Looking at the development of
China’s gold-leasing transactions, we can see
that China’s gold-leasing volumes had increased
from 155.8 tonnes in 2010 to 1,370.69 tonnes
in 2014, which means that China’s gold-leasing
volume had expanded more than eight times in
just a short period of five years.
Chinese gold-financing dues are thought by
some analysts and investment banks to be
processed in the following four steps:

•	
Step 1: Onshore gold manufacturers pay

letters of credit to offshore subsidiaries and
import gold from Hong Kong to mainland
China, inflating import numbers.
• Step 2: Offshore subsidiaries borrow low
interest rate US dollars from offshore banks,
via collateralising letters of credit received.
• Step 3: Onshore manufacturers get paid in
US dollars from offshore subsidiaries and
export the gold semi-fabricated products,
inflating export numbers.
•	
Step 4: Repeat step 1 to 3 to gain the
arbitrage profits as much as possible.

This is a transcription of the speech delivered by Jiang Shu at the
LBMA/LPPM Conference in Vienna, 18-20 October.
Let us look at China’s demand versus the gold price in Chart 1 below.
From 2000 to 2011, we can see a strong positive correlation between
China’s annual consumer demand and the gold price.
Such a strong positive correlation made many
people believe that as long as China’s gold
demand went up, there would always be a
bullish gold market.
Even when the bull market had gone away,
many analysts and market participants still
hoped that a surge in China’s gold demand
could change the trend of the gold price. From
2012 until 2013, that strong positive correlation
between China’s demand and the gold price
had been weakened. During this period,
although China’s gold demand was still on
the rise, the gold market had witnessed steep
price falls. If you had held the strong belief that
China’s demand determined the trend of the
gold price, you would have had to explain the
weakened correlation between China’s demand
and the gold price.

Commodity Financing
Some analysts think that China’s gold demand
has been inflated during the past three years,
and they point out two possible sources. One is
large-scale commodity financing deals, which
use the imports and exports of gold to gain the
spread between the US dollar’s low interest rate
and the RMB’s high interest rate and the RMB’s
appreciation, just as happened in copper and
iron ore. The other is goal-leasing transactions
between gold-related enterprises and Chinese
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commercial banks, which keep a large portion
of gold from real demand.

However, in China, the importing process is
different for gold than for copper and iron ore. For
general trade, around 15 domestic and foreign
banks enjoy a People’s Bank of China (PBOC),
China’s central bank, licence to import gold. A few
large jewellery companies also have a gold trade
licence for general trade, but this is insignificant.
In China’s international gold trade, onshore gold
manufacturers are not big players, as is thought
by some investment banks and international
analysts, but China’s commercial banks are.

The following two measures seem to confirm the
above conclusion. Let us first look at net exports
of gold from Hong Kong to China’s mainland
versus the RMB exchange rate, as illustrated
over the page in Chart 2. We can see that
there had also been strong positive correlation
between the RMB’s appreciation and net
exports from Hong Kong to China’s mainland.

Chart 1: China’s Demand and the Gold Price
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Chart 2: Net Exports of Gold from Hong Kong to China’s Mainland and RMB’s Exchange Rate
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With the rapid growth
of China’s gold-leasing
transactions, can China’s goldleasing business lock so much
gold that China’s demand is
inflated?
Can China’s commercial banks do some goldfinancing deals to gain the arbitrage profits
from their domestic and overseas branches?
The answer is no. Why? Because all bullion
imported through general trade is required to be
sold first through the Shanghai Gold Exchange
(SGE). Consequently, all gold flowing through
the SGE is prohibited from being exported, so
the importing process for gold is different from
copper and iron ore. Most net exports of gold
from Hong Kong to China’s mainland are not
the result of arbitrage based on the RMB’s high
interest rate and appreciation.

Gold Leasing
With the rapid growth of China’s gold-leasing
transactions, can China’s gold-leasing business
lock so much gold that China’s demand is
inflated? The answer is also no. Currently,
most of China’s gold-leasing transactions take
the form of gold-related enterprises borrowing
gold from banks. China’s gold-leasing dues are
processed in the following three steps:

• Step 1: Any gold-related enterprise that

wants to borrow gold must have the
qualification approved by the SGE and get
the credit line from the commercial bank that
lends it gold.
• Step 2: The commercial bank lends the goldrelated enterprise gold from its own stock
or gold borrowed from the SGE’s interbank
lending market.
• Step 3: The gold-related enterprise’s goldleasing value should not exceed the credit
line that the commercial bank gives and,
at a specific future date, the gold-related
enterprise must return gold plus interest rate
to the commercial bank.

When gold-related enterprises get gold, they will
sell gold through the SGE immediately and, at
the same time, buy futures or forwards to hedge
price risk for when they would buy gold back
and return it to banks in the future. Therefore,
in China’s gold-leasing business, what goldrelated enterprises really care about is not gold
itself but relatively cheap money.

Hedging
Let us look at China’s gold-leasing rate versus
the bank loans rate. Here, in Table 1, we have
three columns. The first is the one-year goldleasing rate. The second is the gold-leasing rate
plus hedging cost. The last is China’s one-year
bench lending rate. When we closely examine
the three columns, we will find that China’s
one-year bench lending rate is generally 2%
higher than the one-year gold-leasing rate. The
gold-leasing rate plus hedging cost is generally
50BPS lower than China’s one-year bench
lending rate.
The money from the gold-leasing transactions
is relatively cheaper than the money our
company can get from bank loans, so that is
the real point of China’s gold-leasing
transactions, not the gold from the real
demand, as many analysts in the international
markets have thought.

Since the US dollar has a low interest rate, it
is not surprising that China’s gold-leasing USD
hedging cost is much smaller than the RMB’s
hedging cost. Here, as you can see from Table 2,
we have gold-leasing’s RMB and USD hedging
costs. The first column is the gold-leasing RMB
hedging cost and the second is the goldleasing USD hedging cost. When we closely
examine the two columns, we will find that
gold-leasing’s USD hedging cost is generally 1%
lower than RMB’s hedging cost. Of course, USD
hedging has the exchange rate risk: if the RMB
depreciated greatly and suddenly, just like the
episode taking place on 11 and 12 August, with
4% depreciation in two days, gold-leasing’s USD
hedging would lead to great losses.
Gold-leasing in China has become a
standardised loan-like product of banks.
Just like the effective money multiplier in
macroeconomics, China’s 1,371 tonne goldleasing volume needed much less gold. The
gold-leasing business does not keep a large
portion of gold from China’s real demand.
Table 2: Gold Leasing’s RMB and
US $ Hedging Cost

Gold Leasing’s Gold Leasing’s
RMB
USD
Hedging Cost Hedging Cost
02/03/2015

0.40%

12/03/2015

1.80%

16/03/2015

0.52%

19/03/2015

1.80%

24/03/2015

1.60%

25/03/2015

1.45%

26/03/2015

1.60%

17/06/2015

0.51%

29/06/2015

0.59%

22/07/2015

0.55%

28/07/2015

0.55%

Source: Bloomberg, Shandong Group.

Table 1: China’s Gold Leasing Rate and Bank Loan’s Rate

One-year Gold
Leasing Rate

Gold Leasing Rate
Plus Hedging Cost

One-year China’s
Bench Leading Rate

3.60%

4.00%

5.35%

12/03/2015

3.00%

4.80%

16/03/2015

3.00%

02/03/2015

5.35%
5.35%

19/03/2015

3.00%

4.80%

5.35%

24/03/2015

3.00%

4.60%

5.35%

25/03/2015

3.25%

4.70%

5.35%

26/03/2015

3.00%

4.60%

5.35%

17/06/2015

3.00%

5.10%

29/06/2015

3.00%

4.85%

22/07/2015

2.90%

4.85%

28/07/2015

2.90%

4.85%

Source: Bloomberg, Shandong Group.
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Inflation of Influence

China’s Dama

In my opinion, China’s gold demand is not inflated
by the assumed gold-financing dues and goldleasing transactions. Then how can we explain the
weakened positive correlation between China’s
demand and the gold price? From my point of
view, the answer comes not from the inflation of
China’s demand, but from the inflation of China’s
influence. Although China’s demand has a strong
influence on the gold price, to most of China’s
gold investors and market participants, China’s
demand has not replaced the US dollar as the gold
price’s number one driving force. It is interesting
to note that when international investors met
Chinese investors, the international investors were
eager to gather information or even gossip about
China’s jewellery demand and China’s gold reserve
movement. At the same time, China’s investors
were anxious to know how the US economy was
and when the Fed would raise the interest rate.

Perhaps someone would say that China’s
demand was not determined by analysts’
thoughts, but by China’s Dama’s actions. China’s
ladies in their 50s and 60s are thought to have a
strong appetite for gold jewellery and investment
gold bars, and even the international news media
coined the phrase ‘China’s Dama’ to emphasise
China’s importance. Let us look at the quarterly
change in China’s consumer demand versus the
gold price in Table 3. When we closely examine
this, we will see that, in 2013, although there
was a gold buying spree in China, it was the gold
price that moved first, and China’s Dama just
rushed to follow the downward trend, to gain the
benefits like ‘on sale’ in the supermarket.

We have collected 588 titles from gold analysis
reports or articles from a very popular Chinese
financial website, Hexun, from the beginning of
2015 to 6 September. Among these 588 titles,
only 28 titles mention China as the gold price’s
driving force, which represented only 4.76% of the
whole sample, while 373 titles associated the US
dollar and US things with gold price volatility, which
represented 63.43% of the whole sample. To most
of China’s gold investors and market participants,
the influence of China’s demand on the gold price
is even smaller than that of the Greek crisis. Of
this figure, nearly 50% mentioned Greece. At the
same time, less than 5% mentioned China.

In summary, I think that China’s demand has
not replaced the US dollar as the number one
gold price driving force. Generally, China’s gold
demand is not inflated, as some international
investors and analysts thought.
Jiang Shu, Chief Analyst,
at the China Industrial
Bank from 2008 to 2015.
Currently he works as the
Chief Analyst for Shandong
Gold Financial Holding Co.,
which is a subsidiary of Shandong Group. He
manages Shandong Group’s research team and
is responsible for formulating hedging strategies
on behalf of Shandong Gold Financial Holding Co.

Get ready for the Great LBMA
Quiz Night
Please join us for the LBMA Members’ only Annual Party
on Thursday, 3 March 2016 from 6:30pm at the Museum
of London.
Get clued up ready for our quiz and there’s an added
bonus, enjoy an exclusive tour of the never-before-seen-inpublic objects from the Metropolitan Police, in the ‘Crime
Museum Uncovered’ exhibition.
So sharpen your wits and your pencils and we look forward
to seeing you all there.
For more information, please visit the Members Area of
the LBMA website.
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Table 3: Quarterly Change of China’s
Consumer Demand and the Gold Price

China’s Consumer
Demand

Gold
Price

31/03/2010

24%

1%

30/06/2010

-20%

12%

30/09/2010

31%

5%

31/12/2010

15%

9%

31/03/2011

26%

1%

30/06/2011

-30%

5%

30/09/2011

19%

8%

31/12/2011

6%

-4%

31/03/2012

23%

7%

30/06/2012

-29%

-4%

30/09/2012

7%

11%

31/12/2012

12%

-5%

31/03/2013

45%

-5%

30/06/2013

21%

-23%

30/09/2013

-27%

8%

31/12/2013

-13%

-10%

31/03/2014

9%

7%

31/06/2014

-31%

3%

30/09/2014

-5%

-9%

31/12/2014

0%

-2%

Source: World Gold Council, Bloomberg, Shandong Group.
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A PALLION COMPANY

ABC REFINERY HAS BEEN APPOINTED TO
THE LONDON BULLION MARKET ASSOCIATION
GOOD DELIVERY LIST FOR GOLD
ABC Refinery is Australasia’s pre-eminent independent precious metal
assayer, refiner and mint. ABC Refinery is the refining division of Pallion,
Australasia’s largest independent precious metal services group of
companies. Pallion has been involved in the refining and processing of
precious metals in Australia since 1951.
The appointment makes ABC Refinery the only independent LBMA
accredited gold refinery in Australia and reaffirms the position of the
ABC Bullion brand as a cornerstone of the Australasian physical gold
trading system.

