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As the global economy faces
the biggest economic downturn
in history, gold plays its role
as a safe, liquid asset.
The problem, of course, is not the Covid-19
Gold has been in high demand, with record
pandemic directly, but the resultant closing
volumes recorded in the LBMA Trade Data
down of business activity in order to prevent
in early March. The biggest challenge on
the spread of the virus. In economic parlance,
the supply side has been logistics, with the
this is both a demand and a supply shock.
difficulty of getting gold in the right format, to
On the supply side, many businesses simply
the right place, at the right time. Such concerns
cannot operate in this environment, even
contributed to the price action that saw CME
if there is demand. On the demand side,
prices – backed by 100oz bars held at the
consumption has ceased for many services
exchange – dislocate from the loco London
such as entertainment and tourism, and
market, which is underpinned by 400oz bars.
shifted towards health services and those
A crisis is always likely to reveal the weakest
goods that can be ‘consumed’ in lockdown.
links in the chain and some of these issues
No one knows when or how quickly the
will bear strategic review of whether market
economy will recover, but the success
requirements on format and location can
of the various stimulus and support
be eased – temporarily or even permanently
packages will only become evident
– for the benefit of the
over time. The business and
THE MOST
market as a whole. CME
financial world is likely to be
has already introduced
INTERESTING
permanently changed, as the
a new contract, which
ASPECT
PERHAPS
crisis accelerates underlying
includes backing by
trends from the social, such as
HAS BEEN THE
400oz bars. Other
informal dress, to the greater
PERFORMANCE OF changes need to be
efficiency from reduced travel
THE GOLD PRICE
at least considered.
and more virtual meetings.
DURING A CREDIT The most interesting
In this time of uncertainty and
CRISIS AND WHAT aspect perhaps has been
tragedy, it may seem parochial
ITS
BEHAVIOUR HAS the performance of the gold
to focus on the role of precious
price during a credit crisis
TOLD
US SO FAR
metals, but that’s why we are
and what its behaviour has
here. All markets have been
told us so far. In the early days of uncertainty,
turbulent and that includes precious metals.
all safe assets were in high demand – US and
The many different elements of gold – from
UK government bond yields fell, and gold (LBMA
mining through to trading – have all been
pm price) rose to $1,683/oz on 6 March. Then,
disrupted. But the market has largely been
falls in other asset prices caused a squeeze in
able to continue operating, despite shutwhich cash became king, reflecting factors such
downs and home working for some. London
as margin calls and stop-losses. In this short
vaults and benchmark auctions have kept
period, many markets became illiquid and the
operating, there has been sufficient refining
best way to raise cash was to sell the safest
capacity and dealers have been trading
and most liquid asset. US Treasury bonds fell in
remotely.
price, and gold fell to $1,474/oz on 19 March.
Paradoxically, this
shows gold at its
GOLD PRICE IN US $ VS 10 YEAR US TREASURIES BREAKEVEN INFLATION RATE (a)
most valuable – in
a credit crisis, it
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Once that squeeze was over, all safe assets
returned towards their previous highs and gold
reached $1,741/oz on 14 April.
It is remarkable how closely gold has
mirrored the performance of the 10-year US
Treasury bond (adjusted for implied inflation)
as shown in the chart. Similar correlations
hold between gold and gilts. And all of this
on the back of record volumes. As I write,
the gold price continues to be strong, but as
one would expect given its status as a hedge
against risk, is varying inversely with the
prospects for global recovery.
Going forwards, LBMA will be looking in depth
to learn from what has happened. And we will
be keen to initiate improvements to market
efficiency and resilience, and so underpin the
role that gold plays as one of the safest and
most liquid assets in a crisis.
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(a) Daily LBMA pm Gold Price in $ vs daily 10 year US Treasury Maturity Rate
less 10 year Breakeven inflation rate
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NEW
GOLDEN
AGE
Building
up Gold
Reserves

IN ADDITION TO ITS
FAVOURABLE LIQUIDITY,
GOLD HAS A LOW
CORRELATION WITH
OTHER ASSET CLASSES,
AND THEREFORE IT HAS
GOOD DIVERSIFYING
PROPERTIES IN TRADITIONAL
RESERVE PORTFOLIOS.

