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External observers often underestimate the 
financial sophistication of the Chinese domestic 
gold market. There still appears to be a 
perception in some quarters that China remains 
largely a physical bullion market, dominated by 
the jewellery manufacturing sector and by retail-
level investment in small bars, coins and gifts. 
There is also an understandable tendency to 
try to find simple explanations for movements 
of bullion (whether trade flows or exchange 
volumes) when in reality a multitude of financial 
forces are at work.

Jewellery and retail investment demand 
for bullion is clearly a large component of 
the Chinese market, but its importance 
should not overshadow gold’s function as a 
mechanism for arbitraging interest rates and 
the rapid growth in the use of the metal as a 
financing vehicle.

Gold’s utility as a conduit for carry trades 
is relatively well understood. Several years 

ago, the arbitrage in borrowing gold offshore, 
importing it into China, using the gold to raise 
RMB and investing the proceeds in high-
yielding wealth management products (often 
linked to property or commodity producers) 
was highly profitable. In many respects, that 
trade was tacitly encouraged by government 

and the People’s Bank of China (PBOC), as 
the use of gold to link onshore and offshore 
interest rate and FX markets is integral to the 
RMB internationalisation strategy. 

Today, however, those opportunities are 
less lucrative, and not just because Chinese 
interest rates have fallen to narrow the gap 
with US dollar rates. At the same time, the 
collapse in commodity prices and a sharp fall 
in Chinese property prices have cut returns 
from many wealth management products; 
tightening regulation has increased costs and 
higher FX volatility has made hedging currency 
risk more expensive.

 There still appears to be a 
perception in some quarters that 
China remains largely a physical 
bullion market, dominated by 
the jewellery manufacturing 
sector and by retail-level 
investment in small bars, coins 
and gifts. 

Accelerated evolution of leasing
What of the onshore gold leasing arena,  
which has also gone through several stages  
of evolution?
 
As in London, the core of the Chinese gold-
leasing business is the interbank market. 
What started in 2005 as small OTC trades 
between banks has grown into a deep pool 

What Has Aluminium Got To Do 
With Gold?  
Throwing Some Light on Leasing in China  
By Tom Kendall, Head of Precious Metals Strategy, ICBC Standard Bank

Why did China’s state-owned alumina and aluminium giant, Aluminum 
Corporation of China (Chinalco), borrow more than 10 tonnes of gold from 
a commercial bank in June? The deal illustrates the highly evolved nature 
of China’s gold lease market, as well as the challenges facing more 
traditional gold leasing and the constriction of other credit channels.

Chart 1: Falling Margins: 1-year China benchmark
lending rate spread over Libor
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of liquidity, accessible by banks and other 
financial institutions via the Shanghai Gold 
Exchange (SGE) members, the tenors from 
overnight borrowing out to 12 months or more.

Demand for leasing from gold refiners, 
fabricators and businesses across the 
jewellery chain followed close on the heels of 
the development of the interbank market. The 
rapid appreciation in the price of gold between 
2007 and 2012 saw demand for borrowing 
from fabricators and jewellers surge as the 
value of their working capital climbed. Indeed, 
the pace of growth was one of the factors 
in the relaxation of gold import restrictions 
in 2011. With net jewellery consumption of 
gold in the region of 550 to 650 tonnes, and 
the volume of gold in working inventories a 
multiple of that, the emergence of a vibrant 
leasing market was a natural development.

Today, the SGE clears all official gold leases. 
In 2015, the total volume of metal leased 
via the exchange exceeded 3,100 tonnes, up 
62% on 2014 and more than 15 times the 
size of the market just six years earlier. The 
primary influence on leasing growth, however, 
has shifted away from the jewellery sector, so 
that the dynamics are now more reflective of 
developments and challenges in the domestic 
credit environment.

Pushing the boundaries
The pace of expansion of the China jewellery 
industry has slowed markedly over the past 
two years. Falling same-store sales growth, 
shortening supply chains and a much-reduced 
rate of new store openings have led directly 
to slower growth in demand for gold leases 
to manage working capital. At the same time, 
the declining credit quality of many smaller 
companies associated with jewellery fabrication 
has made lenders far more cautious. 

But Chinese investment bankers are just as 
innovative as those in Singapore, London or 
New York, and their motivations are largely the 
same. Therefore, as the conventional lease 
market has neared saturation and credit risks 
in the jewellery sector have risen, attention 
has focused on extending the boundaries of 
leasing into other sectors of the economy.

That has been facilitated by a relaxation 
in the rules governing the types of entities 
eligible to apply for gold-based funding. 
Banks still need approval from the SGE for 
commercial leases, there are rules governing 
the minimum capital and financial ratios of 
lessees, and the PBOC (as regulator of the 
SGE) keeps a close watch on the sector. 
However, there is no limitation on the type of 
corporation that can apply for a lease.

In effect, what the slowing Chinese economy 
has taken from the gold lease market with 
one hand, it has started to give back with the 
other. More restrictive lending criteria and 
shrinking profit margins for companies across 
industrial and manufacturing sectors of the 
economy have fed into increased demand 
for gold leases as an alternative, lower-cost 
source of finance, offsetting reduced appetite 
from the traditional lease market. Enter 
Chinalco as a good illustration of that trend.

In June, Chinalco announced that it had entered 
a 12-month RMB3 billion gold leasing agreement 
with China’s Bank of Communications (BOCOM). 
Under the deal, Chinalco borrowed more than 10 
tonnes of gold from BOCOM and entered a fixed 
price forward to hedge the price risk. The deal 
enabled Chinalco to reduce its working capital 
costs – the all-in cost of the lease plus hedge 
and transaction fees was capped below the 
PBOC’s benchmark 1-year lending rate of 4.35%.

 In effect, what the slowing 
Chinese economy has taken from 
the gold lease market with one 
hand, it has started to give back 
with the other. 

Challenging times
The advantages from the lessee’s perspective 
are clear. From the perspective of gold 
lessors, however, the business has become 
significantly more challenging as Chinese 
benchmark lending rates have fallen. The 
1-year lending rate has been cut by 165 basis 
points since Q4 2014, narrowing the funding 
advantage of gold versus cash and cutting 
margins for banks. Increased volatility in CNY 
and the 10% depreciation in the currency over 
the past two and a half years have further 
eaten into the profitability of borrowing gold 
offshore in US dollars and leasing it onshore. 
Banks are, of course, also well aware that 
swapping one funding mechanism (a loan) for 
another (a gold lease) does not reduce the 
counterparty risk.

Chart 3: Complicating Hedging: 
Volatility in CNH Forwards
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Lease Volume Up 62% in 2015
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Lease market set to contract in 2016?
In the decade following the first gold leasing 
deals, the market has expanded rapidly from 
purely interbank trade, through the gold 
refining and fabricating sectors, to other 
parts of the economy unconnected with the 
production or consumption of the metal.

Now, more than anywhere else, gold is widely 
used in China as a means of raising short-term 
liquidity and has become an alternative source 
of credit to both Chinese SOEs and SMEs.
This progression is broadly consistent 
with the ambitions of policymakers and 
exchanges to make the most of the financial 
characteristics of gold, but the pace of growth 
may well have surpassed their expectations.
The question is now whether reduced demand 
for gold leases from the jewellery sector, and 
narrower profit margins for banks on their 
gold leasing business in general, will result in 
a fall in leased volumes this year. The answer 
is quite possibly, and that would be consistent 
with the slower pace of Chinese gold imports 
during the first half of 2016.

However, the ancillary hedging and trading 
business that flows from gold leasing 
are added sources of fees and revenues. 
Importantly, gold leases can also be eligible 
for advantageous accounting treatment versus 
traditional forms of credit. In addition, at a 

time when physical demand from the jewellery 
sector has slackened, development of gold 
leasing business can help Chinese banks fulfil 
their import quotas.

 The question is now 
whether reduced demand for 
gold leases from the jewellery 
sector, and narrower profit 
margins for banks on their gold 
leasing business in general, 
will result in a fall in leased 
volumes this year. 

China’s gold lease market has grown to 
become the world’s largest, most liquid and 
most diversified in the space of just 10 years. 
The forces interacting on lease demand and 
supply are complex but one thing is clear - we 
can expect additional innovation in the use 
of gold as a financing tool as China moves to 
further open its capital markets.

Tom Kendall is Head of 
Precious Metals Strategy 
at ICBC Standard Bank Plc. 
He joined the bank in June 
2015 from an independent 
options brokerage, LCM 

Metals UK LLP, where he was responsible for 
metals strategy. Prior to that he spent four 
and a half years at Credit Suisse, firstly as 
the bank’s precious metals analyst and 
subsequently as Head of Global Commodities 
Research. Previous roles include Precious 
Metals Strategist for Mitsubishi Corporation 
and Head of Market Research for Johnson 
Matthey PLC. He holds a BSc in Geology from 
Southampton University.

In 1891, Allgemeine Gold- und Silberscheideanstalt AG was founded 
– a refi nery for precious metals that has continually expanded its 
services. Today, Agosi is one of Europe’s major precious metals 
companies: a success shared with its customers and repeated day 
by day in the closed loop of refi ning, manufacturing and trading.

On a larger scale – Agosi: 125 years of steady development

Allgemeine Gold- und Silberscheideanstalt AG  Kanzlerstraße 17 | 75175 Pforzheim | Germany
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Desperation: negative rates  
becoming the norm
Negative rates for commercial institutions’ 
deposits at central banks were introduced in 
Sweden in 2009, and later in the eurozone 
in mid-2014, as a way to stimulate corporate 
lending and ultimately to raise inflation. Japan 
followed in January 2016 with the introduction 
of a -0.1% policy rate with much the same 
objective, and the European Central Bank 
(ECB) extended its negative interest rate 

policy in March of this year, moving its deposit 
facility rate to -0.4%. Denmark has had 
negative rates since 2012 and Switzerland 
since 2014, albeit their aim is to prevent 
a loss of competitiveness by keeping their 
currencies subdued relative to the euro rather 
than to specifically raise inflation and growth. 
Even US Federal Reserve Chair Janet Yellen 
has said publically on a number of occasions 
this year that the Fed would not rule out the 
use of negative rates – the markets may 

partly believe this, with increased bets on 
rates falling to zero according to the Fed 
funds futures market.