ABC REFINERY
Sydney NSW Australia

AUSTRALIA WIDE 1300 889 063
P: +61 2 9550 5499

F: +61 2 9550 5516

E: info@abcrefinery.com W: abcrefinery.com
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Gold, Bitcoin and Financial
Technology
By Elizabeth Ferry, Professor of Anthropology, Brandeis University

seeks to emulate the lack of counterparty risk
that proponents like about gold. Second, the
code that lies behind Bitcoin includes a preset
limit to the total number of Bitcoins that can
be ‘mined’: 21 million, which is expected to
be reached around 2040. This is intended to
imitate gold’s scarcity and its independence
from economic policies that inflate and contract
the money supply – policies that proponents
of gold as a form of investment or wealth
preservation often criticise.

This article follows up on an earlier piece published in the Alchemist,
Gold and the Blockchain, by Charlie Morris. It gives an anthropologist’s
view of the ways gold and Bitcoin are compared to each other and the
current state of gold and blockchain technology, and includes follow-up
interviews with several of the people discussed in Morris’s article.
In early 2014, James Grant, writer and editor
of the financial journal Grant’s Interest
Rate Observer, observed: “Gold is nature’s
true bitcoin.” This might seem like a very
strange analogy at first, since gold is a mined
commodity that for thousands of years has
been taken as currency, while Bitcoin was
introduced in 2009 by a shadowy cryptographer
who goes by the pseudonym Satoshi Nakamoto.
At first glance, the differences between
the two seem most apparent: gold is the
quintessential physical form of value; Bitcoin
is the invention of computer code. Gold has
to be painstakingly removed from the ground,
transported over long distances at great
expense and stored with heavy security and
vault costs; Bitcoins are created through the
painstaking process of checking and confirming
transactions on a public record and are stored
on the hard drives of computers. A large
proportion of the gold that has ever been mined
is still in use; Bitcoins can be easily destroyed,
as James Howells discovered to his cost when
he spilled a glass of lemonade over his laptop.
Gold seems to represent the past; Bitcoin
the future.

As a ‘crypto-currency’ (that is, a currency based
on the cryptographic encoding of electronic
information), Bitcoin is a code-based currency
that differs from most other currencies in that
it does not depend on a government, bank or
other centralised authority for payments, but on
the ‘peer-to-peer’ generation of mathematical
codes. New Bitcoin creation occurs when users
(known as miners) check the transactions on
the chronologically organised public ledger
known as the ‘blockchain’. Through this design,
the validity of Bitcoin transactions is created
collectively by a broadly dispersed network
of users and therefore does not depend on a
central authority like a federal or private bank.

But those with experience with either gold
or Bitcoin usually see more similarities than
differences between the two. In fact, Bitcoin was
explicitly developed as a cryptographic version
of gold and seeks to replicate it in its structure
and mimic its appeal as a physical object.

This is the aspect of Bitcoin’s structure that
its proponents particularly like; the currency
aims to replicate a system of distributed
trust that does not depend on either banks
or governments in the form of contractual
liabilities to ratify its value. In this way, Bitcoin
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Not only is the blockchain, the cryptographic
structure that underlies Bitcoin, designed to imitate
some of gold’s features, but the iconography of
Bitcoin explicitly draws on gold to shore up its
brand. The symbol for Bitcoin is a gold-coloured
coin with the B symbol on it, and those who create
new Bitcoins through the labour of checking
the public register of bitcoin transactions are
known as ‘miners’. Visual representations of
Bitcoin and the Bitcoin economy draw heavily
on the association with gold, as can be seen
in the figures in this article. These images are
intended to draw on the solidity and preciousness
of gold, as a culturally important material, and
also to make reference to the ways in which
Bitcoin is intended to replicate gold’s advantages
(particularly lack of counterparty risk and scarcity,
as I discussed above).

A large proportion of the
gold that has ever been mined
is still in use; Bitcoins can be
easily destroyed.
It is clear that the inventors and users of Bitcoin
see some of the advantages of gold and wish to
incorporate them into the structure of new peerto-peer digital currencies. And this has caused
some in the bullion market to wonder what the
point of these currencies really is. Why bother to
invent Bitcoin, whose virtues lie in its similarity
to gold, if we already have gold itself?
However, there are barriers to investing in gold,
especially for retail investors and those not
interested in or able to hold large quantities.
Gold is relatively illiquid, expensive to transport
and difficult to protect. Furthermore, some
of the solutions developed in the past to
improve access to gold have undermined its
advantages. For instance, storing gold in banks
and investing in ETFs raises the counterparty risk.
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Even though these risks may be vanishingly
small, they undercut the very reason people
wanted to invest in gold in the first place, so can
be a significant deterrent. In the past several
years, a number of people have been trying to
find a way for investors to buy and hold gold
cheaply and easily without going through these
traditional avenues, using software and other
digital platforms as alternatives to traditional
bank storage for gold. These fintech (financial
technology) strategies are seeking to revolutionise
the bullion markets. Many of them begin with the
gold-Bitcoin analogy, or look to use or adapt the
blockchain technology underlying Bitcoin.

In issue 79 of the Alchemist in October 2015,
Charlie Morris, editor of Atlas Pulse and CEO
of CCData.CC, wrote an article called Gold and
the Blockchain, which laid out some of these
ongoing efforts. I followed up with several of the
people whose companies he described, to get
their perspectives on how they see blockchain
technology as useful for the gold market, what
challenges they have faced and how they are
trying to meet these challenges. In the second
half of this article, I present these perspectives.
Things are extremely active in this space
right now, as a bunch of fintech startups and
established companies scramble to figures out
ways to use Bitcoin or blockchain technology in
the gold bullion market that are most efficient
and most appealing to potential users. Several
of the people I spoke to compared it to the
period before the launching of the iPhone in
2007, when companies raced to bundle the
newest technologies into one product that
would take off. Jan Skoyles of the Real Asset
Company described this period well, saying:
“This ecosystem is so fresh and new. We are
only just discovering what it can do.”
In November 2015, I spoke with Jan Skoyles,
Adam Cleary, formerly of Bullion Bitcoin, and Mike
Greenacre of Autilla about their efforts to develop
products in this space. Each of their companies
is taking a different approach to the challenge
of bringing the blockchain to the bullion market.
The challenges they have faced and the ways of
meeting those challenges show different aspects
of the comparisons between gold and Bitcoin that
I outlined earlier in this piece.
Adam Cleary, a former hedge fund manager,
founded Bullion Bitcoin in 2013. He sought
to use the blockchain technology to create a
digital gold token, known as Bits of Bullion or
BoB, that would be publicly recorded on the
blockchain. Cleary saw that a successfully
and broadly adopted digital gold token would
reduce transaction costs in the bullion market,
and imagined that Bitcoin might serve as ‘the

oil’ for a globalised, decentralised network of
bullion trading. A system like this would build
on the very broadly held trust that gold enjoys,
while making it freely accessible and liquid all
over the world, instead of the market being
concentrated in London, Zurich, Hong Kong
and a few other places. Cleary saw Bitcoin as a
good candidate for the kind of broadly accepted
digital gold token that is needed. However, he
recognises that Bitcoin is still a very specialised
market without the liquidity needed to make his
system work. It may also be true that Bitcoin’s
somewhat ‘wild’ reputation and the heavy
presence of Bitcoin speculators prevented
Bullion Bitcoin from getting the traction it might
otherwise have gotten. Cleary still believes that
a digital gold token is the way forward for the
bullion market and is concentrating on other
projects that address the same problem and
that may be more widely appealing.
The Real Asset Co. is a bullion dealer with its
own digital platform based on the blockchain.
The company has created its own marketplace,
backed by gold stored in its vaults, with a
target market of small and medium scale
retail investors. The Real Asset Co.’s solution
seeks to chart a middle way between ETFs and
derivatives, which bring with them increased
counterparty risk, and the London bullion market
with its lack of transparency. Because all their
transactions are resolved at the point of sale,
they can avoid some of the regulatory burden
found with other ventures based on Bitcoin.
Jan Skoyles, CEO of the Real Asset Co., also
points out that the current moment, with its
proliferation of proposed financial technologies
for the bullion market, “has been fantastic for
modernising the debate for why you would hold
gold. With gold, there’s an issue of education.
Gold is seen as very expensive, and people
also associate gold with war. With these
technologies, you can see how gold could be
sexy, exciting and new, and the gold market
as something to jump on.” Thus, she suggests
that the products being developed to bring
blockchain technology to the gold market may
have a positive effect on that market beyond
what they offer.
Autilla Limited is approaching the puzzle from
another angle, through the wholesale bullion
market. The company was founded in early 2013
and, according to its website, aims to “provide
and develop fintech solutions for the financial
commodity markets and other associated
markets”. Autilla is developing a digitised gold
marketplace that would replace voice brokers
in the wholesale bullion market. Acknowledging
the revolutionary nature of Bitcoin, Autilla’s CEO
Mike Greenacre believes that the high proportion
of investors in Bitcoin in relation to users makes
it an inefficient tool for these purposes. For one
thing, if the price of Bitcoins goes high enough,
investors may just sit on them, thus reducing
their use as a medium of exchange. Autilla’s
solution is a cryptographic currency known as
G-bit, which is backed by physical gold.
G-bit is expected to function within a distributed
ledger, as in the case of Bitcoin, but one that is
intended to be essentially valueless in itself and

that will circulate only within a group of members.
The latter also allows for greater security for
users and regulators. As Greenacre states: “We
don’t need full chapter and verse, but we do need
to know a bit more [than with Bitcoin].” For this
reason all Autilla users will be members. Autilla is
constructing its own system of validation, which
Greenacre acknowledges entails a bit more in
terms of upfront costs and takes a bit more time
than using Bitcoin miners, but allows it greater
control and customisation. He expects peer-topeer transactions to begin in late 2016.

It is clear that the inventors
and users of Bitcoin see some of
the advantages of gold and wish
to incorporate them into the
structure of new peer-to-peer
digital currencies.