BY DÁNIEL PALOTAI AND ISTVÁN VERES,
CENTRAL BANK OF HUNGARY

The Central Bank of Hungary
increased its gold reserves
tenfold in 2018 and also
repatriated all its reserves.
The Monetary Council of the Central Bank of Hungary
(Magyar Nemzeti Bank, MNB), taking into account the
country’s long-term national and economic policy strategy
objectives, made a decision of historical importance
to overhaul its gold reserves policy. The result of its
deliberations was that, as a first step, the central bank
repatriated its then existing gold holdings from London
to domestic storage facilities in March 2018, and then
it increased the size of its holdings tenfold in October
2018. Consequently, the stock of the precious metal
rose from 3.1 to 31.5 tonnes. This was the first time in
the last three decades that the MNB purchased gold.
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This act of returning to
the old roots of central
banking stems from two
sources. The central
bank side of this ‘coin’ is to hold gold in its foreign reserves as one
of the safest assets in the world with good diversifying properties
and liquid markets. The public side is equally important. After the
traumatic years of the Global Financial Crisis, which
WHEN CENTRAL
undermined confidence in the whole financial system and
fundamentally transformed central banks’ attitude towards
BANKS HAVE
gold, Hungary needed a credible tool that enhances
TO CHOOSE
BETWEEN SAFETY, stability and confidence even under normal market
circumstances, symbolising strength and wealth.

LIQUIDITY AND
RETURN, MOST
OF THEM WILL
PREFER SAFETY
AND LIQUIDITY
OVER RETURN.

The MNB believes that its bullion reserve – physically
stored in the country – serves not only as a line of
defence in extreme market conditions, but it also
increases trust. Therefore, owning gold is not only an
investment but also an economic strategy consideration.
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Gold, especially in physical form, is an asset
that can strengthen trust towards a country
both within and across national borders.
One of the important changes in central
banks’ behaviour after the Global Financial
Crisis was that the need arose to store
gold in domestic locations, not in distant
financial centres. One by one, central banks
announced their repatriation programmes.
In addition to extreme market environments,
global geopolitical uncertainties also raise
the issues related to access to gold and the
benefits of domestic versus foreign storage.
Apparently, there is a huge difference.

HISTORIC TIES
Credit: Central Bank of Hungary

FIAT MONEY IN
EXTREMIS IS
ACCEPTED BY
NOBODY. GOLD IS
ALWAYS ACCEPTED.
said Alan Greenspan

FOREIGN RESERVE MANAGEMENT
CONSIDERATIONS
Gold is a traditional reserve asset and
easily fits into the conservative reserve
management framework of a central bank.
Foreign reserves are held to support
monetary policy and financial stability in
the first place and, therefore, when central
banks have to choose between safety,
liquidity and return, most of them will prefer
safety and liquidity over return.
As for the requirement of safety, one of the
most important characteristics of gold is that
it has no default risk. A typical central bank
foreign reserve portfolio is dominated by
fixed income instruments, mostly high credit
quality and usually short duration sovereign,
supranational and agency bonds. This is
basically the lowest possible credit risk an
investor can get in the investment universe.
Still, these are all liabilities of some issuer,
and in extreme circumstances, the ability or
willingness of repayment could come into
question.
This is not the case with gold, which is
nobody’s liability and, hence, a true default
risk-free financial instrument. Gold is also a
highly liquid asset.

In terms of market size, transaction cost or
daily turnover, its market is comparable to
other major developed market segments. The
daily turnover of the gold market is estimated
to be around $250 billion. During the most
recent market rout in March 2020, gold,
along with other asset classes, experienced
substantial liquidation and thus price
depreciation. However, analysis suggests that
during the market turmoil, gold played a role
as a source of liquidity and was actually used
to raise cash to cover margin requirements
of other portfolio elements. In addition to its
favourable liquidity, gold has
a low correlation with other
asset classes and, therefore,
it has good diversifying
properties in traditional
reserve portfolios.