Generally, each episode where interest rates 
have been moved into negative territory, or 
when negative rates have been talked about 
by central banks, has been accompanied 
by an increase in risk hedging in gold – as 
evidenced by growth in ETF holdings and an 
increase in gross long speculative futures 
positioning. The message that negative 
rates send to the markets is essentially 
one of desperation – that central banks are 
almost out of policy options. With this one 
last bullet left in the chamber, the ECB and 
Bank of Japan (BoJ) hope to achieve what 
all their other expansionary policies have so 
far failed to do – to lift growth and inflation. 
This is perhaps why central bankers are keen 
to emphasise the limitless possibilities of 
negative rates. In an echo of Mario Draghi’s 
‘whatever it takes’ sentiment, BoJ Governor 
Kuroda has recently stated that there is 
no quantitative limit to negative rates, thus 
keeping the door open to more rate cuts. 
Further moves into negative territory are likely 
within this year – particularly in the eurozone, 
where the UK’s decision to leave the EU has 
created economic and political uncertainty – 
further eroding confidence in central banks’ 
ability to muster the desired results.

 Further moves into negative 
territory are likely within 
this year – particularly in 
the eurozone, where the UK’s 
decision to leave the EU has 
created economic and political 
uncertainty. 

An additional factor in the minds of some 
investors is that central banks could lose 
control of events by pushing rates ever 
deeper below the zero bound. Both the BoJ 
and ECB themselves, as well as the Bank for 
International Settlements (BIS), have publically 
expressed disquiet about the potential 
distortions created in the banking sector by 
negative interest rate policies. A great deal of 
uncertainty remains about their longer-term 
consequences – whether they will be highly 
inflationary or, perversely, may make some 
institutions less willing to lend by squeezing 

A Golden Opportunity: Desperation, 
Disinflation and Debt  
By Dr Jonathan Butler, Precious Metals Strategist and Business Development Manager, Mitsubishi Corporation RtM (Europe)

Almost a decade on from the global financial crisis, central banks 
around the world continue to resort to ever more unconventional 
monetary policies in order to stimulate economic growth. Having 
pursued successive rounds of quantitative easing, fiscal stimulus and 
interest rate cuts, several major economies now have nominal interest 
rates at zero or even in negative territory. Adjusted for inflation, many 
more have negative real interest rates, while central bank measures to 
buy up government debt have pushed yields on sovereign bonds ever 
lower – increasingly into negative territory. In this topsy-turvy world 
of negative interest rates, where financial institutions pay to deposit 
funds with the central bank and borrowers get paid, and where holders 
of government debt can sit on guaranteed losses, the canard that 
gold has no yield is turned on its head. The advent of negative rates 
presents a ‘golden opportunity’ for non-interest bearing assets such as 
gold, and increasingly silver, to shine. 
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margins and therefore could ultimately reduce 
liquidity. Mindful of these uncertainties, some 
investors may be positioning for the tail-risk 
event of inflation increasing significantly by 
adding gold to their portfolios. An uptick in 
inflation could see gold reassert its role as 
an inflation hedge, and if real interest rates 
are therefore pushed further into negative 
territory, the opportunity costs of holding gold 
could be kept extremely low. It is probably 
not surprising, therefore, that as well as gold 
ETFs and futures doing well from institutional 
investor flows so far this year, there has been 
a very buoyant market for gold in the retail 
space, particularly in regions where there is 
an historic sensitivity to inflation, such as 
Germany and the UK. Negative interest rates 
have not yet been passed on to households 
or business deposit accounts but if these 
policies were expanded, gold could pick up 
further demand as potential savers look for 
alternative ways to store their wealth.

The aim of encouraging greater lending by 
negative interest rates speaks to another 
aspect that in the longer term is likely to 
be positive for gold – the massive increase 
in levels of public, private and corporate 
debt since 2008. The world’s four largest 
economies, the US, China, Japan and the 
eurozone, all have total debt to GDP ratios 
(including public, private and corporate debt) 
approaching 250% or above. While there is 
some controversy over precisely what level 
of debt triggers a financial crisis, public debt 
exceeding 90% of nominal GDP is generally 
associated with lower economic growth. 
With debt at unprecedented high levels, it is 
very likely that interest rates will have to be 
kept ‘lower for longer’ until major economies 
deleverage – though how successful this will 
be in an era of cheap borrowing remains to 
be seen. To use a well-worn analogy, it will be 
even more difficult for central banks to ‘take 
the punchbowl away from this party’.

Disinflation 
There is however a problem with negative 
rates in that, so far, they do not appear to 
be having the desired effect of weakening 
local currencies relative to the dollar in order 
to help import inflation and make exports 
more competitive – in fact, the opposite has 

largely been true. Between the announcement 
of negative rates in Japan in late January 
2016 and the end of June, the yen actually 
appreciated by 15% relative to the US dollar. 
Similarly, the euro gained against the dollar 
in the weeks following the move of deposit 
rates deeper into negative territory. This has 
generally made imports cheaper, further 
fuelling disinflation (falling inflation). Markets 
seem to be betting against negative rates 
being sufficient to depreciate local currencies 
– investment inflows into the Japanese yen in 
particular, a traditional safe-haven currency, 
make it more likely that the BoJ will have to 
redouble its efforts to weaken the currency. 
Negative rates could therefore be with us for a 
while yet. If the yen does eventually succumb to 
weakening relative to the dollar then investors 
will be left with fewer safe-haven assets to 
choose from. As gold and silver are largely 
free of political intervention/manipulation, this 
makes them look more attractive. 

A further threat from negative rates and eventual 
currency weakening by developed market central 
banks is that emerging market currencies 
look overvalued, resulting in a competitive 
devaluation of currencies such as the Chinese 
RMB, which happened in late June when the 
yuan was guided down to new six-year lows 
against the dollar. While this sort of ‘currency 
war’ may drive some flows into gold as an 
intervention-free asset, a more meaningful 

impact on bullion is that it reduces the likelihood 
that the US will raise interest rates any time 
soon – as the RMB and other emerging market 
currencies fall relative to the US dollar, imports 
into the US get cheaper, fuelling domestic 
disinflation. While raising inflation is the specific 
aim of many central banks’ ultra-loose monetary 
policy, disinflation, or falling inflation, continues 
to be a more significant threat, as does its 
even more insidious twin, deflation or negative 
inflation, particularly in the eurozone and Japan. 
Part of this is due to low energy prices thanks to 
oil market oversupply, which is likely to continue 
at least until OPEC’s semi-annual meeting in 
December 2016. Even stripping out food and 
energy costs to give ‘core’ US inflation – on a 
measure such as core personal consumption 
expenditure as used by the Fed – it is still well 
below the Fed’s 2% target. While low or falling 
inflation is not positive for gold as a traditional 
inflation hedge, what it does mean is that if 
inflation remains below target, the Fed will find it 
difficult to raise interest rates – even if it wasn’t 
already facing challenges from disappointing 
employment data, and wider macro and 
geopolitical concerns. Implied longer-term US 
inflation is also close to rock bottom, according 
to TIPS break-evens (the difference between 
inflation and non-inflation linked yields). As 
inflation is one half of the Fed’s dual mandate, 
too-low inflation means that interest rates will 
remain even lower for even longer, which means 
the low opportunity cost for holding gold as an 
investment and the favourable yield environment 
for gold should continue.

 A further threat from 
negative rates and eventual 
currency weakening by 
developed market central 
banks is that emerging market 
currencies look overvalued, 
resulting in a competitive 
devaluation of currencies such 
as the Chinese RMB. 

2 year yield 10 year yield

Chart 2: 2 and 10-year US Treasury yields (%) 
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Chart 1: Gold ETFs and US Dollar:  Japanese Yen Performance
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One consequence of expectations of lower 
for longer interest rates is of course that 
Treasury bond yields have been heading 
lower, improving the overall yield environment. 
However, However, 2 and 10-year US Treasury 
yields have been converging (see chart 2) 
– effectively flattening the longer-term yield 
curve, which is currently at an historically 
narrow gap of less than 100 basis points.  
The last time the market went so risk-averse 
was in early 2008 just before the global 
financial crisis. This has mixed implications 
for gold and probably negative implications 
for silver as an industrial metal. Although 
it is far from a concern at present, inflation 
(the desired outcome from all the monetary 
stimulus policies) will eventually re-emerge, 
and will be welcomed by the Fed as a way 
to reduce the country’s debt burden – with 
it, there will be a role for gold and silver as 
inflation hedges.

 The current pricing in of no 
US rate rises in 2016, and even 
the possibility of a rate cut, is 
more of a knee-jerk reaction 
to the shock Brexit vote and its 
implications. 

Debt market distortion
Successive waves of quantitative easing and 
now negative nominal rates have pushed 
down sovereign debt yields – as governments 
buy up their own debt, prices are raised 
and therefore yields are lowered. This has 
been intensified by recent investor flight to 
safety/quality assets amid the fallout from 
the Brexit vote. According to Fitch Ratings, 
there is almost $12 trillion worth of sovereign 
debt in the market giving negative yield. Any 
eurozone or Japanese debt with maturity of 
less than 10 years now has sub-zero yield, 
and longer-dated maturities are increasingly 
tipping into negative territory – meaning that 
investors holding that debt to maturity will sit 
on guaranteed losses. This makes non-yielding 
gold and silver look even more attractive 
to institutional investors. With 10-year US 
Treasury yields at record lows below 1.5%, 
thanks to a wave of safe-haven inspired buying 
and shorter-dated Treasury yields heading ever 
lower, investors may look to diversify into other 
safe havens. Although this dash to the safety 
of sovereign bonds can swing the other way 
quite quickly on changes in market sentiment, 
the pile of negative yielding debt will be 
around for some time yet and may result in 
greater risk-taking among financial institutions 
such as insurance funds to guarantee income 
and offset long-term liabilities.

Since asset purchases of non-bank corporate 
bonds by the European Central Bank began 
in June 2016, quantitative easing can be 
expected to push down yields on corporate 

debt in a similar way, which may force 
investors into higher-risk debt with longer 
maturities. There are signs that pension 
and insurance companies and investment 
managers are going in search of yield in more 
risky forms of debt, such as high-yielding (i.e. 
junk) corporate bonds. Some of this high-risk 
debt needs to be hedged, and a suitable 
hedge instrument can be physical gold, which 
should continue to support inflows into gold 
ETFs and gross long positions. If the ECB 
eventually begins its long-awaited policy 
of outright monetary transactions (OMT), 
whereby it buys up short-term sovereign 
debt from distressed eurozone economies in 
potentially unlimited amounts, there could be 
even more risk hedging in bullion. 