In our conversation, Greenacre also noted the
broader possibilities for this kind of crypto-gold
hybrid to create a gold-backed global payments
system that could be open to many, many
more people, including the vast numbers of
‘unbanked’ people in poor parts of the world.
With such a system, many people without bank
accounts, credit cards and other payment
infrastructures could conduct business with
minimal transaction costs and maximal
reliability. This kind of system is a few years
away certainly, but given the enormous amount
of activity and investment in financial services
for the poor (a major funding priority for the Bill
and Melinda Gates Foundation, for instance), it
may be coming sooner than we think.
I began this piece with a seeming paradox –
the statement that “gold is nature’s bitcoin”.
Readers of the Alchemist will immediately
appreciate the falseness of that paradox.
Nevertheless, general perceptions of the bullion
market as outdated, elitist, opaque and illiquid
persist. These new technological developments
not only have the potential to bring more people
into the bullion market, but also do change such
perceptions, making gold a dynamic actor in the
21st century financial landscape.
Elizabeth Ferry, Professor
of Anthropology, at Brandeis
University in Waltham, MA,
USA. She is the author of
Not Ours Alone: Patrimony,
Value, and Collectivity in
Contemporary Mexico (Columbia University
Press, 2005) and Minerals, Collecting, and
Value across the U.S.-Mexican Border (Indiana
University Press, 2013). In addition to publishing
in numerous academic journals, she has
also written for the magazine Mineralogical
Record and the blog for the Committee on
the Anthropology of Science, Technology, and
Computing (www.blog.castac.org).

15

ALCHEMIST ISSUE EIGHTY

Review of the 2015 LBMA/LPPM
Precious Metals Conference, Vienna,
Austria, 18-20 October, 2015
By Aelred Connelly, PR Officer, LBMA

For the 16th Annual Conference, the LBMA/LPPM headed back to
Europe, to the historic and beautiful city of Vienna, home to the Austrian
Mint. Given the short-haul destination, a large number of delegates
totalling 682 were in attendance, from 42 countries and 290 different
companies, representing a diverse cross-section of the international
precious metals market.

The Conference proceedings began with Grant
Angwin, the LBMA Chairman, explaining the
story behind the establishment of the Austrian
Mint. Grant described how on Richard the Lion
Heart’s return from the crusades in 1194, he
found himself held captive by Duke Leopold V
for past insults levelled at the Duke. To extricate
himself from this rather embarrassing position,
and to gain his freedom, Richard paid the Duke
a ‘fee’ of some 15 tonnes of silver. From this
silver, the Duke had silver coins struck and the
Austrian Mint, which at the time was the Vienna
Mint, was formed.
Looking to the present, Grant remarked on the
strategic vision that the LBMA Management
Committee has agreed to and has now started
to put into motion. This strategic vision is for the
LBMA to offer a suite of new market services,
and the governance and corporate structure to
support them. The Editorial on page 25 provides
an update on this strategic vision. Hilton Ingram
also delivered welcome remarks on behalf of
the LPPM, during which he paid tribute to David
Wilkinson, the outgoing chairperson of the LPPM.
Peter Mooslechner, Executive Director and
Member of the Governing Board of the
Oesterreichische Nationalbank, welcomed
delegates to Austria and there was also
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a strong regional presence elsewhere on
the programme, including Franz Partsch,
Director of the Treasury Department of the
Oesterreichische Nationalbank and Andrea
Lang, Director of Marketing & Sales at the
Austrian Mint.

Other highlights included two Keynote addresses.
Lord Gus O’Donnell, Strategic Advisor, The
Toronto Dominion Bank, and between 20052011 Cabinet Secretary and Head of the UK Civil
Service, delivered an illuminating speech: ‘The
Political Economy of Europe – What Next?’. A
transcription of his speech is reproduced on page
19. The other Keynote address was delivered
by the eminent economist, John Authers, Chief
Investment Columnist of the Financial Times,

who gave delegates a broader perspective on
the world economy and the a flavour of what the
changing economic landscape might have in
store for the precious metals market.
The main Conference programme again
featured more informal panel discussions or
‘fireside chats’ focusing on the key issues within
the international precious metals market.
For the first time, a new session was introduced
which focused on Hedging and Price Risk
Management from the perspective of producers.
This was chaired in excellent fashion by Will
Tankard and generated a lively and interesting
debate, as did the other informal sessions
chaired by a trio of excellent moderators in John
Authers, Jim Steel and Ray Key.
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The programme also featured some traditional
formal sessions with an Official Sector panel,
featuring a presentation from senior European
central bankers chaired by the inimitable Gerald
Ashley, and also a dedicated PGM session,
which was marshalled in excellent fashion by
Tom Kendall. For the first time, there was a
session dedicated on the key aspects of the
work of the LBMA, with Neil Harby covering the
major developments and initiatives in respect
of Good Delivery related issues and Sakhila
Mirza explaining the wide range of regulatory
issues that are impacting on the precious metals
market. This session was well received and
is likely to become a regular feature in future
Conference programmes. The final session of
the Conference was the ‘Wrap Up’ co-hosted
by John Reade and David Jollie. This is always
one of the highlights of the Conference and so it
proved again, with John and David delivering an
insightful and entertaining summary of the key
themes and trends underpinning the discussions
and presentations from the Conference.

Chair, Edel Tully, and Deputy Chair, David Jollie,
they put in a tremendous amount of time and
effort, particularly in respect of the Conference
programme. So we have them to thank for the
high quality of the moderators and speakers
who were on show in Vienna. No sooner is one
conference over than their attention switches
to organising the next one, and so preparations
are already underway for the Conference in
Singapore later this year.
For the third year running, a Responsible Gold
Forum was held after the close of the main
Conference proceedings. This is becoming
increasingly popular and provides the
opportunity for delegates to learn about the
developments and initiatives with regard to Due
Diligence guidance and responsible sourcing.

It is also worth giving a special mention to Jiang
Shu, Chief Analyst, Shandong Group, who won
the best speaker prize of a 1 oz gold bar for
his excellent presentation, entitled ‘Which Is
Inflated, China’s Demand or China’s Influence?’.
Our thanks go to PAMP for the kind donation
of the winning prize. A transcription of Jiang’s
speech is reproduced on page 10.
It would not have been possible to deliver
such an excellent programme of speakers
without the assistance of the LBMA’s Public
Affairs Committee (PAC) members, who each
year assist the LBMA with organising the
Conference. Under the stewardship of the

As is the case every year, media attention
focused on the gold price forecasts of the
delegates. At the 2014 Conference in Lima,
delegates were bullish in predicting that the
gold price would rise $56 to US$1,200 by
the time of the 2015 Conference in Vienna. It
transpired that although delegates correctly
predicted the price direction, they were slightly
too bullish, with the price closing at $1,181 by
the start of the 2015 Conference.
On the first day of the Vienna Conference,
delegates were again bullish in forecasting that
the gold price would be $1,216.47 by the time
of the 2016 Conference in Singapore (18-20
October, 2016). However, the following day, they
adopted a much more bearish approach by
downgrading their forecast to $1,160, indicating

that either the speaker presentations and/or
discussions in the wings of the Conference had
caused them to adopt a more bearish view.
Delegates in Vienna also gave their predictions
for the price of the other three precious
metals at the start of the 2016 Conference.
They were bullish about the prospects of all
three silver metals, particularly palladium and
platinum, predicting price increases of 20%
and 12% respectively. Their forecasts follow:
silver $18 (latest price prior to the start of
the 2015 Conference was $16.04), platinum
$1,072 ($1,007) and palladium $844 ($703).
The LBMA’s Annual Precious Metals Forecast
Survey will be published in January 2016. The
Survey garners the views of experts from the
global precious metals market to provide their
forecasts for the average price of each of the
four metals during 2016. So it will be interesting
to see whether their forecasts concur with those
of the Conference delegates.

The transcripts from all the other speeches
delivered at the Conference are also available
now on the LBMA’s website. The LBMA would
like to extend its congratulations and thanks
to all the speakers for contributing towards an
excellent Conference programme as well as to
all the delegates who attended. Our thanks also
go to the 19 booth exhibitors who advertised
their products and services at the Conference,
as well as to the sponsors of this year’s
Conference events: Asahi Refining, LME, ICE
IBA, and not least CME Group, which sponsored
the Gala Dinner that took place in the splendour
of the Liechtenstein Garden Palace.
Feedback from delegates at the Conference was
very positive with many remarking that it was the
best Conference ever. We are, however, always
striving for perfection and we would welcome
any suggestions for improvements that you have.
We look forward to seeing you all in Singapore!
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The Political Economy of Europe:
What next?
By Lord Gus O’Donnell, Strategic Advisor, The Toronto-Dominion Bank

stop the markets concluding that countries can
move in and out of the euro. Hence, my belief
that the most likely outcome is that the can will
continue being kicked down the road.

This is a transcription of the keynote speech delivered by Lord Gus
O’Donnell at the LBMA/LPPM Conference in Vienna, 18-20 October.
It is a pleasure to speak at such a prestigious conference. I should start
by explaining that my comments reflect my personal experience in the UK
Treasury and as Cabinet Secretary to three Prime Ministers. They are not
necessarily the views of TD Bank, although I am proud to be a strategic
advisor to TD’s CEO, now Bharart Masrani and formerly Ed Clark.
I was attracted to TD by its focus on customers
and its values, which helped it steer successfully
through the global financial crisis.
Canadian banks had a good crisis, which
reflects well on their regulator but also on the
decisions made by their leaders. In particular,
TD’s decision to get out of most structured
products well ahead of the crisis was bold
and extremely good news for all the Bank’s
customers and shareholders. Since 2007, TD
has basically grown at around twice the average
of the other four big Canadian banks, whether
measured in terms of earnings per share, the
share price or market capitalisation.
Here in Vienna, at the heart of Europe, it makes
sense to take stock of the ‘European project’.
Over the last few years as the Greek crisis has
unfolded, I have lost count of the number of
times that I have thanked God that the UK is
not a member of the euro. I was heavily involved
in the five tests analysis, which assessed the
case for the UK joining the euro. It concluded
that the UK could not live with a single interest
rate set by the ECB. Other countries have found
that living with the one interest rate, no exchange
rate flexibility and the fiscal requirements of the
euro area, necessitate policies that are politically
very difficult. As Jean Claude Juncker said: “We
all know what to do, but we don’t know how to
get re-elected once we have done it.”

This raises the question of the future of the
euro. The most likely scenario in my view is
muddle through along the lines we have seen
for so many years now. In other words, we have
intermittent crises with the political desire
to keep the euro dream intact winning out
eventually over all other considerations. One
extreme scenario is the complete breakdown of
the Eurozone with a return to single currencies
for most countries, possibly with some kind of
link to a rump euro consisting of Germany plus
a few other countries. At the other extreme
would be a move to ‘ever closer union’ marked
by real shifts towards political union, including
large fiscal transfers. My own guess is that
the probabilities of these three outcomes are
roughly 60/20/20. The most likely scenario is
consistent with a long period of slow growth,
and constant political tensions.
The Eurozone has problems because it is such a
heterogeneous area: for example, oil price
shocks have different effects in different
countries, exposures to commodity prices more
generally are different. Public debt levels vary
enormously, so the impact of eventual increases
in interest rates on interest payments will also
vary considerably.
These structural problems are unlikely to end
soon. But the European project of ‘ever closer
union’ as spelt out in the Maastricht Treaty
means that enormous efforts will be made to

The main legacy of the Greek experience will
be seen in delaying the expansion of the euro
to ever more member states of the EU. I hope
more of them will do the detailed economic
analysis needed before committing to adopting
the euro, and I hope the existing members will
think very hard about when to admit future
applicants. This means that for some years
we will have a group of ‘outs’ who will want to
preserve their position relative to the ‘ins’. This
is important for the UK. It means that we will
have allies when pushing for stronger rights
for the ‘out’ group relative to the Eurozone in
our renegotiation prior to the EU referendum.
This will be particularly important for George
Osborne as he seeks to maintain the supremacy
of London as a global financial centre.