STRENGTHENING
CONFIDENCE AND
TRUST

Based on the evidence from Hungarian
history, the country has always had a special
relationship with gold. The Carpathian
basin has been surrounded by rich gold
deposits since ancient times. According
to archaeological evidence, goldsmithing
had appeared in the region already in the
early Bronze Age, and the richness of the
gold mines attracted the Roman Empire to
conquer and occupy this land.
In the Middle Ages, for three hundred years
between the 13th and 15th centuries, Hungary
was Europe’s largest gold producer.

80%

IN THE MIDDLE
AGES, AROUND
OF THE CONTINENT’S GOLD
PRODUCTION CAME FROM
THE KINGDOM OF HUNGARY

“Fiat money in extremis is
accepted by nobody. Gold is
always accepted,” said Alan
Greenspan, then Chairman
of the Federal Reserve
of the United States, in a
1999 testimony before the
United States House of
Representatives Committee
on Banking and Financial
Services. Gold has a role of reinforcing trust
and increasing economic stability. This is
true even in a normal environment, but is
especially so in extreme market conditions,
in times of crises and during major
geopolitical uncertainty, when economic
strategy considerations and gold’s ‘safe
haven’ status are even more appreciated.

which at its height was producing
2,500KGS annually.
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During the final
months of World War II
volunteering employees
accompanied the so-called
Gold Train, which carried

30 TONNES
OF GOLD RESERVES

MELTED INTO 25KG BARS
AND THE TOTAL STOCK OF
PENGŐ BANKNOTES.
At that time, Hungary was responsible
for 25% of the gold and 20% of the silver
production of the whole world. The data
is even more spectacular if we focus on
Europe only: around 80% of the continent’s
gold production came from the Kingdom of
Hungary, which at its height was producing
2,500kgs annually. Other important
producers were Bohemia and to a lesser
degree the Holy Roman Empire (Rhein Valley)
and others. Hungary’s leading role as a
producer of precious metals was preserved
until the discovery of the American continent
and the Ottoman occupation of the country
in the 16th century.
In those times, several different gold coins
were in circulation on the continent, the
most famous of which was the gold ducat of
Venice. However, other progressively minded
regions produced their own coins, including
King Charles Robert of Hungary in 1325.
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These coins, which were similar in weight
and purity to the Venetian ducat, were also
widely accepted throughout Europe as a
means of payment. Hungary struck ducats
until 1915.

GOLD IN DANGER
The MNB has been holding gold reserves
since its establishment in 1924. During the
stabilisation period after World War I (192429), a rapid increase in the size of holdings
was observed, and the new currency, the
pengő, was pegged to gold in 1927.
The highest level of holdings, around 53
tonnes, was reached before the Great
Depression, which remained stable up to
World War II.
The Hungarian gold reserves had been
protected with the physical support of the
central bankers. Perhaps the most hectic
period in the life of the Hungarian central
bankers happened during the final months
of World War II, when a 400-strong team
of volunteering employees of the Bank
managed to save the national treasures
from occupying forces. They accompanied
the so-called Gold Train, which carried 30
tonnes of gold reserves melted into 25kg
bars and the total stock of pengő banknotes.
The total value of the shipment was at the
time estimated to be around $1 billion. The
train left the capital, Budapest, in November
1944, and arrived in the Austrian town of
Spital am Pyhrn in January 1945, where the
shipment was guarded by the central bank
employees until the American troops, led
by General George Patton, took it into their
custody in May 1945.

After the war, the shipment was returned
to Hungary in full in August 1946, including
the 30 tonnes of gold reserves. A very rare
act in those times. That 30 tonnes of gold
served as one of the main pillars of postwar economic and financial consolidation,
and facilitated the introduction of the new
currency, the forint.

YEARS OF ACTIVE MANAGEMENT
As all elements of the foreign reserves, gold
holdings are managed in an active manner,
too. This used to be the case during the 1970s
and 1980s, when the MNB started to publish
reserve data again after a 20-year period of
total lack of transparency. Unfortunately, very
little information is available from the time
before the political transition.
What data we have indicate that the size of
the gold holdings topped out at around 70
to 80 tonnes, and that sales and purchases
depended mostly on price developments and
expectations.