Conclusion – Lower for longer
As of mid-2016, the market is pricing in a 
high probability of US interest rates remaining 
‘lower for longer’, with a more than 80% 
probability of the Fed funds target rate not 
being lifted from its upper bound of 0.50% 
at any point within 2016, according to the 
futures market. This dovish outlook has 
turned on the result of the UK referendum, 
with the decision of Britain to leave the 
EU presenting a great deal of uncertainty 
for the markets for the next few years. 
Indeed, Governor of the Bank of England 
Mark Carney recently warned that UK rates 
may be cut from their record low of 0.5%, 
though separately he has warned against 
moving rates into negative territory. These 
expectations of no nominal rate rises are 
of course positive for holding gold from an 
opportunity cost point of view.

The current pricing in of no US rate rises 
in 2016, and even the possibility of a rate 
cut, is more of a knee-jerk reaction to the 
shock Brexit vote and its implications. The 
Fed will wish to keep its powder dry in case 
of a genuine economic crisis in the vein 
of 2008. If other major central banks cut 
rates and the Fed leaves its benchmark rate 
unchanged for the remainder of the year, 
this will still leave the Fed looking like one 
of the more hawkish central banks. Further 
rate cuts by the BoJ and ECB are increasingly 
likely however, and these would probably be 

the catalyst for a weakening of the yen and 
euro, and therefore a relative appreciation in 
gold priced in those currencies. While gold 
would probably benefit to an extent as a safe 
haven/risk diversifier, some of this would be 
offset by relative gains in the US dollar, which 
would act as a headwind on dollar gold prices. 
Much of gold’s performance in the remainder 
of the year will hinge on whether investors 
continue to embrace gold on risk aversion, 
or sentiment becomes more ‘risk on’ and 
investors liquidate gold positions.   

Longer term, the policies being pursued right 
now by major developed economies have the 
explicit aim of raising inflation to break out of a 
disinflationary spiral. This is not only desirable 
because it implies higher economic growth, it 
also means that some of the massive amount 
of sovereign debt that has been accrued since 
2008 ($3.5 trillion of public debt in the US 
alone) will be inflated away: higher inflation is 
both necessary and desirable – when it comes, 
and timing will be crucial, it will give gold a 
chance to shine as an inflation hedge. 

Dr Jonathan Butler is 
Precious Metals Strategist 
at Mitsubishi Corporation in 
London where he is 
responsible for business 
development as well as 

Mitsubishi’s global research on the gold,  
silver and PGM markets. Jonathan previously 
worked as Publications Manager at Johnson 
Matthey, where he led the publications team 
and was responsible for producing the 
company’s semi-annual benchmark ‘Platinum’ 
reviews. Jonathan gained his doctorate in 
geosciences from the University of Edinburgh 
and also holds MSc and MA degrees from the 
University of Oxford.

Chart 3: 10-year US inflation expectations 
(derived from 10-year TIPS, %)
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Chart 4: Selected 10-year government 
bond yields and gold price in 2016
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On learning that John Wolff had been one 
of the original signatories of the LBMA 
constitution, I was interested to know more 
about his involvement with the Association. 
Whilst recording his contribution for the 
LBMA Voices Project, John, a veteran of the 
commodity markets, shared some interesting 
insights into the enormous changes he 
witnessed during his five decades involved in 
the London market. 

There aren’t that many metal traders who can 
boast that they have a designer cocktail named 
after them. The cocktail was created by the 
former head barman at the Savoy Hotel, Joe 
Gilmore1, to mark John Wolff’s election as 
chairman of the London Metal Exchange [LME] 

in 1990. John was the third generation of the 
Wolff family to hold the prized position2 and Joe 
conjured up the cocktail in his honour, calling 
it the ‘Wolfram’ [another name for the metal 
known as tungsten]. The cocktail contains 
Wolfschmidt Kummel, Gordon’s gin, dry 
vermouth and fresh lemon juice, and is a little 
strong for the average Pina Colada drinker!3

In 1958, by joining Rudolf Wolff and Company, 
John carried on a long-standing family tradition. 
His great-grandfather Rudolf founded the 
metal merchants in 1866 when he came over 
from the Baltic port of Königsberg, which was 
then in East Prussia. Both Rudolf’s father 
and grandfather had been merchants in 
Königsberg. Rudolf came over to London in his 

early twenties, attracted by the premier trading 
relationships on offer following the Industrial 
Revolution, which made England suppliers of 
goods to the world. His early career in trading 
included supplying railway lines to Russia4. 
Both John’s grandfather and great-uncle, 
despite being in their eighties, were still 
working partners in the firm when he joined. 
He recalled how they came into the office twice 
a week, although both retired shortly after his 
arrival. He worked alongside his father Fred, 
two uncles, a second cousin and a brother-in-
law. Starting in the most junior position on the 
floor of the Exchange, he worked his way up, 
earning the respect of his peers. All his working 
life he was conscious of having to work that bit 
harder to be able to say: “I’ve done this on my 
own merit, not because I’m a family member.”5

John’s family history is intertwined with that 
of the London Metal Exchange. In 1877, 
Rudolf Wolff was amongst the group of 
merchants who formed the LME, which first 
traded over a hat shop in Lombard Court. Its 
success stemmed from its position as the 
world’s leading barometer for metals price 
determination, enabling both producers and 
users to hedge their own risks,6 or as the 
eminent financial historian Youssef Cassis so 
eloquently put it: “The City’s pulse beat to the 
rhythm of its Markets.”7 The primary function 
of the LME is to provide a marketplace for 
forward metals contracts, with regular trading 
hours and standardised specifications for 
these contracts.8

 All his working life he was 
conscious of having to work that 
bit harder to be able to say:  I’ve 
done this on my own merit, not 
because I’m a family member. 

Inevitably, an air of mystique accompanied the 
trading practice of the ‘ring’; an open-outcry 
trading floor which is central to the process of 
price discovery. Over the years, the traditional 
trading rituals remained unchanged. 

‘Forty Just Men’  
By Michele Blagg, Research Consultant and visiting Research Associate at the ICBH, Kings College London

The latest in the series of articles in the LBMA’s Voices Project, 
Michele interviews John Wolff about his career spanning five 
decades, including his family’s close association with the London 
Metal Exchange and his involvement with the bullion market and the 
establishment of the LBMA. 

The LME “ring”, circa mid 1980s, image supplied courtesy of the London Metal Exchange

1  Joe Gilmore (1922-2015) was born in Belfast and was 
one of the longest-running head barmen at The Savoy 
Hotel’s American bar. Starting as a trainee barman in 
1940, he was appointed head barman in 1955, a position 
he held until he retired in 1976. He invented numerous 
cocktails to mark special events and important guests. 
Joe invented cocktails in honour of members of the royal 
family, politicians and celebrities, including The Prince of 
Wales, Prince William, and the American Presidents Harry 
S. Truman and Richard Nixon. He also invented cocktails 

to commemorate the first walk on the moon in 1969 by 
Neil Armstrong. 

2  John Wolff was first elected by members of the London 
Metal Exchange in 1978 and served on various 
committees, later becoming a Board member, then 
chairman (1990) and eventually a past chairman of the 
Board.

3 Financial Times, 17 August 1990.
4  Cathy Courtney & Paul Thompson, City Lives (London: 

Methuen, 1996), pp.26-7.

5 Ibid., pp.114-115.
6  David Kynaston, The City of London, Volume IV, A Club No 

More, 1945-2000 (London: Pimlico, 2002), p.125.
7   Youssef Cassis, Capital of Capital (Cambridge University 

Press, 2006), p.83.
8  Richard Roberts, The City, A Guide to London’s Global 

Financial Centre (London: Profile Books Ltd, 2004), p.210.
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The chalk circle, which originally made up the 
‘ring’, was replaced in 1886 by four curved 
benches, each containing ten numbered seats 
that faced inwards making a complete circle. 
This limited the number who were able to deal 
around the ring at any one time to forty. In 
1895, the right to deal was restricted to London 
members and authorised dealers. All business 
had to be conducted through the intermediary 
of those forty firms of ‘ring members’.9 

Collin Brooks, in his entertaining survey 
Something in the City (1931), revealed much 
of the unchanged practice of the ring and ‘The 
Forty Just Men’:

“Tucked away in Whittington Avenue, ‘an 
unassuming little passageway’ next to 
Leadenhall Market, I found the London 
Metal Exchange. Trading took place twice 
a day (12 to 1.20 and 3.45 to 4.15) in 
a ring of well-cushioned and comfortable 
looking benches, with a monogram as a 
kind of magic focal point in the centre of 
that enclosed floor space. Membership 
was divided into forty ring members and 
just over a hundred other members, the 
latter of whom could deal only through 
ring members; the exchange dealt in only 
four metals – copper, tin, lead and spelter, 
otherwise known as zinc.”10 

Brooks was struck, not only by the formal and 
concentrated way of doing business, which 
was different from the relaxed routine of the 
Stock Exchange, but also by the invisible 
power of the LME, claiming it was: 

“An annex of America and the gorgeous – or 
perhaps not so gorgeous – Beast. From 
William Street, New York, where stands the 
National Metal Exchange, from the Malay 
Straits, from other centres at the outer ends 
of the world, the cables tick over prices and 
instructions to Whittington Avenue, bids are 
made, and over-bid and on the initiative of 
men thousands of miles away, the business 
of the ring goes on. Similarly, when 
Whittington Avenue has ended its morning 
session and fixed its prices, the ends of 
the earth, as America and Malay represent 
them, jump into new activity. The mastery of 
time is conquered, the disabilities of space, 
the action and reaction of one centre upon 
another is a matter of moments only.”11

In a later account, provided by Oscar  
Hobson (1957)12 in How the City Works, of  
the daily workings of the LME, nothing much 
had changed:

“At noon the Ring Members took their 
place, a clerk behind each one to take a 
note of his principal’s transactions, with 

representatives of other firms also gathered 
around the Ring. Starting with Copper, bids 
and offers were made. Dealing continued 
for exactly five minutes before the ring of a 
bell signalling the next five minutes [which] 
were devoted to dealings in tin, then lead 
and zinc each received five minutes. After 
a 10 minute interval there was a further 
five minute call for each of the metals and 
[the] official session closed at 12:50. In the 
afternoon there was an ‘unofficial’ session 
from 3:45 to 4:30 pm.”13

 Similarly, when Whittington 
Avenue has ended its morning 
session and fixed its prices, the 
ends of the earth, as America 
and Malay represent them, 
jump into new activity. 