Lord Gus O’Donnell speaking at the conference inVienna.

The governments of Europe face many
challenges, but in the economic sphere, they
will increasingly need to answer the question
about what they are trying to achieve. Central
banks have simple inflation targets, but do we
really only care about inflation? What about
growth, unemployment, and productivity?
We may be seeing the end of the era of what
might come to be known as narrow inflation
targeting. The Fed has a more complex
mandate: achieving the maximum sustainable
employment and price stability, which is
interpreted as low and stable inflation. The
Maastricht Treaty opted to give the ECB a simple
inflation target reflecting the view held in 1992
that achieving low and stable inflation was the
best that could be done to support growth and
employment. In 1997, Gordon Brown set up
an independent Monetary Policy Committee
at the Bank of England with the objective of
price stability, defined by an inflation target,
but subject to that, the MPC should support
the government’s economic policy, including its
objectives for growth and employment.

19

ALCHEMIST ISSUE EIGHTY

The decision to have the primary focus on
inflation was a difficult one and there was much
debate about whether to have a dual mandate,
like the Fed. In the end, Gordon Brown chose
the simpler form because he had been advised
that there was no long-run trade-off between
inflation and unemployment.

The Eurozone has
problems because it is such a
heterogeneous area: for example,
oil price shocks have different
effects in different countries,
exposures to commodity prices
more generally are different.
These decisions are being revisited: Mark
Carney, before becoming Governor, raised the
prospect of nominal GDP targets. The UK Treasury
conducted a review in 2013 and the new leader
of the opposition is conducting his own review.
The Treasury review did not get the attention it
deserved. In effect, they moved firmly away from
narrow inflation targeting. Under the new system,
“where shocks are particularly large and with
persistent effects, the MPC is likely to be faced
with more significant trade-offs between the
speed with which it aims to bring inflation back
to target and the consideration that should be
placed on variability of output”. In other words,
narrow inflation targeting is now as dead as
monetary targeting. In the last few years, it is fairly
clear that the Bank has acquiesced in a prolonged
period of below target inflation as it was
uncomfortable with the policies that would have
been necessary to push inflation up to the target
level. Indeed, if you go back and do the analysis,
assuming the Bank was targeting nominal GDP,
you do not get a very different interest rate path.
Personally, I would like a more radical change
where the government has an explicit objective
of improving the wellbeing of the nation, as
David Cameron spelt out in 2010 and Angela
Merkel is now exploring in Germany. We could
then have an interesting debate on what that
would imply for the target that should be given to
the independent central bank. The bottom line
is that such an approach weights losses higher
than gains, implying that we should be prepared
to trade off a lower average growth rate for
reduced volatility: in other words, it does make
sense to try to smooth out booms and busts.
Economic analysis based on wellbeing
is increasingly breaking through into the
mainstream of the economics profession: we
now have three Nobel laureates in economics
who have explored this area: Joe Stiglitz,
Danny Kahnemann and now Angus Deaton. (If
any of you are interested in what a wellbeing
approach to policy would look like, it is spelt out
in my Legatum Report, co-authored with Angus
Deaton, Richard Layard, Martine Durand and
David Halpern.)
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The global financial crisis showed the need to
be aware of the impact of low interest rates and
low risk premia on asset bubbles, and hence
growth and employment. In a world of very
low inflation, with interest rates at their lower
bound and widespread use of QE, there are
strong grounds for looking at more than just
inflation. Many are rightly concerned that years
of abnormal monetary policy may have created
conditions like very high house prices that may
unwind in dangerous ways.
They have undoubtedly made retail banking
less profitable and distorted asset allocations,
making products like annuities, which have
many advantages, unattractive.
Fortunately, one of the responses to the crisis
has been to give the central banks more tools.
In particular, I am sure that the Bank of
England will look very carefully at its macroprudential instruments as it seeks to navigate
the exit to QE.
In the UK, the Chancellor can alter the mandate
but would need to get Parliamentary agreement
– amending the ECB target is much harder. So
any changes are likely to be the result of subtle
reinterpretations by the ECB of how best to fulfil
its given mandate. Fortunately, in Mario Draghi
the ECB is led by someone who has shown
himself very capable of managing delicate tasks
like this. (The OMT programme, announced
but never deployed, is a master study in how
to achieve objectives without actually spending
any money.)
But in the UK, the Prime Minister and
Chancellor face a much bigger immediate
challenge than setting the right mandate for
the MPC. By 2017, there will be a referendum
on the question of whether to remain in the EU
or to leave. They hope to renegotiate the terms
of our membership to such an extent that they
can campaign wholeheartedly for us to remain
in the UK. If he succeeds, the Prime Minister
will be able to look back on a legacy of using
referenda to settle three massively contentious
issues: keeping our first-past-the-post voting
system, keeping Scotland in the UK and keeping
the UK in the EU. Those would be enormous
achievements. However, if the EU referendum
is lost, Scotland is likely to vote to demonstrate
that it prefers the European Union to the Union
with Great Britain. David Cameron would then
go down in history as the PM who got Britain out
of the EU and Scotland out of the UK, and there
would be calls for him to resign immediately.
The campaign teams on both sides are
preparing arguments on the economic benefits
of their preferred option. The ‘outs’ will argue
that we should reject the chronically slowgrowing EU in return for closer engagement with
the faster-growing non-EU world, typified by the
Commonwealth and China. The ‘ins’ will point
out that the EU is our largest trading partner by
far and we are best off inside the EU tent trying
to shape its policies. This week’s has a leader
explaining the case to remain in. However, it
is becoming clear that the assumption that
all businessmen will support the ‘remain in’

campaign is wrong. There may well be more
corporate leaders backing the ‘in’ campaign, but
as long as the media ‘balance’ their views with
their opponents’ views, the public may well infer
that the economic issues are closely balanced
and decide how to vote on other grounds.
Hence, there is an urgent need for more
objective economic analyses of the case for and
against BREXIT. For example, I hope the IFS will
look at the budgetary implications of staying in or
various scenarios of choosing ‘out’. There is also
a need for a detailed sectoral analysis looking at
the implications for manufacturing and services,
particularly financial services. And an objective
consideration of whether our macro performance
would be better in than out is also essential.
This is not to say that the economic arguments
are the only ones that matter. Migration is likely
to remain a huge issue. The ‘outs’ will emphasise
that we will no longer need to take so many
migrants. The ‘ins’ will point to the economic
benefits of letting in more migrants. Recent
experience is forcing the EU to reconsider its
policies towards migrants and asylum seekers.
However this issue plays out, it will have
enormous salience for months to come, so is
likely to influence attitudes. On balance, my
guess is that this will help the ‘leave’ camp.
Many will want to know how much more control
over our own affairs we would get if we left.
Then there are the arguments about our weight
in global decision-making: will it be enhanced
by having a separate voice or diminished by
no longer being a part of a global heavyweight
like the EU? Chatham House is well placed to
carry out this kind of work. The problem is that
most of the people who are currently willing to
fund such research are closely associated with
one side or the other, which makes it hard to
establish the objectivity of any such studies.
There will also be a powerful group of voters
who will be watching the Paris climate change
talks closely. Those arguing for stronger
measures to counter climate risks tend to be
internationalist and will hope the EU takes a
constructive position. If Paris is a success and
the EU is thought to have played a constructive
role, this may help the remain in camp. Those
more sceptical about climate change, such as
former Chancellor Lord Lawson, also tend to be
anti-EU, so if the meetings are a failure, their
position will be strengthened.

I have been pushing the Global Apollo Project,
together with David Attenborough, Nick Stern
and a number of colleagues from the House of
Lords. The idea is that if one country, the US,
could put a man on the moon in 10 years by
simply directing its scientific prowess to that one
end, surely the world could solve the problem
of making renewables cheaper than fossil fuels
by a co-ordinated approach to tackling the key
research issues of storage and transmission.
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I hope that something along these lines will be
part of the answer emerging from the Paris talks.
It is one of the best ways of countries meeting
the ambitious targets they may set themselves
at the Conference. But failure will suggest that
international co-ordination is not working well
and might encourage those who would want the
UK to concentrate on its own problems rather
than trying to play a big global role.

Sir David Attenborough is interviewed about the Global
Apollo Programme.

All in all, the referendum could well be very
close and that uncertainty will be damaging
to the UK economy. This level of uncertainty is
likely to reduce, or at best, delay UK investment,
particularly from foreign investors hoping to
locate inside the EU. It might also impact on the
whole of the EU. An EU without the UK would be
less business-friendly and less keen to control
its budget and subsidies like the CAP.
One problem in the run-up to the referendum is
that we will be somewhat in the dark about the
likely outcome. After the disastrous performance
of opinion polls in the run-up to our last election,
there will be little trust in their findings.
The betting odds, which outperformed opinion
polls in our last referendum, still strongly back
the ‘remain in’ camp (1/2 versus 2/1 for exit).
The polls say it is too close to call.
Prospects for the referendum may well move
markets over the next year or more. Looking
more broadly, the prospects for the euro area
and the UK look likely to remain very different.
In the UK, recovery is now well entrenched and
Mark Carney has said that the lift-off moment will
“come into sharper relief towards the end of the
year”. Economists are not expecting a rise until
the second half of next year and the markets are
now pointing to no increase until the first quarter
of 2017. This means that in the run-up to the
referendum, the economic news will continually
confirm that the UK is outperforming the euro

area. This is of course somewhat misleading as
the UK economy was hit much more by the crisis,
but it will influence perceptions.

These conflicts are leading to mass movements
of people across borders, which are creating
further tensions.

Looking further ahead, it is clear that interest
rates are likely to rise gradually, in small steps
and to end up at lower levels than the historical
norm. Carney recently referred to some work
that has been very influential inside the Bank.

It is our curse to live in interesting times. Mervyn
King’s desire to make central banking boring is
a distant dream. The key challenge that the UK
and Europe face is whether to confront these
challenges together or separately.

Currently, this exists only as a blog, but I am
sure it will be published in full soon. The blog,
by Lukasz Rachel and Thomas Smith, tries to
explain the 450 basis point decline in global
real rates over the last 30 years. Chart 1 below
summarises their results.

Lord Gus O’Donnell,
Strategic Advisor, to TD
Bank Group was appointed
in June 2012. In this role, he
will provide TD with advice
and counsel on a range
of economic, government,
regulatory and strategic matters, travelling
between Canada, the U.S and the United Kingdom.