DEPENDING ON MARKET
CONDITIONS, THE BANK EITHER
LEFT THE GOLD UNINVESTED,
INVESTED IN TERM DEPOSIT
WITH COUNTERPARTIES FOR
SHORT-TERM MATURITIES OR,
UTILIZING PERIODIC MARKET
DISLOCATIONS, SWAPPED
INTO OTHER CURRENCIES
AND INVESTED THE PROCEEDS
IN MONEY MARKET TYPE
INSTRUMENTS.
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In more recent times, active management of the gold holdings was
based on yield considerations. Up until 2018, the Bank kept gold in
unallocated form with international custodians in London and used all
available tools to increase the return on those assets. Depending on
market conditions, the Bank either left the gold uninvested, invested
in term deposits with counterparties for short-term maturities or
utilised periodic market dislocations, swapped into other currencies
and invested the proceeds in money market type instruments. Overall,
these investment activities more than covered the storage costs.

THE RETURN OF THE NATIONAL TREASURES

This was one of the most significant findings of its kind in the world,
consisting of 14 large decorated silver vessels and the copper cauldron
that contained them. The total weight of its known pieces is around
70kg, and its material is unusually high purity silver.
The repatriation of the gold reserves fits into this pattern. Public
opinion was unequivocally positive after the fact was disclosed, which
was a direct proof of the theory that gold supports confidence and
increases trust.

PROFIT TAKING

The Monetary Council of the MNB continually monitors gold market
The most important relics of Hungarian history returned home in the
developments and decides about every possible aspect of gold
20th century (as detailed in the final chapter of the Gold Book published
reserves management. After increasing the size of and repatriation of
by the MNB in 2018). The first in the row was the
the gold holdings, in line with international
symbol of Hungarian sovereignty, the Holy Crown,
THE
MOST
IMPORTANT
trends, the Council decided to realise profit
which was the coronation crown used by the Kingdom
on these positions at the end of 2019. Later,
RELICS OF HUNGARIAN
of Hungary for most of its existence. It has a way
HISTORY RETURNED HOME after the outbreak of the Covid-19 epidemic,
more adventurous story than the gold reserves. It
it made the decision to pay out a substantial
was smuggled out of the country soon after the Gold
IN THE 20TH CENTURY. THE amount of dividends to the budget to support
Train crossed the border, and it only returned home
FIRST WAS THE SYMBOL OF the fiscal cost of pandemic defence. The
in 1978.
HUNGARIAN SOVEREIGNTY, gold holdings, serving national strategic
The second major achievement was the purchase of
objectives, have not been sold, and they
THE HOLY CROWN, WHICH
the Seuso Treasure, a collection of silverware from
remain at the same size of 31.5 tonnes in
WAS THE CORONATION
the late Roman Empire, used in the Roman province
physical form in a domestic storage location.
CROWN USED BY THE
of Pannonia and found in Hungary in the 1970s.

KINGDOM OF HUNGARY FOR
MOST OF ITS EXISTENCE.

Dániel Palotai is an economist. He began
his professional career at Magyar Nemzeti
Bank, the Central Bank of Hungary. Later,
he went on to work at the European Central
Bank. From November 2010, he was Head of
the Macroeconomic Policy Department of the
Ministry for National Economy.
In March 2013 Dániel Palotai re-joined the Magyar Nemzeti
Bank to become Executive Director and the Bank’s Chief
Economist. Among others, he is in charge of the Treasury,
thus also actively involved in the strategic decision-making
related to (gold) reserve management. In 2015, he received
the Popovics Sándor award, which is a prestigious recognition
awarded to young economists.
Since 2016 he is the Chairman of the Competitiveness
Section of Hungarian Economic Association (HEA), and since
2017 he is also the Vice President of HEA. He is an Honorary
Associate Professor of the MNB Department at Corvinus
University of Budapest. Since 2016 he is also the Chairman
of the Financial and Economic Review’s Editorial Board. He is
a member of the Monetary Policy Committee of the ECB and
Economic and Financial Committee of the EU.

István Veres has served as the Head of
the Treasury Division of Magyar Nemzeti
Bank, the Central Bank of Hungary
since 2013. In this role, he is responsible
for the implementation of monetary policy on
domestic foreign exchange, money and capital
markets as well as for the management of the
foreign exchange reserves.
István joined the Bank in 2000 as a foreign exchange dealer,
then in 2004 moved to the fixed income desk and worked as
a portfolio manager. In 2009-2010, he was on short term
assign-ment at the European Central Bank as a portfolio
management expert.
István Veres earned the CFA designation in 2004 and the
CIPM designation in 2012, and is an active member of the CFA
Institute. He is also a member of the Board of ACI Hungary.
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Our reputation for integrity
and excellence as well as our
longstanding history as one
of the world’s leading refiners
has seen Rand Refinery
receive global accreditation,
international referee status
and ISO certification.