All business was transacted by open offer 
and acceptance was given by outcry across 
the ring; private deals between parties  
were discouraged.14

During those early years, John witnessed the 
expansion of business in the London market. 
He worked alongside his father Fred, who 
incidentally was both an Olympic gold medalist 
at the 1936 summer games and the recipient 
of a CBE in 1975 for his contribution to invisible 
trade exports, becoming senior partner at 
Rudolf Wolff and chairman of the LME from 
1970 to 1977. At that time, Fred was probably 
one of the best-known figures in the post-war 
metal world. Described as “big, ebullient and 
with an infectious laugh”, he was the driving 
force behind the company for many years. As 

well as sitting on the Board and committee of 
the LME, he built up the important American 
side of the business and was a member of the 
New York Metal Exchange.15

John recalled how when he started work, 
most of the companies were still traditional 
City partnerships. Gradually, this changed as 
they were taken over. This included Rudolf 
Wolff when, in 1971, it was taken over by a 
Canadian mining group, Noranda, which had 
once been a client. John explained that:

“A sort of Big Bang in the LME took place 
before the Stock Exchange one. Due to the 
growth in world production and consumption 
of the metals traded on the LME, business 
had greatly expanded. 
This was enhanced by the gradual relaxation 
of overseas Governmental restrictions on 
foreign exchange dealing, thereby allowing 
many more international firms to hedge 
and take positions on the LME. Private 
partnerships and small limited companies no 
longer had the required Capital to underwrite 
the expanded business. The natural outcome 
was for more substantial companies to 
take over ring dealing brokers. Some of 
the large international mining houses were 
attracted to do this because they based 
all their sales on LME prices and owning a 
broker gave them a better understanding 
of the marketplace. Producers from Japan, 
Germany, Belgium, France and North America 
joined the market. Rudolf Wolff itself was 
taken over by Noranda Mines, a substantial 
Canadian producer. As a fourth-generation 
family member, it was sad, but I don’t think 
there was any option but to sell.”16

Under Noranda, Rudolf Wolff became part 
of a much larger group. This changed the 
company to a certain extent – it was no 
longer a family business, but Noranda were 
good to people. John stayed on there until 

9  Joe Irving, The City at Work (London: Andre Deutsch Ltd., 
1981), pp.121-124. 

10  Reproduced in: David Kynaston, The City of London, Volume 
III, Illusions of Gold 1914-1945 (London: Pimlico, 2000), 
pp.252-3.

11  Ibid. The LME was located in Whittington Avenue for 98 
years before relocating to Plantation House where it 
remained for 14 years. In 1994, it moved to Leadenhall 
Street. In 2012, following the sale of the Exchange to Hong 

Kong Exchanges & Clearing, it moved to 10 Finsbury Square.
12  As with most commodities, war violently disrupts 

established channels of trade, production and consumers. 
The London Metal Exchange was closed during World War II 
and it was eight years after the end of hostilities before it 
was fully operative again. J.D. Wolff, John’s great uncle,  
was instrumental in negotiations with the government for  
the reopening.

13  Hobson, How the City Works, pp.132-3
14  Both aluminum and nickel were later added to the list of 

metals traded in 1978-79. Silver was also dealt at the time, 
having been reintroduced in February 1968, but tended 
to be only a small part of the LME business. As demand 
required, commodities were added to the list traded.

15 Financial Times, 19 March 1968
16 Notes by John Wolff.

The photo shows John Wolff (second from the left) with the other signatories of the original memorandum incorporating 
the founding of the LBMA, which was signed by them on the 24th November 1987. Pictured are (left to right) Les Edgar, 
John Wolff, Neil Newitt and Robert Guy.
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the end of 1992 before deciding to form 
his own consultancy company. Noranda was 
eventually taken over by Xtrata, which in turn 
was absorbed by Glencore.

 So when the constitution 
of the London bullion market 
was under review in the mid-
1980s, it was felt necessary to go 
outside the core bullion dealers 
to get the necessary expertise 
to deal with the emerging 
regulatory situation. 

John shared that it was the changes in the 
metal markets throughout the 1970s that 
strengthened and deepened his involvement 
with members of the bullion market:

“There was always an interconnection 
between the LME and the bullion market, 
but for several reasons, this gathered pace 
in the 1970s and 80s. The LME had a 
silver contract which gave rise to arbitrage 
opportunities between the two markets, 
especially in volatile markets such as the 
Bunker Hunt silver squeeze. Another reason 
was that silver and gold are by-products 
in the production of lead, zinc and copper, 
and production and consumption of these 
metals was increasing. These producers 
would be in daily contact with brokers on 
the LME to do their main hedging, so it 
was natural for them to also hedge their by-
products through the same brokers.

However, the biggest factor was the 
watershed moment in 1971 when the dollar 
came off the gold standard. Up until then, 
trading in bullion had been a very specialist 
business largely done by the bullion houses 
and banks. However, with gold no longer 
pegged to the dollar at $35 an ounce, the 
gold market became of great interest to a 
whole new set of customers who wanted 
to invest and trade in it. Trading in gold 
and gold futures on the Comex market 
in New York increased greatly. Some of 
the LME brokers opened precious metals 
departments to respond to this.
In fact, a joint venture between the LME and 
the bullion market to create a gold futures 
exchange in London was formed, known as 
the LGFM or London Gold Futures Market. 
Unfortunately, it was short-lived. The gold 
futures market on Comex was already well 
established. It is very difficult to create a 
second market trading the same thing if the 
first one is already successful. Clients want 
to trade where the liquidity is.
All the above made for a much greater 
interplay between the members of the LME 
and the bullion markets. In fact, Mocatta 
and Johnson Matthey joined the LME as ring 
dealers. When the Management Committee 
of the bullion market was formed, they 
wanted to include someone like myself from 
outside the bullion market.
The LME also had more experience in the 
then embryonic world of regulation and the 
workings of clearing houses.”17

So when the constitution of the London 
bullion market was under review in the mid-
1980s, it was felt necessary to go outside 
the core bullion dealers to get the necessary 
expertise to deal with the emerging regulatory 
situation. John was approached because of 
his knowledge and experience gained during 

his service to the LME. Robert Guy invited 
him to join the recently formed London Bullion 
Market Management Committee, leading to 
him becoming one of the original signatories 
marking the formation of the London Bullion 
Market Association.

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.

17 LBMA Voices Project, John Wolff. 

LBMA AGM - 27 September 2016, 
Glaziers Hall, 9 Montague Close, 
London, SE1 9DD

To accommodate the General Meeting in June 
this year’s AGM will take place later than 
usual, and as with the General Meeting, the 
AGM will take place at Glaziers Hall. As well 
as the normal proceedings this year’s AGM 
will incorporate, into the constitution of the 
LBMA, the governance and legal structure 
changes agreed at the General Meeting in 
June. In addition, to approving the accounts 
and appointing the auditors, those attending 
will hear reviews from the LBMA Committees 
explaining what they have been doing over the 
last year. All in all, the AGM provides the ideal 
opportunity for staff of member and Associate 
companies to hear about what the LBMA has 
been doing and what it is planning for the future.

Biennial Dinner - 1 December 2016 
Goldsmiths’ Hall, Foster Lane, London, 
EC2V 6BN

The 2016 biennial dinner is a black tie event 
for members, associates and guests of the 
LBMA. This year the dinner will take place in 
the salubrious surroundings of Goldsmiths 
Hall in the heart of the City of London. The 
proceedings begin at 18:30 with a cocktail 
reception followed by the dinner at 19:30. 
The Keynote Speaker for the event has been 
confirmed as the Right Honourable Michael 
Portillo, former MP and Cabinet Minister, and 
now a renowned broadcaster and journalist. 
For those coming to the event by train don’t 
forget to take your George Bradshaw Railway 
Guide!!. Mark the event in your diary. Full 
details for the event including registration will 
be published later in the year.

LBMA Assay & Refining Conference 
19-21 March 2017, Royal Garden 
Hotel, 2-24 Kensington High Street,  
Kensington, London, W8 4PT

The biennial Assay & Refining (A&R) 
Conference is a technical forum designed for 
assayers and laboratory analysts, refinery 
managers and engineers but also of interest to 
anyone interested in hearing about the latest 
technical developments within the assay and 
refining industry. Bringing together experts 
from refineries located around the world it 
naturally provides the perfect opportunity for 
those attending to network with their peer 
group. An event to mark in your diary and look 
out for further details regarding the programme 
and registration later in the year.

Future LBMA Events 
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Despite weak Indian and Chinese consumer
demand, gold prices have fared exceptionally
well so far this year. Much of the rally in the
price of gold has been on the back of Western
investment demand. Gold holdings in 
physically backed ETPs (which are held in 
majority by Western investors) have risen by 
473 tonnes this year – this is equivalent to 
around 12% of last year’s global production of 
the metal. Most of the movement in the price 
of gold during the early phase of the year can 
be attributed to rate cuts. Japan’s surprise 
plunge into negative rates was followed by a 
further deepening of cuts by the ECB. Both 
events, coupled with the 25% crash in the 
Shanghai exchange, helped lift the price 
of gold. Soon after, much of the market’s 
attention turned towards the Fed, where 
delays in raising rates have helped further 
raise prices. The relationship between the 
opportunity cost of holding gold and interest 
rates has become ever more apparent.

As a result of Brexit, we now expect that the 
Fed rate hike won’t happen until at least 
December of this year. As the Fed stated on 
several occasions, it closely monitors the 
situation on the international scene. Brexit 
has created great uncertainty, not only in the 
UK but also in Europe. The Fed will want to 
look at the economic indicators in the next 
few months so as to assess the impact. The 
ensuing market volatility is also something 
that the Fed is weary of. Finally, it is not as 
much about the UK leaving the EU that is 
impacting the decision by the Fed (or the rise 
in the price of gold), but the future of the 
European project and the economic stability of 
the region that is of great concern.

With our expectations that the Fed won’t raise
rates until the end of the year and with the 
uncertainty surrounding the effects of Brexit
on the European economy, we have now 
revised our forecasts upwards. We expect 
gold prices to average $1,275/oz this year 
and $1,330/oz in the second half of the year. 
Looking at the lease market, we now expect 
rates to remain in negative territory until at 
least October. Libor has come off since the 
Fed postponed its decision to raise rates 
in June and we do not expect much of an 
increase in the short term. Higher investment 
demand from Western investors (related to 
uncertainty) will mean that those additional 
market participants who are long will be 
looking to lend out their gold – this will lead 
to higher forward rates, especially as there is 
no appetite for borrowing in Asia. By October 
(a month after the new British Prime minister 
will be selected), we expect that some of the 
uncertainty regarding the relationship between 
the UK and Europe will subdue – this will help 
reduce Western investment demand for gold.