They argue that the fall in the dependency
ratio has increased savings, as workers save
more. The rich also save more, so greater
inequality raises savings. The Asian EMEs and
the oil producers have on average run current
account surpluses reflecting excess savings.
Capital goods prices have come down relative
to labour, so investment is cheaper and this
effect dominates the impact of the lower price
on inducing more investment. Governments are
investing less for budgetary reasons, and there
are higher risk spreads.
So what does a world where the global real
rate settles at 1% look like? Real assets that
have indexed yields start to look very attractive.
Equities look better than bonds. And what of
commodity prices? This is a world of subdued
growth, so it seems hard to see a massive
revival in commodity prices. Similarly, this is a
world of low inflation so the demand for gold as
a hedge against inflation may also be subdued.
In the UK, those with long memories will feel
that nominal rates at 3% are still unattractive
and this will reinforce the sense that property is
a better investment than fixed interest products.
We are also entering a period where the US and
the UK will be reversing QE, while the ECB is
doing the opposite. We have very little evidence
of the impact of such a process. Many years of
zero rates will have resulted in distortions that
could be costly to unwind.
Of course, this is just one scenario. Beware
the unknown unknowns: global shocks, by
definition, are unexpected.
The list of trouble spots around the world is as
long as ever: Syria, Israel, Libya and many more.

Chart 1: 450bp Decline in Global Real Interest Rates
over the last 30 years
Demographics (90)
Inequality (45)
Emerging Markets Savings Glut (25)
Relative price of Capital Goods (50)
Lower public investment (20)
Higher Spreads (70)
Lower Trend Growth (100)
Unexplained (50)

Source: Lukasz Rachel and Thomas Smith, Bank of England

He is also Chairman of Frontier Economics,
non-Executive Director at Brookfield Asset
Management, a visiting Professor at the LSE
and UCL and a member of the Economist Trust.
He is also Chair of the Advisory Board of the
Behavioural Insights Team at the Cabinet Office.
As Cabinet Secretary, he was the top civil servant
in the U.K. from 2005 to 2011, serving under
Prime Ministers Tony Blair, Gordon Brown and
David Cameron. He stood down from this position
at the end of 2011, and was appointed to the
House of Lords in January 2012. Prior to his role
as Cabinet Secretary, he served as Permanent
Secretary of the United Kingdom Treasury from
2002 to 2005. He was the UK’s Executive
Director on the boards of the International
Monetary Fund and World Bank, including during
the Asian financial crisis of 1997 to 1998 before
he was recalled by the New Labour Government
to be the Managing Director of Macroeconomic
Policy and International Finance, responsible for
fiscal policy and international financial issues. He
also served as press secretary to Prime Minister
John Major from 1990 to 1994. He was the
Treasury Representative on the Bank of England’s
newly established Monetary Policy Committee
which sets interest rates in the UK and was head
of the Government Economic Service.
He represented the UK as a member of the
European Union Monetary Committee and later
their Economic and Financial Committee which
was responsible for the design of the euro. Later
in his career, he oversaw the production of the
‘five economic tests’ analysis which underpinned
the UK’s decision not to join the euro. He studied
economics at the University of Warwick and
obtained his Master’s in Philosophy at Nuffield
College, University of Oxford, before lecturing in
political economy at the University of Glasgow.
He spent most of his early career in the Treasury,
including a three year secondment to the British
Embassy in Washington, DC.
He was knighted in 2005 and was appointed to
the House of Lords in 2012 where he sits as a
crossbencher (i.e. is not affiliated to any political
party). Most recently he chaired a group which
produced an influential report on Wellbeing and
Policy. In 2014, he was elected as an Honorary
Fellow of the British Academy.
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Ross Norman Interview: Setting a
New Gold Standard
By Michele Blagg, Research Consultant and visiting Research Associate at the ICBH, Kings College London

As part of the LBMA’s Voices Project Michele interviews Ross Norman
about his career to date in the bullion market. Ross Norman started
his career, after graduating from university armed with a business
degree, with inventor and guru Sir Clive Sinclair in the mid-80s. Sinclair
Research was a key player in the Cambridge Phenomenon, the UK’s
equivalent of Silicon Valley, however the fast-growing computer business
fell into difficulties (think C5 electric car) and the rump of the business
was sold to Alan Sugar.
Ross jumped ship “ literally“ and joined the
Whitbread Round the World Yacht Race,
spending six months at sea on board Great
Britain II. On casting off his sea legs, Ross
returned home to join a more stable company
as he looked to put his career on a sound
footing. An opportunity arose at Johnson
Matthey, then the biggest gold refiners in the
world. Joining the sales team, he was soon
travelling widely to meet miners, refiners,
industrials and investors which provided a vital
education for what came later, gold trading.
During the eight years he worked for Johnson
Matthey, Ross distinctly remembers being
interviewed by his boss John Fairley, and
receiving appraisals from him. He shared that:

Ross Norman in his early days at Credit Suisse.

	“Being quite enterprising, I would invariably
beat my targets on the sales side, but I think I
am what you would probably call a maverick.
In a sense that probably reflects what I am…
entrepreneurial by nature.”
Johnson Matthey was then in recovery mode
after its banking crisis, only to be taken over
by the Bank of England. Although the refining
division remained largely unchanged, JM was
transforming upon what it did best: chemicals
and platinum group metals. Refining was then
considered something of a backwater. By this
stage Ross craved the excitement of a trading
floor in the City. A close friend from Goldman
Sachs would say: ‘You really shouldn’t be there,
you should be in town. The salaries are far
better, and the work is much more stimulating.’
He took a position with N M Rothschild & Sons
and was introduced to physical gold trading.
His mentor was Philip Clewes-Garner, who he
describes as:
	“Fast and energetic, Philip was ideal for me as
an understudy if you wanted to learn anything
about the precious metals markets, you would
struggle to find anyone better... his speed of
processing information is phenomenal. His
broad grasp of the markets is unsurpassed
and he inculcated in me the key to get ahead…
get out there, exchange cards, network,
network, network.”

Ross sat peddling away selling physical gold by
the tonne. Occasionally, there would be a raid
on London and the market would go wild, but he
also spoke of the quiet times when you could find
him playing:
	“Cricket in the aisles with a made-up ball of
paper and an old bat somebody had found.
But as soon as the phone lights flashed, you
moved and fast. You slipped into different
gears. Was the market up or down? Who was
buying or selling? So you would have to be very
sharp in terms of what was going on. It was
very much a world of two halves.”
He worked on the trading desk for four years
before moving to Credit Suisse as a senior dealer
on the physical trading side. Whilst there, he
recognised the opportunity for a cross between
technology and bullion and began to formulate
plans for a dotcom presence in gold. Ross
explained how:
	“The bullion market of the mid-90s became
very uninteresting as regulation began to
tighten, prices and volatility fell and a lot of
banks shut their commodity desks. So in
1999 when gold started to come back
into vogue, it created a massive vacuum
for someone to fill… in short; it provided a
great opportunity for a bullion dotcom. The
banks didn’t go into it because of ‘know your
client’ issues.”

Mr Stewart Pixley, circa 1890.

Between himself and Dominic Hall, FastMarkets
was born. The business became a leading
bullion information platform as TheBullionDesk.
com which is still recognised as a key player in
the field. Over the next 12 years, the business
expanded to 40 staff but Ross felt it never lived
up to his original ambition which was to also
sell physical gold. Having sold his shareholding
in FastMarkets, Ross had meanwhile acquired
the company brand name ‘Sharps Pixley’ from
Deutsche Bank, which had expired in 1995.
Ross then launched his new venture under this
heritage brand in 2010.

23

ALCHEMIST ISSUE EIGHTY

One of the first things Ross did was to contact
Stewart Pixley then aged 92 and the last working
family member of the business when it was sold
to Kleinwort Benson in 1966 before it passed
to Deutsche Bank. On letting him know he was
bringing the firm back to life, Ross explained:
	“At first, Stewart didn’t seem too happy about
it. He said, ‘No, now there is no-way I can come
into work’. I said, ‘No, I just wanted you to know
that we were going to look after the business
and what our plans are.’ At which Stewart went
very quiet and said, ‘I’ll do Wednesdays!”

The new Sharps Pixley showroom in St James’s Street, Mayfair.

Sadly, Stewart died a few months later ahead of
the launch party to which all the former Sharps
Pixley traders from around the world were invited.
In 2013 Degussa Goldhandel Group, said to
be Europe’s leading physical bullion house

in the retail sector, acquired Sharps Pixley
Ltd. The partnership brought together two
well established names in bullion, cementing
their foothold in arguably the leading global
professional market for gold - London. Of the
merger Ross said “with the expertise and
success of Degussa behind us, Sharps Pixley is
well positioned to replicate its success in other
countries in making gold readily visible and
accessible to the ordinary investor. This stands
as the most exciting opportunity in my career
- and that is democratising bullion”. As CEO of
Sharps Pixley, Ross has continued to drive a
world class information platform and he remains
the leading LBMA bullion forecaster over the
last 15 years. More importantly, Sharps Pixley
is uniquely positioned to put physical gold onto
the ‘High Street’ as Ross continues his vision
to expand the reach and access to precious
metals. This has all been leading to the launch of
a bullion showroom - the first of its kind - which
opened in St James’s Street in January 2016.
Ross’s past has proved his success by staying
just ahead of the curve, something he attributes
to his maverick nature. Just as there was once
an opportunity for dot com gold, he believes
that his new venture alongside Degussa will
fill the vacuum of what he describes as ‘the
physical renaissance’.

Dr Michele Blagg
(BA, MA, PhD) is a visiting
Research Associate at the
Institute of Contemporary
British History (ICBH) at
King’s College London. Until
recently Michele was Research Consultant for
the LBMA, engaged on the oral history project
‘Voices of the London Bullion Market’. As part
of a collaborative doctoral award granted by the
Arts and Humanities Research Council, she was
based at the Rothschild Archive. Her doctoral
research focused on the Royal Mint Refinery,
operated by N M Rothschild & Sons between
1852 and 1968, and how it adapted to the
changed London gold market.
Her areas of interest are in financial and
business history with special regard for the actors
and networks located in the London market.
She teaches on the MA in Contemporary British
History and assists with the Witness Seminar
Programme. She sits on the Business Archives
Council Executive and is involved in the annual
‘Meet the Archivists’ workshop held in the City
that aims to explore ways in which research
students can identify and use business records in
a variety of different research fields.

Regulation Update
By Sakhila Mirza, LBMA General Counsel

Responsible Gold Guidance (RGG)
Refiner audit reports
It has been four years since the LBMA launched
its Responsible Gold Guidance (RGG). Both the
refiners and auditors have worked hard during
this time to understand the requirements and to
ensure the LBMA RGG has been implemented
successfully. The LBMA RGG extends the OECD
Gold Supplement for Refiners and builds on
existing Anti-Money Laundering and Know Your
Customer management systems and auditing
practices. It also makes what is a voluntary
system (the OECD Guidance) mandatory for all
LBMA Good Delivery gold refiners wishing to
be accredited for the London Bullion Market.
As per the RGG, all refiners have three months
from the end of their financial year to submit the
independent audit report to the LBMA. For most
refiners, this deadline for the 2015 production
is March 2016.
Vienna
The Responsible Gold Forum in Vienna was the
best attended yet, with more than 100 delegates
attending. The forum was an opportunity to
provide an update on the EU Draft Regulation on
Conflict Minerals and Global Developments in
the implementation of the OECD Due Diligence
Guidance. Guest speakers from a broad crosssection of organisations throughout the Gold
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Supply Chain from mining to jewellery and
minting as well as high-level representatives from
the European Commission and OECD ensured
there was an enriching and lively debate.

OECD Update
India
The LBMA and OECD hosted a roundtable
discussion in India on the OECD Due Diligence
Guidance. The objectives of the roundtable were
to provide an opportunity for the Indian industry
and relevant government officials to learn
about the international standards, regulatory
developments and industry efforts being
taken globally on the subject of due diligence.
The LBMA took the opportunity to share the
development of its Responsible Gold Guidance
and moderate a session on due diligence for
refiners and gold traders.
The LBMA attended the 2015 International
Workshop on Responsible Mineral Supply
Chains in Beijing held on 2-3 December.
The Chinese Due Diligence Guidelines for
Responsible Mineral Supply chains were
launched. The event was well attended, with
senior policy makers representing, amongst
others, the Chinese government, various
EU governments, civil society and business.
The LBMA presented on audit governance

and lessons learnt from international audit
standards and guidance, as well as participating
in a panel session on audit protocols.

Other Regulatory News
Basel III: The LBMA together with other industry
bodies, namely the LPPM, European Precious
Metals Federation, International Platinum Group
Metals Association and Edelmetalle submitted
a joint letter to the European Banking Authority
(EBA) on Net Stable Funding Ratio, under which
the Required Stable Funding (RSF) factor for
gold is required to be 85%. After consultation
with the refining members of the LBMA, the
letter highlighted the concerns of the end users
of the market, particularly the anticipated fall in
liquidity and significant increase in costs.
In December 2015, the EBA published its
report on the impact assessment of the NSFR,
recommending the introduction of the NSFR
in the EU to ensure stable funding structures.
Although the EBA did not change its position
to introduce an 85% haircut for gold, it did
highlight that its assessment only focused on
the EU banks. The EBA reported that analysis
from other perspectives, for example end users,
should not be disregarded.
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Editorial Comment
By David Gornall, DG Consulting

In June of this year, Ernst & Young completed
the strategic review of the LBMA and LPMCL.
This strategic review was completed through
meetings and interviews with various members
and stakeholders within our market. The
recommendations were set out in four parts:
to harmonise the market bodies, reshape
the governance model, increase stakeholder
expansion and, finally the main subject of this
editorial, introduce new services and technology.
The driving factors behind the required changes
that came out of the review came as no surprise
to most of the market. These were highlighted in
five areas:
•	
Market fragmentation due to multiple
industry bodies serving the market
• Capital and liquidity regulations
• Anticipated regulatory requirements
• Risk of reduced liquidity
• Desire and need for greater transparency.
When dealing with the issue of new services
and technology, the LBMA first had to establish
what services it should concentrate on
delivering and then decide on the best method
of delivery to its members. In order to achieve
this task, a request for information was drafted
seeking views from potential service providers.
This was the reason why the LBMA conducted
an RFI rather than an RFP at the initial stage.
A total of 17 potential service providers were
asked to respond to the RFI. These included
exchanges, technology groups and specific
solution providers. Ernst & Young was then
asked to produce a mechanism that would
establish which firms would be the most
suitable when the time came for an RFP. The
responses and views from the consultants were
then presented to the LBMA User Group and
Management Committee in December.
In addressing the five driving factors mentioned
above, the User Group looked at three services
that would begin to address the challenges. The
first one that all agreed on was the need to have
a voluntary reporting system for products that are
not currently in scope for mandatory reporting,
those being, spot transactions in all four metals
and forwards that are not cash settled. It was
further decided to create reporting based on
London and Zurich trades for all LBMA members.
The next service discussed was a centralised
trading platform, which could potentially be an
aggregator of price feeds from liquidity providers
or even an aggregator of broker quotes. There
were mixed feelings regarding liquidity providers,
as there was no consensus around ongoing
support from all potential market makers.
However, such a platform could be used to
provide better transparency in broker quotes.

Voice broking generally is moving towards
electronic methods due to compliance requests,
notwithstanding the fact that this system has
better overall governance. In creating such a
tool, depth of liquidity could be displayed on the
screen by showing all quotes where banks are
prepared to deal rather than just the tightest. This
would highlight where liquidity actually existed
– something that isn’t immediately apparent
today. This may help reinvigorate the forward
market. However, some members believed that
the current forward market shows that there is
little or no interest in forwards at this time and a
centralised trading platform was again thought
unnecessary as a liquidity solution.
It was also felt that the LBMA should not create
a proprietary trading platform when there are
other systems already available today. It should
be the choice of the member where a trade
should be executed.
Finally, the last service proposed was an LBMA
data warehouse. It was recognised by the
members that there is huge value in holding
such data as this would support the market’s
claim that precious metals should not be
treated as a junior asset class when prudential
regulators make decisions on haircuts and
reserve requirements. It has been a challenge
to demonstrate to the regulators that the 85%
haircut they propose to introduce under the
Net Stable Funding Ratio (Basel III) will
significantly impact on liquidity and increase
costs. The data warehouse would hopefully
provide data to support discussions with
regulators. In the past, the LBMA had to resort
to asking members to complete periodic surveys
to establish market depth and liquidity figures.
This type of survey was not popular for a lot of
reasons, mainly practical ones; therefore, a data
warehouse would go a long way in resolving this
particular issue that has existed for decades,
as the data would be automatically generated.
Having examined the three areas, the next
question was how to bring them all together.

The best solution would be for the LBMA to
create a central hub or interface where all
trades could be posted. From this interface,
the LBMA would then be in a position to direct
trade reporting to any reporting agency that
members wanted to use. The interface would
also send the same information to its data
warehouse. This only leaves the question of the
trading platform. As mentioned, there was no
overall willingness to support such a service at
this time; however, if the LBMA and its members
were to decide at a later date to introduce it,
it would be prudent to build in the technology
now for when that time arrived, if ever. There
are also other possibilities that could benefit the
market from using an interface. This could be
achieved by connecting SWIFT, Aurum or CCPs
to the interface.
The next step will be to launch an RFP in
January. Following that, a decision should
be reached by March. It will be important for
the appointed service provider to allow open
architecture in order to create maximum
benefit for the user members. This would be
manifested when members wish to either
trade OTC cleared via the platform or convert
their OTC trades into a cleared trade, for
example, at a later date. The LBMA has to be
open-minded about where members would
want to clear their trades. Again, it is not a
decision the LBMA makes, but the members.
As such, all competing exchanges either
existing or new should be allowed to connect
to the interface.
One other technology that was repeatedly
referred to in the RFI was the Blockchain
solution. As Charlie Morris excellently described
the various initiatives in the last issue of the
Alchemist, I won’t go into further detail here.
Instead, if you haven’t already read it, I would
recommend that you seek out his article.
Blockchain clearly has benefits in streamlining
the post-trade side of the business, but no one
has created any pre-trade functionality to date.

Figure 1: Build Evolution from an LBMA interface
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The current model works on supply/demand
only. In the future, this technology may well be
used, but for now, it is considered by most in
the market as immature, with the Blockchain
providers looking for any early adopters to test
it on. The LBMA should be aware of its evolution
and plan for any beneficial changes that
may occur in the future when it may be more
acceptable to the market.
The impending RFP will begin to deal with
the cost of the interface. One consideration
is the sale of data from the data warehouse
in order to pay for the LBMA interface
development. Other ways to achieve funding
could be by sharing the revenue and the costs
with a developer or by fundraising from the
shareholders (membership). Before the RFP

has been completed, it will be difficult to cost;
therefore, it may be the case that the work
will require temporary short-term funding
rather than a sunken investment. This will be
dependent on whether the decision to sell the
data is acceptable to the membership and,
of course, the amount of data collected and
therefore sold.

By the end of this year, the LBMA will have
made positive changes for the benefit of you,
the members, and all stakeholders, and will
have laid the foundations of further future
changes that will see your association adapt
to the constantly changing landscape of your
marketplace and its environment.

EY has been engaged by the LBMA to provide
expert advice on the technology requirements
and support the preparation and review of the
RFP. When the RFP has been completed, the
next stages of the review will be implemented
beginning with the changes in governance and
corporate structure as recommended in the
strategic review.

David Gornall, DG Consulting.
David is a former Chairman
of the LBMA, a long-term
member of the Management
Committee and past member
of the Physical Committee,
now running his own precious and base metal
consultancy.

Obituaries
David Blaney,

By Darren Mellor Clarke
the classroom was not for him, and education’s
loss was the Civil Service’s gain as David spent
a short spell in the Army Records Office before
joining HM Customs & Excise in December 1974.

David Blaney, who has died aged 62, was a
member of that rare breed of former Officers of
HM Customs & Excise who, upon crossing to the
private sector, thrived in their new career while
remembering the best of the old. With over 40 years
working in indirect tax, David was firmly established
as a prominent expert in financial services VAT.
He was a leading authority in its application to
commodities trading, especially precious metals.
Born in 1953, to parents Alex and Annie, David
was the fourth of five children. After leaving
school, David initially began training as a
teacher. Here he demonstrated an early interest
in the passing on of knowledge and experience,
which would be a defining characteristic of his
later career. However, he quickly realised that

After a long and honourable tour of duty protecting
Her Majesty’s Treasury, David swapped sides to
protect Her Majesty’s taxpayers from the Treasury.
He joined Deloitte & Touche as one of the earliest
members of its nascent but rapidly expanding
indirect tax practice. It was here that David first
began to specialise in the somewhat esoteric
application of VAT to the City. Recognising both
a deep pool of knowledge along with the ability
to impart it effectively, the firm tasked David
with training its growing pool of VAT specialists.
In such a manner did numerous vintages of tax
advisers cut their teeth and learn their trade with
the benefit of considerable insight and a healthy
stream of ‘Blaneyisms’ and anecdotes.
In 2006, David joined the indirect tax team at the
global bank UBS, where he later headed the team.
While at UBS, the financial services community
benefited from David’s support and keen interest
through his chairmanship of the VAT Group of
the London Bullion Market Association, and

membership of the British Banking Association and
as Chair of the Association for Financial Markets
in Europe. David played a key role in negotiations
between HMRC and the London Bullion Market
Association to reach mutually acceptable positions
as regards the VAT treatment of transactions in this
globally important marketplace.
Outside of work, David was a keen sportsman, with
a particular interest in both cricket and football. He
was also a lifelong fan of Barnet FC, the support of
which many regarded as being a burden he bore
with great resignation and fortitude. David gave
his time freely to the 2nd Friern Barnet scout troop,
acting as its leader for some years.
A proud family man, he married his wife, Clare,
in 1980 and was a devoted father to his children
Nicholas, Sarah and Joanna. His first grandchild,
Freya, arrived to his delight in December 2014
and he was greatly looking forward to the
marriage of his daughter, Joanna, in 2016.
David died, surrounded by his family, on 15
October following a courageous battle with
cancer. He shall be greatly missed by family,
friends and colleagues alike.

Ted Arnold, By Andy Smith
author of Wolff’s Guide to the LME in the 1970s,
an original contributor to the LBMA forecast
survey, metals analyst at Merrill Lynch and
Prudential Bache and then under his own steam
from the 1970s into the 2000s – Ted was larger
than even this wonderful life in every way.