Two risks (upside and downside) face gold 
prices. Although so far this year, additions of 
gold in physically backed ETPs have been very 
supportive of the price of gold, should the Fed 
raise rates earlier than expected, we could see 
sharp outflows. The amount held in physically 

backed ETPs is substantial – it is equivalent 
to 45% of 2015’s total supply of gold. Just as 
quickly as physically backed ETPs turned into 
a source of demand for the metal, investors 
could turn it into a source of supply. Prolonged 
and messy negotiations between the UK and 
Europe could lead to further uncertainty and
potentially hit the economy of both areas. This
scenario is likely and gold prices could benefit.

The precious metals prices have improved 
significantly since their January 2016 levels, 
especially gold. With silver so closely linked to 
the price level of gold, it too has performed in 
a sterling way. Silver has averaged $15.77/oz 
since 1 January.

Going forward, I believe that the gold price 
(for ‘gold’, also read ‘silver’) will trend 
upwards for the rest of this year with the 
massive uncertainty generated by the Brexit 
vote in Britain and in Europe, the uncertainty 
developing around the upcoming US elections
in November and the knock-on effect of this 
general uncertainty around the globe. This 
uncertainty is likely to expand over the next two 
years, keeping gold and silver prices buoyant.

Brexit has caused massive buying of gold in any 
form, with some London dealers running out 
of stock the day after the vote. The resignation 
of Cameron has added to the uncertainty, and 
the negotiations with the EU on the terms of 
the exit, which are likely to take two years and 
be led by a new British leader in all likelihood 
hostile to European leaders, is adding fuel to 
the gold fire. And further departures can now 
be expected, with the obvious candidates being 
Greece, France, Portugal, Holland, Ireland, 

The 2015 Forecast Winners 
Update Their 2016 Forecasts 

Back in January, analysts participating in the LBMA’s Annual Forecast 
Survey submitted their usual forecasts predicting their outlook for precious 
metal prices in 2016. Analysts painted a rather bearish outlook for gold, 
forecasting a modest increase of just 1.1%. A more bullish outlook was 
forecast for silver (+5.5%) and the PGM metals (platinum +5.4% and 
palladium +12.7%). However, in the first half of 2016, we saw gold prices 
hit a two-year high and the prices of the other metals outturn above market 
expectations. And at the end of June, the UK’s decision to leave the EU 
injected further stimulus to prices. We therefore thought it would be 
interesting to invite each of the winners of last year’s Forecast Survey to 
reassess their 2016 forecasts. Here is what each of them had to say: 

GOLD
 By Bernard 
Dahdah, Precious 
Metals Analyst, 
Commodities 
Research, Natixis

 Original forecast average (Jan 2016)  
$970/oz  

(Low $900/oz and High $1,300/oz)

Revised forecast average (July 2016)  
$1,275/oz  

(Low $1,170/oz and High $1,400/oz)
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SILVER
By Rene Hochreiter, 
Mining Analyst,  
Sieberana Research  
(Pty) Ltd

Original forecast average (Jan 2016)  
$13.50/oz  

(Low $12.50/oz and High $15.50/oz)

Revised forecast average (July 2016)  
$17.10/oz  
(Low $13.80/oz and High $19.00/oz)
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Spain and Austria. Though this may make the 
polarised German EU block more powerful, the 
uncertainty with each new exit will spur on gold 
to higher levels. The negative reaction of the US 
markets was also worrying as a stronger dollar 
will make US exports less attractive to the rest 
of the world, resulting in a weaker US economy 
if the strong dollar persists.

In the US, the likelihood of a US recession in 
the next three years is becoming very high. If 
Britain can exit the EU, then Trump could very 
well become President. Trump’s policies are 
certain to cause a massive rise in US debt 
(some estimates suggest up to 130% of US 
GDP) and a fall in US share prices (earnings 
falls are inevitable with higher wages, as he is 
mandating) in the second and third year of his 
presidency, weakening the dollar significantly. 
A weaker dollar will, without doubt, mean 
a stronger sliver (and gold) price. Clinton’s 
policies are less likely to see a recession in the 
US. However, the Clinton Foundations’ sources 
of funding and questions surrounding Hillary 
Clinton’s honesty could also add to a weakening 
dollar. But then, since when have politicians 
been honest? This lack of honesty is also good 
for gold prices.

On fundamentals, we estimate a lower physical 
deficit of around 90Moz in 2016 compared to 
the 129.8Moz deficit in 2015 (according to the 
Silver Institute). Photovoltaic (PV) cell demand 
for silver is growing strongly (23% up on 2014), 
although it is still small (78Moz) compared 
to the market of 1.17Boz of demand in 2015 
(Silver Institute). However, Germany and China 
have the world’s highest installation rate of 
PV cells and are likely to double their rate over 
the next five years. This could see a +200Moz 
market in that time. The other demand sectors 
we see as staying relative flat to slightly up. 

Supply from Mexico, Peru and China could 
increase by 15Moz and other producers by 
another 7Moz to total 910Moz supply in 2016 
from 886Moz in 2015. After almost five years 
of physical deficits, fundamentals may play a 
more important role in pricing, but we believe 
that silver’s link to gold is the most important 
determinant of the price of silver.

In conclusion, silver (and gold) prices should
react positively in the pervading ether of global
uncertainty, with a high of $19.00/oz this year,
a low of $13.80/oz (seen on 15 January) and
an average of $17.10/oz.

Whilst I may have been a touch hasty in 
predicting the demise of the platinum group
metals in 2016, platinum’s forays into 
four-figure territory have so far proved to be 
short-lived and palladium has been the laggard 
of the precious metals sector. Not only did I 
underestimate the strength of gold over the first 
six months, but the extent of the yellow metal’s 
influence on the primarily industrial white metals 
has been surprising. However, as we enter the 
second half of the year, market participants 
may well refocus on the fundamental industrial 
nature of PGMs for several reasons.

The fragility of global trade and manufacturing
will continue to weigh upon ferrous and 
nonferrous metals alike, including PGMs. So 
far in 2016, global industrial production has 
managed to avoid recession, but growth is 
patchy to say the least. The recent stalwart of
economic success that has been the USA is 
starting to show signs of slowdown. China is 
treading water as the world’s second-largest 
economy rebalances away from exports to a 
more consumer-driven growth model. Europe is 
struggling despite extraordinary monetary policy 
support. Japan’s negative interest rate policy is 

seen as a desperate bid to resuscitate flagging 
growth, but that too has had limited effect on 
the country’s economic fortunes. India’s robust 
economic expansion may be holding steady, but 
Brazil and Russia are likely to remain in deep 
recession. The rapid rise of both public and 
private debt in several emerging and developing 
economies poses a risk to growth. Brexit has 
left the UK with a very uncertain future. None 
of this bodes well for PGM off-take and the fact 
that sponge cannot command a significant, 
long-lasting premium to ingot underlines the 
weakness of industrial demand. 

With regards to that most important demand
sector, autocatalysts, the US market seems to
have hit a plateau. Government tax incentives
have boosted recent Chinese car sales figures, 
but bloated inventories, and deep dealer 
discounts do not bode well for the future. The 
well-publicised double-digit growth in Europe is 
starting from a very low base following several 
years of poor sales and diesel remains a dirty 
word. It is true that the weakness of steel 
prices is discouraging collectors from scrapping 
vehicles worldwide. However, recycling should 
still more than counterbalance any demand 
increase from tightening global emission 
regulations, whilst the appetite for electric 
vehicles should not be underestimated. Other 
sectors such as jewellery, chemical, electrical 
and dental are faltering as economies stagnate. 
There have been signs of improvement in 
physical demand as prices dip, especially from 
China, but not enough to keep prices high.

Equally, supply-side cuts have not yet gone 
deep enough to tighten market balances in 
most commodity markets, and PGMs have 
proved to be no exception. The potential for 
strikes in South Africa to disrupt this supply 
chain for a prolonged period also seems 
unlikely whilst the continuing weakness of 
both the rand and the ruble is maintaining the 
attractiveness of PGM prices in local currency 
terms. The UK’s decision to leave Europe may 
well have reduced the probability of Federal 
Reserve rate hikes this year, but the dollar 
should still remain strong.

A special mention must be made of crude, 
the surprise package with its strong recovery 
in the first half of the year. However, $50.00 
per barrel may well prove to be the near-term 
top as the OPEC countries fail to agree new 
production quotas, Iran refuses to play ball and 
the cost attractiveness of shale oil returns. 
Crude is but one of many markets in which the 
fundamentals are still quite negative.

Speculation rather than physical demand has
propelled the gold price higher. Even if the 
yellow metal continues to shine, lack of 
demand from the floundering economies of 
the world should stop platinum and palladium 
following in its wake. PGMs collapsed 
towards the end of 2015. The same could 
well happen again.

PLATINUM AND 
PALLADIUM
By Glyn Stevens,  
Head of Platinum 
Group Metals, INTL 
FCStone Ltd

Platinum
Original forecast average (Jan 2016)   
$672.00  
(Low $596.00 and High $948.00)

Revised forecast average (July 2016) 
$864.00  
(Low $746.00 and High $1,068.00)

Palladium
Original forecast average (Jan 2016) 
$448.00  
(Low $382.00 and High $588.00)

Revised forecast average (July 2016)  
$506.00  
(Low $442.00 and High $628.00)
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Disclaimer: These forecasts represent the opinions and 
viewpoints of the individual contributors and do not necessarily 
reflect the opinions, viewpoints and trading strategies of the 
institutions for whom each of them work.
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Editorial Comment 
By Grant Angwin, LBMA Chairman and President, Asahi Refining 

All that glitters is not gold, it could 
be silver, platinum or palladium
 
On 23 June, the UK held a referendum and 
made the momentous decision to leave the 
EU. A week later, the LBMA held its own 
mini-referendum in the form of a General 
Meeting at which Members approved, by an 
overwhelming majority, a number of important 
changes to its Memorandum & Articles of 
Association. These changes were necessary 
in order to support the LBMA’s ongoing 
strategic development and expanding remit.

The Management Committee is now renamed 
the Board of Directors and its composition 
has changed from the old structure made 
up of all Members and the LBMA Chief 
Executive, to one of Members, executives 
and independent non-executives. But before I 
describe the changes in more detail, I think it 
would perhaps be worth reflecting back on the 
history of the LBMA, how it was set up, what 
has changed and why we are here today – or 
rather what has caused us to be here today. 

The LBMA was established in December 
1987 and the founding Members (the 
subscribers to the Memorandum and Articles 
of Association) were: N.M. Rothschild (Robert 
Guy), Morgan Guaranty (Guy Field), J Aron 
(Neil Newitt), Mocatta and Goldsmid (Keith 
Smith), Sharps Pixley (Les Edgar) and Rudolf 
Wolff (John Wolf, whose career you can 
read about on page 9 of this edition of the 
Alchemist). The above gentlemen formed the 
Management Committee, and Robert Guy and 
Guy Field were appointed Chairman and Vice- 
Chair respectively. The first meeting occurred 
on 22 January 1988.

I draw your attention to the composition of the 
Management Committee, which was made up 
of merchant banks and a trading company. At 
its inception, the financial institutions were the 
cornerstone of the LBMA. Since then, we have 
gone through two significant Board changes. 
In 1999, the Management Committee was 
expanded to eight – five from the classification 
of Market Makers and three from the Ordinary 
Members. The next major change was in 
2011 when the Management Committee was 
expanded again by one, to allow an additional 
representative from the Ordinary Member 
classification. The Management Committee 
then comprised four Ordinary Members, five 
Market Makers and the Chief Executive. 
This change gave greater representation 
on the Management Committee of Ordinary 
Members. The pre-eminence of the financial 
institutions remained, even as the Board 
was gradually expanded. In 2012, refiners 
were invited to become full Members of the 
association in recognition of their increasing 
contribution to the market. 

It was clear, however, by this stage that the 
structure and governance of the Board was 
under far more scrutiny than it had ever 
experienced. This scrutiny came from the 
regulators, in the aftermath of the global 
financial crisis and the decision by Deutsche 
Bank to exit the London Silver Fix in May 
2014. Furthermore, the position of financial 
institutions on the Board gained scrutiny from 
internal compliance departments.

In June 2014 David Gornall – the then 
Chairman of the LBMA – stepped down 
following his allotted 10-year tenure on 
the Management Committee. Under past 
precedent, the Vice Chair – Steven Lowe 
of Scotia Mocatta – would have stood for 
election as the Chairman. However, following 
various discussions with the Market Maker 
Members, it was clear that their compliance 
departments would not favour a Market 
Maker assuming the position of Chairman. 
Furthermore, concerns were expressed over 
the perceived conflict of interests, both on the 
Good Delivery List and membership generally.

The Chairman had to be seen to be as 
neutral as possible and, whilst not perfect, I 
was asked to stand as the Chairman during 
this difficult period, having been on the 
Board as the first refiner for the previous two 
years. With a degree of trepidation, I put my 
name forward but on the clear understanding 
that we had to come up with a Board that 
had a more independent membership to 
alleviate the concerns of the regulators and 
one that would allow the financial institutions 
to provide representation to the Board.
 
This brings me full circle to the changes 
that were agreed at the recent General 
Meeting. The first major change addresses 
the composition of the Board and ultimately 
the governance of the Association. The 
UK Corporate Governance Code was 
incorporated and will govern both the 
Constitution as well as the operation of 
the Board. While it is vital for the Board to 
have a strong voice for its Members, it is 
important that any actual and perceived 
conflicts between these parties are balanced 
by having independence on that Board. 
This independence protects the interests 
of the wider membership as well as the 
individuals themselves serving on the Board. 
To address this, the LBMA has amended 
the composition of the Board. The biggest 
change is to add up to three independent 
Non-Executive Directors (NEDs), including a 
Non-Executive Chairman.
 
As reported on page 18, Paul Fisher has been 
appointed as the new Chairman with effect 
from 5 September, and I wish him well in his 
role. Paul brings with him a wealth of financial 

market experience following his 26 years 
at the Bank of England. For the remainder 
of 2016, I will continue to work alongside 
Paul as Co-Chairman to provide support and 
continuity for the market, and to allow Paul 
time to settle into his new role. At the end of 
the year, I will step aside and leave the role of 
Chairman in Paul’s capable hands. The other 
change to report is that the number of LBMA 
Executive staff on the Board will be increased 
to a potential three. These changes have 
been balanced by reducing the number of 
mandatory Member Representatives from 
eight to six. It is expected that the new Board 
will be in place following the LBMA’s AGM at 
the end of September.
 
It is key to understand the role of 
independent non-executive directors. 
Within the UK Corporate Governance Code 
and related materials, independent non-
executive directors are defined as persons 
“independent of management and free 
from any business or other relationships 
which could materially interfere with the 
exercise of their independent judgement”. 
Part of their role is therefore to safeguard 
Members’ interests, the reputation of 
the Association and to oversee risk and 
performance monitoring processes. Paul, 
as the independent Chairman, will help 
bring integrity to the organisation as well 
as helping to raise the profile of the bullion 
market as a whole. However, he cannot do 
this without additional NED support.

Beyond governance, the second major 
change to the Constitution formally extends 
the scope of the Association to incorporate 
the platinum and palladium markets. This 
allows the LBMA to formally support its 
Members’ activities in the PGM market, 
particularly with regard to regulatory issues. 
This change also reflects the LBMA’s 
ownership of the intellectual property 
rights for the platinum and palladium price 
benchmarks. The LPPM will continue in its 
current roles and responsibilities, including 
most importantly, the accreditation of the 
Platinum & Palladium Good Delivery Lists. 
The LBMA and LPPM will continue to work 
closely together on areas of mutual interest, 
including co-hosting the annual precious 
metals conference. 

So there we have it. As my time as 
Chairman draws to a close, I am confident 
that these changes will result in a stronger 
LBMA which will better protect the interests 
of our Members as well as providing the 
regulators with more confidence. This I am 
sure will equip the LBMA to be a stronger 
voice for the market. All in all, I foresee a 
golden future for the LBMA and the precious 
metals market. 
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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 Certifi cates, Structured Notes, Certifi cates and Deposits
• Refi nery services
• Trading centres in Frankfurt, London, Luxembourg and Singapore

Bloomberg CZPM
Reuters CBGL
Direct contact +�352 477 911 2540
Asia +�852 3988 0873
Europe +�44 20 7475 4878
Americas + 1 212 336 1000
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Market Moves
JUL
26-28
China Gold Congress & Expo 2016
Beijing International Convention Centre
Beijing, China
en.china-gold.org/

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

11-14
India International Gold Convention 2016
Jaypee Palace Hotel Agra, India
www.goldconvention.in/

SEP
14
CME Precious Metals Dinner
Gotham Hall, New York, USA
www.cmegroup.com/education/events/
forms/2016-09-14-precious-metals-dinner-
registration.html

14-16
Precious Metals Summit Colorado
Park Hyatt Beaver Creek
www.precioussummit.com/event/2016-
colorado-summit/

15-17 
Africa Dubai Precious Metals Conference 
2016
Accra, Ghana
10times.com/dubai-precious-metals-accra

15
IPMI’s 4th Annual New York Platinum Dinner
New York Palace Hotel, New York, USA
www.ipmi.org//2016_platinum_dinner/join.cfm

18-21
Denver Gold Forum
The Broadmoor, Colorado Springs, USA
www.denvergoldforum.org/dgf16/

26-28
15th China International Silver Conference
Guangzhou Baiyun International, Guangzhou, 
China 

27
LBMA AGM 
Glaziers Hall
9 Montague Close, London Bridge
London, SE1 9DD
www.lbma.org.uk

OCT
10-11
2016 Precious Metals Investment 
Symposium
Four Points by Sheraton Hotel
Sydney, Australia
symposium.net.au/pmis-2016/

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

31-04/(Nov)
LME Week
London, UK
lme.com/

NOV
02-03
2016 Precious Metals Summit 
Park Hyatt Zurich, Zurich, Switzerland
/www.precioussummit.com/event/2016-
summit-zurich/

03-04
International Precious Metals & Commodities 
Show Munich
MVG Museum, Munich, Germany 
www.edelmetallmesse.com/

04
2016 Precious Metals Summit London
Hyatt Regency The Churchill, London, UK
www.precioussummit.com/event/2016-
summit-london/

14-15
Silver & Gold Summit and Resource Expo 
2016
San Francisco, USA
cambridgehouse.com/event/53/the-silver-
summit-and-resource-expo-2016

DEC
01
LBMA Biennial Dinner
Goldsmiths’ Hall
Foster Lane, London, EC2V 6BN
www.lbma.org.uk

07-08
11th China Gold & Precious Metals Summit
The Regency Shanghai, 
Yan An Road, Shanghai, China 
www.chinagoldsummit.com/index.html

2017 

MAR
19-21
LBMA Assay & Refining Seminar
Royal Garden Hotel
Kensington, London, UK, W8 4PT
www.lbma.org.uk

DIARY OF EVENTS FOR 2016/17

Rob Sica joins  
TD Bank
Rob Sica has joined TD Bank in New York 
as Director of Sales. He was previously at 
Jefferies Bache, LLC (formerly Prudential 
Bache) where he worked for 12 years, 
most recently as their Head of Sales for 
Precious Metals. He brings strong investor 
relationships and base metals expertise 
to the TD team.

David Wilkinson joins  
Sumitimo Corporation 
David Wilkinson has joined Sumitomo 
Corporation Global Commodities Limited 
in London as Senior Sales Manager of 
the precious metals desk. He brings his 
knowledge, network and experience into 
a team that provides specialised services 
and solutions to the precious metals 
industry from bases in Tokyo, Singapore 
and New York. He spent 17 years with 
ScotiaMocatta London before joining 
Sumitomo and served as the Chairman 
of London Platinum and Palladium Market 
during that period.

Bella Eldred-Smith joins  
Limpid Markets
Bella Eldred-Smith is leaving Mint Partners 
where she has been a desk junior for 
precious metals to start managing the 
global customer relationships for Limpid 
Markets. She will coordinate and execute 
the strategy for all metal customers from 
on boarding through support to face to 
face meetings and feedback gathering.

Alan Wallis joins  
Baird & Co
Alan Wallis has joined Baird & Co as Head 
of Compliance. He will be responsible 
for all aspects of Compliance, including 
responsible sourcing and supply chain 
integrity. He joined the market with Drexel 
Burnham Kent in 1987 and been a trader 
at AIG, Barclays, UBS and Credit Suisse; 
Global Head of Commodities at Cantor 
Fitzgerald and most recently Associate 
Director of Comdaq Metals Ltd. He has 
served as a member of the LBMA’s 
Finance Committee.
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LBMA News 
By Ruth Crowell, LBMA Chief Executive

Membership

At the LBMA’s General Meeting on 29 June 
2016, the Ordinary Membership category was 
renamed ‘Full Members’. Market Makers and 
Affiliates are classifications within this category.
 
On 4 April 2016, ICBC Standard Bank Plc 
was reclassified as as spot Market Maker. 
On 18 May 2016, Mitsui & Co., Ltd. was 
admitted as an Associate and Shanghai 
Pudong Development Bank was admitted as 
a Full Member.