Edwin ‘Ted’ Arnold died in December, barely a
month after his 80th birthday. National Service
in the 1950s, commodities journalist at Reuters,
the FT, the Daily Telegraph in the 1960s, the first
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A laugh like a lighthouse. A handshake the size
of a side of ham. An appetite for good food, wine
and ideas as broad as his smile. To be invited to
lunch meant you’d passed the ‘Ted test’. Stamina
required in spades, certainly – these were all
afternoon affairs. Agility too – an ability to duck
the olive pips as Ted tucked in with gusto. But

he also saw something worth nurturing in all
his invitees. (‘That’s marvellous’, he’d beam,
scribbling a guest’s comment into the little pad
by his bread plate, ‘Do you mind if I use it in my
next piece, with full attribution of course?’) He
took a generation of precious and base metal
analysts under his wing. He was our ‘Uncle Ted’,
and sometimes our Agony Aunt. Totally discreet
– he was a traditionalist to the core. But he was
a rebel all his life too - the brightest twinkle in an
eye you ever saw. He will be sadly missed by his
wife Mary and his daughters, and by all of us he
kept young and honest and happier.
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Results of the LBMA’s 2015
Precious Metals Forecast Survey
By Aelred Connelly, PR Officer, LBMA

The London Bullion Market Association is delighted to congratulate
the winning analysts in its 2015 Precious Metals Forecast Survey
(see table below). The aim of the survey is to predict the average,
high and low price range for the year ahead in each metal as
accurately as possible. The prediction closest to the average price
wins (based on the average $ daily LBMA pm prices). In the event
of a tie, the forecast range is taken into account.
Congratulations to the winning analysts: Bernard Dahdah, who won first prize for gold,
René Hochreiter, who won first prize for silver, and particularly to Glyn Stevens, who
picked up the top prizes for both platinum and palladium. They will each receive a 1 oz
gold bar, which have been kindly donated by Metalor.

Bernard Dahdah,
Precious Metals Analyst,
Commodities Research,
Natixis. Winner of the gold
price forecast in the LBMA’s
2015 Precious Metals
Forecast Survey.
It certainly paid to be bearish, with the prices
of all four metals on the slide during 2015.
Bernard was the most impressive in winning the
gold prize with a winning forecast of $1,160,
which was spot on the money, matching the
actual average for the year.
The pendulum began to swing in Bernard’s
favour in recent weeks, as both Suki Cooper
and Rhona O’Connell had been leading the
pack until the early part of December, but the
weakening gold price in December worked to his
advantage. Suki finished second and Rhona in
third place.

René Hochreiter, Mining
Analyst, Sieberana
Research (Pty) Ltd. Winner
of the silver price forecast in
the LBMA’s 2015 Precious
Metals Forecast Survey.
As with last year, the silver
forecast again produced the tightest finish, with
two analysts (René Hochreiter and Bernard
Dahdah) tied for first place with a forecast of
$15.50 against an actual average price for
the year of $15.68. However, René picked up
the winning prize on account of predicting a
narrower forecast range of $6 to Bernard’s $8.
Philip Klapwijk finished a narrow third with his
forecast of $15.95.
Snatching this latest prize moves Rene to
joint top of the all-time leaderboard alongside
Philip Klapwijk, who have each now bagged
six first prizes, one ahead of Ross Norman
(see table below).

Glyn Stevens, Head of
Precious Metals Trading,
INTL FCStone Ltd. Winner
of both platinum and
palladium prices forecasts in
the LBMA’s 2015 Precious
Metals Forecast Survey.
Out on his own to claim the prizes for both
platinum and palladium was Glyn Stevens,
who could have been called the winner several
weeks ago. Glyn was the most bearish of all
the analysts with his forecasts for both these
metals and, as such, had plenty to spare over
his rivals, even if the actual average prices
turned out even lower than his grim predictions.
Nevertheless, it was an impressive performance
from Glyn, who took first prize for platinum
with a forecast of $1,098 against an actual
average price for the year of $1,053 as well as
the palladium prize with his forecast of $738
against an actual average price of $691.63.
What makes Glyn’s performance even more
impressive is that he only enters forecasts for
the two PGM metals rather than all four.
For platinum, Peter Fertig finished runner-up
with his forecast of $1,238, and David Jollie
came in third with his forecast of $1,245.
For palladium, Bernard Dahdah rounded off
an excellent round of forecasting by finishing
runner-up with his forecast of $775, and Peter
Fertig came in third with $787.50.
Many thanks to all the forecast contributors
and Metalor for the generous donation of the
winning prizes.

The results of the 2016 Precious Metals
Forecast Survey will be published at the end of
January, 2016.

Table 1: 2015 LBMA Forecast Winners

Metal

Actual Average
1st half Jan 2015(a)

Average Analysts’
2015 Forecast

Actual 2015
Average Price

Winning Forecast

2015 Winning
Analyst

Company

Gold

$1,218

$1,211

$1,160

$1,160

Bernard Dahdah

Natixis

Silver

$16.41

$16.76

$15.68

$15.50

René Hochreiter

Sieberana Research
(Pty) Ltd

Platinum

$1,225

$1,294

$1,053

$1,098

Glyn Stevens

INTL FCStone Ltd

Palladium

$796.20

$838.40

$691.63

$738.00

Glyn Stevens

INTL FCStone Ltd

(a) 2 - 15 January 2015 inclusive.
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Table 2 on the right shows the top ten analysts in the Precious
Metals Forecast Survey. It is based on results since 1998 when
prizes for the forecast were first introduced. The points are awarded
on the following basis: first place three points; second place two
points and third place one point. On this basis, Ross Norman tops
the table with 27 points, closely pursued by Philip Klapwijk and
Rene Hochreiter in third place. Clearly, those analysts who have
participated in the most forecasts have had more opportunities
to win points. Therefore, if we look at an alternative measure - the
number of points divided by the number of forecast contributions,
then Bernard Dahdah with one win and two seconds from four
submissions comes out on top with an average 1.75 points; Philip
Aubertin (who no longer contributes for UBS) would be in second
place with an average 1.25 points (one win and a second from only
four contributions), while Glyn Stevens is third with 0.73 points (four
wins, one second and one third from 22 contributions). But we could
go on forever with alternative measures. Suffice to say the best of
luck to all contributors to the 2016 Forecast Survey.

Table 2: The Precious Metals Premiership Table, 1998 to 2015

Total number of
Forecast
contributions

First
prizes

2nd

3rd

TOTAL

56

5

4

4

27
26

1

Norman, Ross

2

Klapwijk, Philip

60

6

2

4

3

Hochreiter, Rene

44

6

2

2

24

4

Panizzutti, Frederic

56

4

1

5

19

5

Stevens, Glyn

22

4

1

2

16

6

Takai, Bob

48

4

0

1

13

7

Kendall, Tom

32

3

1

2

13

8

Reade, John

27

1

3

2

11

9

Smith, Andy

24

2

2

1

11

36

1

3

1

10

10 Steel, James

DIARY OF EVENTS FOR 2016
JAN
24-27

APR
10-12

JUN
11-14

Inside ETFs
Diplomat Resort & Spa, Hollywood, Florida, USA
http://www.etf.com/inside-etfs-conference/
index.html

Dubai Precious Metals Conference 2016
Intercontinental Hotel
Festival City, Dubai
http://www.dpmc.ae/

IPMI 40th Precious Metals Conference
JW Marriot, Phoenix, Arizona
http://www.ipmi.org/seminars/

FEB
04-05

13-15

Mining Leaders Africa Summit
15 on Orange Hotel, Cape Town, South Africa
http://www.miningleadersafrica.com/

08-09
121 Mining Investment
Welgemeend, Cape Town, South Africa
http://www.weare121.com/121-events/

09-11
Russian & CIS Metals Summit 2016
Metropol Hotel, Moscow, Russia
http://www.russian-metals-mining.com/

MAR
03
LBMA Annual Members’ Party
Museum of London
150 London Wall, London, EC2Y 5HN
www.lbma.org.uk

14-18
Mines and Money Hong Kong
Hong Kong Convention & Exhibition Centre
Hong Kong
http://asia.minesandmoney.com/

Mining Investment Asia 2016
Marina Bay Sands, Singapore
http://www.mininginvestmentasia.com/

25-26
121 Mining Investment, London
155 Bishopsgate, London
http://www.weare121.com/121-events/

MAY
16-20
LPPM Platinum Week
During the third week in May each year,
representatives of the platinum industry
gather in London, for what has become known
as Platinum Week. London is a historically
significant trading centre for PGMs where many
of the properties and technical applications of
PGMs were first developed.
Platinum Week centres on an industry dinner
sponsored by the London Platinum and
Palladium Market (LPPM) which marks the
anniversary of the inauguration of the London
Platinum Quotation (the forerunner of the
present LBMA Prices) in 1973. This event is
by invitation of the members of the LPPM only
and is attended by PGM producers, refiners,
fabricators and traders.

29
LBMA AGM
Glaziers Hall
9 Montague Close, London Bridge
London, WE1 9DD
www.lbma.org.uk

AUG
10-12
Minerals Metals, Metallurgy &
Materials Conference 2016
Pragati Maidan, New Delhi, India
http://www.mmmm-expo.com/

OCT
16-18
2016 LBMA Precious Metals Conference
Shangri-La Hotel, Singapore
www.lbma.org.uk

31-04/11
LME Week
London, UK
http://lme.com/

DEC
01
LBMA Biennial Dinner
Goldsmiths’ Hall
Foster Lane, London, EC2V 6BN
www.lbma.org.uk
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LBMA News
By Ruth Crowell, Chief Executive, LBMA

Membership
On 12 October 2015, BNP Paribas
was reclassified as a Forward
Market Maker.
On 28 October 2015, Degussa
Sonne/Mond Goldhandel GmbH was
reclassified as an Ordinary Member.
On 24 December 2015, Mitsui was
reclassified as an Ordinary Member.
On 6 January 2016, Merrill Lynch
International was reclassified as a
Market Maker in Spot and Options.
These changes brought the
membership to 149 companies,
comprising 83 Members (of which
14 are Market Makers) and 66
Associates.

Good Delivery List
On 4 December, the gold refinery
of ABC Refinery (Australia) Pty Ltd
was admitted to the Gold Good
Delivery List.
There are currently 73 refiners on
the Gold Good Delivery List and 82
on the Silver Good Delivery List.

Committees
Management Committee
The main focus of the Committee
has been working with the
Strategy User Group to progress
the LBMA’s strategic development.
This includes discussion of the
roll-out of new market services.
To support these new services,
the Committee will update the
LBMA’s legal structure and
governance. The Committee will be
recruiting Non-Executive Directors
to give further firepower as well
as enhanced governance to the
LBMA. Further details are set out
in the Editorial by David Gornall
on page 25.
Regulatory Affairs Committee
The Committee continues to focus
on the developments with European
regulations, including NSFR.
Martin Ford (Jefferies Bache)
recently stepped down as Chair of
the Committee.
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The LBMA would like to thank him
for his all his hard work during his
time on the Committee. The LBMA
would also like to congratulate
Tobias Wilson who has taken over
as RAC Chairman.
Physical Committee
Since the report in the last edition
of the Alchemist, there has been
one active application for silver,
which is currently in stage one.
Proficiency Testing is under
way with an increased level of
participation (51 participants,
including three silver GDL refiners
and 12 non-GDL refiners). This
year, two Chinese national testing
facilities will be participating.
The latest round of Pro Active
Monitoring (Round 29) is almost
complete with no reported issues.
The Visual Guide II has been
launched. The Visual Guide will
ensure consistency when questions
of quality arise and maintain the
smooth movement of physical gold
through the London vaults.
Terminal Market Order – VAT Group
The Committee has reconstituted
the VAT Group following the revival
of discussions within the European
Commission regarding the Terminal
Markets Order. Currently, the EC
is looking to resolve conflicting
treatment of metal accounts
between EU member states.
This could lead to an end of the
Terminal Markets Order, which
provides VAT efficiency for the
London terminal markets, such as
precious metals. The Committee
also noted the sad passing of the
former Chair of the VAT Group,
David Blaney. The Committee
recorded its sincere thanks for his
hard work and contributions to the
Group and the work of the LBMA
generally (see obituary on page 26).
Refiners Forum
The inaugural meeting of the LBMA
Refiners forum was held during
the Conference in Vienna. Items
of interest to all refiners were
discussed, including the potential
challenges associated with NSFR.
This Forum will be held on a semiannual basis to discuss issues
facing the refining industry.