These changes brought the total membership 
to 149 companies, comprising 82 Members 
(of which 14 are Market Makers) and 67 
Associates.

Good Delivery List
There are presently 71 refiners on the gold 
Good Delivery List and 81 on the silver Good 
Delivery List. There are currently two active 
applications for silver, which are currently in 
stage one.

Committees

Management Committee
The main focus of the Committee has been 
the LBMA’s strategic development. This 
includes evaluation of potential service 
providers’ submissions to the Request for 
Proposal (RFP) process. This RFP process 
focuses on the launch of new services, in 
particular trade reporting. To support trade 
reporting as well as future services, a number 
of changes were proposed at the Members’ 
General Meeting held on the 29 June. The 
main changes included the expansion of the 
LBMA’s scope to include PGMs as well as 
the addition of independent Non-Executive 
Directors to the Board. These changes were 
approved by a large majority of Members 
voting via post and on the day. The Editorial 
by Grant Angwin on page 15 provides further 
details of the changes that were agreed. 
One change to note is that the Management 
Committee will now be known by the more 
updated term, the LBMA Board.

Another important item on the Board’s 
agenda has been the lobbying for the 
reduction of the Net Stable Funding Ratio 
(NSFR) for gold and all precious metals. 
A select group of Board members as well 
as other senior market participants flew to 
Basel during Platinum Week to meet with 
the Basel Committee Secretary General to 
highlight the potential damage to the gold 
market if the NSFR remains at 85% for gold. 
The Executive continues to reach out to 
central banks, the European Commission 
and others to highlight the expected negative 

consequences of this regulation. Further 
details are set out in the Regulation Update 
on page 21.
 
Outside of governance, strategy and lobbying, 
the Board has also been reviewing the 
development of the new Precious Metals 
Code. This code will be circulated to members 
for consultation and is intended to replace the 
Bullion Market annex currently within the Non-
Investment Products (NIPs) code. The LBMA 
has been asked by the tripartite regulators 
to own and author this new code on behalf 
of the market. The new code will apply to 
all precious metals market participants and 
will set out best practice in the market. In 
addition to market conventions, the code will 
cover principles that should be adopted by 
members, including compliance, governance, 
risk management, and pre and post trade 
execution. Illustrative examples of acceptable 
practices will be included and are intended to 
assist Members of the market in the practical 
application of the code. Members are 
encouraged to take part in the consultation 
process to ensure that the code achieves 
these aims. The Bullion Market annex within 
the NIPs Code will continue to apply until the 
new code is launched in May 2017.
 
Regulatory Affairs Committee
It has been a successful first half of the year, 
as refiners continue to comply with the LBMA 
Responsible Gold Guidance and submit their 
independent third-party reports for review. 
The Committee has also been involved in the 
review of the new Precious Metals Code and 
the Membership Due Diligence Policy.

The Committee continues to focus on the 
developments with international regulations, 
including NSFR, EU regulations and 
developments in the US. Further regulatory 
information can be found on page 21.

Physical Committee 
In the last edition of the Alchemist it was 
noted that Paul McKerrell of ICBC Standard 
Bank Plc and Ian Warman of Standard 
Chartered Bank had joined the Committee. 
However, we neglected to mention that Tony 
Evanson of Brink’s Limited had rejoined the 
Committee (Tony previously represented 
Barclays on the Committee between March 
2010 and March 2014). Apologies to Tony  
for the oversight.
 
Tenders for the production of a new series of 
Certified Reference Materials (CRMs) have 
been received and evaluated. Production is 
expected to start in 2017.

The schedule for Proactive Monitoring (PAM) 
has been reviewed and streamlined. From 
2017 onwards, refiners will be grouped 
geographically to enable a more efficient use 
of resources, particularly those of the LBMA 
and the approved Supervisors. The ability 
to produce Good Delivery bars must also be 
demonstrated during the PAM process if a 
refiner has not recently submitted these to 
London. Supervisors will observe this process 
at the refineries.

ICBC Standard Bank Plc (ICBCS) through its 
Brinks’ managed vault have been accepted as 
an Approved Weigher.

Membership Committee
The current focus of the Committee has 
been on the review of the new Due Diligence 
policy and ongoing monitoring process for 
Members. The Executive is currently carrying 
out a pilot scheme and, following review by 
the Committee, the application process will be 
revised to reflect these additional checks.
 
The Committee continues to sustain growth in 
both the number of membership applications 
and overall membership levels, which 
demonstrates 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 Public Affairs Committee’s attention is 
very much focused on preparations for the 
2016 Conference, in particular finalising the 
speaker programme. The LBMA is pleased to 
welcome Leon Eddery from Societe Generale 
who has been appointed to the Committee. 

Finance Committee
The Committee is focused on a range of 
issues, including reviewing current and future 
budgets, including those relating to LBMA 
events, most notably the annual conference 
in Singapore in October. The annual audit 
of the accounts took place recently and it 
was pleasing to see that the accounts and 
processes received a clean bill of health with 
no significant issues identified. 

Executive Travel and Events 
Ruth Crowell and Neil Harby visited Russia 
during the period 4-8 July. A technical seminar 
was held jointly with the Gokhran (Ministry 
of Finance), which was attended by all LBMA 
Russian refiners. Meetings were also held 
with the Gokhran, the Association of Russian 
refiners, the State Assay Offices, auditors 
involved with Responsible Gold audits and 
individual refiners. The trip proved successful, 
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with discussions taking place on a range of 
issues of mutual interest helping to forge ever 
closer co-operation between key participants 
in the Russian precious metals market and 
the LBMA.
 
LBMA/IBJA Gold Seminar – Bridging the 
Divide, Mumbai, India
Wednesday 10 August, 2016    
This one day seminar has been organised by 
the LBMA in conjunction with the India Bullion 
and Jewellery Association (IBJA) to provide 
regional insight into the current issues in the 
precious metals market.  The seminar will also 
feature updates on developments regarding the 
LBMA’s Good Delivery List and Responsible 
Gold Guidance as well as raising awareness in 
relation to assaying and refining techniques. 
 
The Seminar has a limited number of places 
available on a first come first served basis. To 
register, please send an email to the LBMA at 
events@lbma.org.uk expressing your interest 
in attending and stating your name, company 
and an email address.
 
The programme for the seminar is set  
out below:

Timed Programme 
10:30    Registration Opens  

Tea & Coffee on arrival 

11:00   Welcome & Remarks - Mohit 
Kamboj, President, IBJA 

11:10  Introductory Remarks & Road 
Map for India Ruth Crowell, Chief 
Executive, LBMA 

11:35   LBMA – The International  
Gold Standard  
Neil Harby, LBMA Good Delivery List 
Officer 

12:00   The Importance of Accuracy, 
Consistency and Independent 
Quality Control  
Adam Lawrence, Chief Executive, 
Royal Mint 

12:45   Recent Government initiatives; a 
review of SGB, IGC and GMS  
Somasundarum PR, World  
Gold Council 

13:30 – 14:30 Lunch Break & Press Briefing 

14:30   Responsible Gold – Issues in India  
S. K. Jindal, ASSOCHAM - Chairman, 
Investment & Capital Market

14:45   Evolution of LBMA Precious  
Metal Prices  
David Gornall, DG Consulting 

15:30   Global Hallmarking Practices 
Stella Layton, Assay Master & Chief 
Executive, Birmingham Assay Office 

16:15   Panel Discussion  
Moderator: Rajesh Khosla,  
MMTC PAMP

17:30  Close

August
11-14    13th International Gold Convention, 

Agra, India. The LBMA Executive 
will attend the Convention as well 
as host a number of business 
meetings in Mumbai and New Delhi. 

Welcome to the New LBMA Chairman

The LBMA is delighted to announce the 
appointment of Dr Paul Fisher as the new 
Chairman of the Association, effective 5 
September, 2016. Paul is due to retire from 
the Bank of England at the end of July.

Grant Angwin, President of Asahi Refining, 
will step down following two and a half years 
of service. For the remainder of 2016, Grant 
will continue to work alongside Paul as a Co-
Chairman to provide support and continuity 
for the market. Full Member representatives 
on the Board will stand for election (or re-
election) at the AGM on 27 September.

As the LBMA’s first Non-Executive Director 
Chairman, Paul brings with him a wealth of 
financial market experience following his 26 
years at the Bank of England. Prior to joining 
the LBMA, his last role was as Deputy Head 
of the Prudential Regulation Authority. Paul 
was selected by the LBMA Board following an 
independent executive search procedure.
 
Grant Angwin, commented: “On behalf of the 
entire Board, I am delighted to welcome Paul to 
the Association. His appointment strengthens 
the governance of the LBMA and brings deep 
financial market experience to the Board.”
 
Ruth Crowell, Chief Executive of the LBMA, 
added: “Paul’s appointment marks an exciting 
new chapter for the LBMA. I would also like to 
take the opportunity to extend my thanks to 
Grant Angwin for his significant contribution 
during his tenure as Chairman.”

Paul Fisher – Background
Following a 10-year academic career, Dr Paul 
Fisher has been a senior figure at the Bank 
of England for 26 years, retiring at the end of 
July 2016. He was a member of the Monetary 
Policy Committee for five years, the interim 

Financial Policy Committee for two years 
and the PRA Board for six months. During 
the great financial crisis, he worked in the 
Markets Area of the Bank, from March 2009 
as Executive Director responsible, amongst 
other things, for the Bank’s programme of 
asset purchases for quantitative easing, and 
introducing the Funding for Lending Scheme, 
as well as routine management of the UK’s 
foreign currency reserves and the Bank of 
England’s balance sheet more broadly. 

Previously, from 2002, he ran the Bank’s 
Foreign Exchange Division, where he had 
a constructive relationship with the LBMA 
and developed a working knowledge of the 
bullion market.

In June 2014, he was appointed Deputy 
Head of the Prudential Regulation Authority 
and has been writing on matters of 
financial stability, policy co-ordination and 
governance, competition policy, supervision 
and regulation. This period also included a 
spell of eight months as Executive Director 
for Insurance Supervision and he was also 
responsible for co-ordinating the Bank’s work 
on climate change. 

Among a range of outside positions, he 
currently chairs the board of trustees at the  
ifs University College, soon to be the London 
Institute of Banking and Finance, and he 
is a visiting professor in economics and 
finance at Richmond University, the American 
International University in London.

Dr Paul Fisher

The Alchemist is published quarterly by the 
LBMA. If you would like to contribute an article, 
or if you like to place an advert in the Alchemist, 
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.



A L C H E M I S T  I S S U E  E I G H T Y  T W O

20

2016 LBMA/LPPM 
Precious Metals Conference
The conference by the industry for the industry

in association with the SBMA

16-18 October
Shangri-La Hotel
Singapore

Register Now!
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Regulation Update 
By Sakhila Mirza, LBMA General Counsel 

Responsible Gold Guidance

It has been four years since the LBMA launched 
its Responsible Gold Guidance (RGG). 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 the voluntary OECD Guidance 
system mandatory for all LBMA Good Delivery 
gold refiners wishing to be accredited for the 
London Bullion Market. Reports under the first 
wave of the 2016 Responsible Gold audits have 
been reviewed and refiners informed if they 
have completed another successful year.
 
This year saw the release of Version 3 of the 
LBMA’s Third-Party Auditor Guidance to bring 
it in line with the amendments to Version 6 of 
the LBMA’s RGG, which was issued in 2015. 
These changes represent efforts toward a 
more transparent and more robust auditing 
process, and include stricter timeframes for 
corrective actions and the confidential review of 
more detailed information captured in the new 
documents now required under deliverables.

Both refiners and auditors have been working 
hard with the LBMA to ensure that the 
implementation of the RGG continues to be 
successful. Compliance with best practices 
is strongly encouraged. Refiners have made 
excellent progress to further improve their 
internal processes and procedures, and to 
be proactive in complying with the updated 
RGG provisions. Failure to comply with the 
RGG has led to refiners being moved to 
the Former List. In parallel, the LBMA has 
been working hard to further strengthen the 
Auditor Review Programme.

OECD Update

This year’s event in Paris marked the 10th 
year of the Responsible Mineral Supply 
Chains forum. Over three thought-provoking 
days of lively panel discussions, participants 
exchanged experiences, opportunities, 
initiatives and the challenges across all 
stages of the supply chain. While it is 
evident that challenges remain, it was good 
to see the impact of collective efforts, and 
it is encouraging to see both dialogue and 
action reach a more mature phase. Topics 
such as money laundering and human rights 
abuses, particularly in regard to children, 
were addressed on a global level. On the 
opening day, the LBMA was honoured to be 
asked as Vice Chair of the Forum as well as 
the leading industry programme to reflect 
on five years of implementation. The LBMA 
was also asked to lead the panel presenting 
‘Views from the ground’, where the audience 
was invited to reflect on corporate due 
diligence practices to date and the extent 
to which they are designed to prevent or 
mitigate human rights impacts. Additionally, 
at the forum two of the LBMA’s refiners 
spoke about on-the-ground initiatives and 
the due diligence strategies used in their 
supply chain. The LBMA also delivered 
a presentation on a proposal to draft a 
Responsible Silver Guidance and since then 
the LBMA has been reaching out to various 
industry stakeholders to raise awareness 
and gain feedback on the proposal. The 
response thus far has been very positive, 
with governments, companies and 
organisations communicating their support.

NSFR Update

In May 2016, the LBMA Executive staff, 
together with some of the members of the 
Management Committee and Representatives 
from the LBMA membership met with the Basle 
Committee on Banking Supervision and also 
with the European Commission to highlight 
the impact of the Net Stable Funding Ratio 
(NSFR) on the gold market. The LBMA followed 
up these discussions with a written response 
to the European Commission Consultation 
Paper on Further Considerations for the 
Implementation of the NSFR in the EU. The 
LBMA highlighted, amongst other issues, that 
gold is a unique asset class and should not 
be treated like all other commodities. The 
successful operation of the international global 
gold market is heavily reliant on participation 
from across the entire supply chain and the 
NSFR could potentially result in business 
closures for many as a result of the increase in 
cost and, more importantly, the potential fall in 
available liquidity.

The timetable for the implementation of the 
NSFR at present is as follows:

31 December 2016
European Commission will publish legislative 
proposal on the NSFR

January 2018
The NSFR to apply in EU. 

It is with deep regret that we report the 
passing of Matthew Lynch on Friday, 24 June 
after an extremely courageous and brave 
18-month battle with cancer. 

Matthew was a passionate and well-respected 
member of HSBC’s precious metals team with 
a tremendously bright future ahead of him. 

He was an active member of both the LBMA 
and LPPM, serving on the latter’s Management 
Committee, and will be sadly missed. 

After leaving the University of Leeds in 
2002 with a degree in Materials Science & 
Engineering, he joined Johnson Matthey as 
a Materials Scientist and then as a Market 
Analyst focusing on platinum group metals. 

Realising he had a passion for the sales and 
trading part of the business, a move to Mitsui 
Precious Metals followed in 2006. Working 
with the team on the marketing side, he was 
able to harness his analytical skills together 
with his natural exuberance and strong 
personality to develop strong relationships 
and friendships that he maintained throughout 
his career. 

In 2011, Matthew joined HSBC where he 
continued to thrive and enjoyed a tremendous 
amount of success and popularity. His energy, 

confidence and commitment to providing clients 
with an exceptional service characterised his 
all too brief career with the bank. 

Matthew had many redeeming qualities, 
including a tremendous determination and 
fighting spirit. Those who were close to him will 
attest to that and to the dignity and courage 
that he showed throughout his illness. It was 
truly inspirational and something that we will 
never forget. 

Matthew was a keen golfer, an avid Liverpool 
supporter and enjoyed playing tennis, having 
been a coach in his university days. 

He was 35 years old and leaves behind his 
wife  Annie and two young children, William 
and Amelia.

Obituary  
Matthew Lynch, by Paul Voller
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Following the LBMA’s Public 
Affairs Committee’s successful 
initiation of a metals hedging and 
price risk management session 
at the LBMA/LPPM Precious 
Metals Conference in Vienna last 
year, and considering the market 
activity that has recently taken 
place, producer hedging seems 
an appropriate subject to revisit 
ahead of Singapore 2016. Here, 
we draw on the latest GFMS 
analysis issued in collaboration 
with Société Générale and look 
back to gold hedging dynamics 
from GFMS research on the 
subject undertaken prior to the 
global financial crisis.

The global producer hedge book 
expanded by more than one-
fifth, up by 1.62Moz (50t) on 
a delta-adjusted basis during 
the first quarter of 2016. As a 
result, the hedge book stood 
at a total of 8.69Moz (270t) at 
the end of March (see Chart 1). 
Over the first quarter, Australian-
based operators accounted for 
50% of the gross hedging, with 
the majority of the net hedging 
undertaken by Newcrest, which 
hedged a portion of Telfer’s 
production out to mid-2018. 
The second-largest hedge was 
entered into by Polyus Gold, 
which added a fourth tranche 
to its strategic price protection 
programme covering production 
over the next four years. Of the 
mining companies tracked as 
having a gold hedge position, 
57% recorded an increase in 
hedge cover during the first 
quarter compared with 43% of the 
population reducing gold hedges.

An intriguing feature of hedging 
activities noted by GFMS in recent 
quarters (and not illustrated by 

Newcrest’s and Polyus’s above-
mentioned longer-term hedging) 
has been the willingness by a 
growing population of mining 
companies to hedge, but for 
many companies, to hedge 
over relatively short tenors. The 
locking-in of prices over extended 
time periods was a prominent 
criticism (among many) levelled 
at the hedging practices in the 
1990s and early 2000s, when 
the then-substantial contango 
was used to generate meaningful 
forward premia. With cash depo 
rates remaining close to zero 
in most major currencies, the 
premium available in the gold 
forward price now a fraction of 
pre-financial crisis levels, and 
perhaps partly as a function 
of this long-standing negative 
sentiment, hedges maturing over 
short timeframes now appear to 
be very much the norm.

This represents a stark change 
to the structure of the book when 
compared to that of 10 years 
ago. Of a hedge book amounting 
to 8.69Moz at the end of Q1, 
more than half of the contracts 
will be due to mature over the 
next 12 months with almost 4 
Moz (124 tonnes) scheduled to 
mature within calendar 2016  
(Chart 2a), and from this 
(relatively diminished) level, 
the volume of hedging appears 
to be growing. Rewinding 10 
years, the book was much larger 
(but in retreat) at just above 
50Moz (1,570t). Of that volume, 
contracts maturing over the 
36-month period from April 2006 
(Chart 2b) represented a minority 
of the total book.

Outlook
With gold prices briefly reaching 
new highs following the United 
Kingdom’s decision to leave 
the European Union and risk 
reversals comfortably above 
2014 levels, we believe there 
may be a preference on the part 
of producers to hedge production 
using collar structures over 

forward sale contracts. Lastly, 
the price sensitivity of the global 
hedge book will also contribute 
to the hedge book balance. 
Following the gold price rally in 
late June, Alacer, PanTerra Gold 
and St. Barbara announced new  
hedging activity, covering a total 
of 0.22Moz (7t), which in addition 
to the delta effects will add a  
combined 0.37Moz (12t) of hedge  
book exposure. 

Although new hedging 
announcements in the second 
quarter before June were sparse, 
we believe the uncertainty 
over several major political 
developments will help maintain 
higher prices in 2016 and 
encourage more producers to join 
the ‘hedging club’. The increase 
in the number of gold miners 
hedging over the first half of 
2016 speaks to the continued 
willingness by producers to 
hedge if it helps ensure the 
development of a mining asset by 
de-risking project financings with 
more stable projected cash flow 
and also encompasses miners 
which have chosen to hedge as 
a means of stabilising cashflow 
from more mature operations. 

As producers continue to express 
greater openness to hedging, 
we consider it probable that the 
outcome for 2016 will be another 
year of net hedging, the third in 
a row, and if the activities of the 
first six months are continued, 
this could well come in at a 
level in excess of 3.2Moz (100t).

For freely available research 
on the subject, visit //forms.
thomsonreuters.com/gfms/

William 
Tankard, 
Research 
Director, 
Precious 

Metals Mining, Thomson Reuters 
GFMS
Having joined GFMS Ltd as a 
Metals Analyst in 2005 to cover 
the mining sector, William was 
brought across to Thomson 
Reuters in GFMS’ 2011 
acquisition and holds the role 
of Research Director – Precious 
Metals Mining, within Thomson 
Reuters’ Commodity Research 
& Forecasts division. He has 
accountability for the mining 
team’s research output of global 
production, mining costs and 
producer hedging research across 
the precious metals.

Dante Aranda, 
Analyst, Mine 
Economics, 
Thomson 
Reuters GFMS  

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.

facing 
facts
By William Tankard, Research 
Director, Precious Metals Mining, 
Thomson Reuters GFMS and Dante 
Aranda, Analyst, Mine Economics, 
Thomson Reuters GFMS
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