Responsible Gold
As part of ongoing improvements,
a new version of the Responsible
Gold Guidance has been launched.
Significant changes relate to
‘country of origin’ reporting, the
time allowed for high-risk source
site visits and mandatory use of
LBMA-approved auditors. Please
see the Regulation Update on page
24 for further details.
Membership Committee
The Committee continues to
sustain growth in both the number
of Membership applications and
overall Membership levels, which
is a clear and positive indicator
of the relevancy and diversity of
the Association. Any companies
including refiners, producers or
central banks that may be interested
in applying for membership are
invited to contact the LBMA
Executive at mail@lbma.org.uk.
Public Affairs Committee
The LBMA would like to thank
the Public Affairs Committee for
its diligent work delivering an
exceptional Speaker Programme
for the 2015 Conference in Vienna.
A full review of the Conference can
be found on pages 16-17, but the
PAC has certainly made Vienna a
tough act to follow.
The Committee’s attention is now
focused on preparations for the
2016 Conference, which will take
place at the Shangri-La Hotel in
Singapore, 16-18 October. The
Committee will also be involved
in preparations for two Member
only events: the Annual Party on
Thursday, 3 March 2016 at the
Museum of London and the Biennial
Dinner at the Goldsmith’s Hall on
Thursday, 1 December 2016.
Tom Coghill (Standard Chartered),
David Jollie (Mitsui) and Chris
Thompson (Sumitomo Corporation)
have recently left their respective
companies and have accordingly
stepped down from the Committee.
The LBMA would like to take the
opportunity to thank them for their
sterling contributions to the work of
the Committee in recent years.
The PAC is primarily responsible
for organising events, most notably
the LBMA Conference, as well

as the marketing material and
publications of the Association. If
anyone from a Member firm would
be interested in applying for one of
these vacancies, they are invited
to send a brief statement of their
market experience and suitability
for the role to the LBMA Executive
at mail@lbma.org.uk.
Finance Committee
Allan Finn from Malca-Amit has
joined the Committee to replace
Phil Aubertin as the Management
Committee representative. The
Committee would like to take the
opportunity to thank Phil for his all
his hard work and dedication.

LBMA Job Opportunity –
Compliance Officer
Given the expanding services
the Association is providing to
the market, the Management
Committee has agreed to
further support the Executive’s
regulatory work through
the addition of the new role
of Compliance Officer. The
Compliance Officer will work
closely with the LBMA’s
General Counsel. The main
responsibilities will be managing
and developing the compliance
programme across the spectrum
of the LBMA’s work, including
Responsible Gold, Membership
Due Diligence and supporting
the work under the umbrella of
the LBMA’s Strategic Review.
For more information, please
contact the LBMA Executive at
mail@lbma.org.uk.

The Alchemist is published quarterly
by the LBMA. If you would like to
contribute an article to the Alchemist
or if you require further information
please contact Aelred Connelly,
London Bullion Market Association,
1-2 Royal Exchange Buildings,
Royal Exchange, London EC3V 3LF
Telephone: 020 7796 3067
Fax: 020 7283 0030
Email: aelred.connelly@lbma.org.uk
www.lbma.org.uk
Given the freedom of expression offered
to contributors and whilst great care has been
taken to ensure that the information contained
in the Alchemist is accurate, the LBMA can
accept no responsibility for any mistakes,
errors or omissions or for any action taken
in reliance thereon.
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more, in large part amplified by the
drop in the value of credits in the
depressed commodities market.
However, this was in part offset by
increased production and lower
costs in Mexico.

 alling metal prices over the past
F
year have continued to erode
by-product revenues and this has
been a particularly pronounced
theme for silver producers, which
realise a material portion of
revenue from associated gold,
copper, lead and zinc production.
With silver prices also caught
up in the rout, margins have
been aggressively squeezed
and market participants have
increasingly questioned what
the cost of producing an ounce
of silver actually is. Although
by-product metal accounting is
entirely legitimate (albeit nonGAAP) for cost reporting, it can
produce results that are subject
to extreme differentiation and
potential misinterpretation. With
this in mind, GFMS has sought to
present silver producers’ costs in
a more representative manner,
settling on a co-product metric and
incorporating capital expenditure.
The summary of the exercise and
its conclusions follow.
Although cash cost net of
by-product credits has proven
a useful gauge for the cost of
silver production, it must be
acknowledged that this is far from
an all-inclusive metric and one that
is subject to distortion that can
arise in the event of big swings in
the pricing of silver’s associated
by-product metals, which are
netted off a mine’s costs. Indeed,
this can be seen in the by-product
cash cost for the first half of this
year, which aligns with the analysis
shown in previous editions of the
World Silver Survey and rose by 4%
to stand at 6.80/oz. By-product
costs were up sharply in many
other countries, some by 50% or

Silver Total Cash Costs + CAPEX (US$/oz)

What is the true cost of an
ounce of silver?

Chart 1: Cash cost net of by-product credits, H1 2014 vs H1 2015
25
Silver Cash Costs (US$/oz)

Gregory Rodwell, Analyst, Mine
Economics, Thomson Reuters and
Dante Aranda, Analyst, Mine
Economics, Thomson Reuters

During the period of significant
declines in the price of silver, the
GFMS team has received a greater
chorus of customer questions
around the extent to which this
measure allows for a comparison
of cost versus price in order to
infer margin. In response to this,
GFMS has, in collaboration with
the Silver Institute and a group of
analysts and mining companies,
undertaken a review of silver mine
costing methods. On a co-product
Within the primary silver industry,
accounting basis, including both
the most significant production
Total Cash Costs and capital
gain was seen in Mexico, with the
expenditure (TTC + Capex), the
ramp-up of Saucito II contributing
average cost of producing silver
5 Moz additional production, yearat the
mine
level
in
the
first
half
ThisH1operation
alone
Chart 2: Co-product cash cost + capital on-year.
expenditure,
2014 vs H1
2015led to
of 2015 for our sample size of 93
a US$0.68/oz drop in the average
30
H1 2015 Cash Costs + CAPEX
Moz stood at 12.57/oz, down 8%
TCC + Capex,
placing the operation
H1 2014 Cash Costs + CAPEX
from last year. This was due to a
at the lower end of the cost
H1 2014
Average
Price (20.05/oz) curve. Meanwhile, in Peru, higher
combination
of
lower
fuelSilver
prices,
20
H1 2015 Average Silver Price ($16.55/oz)
weaker local currencies
and
grades and a weaker Peruvian sol
Q4 2015 Average Silver Price ($14.77/oz)
aggressively thrifted capex. It should led to a 27% decrease in costs
be noted10though that it is more
at Uchucchacua and a further
difficult to cut capex, in this manner,
US$0.25/oz drop in the cost curve.
over longer
timeframes. It can be
Other operations, such as San
0
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80
100
20
seen here 0that the primary
silver 40
Bartolome
and Manantial
Espejo,
Cumulative Production (%)
Source: GFMS,have
Thomson managed
Reuters
producers
costs
experienced lesser unit cost
down year-on-year, in response to
savings. Argentine by-product costs
the lower pricing environment. By
were driven by lower by-product
this measure, 20% of the primary
revenues, but significant cuts in
industry for which this curve applies
capital expenditure and currency
was ‘underwater’ compared with
weakness brought the co-product
the period average price of just over
cash cost down in dollar terms.
$16.50/oz. Comparing costs in H1
Despite failing to enjoy the effect
2015 against the Q4 2015 price,
of currency weakness, United
close to one-third of the curve was
States-based mines succeeded in
‘underwater’.
cutting costs by 2% and increasing
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H1 2015 Cash Costs
H1 2014 Cash Costs

H1 2015 Average Silver Price ($16.55/oz)
Q4 2015 Average Silver Price ($14.77/oz)
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Chart 2: Co-product cash cost + capital expenditure, H1 2014 vs H1 2015

Silver Total Cash Costs + CAPEX (US$/oz)

facing
facts

The decline in co-product costs was
mainly driven by higher grades and
throughput in Peru and Mexico, the
two largest primary silver producers.
Weaker local currencies and falling
oil prices also helped trim costs.
With a significant portion of costs
in local currency, the 17%, 25%
and 43% declines in the Peruvian,
Mexican and Argentine currencies
respectively since the start of 2014
had a significant downward effect
on dollar-denominated costs. The
combined effect of these variables
caused the cost curve to steepen
around the 7th decile, a point
beyond which costs rose due to
lower grades.
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H1 2015 Cash Costs + CAPEX
H1 2014 Cash Costs + CAPEX
H1 2014 Average Silver Price (20.05/oz)
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H1 2015 Average Silver Price ($16.55/oz)
Q4 2015 Average Silver Price ($14.77/oz)

production, helped by higher
grades and lower fuel costs.
Plans outlined earlier in the year
in anticipation of weaker prices
led to a 6% reduction in capex,
from US$5.39/oz to US$5.04/oz
– well below the 15% cut in capex
experienced by operations across
the lower half of the curve.
Gregory
Rodwell,
Analyst, Mine
Economics,
Thomson
Reuters
Gregory joined Thomson Reuters
in February 2014 and undertakes
research and analysis of the
precious metals mining sector.
In addition to his research into
the mining sector he follows
developments in precious metals
trade flows globally. Before moving
to the mining team at Thomson
Reuters he was a demand analyst
in the GFMS European precious
metals research team. Prior to
joining Thomson Reuters, he was a
Junior Geologist at Klondike Gold
Corp, where he worked on the Lone
Star project and the McKinnon
Creek Placer Mine. He holds an
MGeol in Geological Science from
the University of Leeds.
Dante Aranda,
Analyst, Mine
Economics,
Thomson
Reuters Dante
began his career
in the commodities market in 2010
when he joined Thomson Reuters in
Toronto as a commodities specialist,
working with a broad range of
natural resources companies. Now
based in London as a precious
metals mining analyst, he is heavily
involved in the team’s modelling
of mine production and industry
costs using Matlab and VBA and
is also a leading contributor to the
GFMS team’s technical analysis.
Prior to Thomson Reuters, he
worked at Banco de Credito del
Peru as a Junior Trader on the
FX structured products desk. He
holds a BSc (Honours) in Financial
Economics & Applied Statistics from
the University of Toronto, where he
specialised in Econometrics.
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