Rand Reﬁnery is committed to internationally
accepted responsible sourcing practices and as such
is in conformance with the LBMA Responsible Gold
and Silver Guidance and the OECD Due Diligence
Guidance for Responsible Supply Chains of Minerals
from Conﬂict-Affected and High Risk Areas.
Not only do we ensure we meet the strictest
standards we set for ourselves, our certiﬁed gold
and silver chain-of-custody is independently audited
to heed to the requirements set by independent
bodies and recently enacted legislation.

www.randrefinery.com
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THE TREATMENT
OF GOLD IN OFFICIAL
UK TRADE STATISTICS
BY ABI CASEY, HEAD OF MONTHLY AND QUARTERLY TRADE, ONS

The Office for National
Statistics (ONS)
has recently started
publishing data on trade
in precious metals, which
include non-monetary
gold alongside platinum,
palladium and silver. The
ONS’s data on precious
metals is largely made
up of non-monetary gold
(approximately 90%) and
can at times show large
erratic movements that
impact on the overall
trade figures.
It’s worth noting that our figures are
published as the balance between the
exports and imports, and are averaged
– a process known as smoothing – over
a year to ensure that none of the figures
published could be disclosive. Over the last
12 months, this could have been the case,
as the ONS has reported large movements
in exports and imports of precious metals
across different months.

A further point to remind readers of is the
fact that neither the erratic path of precious
metals nor revisions to trade in this series
have an impact on Gross Domestic Product
(GDP) – the effect is GDP neutral.
Exports of precious metals have a positive
impact on net exports, which boost GDP,
while imports have a negative impact.
However, when precious metals are
exported, there is a corresponding
decrease in ‘valuables’ held within
the UK; hence, the overall impact on
GDP is zero.

WHAT IS INCLUDED?
It is worth noting firstly that the UK’s trade
statistics are produced in accordance with
international guidance, namely the IMF’s
Balance of Payments Manual version 6
(or BPM6 for short). The ONS follows this
guidance as it ensures comparability between
countries, which is obviously important when
dealing in trade statistics. This guidance
includes non-monetary gold as trade and so
the UK also includes this as trade.
Using these rules, non-monetary gold and
other precious metals have to follow the
three rules below to be classed as trade:
•A
 llocated – Only trade of allocated metals
is included. This would include the
custodian’s own holdings of metals to
cover unallocated accounts.

The location of the metal is
irrelevant only the residency of
the buyer/seller counts so if
the gold STAYS IN A VAULT
wherever that is but the
ownership changes
then the trade is included
• Not owned by the central bank – Reserves
held by central banks are excluded as
we only record ‘non-monetary gold’. The
UK’s central bank’s holding, i.e. the
Bank of England, is not included in the
UK trade figures, but the purchase/sale
of metals between a UK resident (other
than the Bank) and another country’s
central bank is included. The gold is
deemed demonetised immediately before
purchase/sale.
• Change in economic ownership – The
ONS only reports trade on an economic
ownership basis and trade is classed as
buying/selling between a UK resident
and a non-UK resident. The location of
the metal is irrelevant, only the residency
of the buyer/seller counts, so if the gold
stays in a vault, wherever that is, but the
ownership changes, then the trade is
included.
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QUARTERLY TRADE BALANCES OF NON-MONETARY GOLD AND OTHER
PRECIOUS METALS, SEASONALLY ADJUSTED Q1 (JAN-MAR) 2018 TO Q1 2020
15.0
10.0

This reduces the volatility seen month on month and would reduce
a high export/import in a month, although data can still be highly
volatile, given the large values of gold traded.
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Source: ONS UK Trade Statistics

WHY ARE THE FIGURES IMPORTANT?
London is one of the global centres of trading in this commodity,
meaning it is an important business for the UK. For many countries,
the effect of gold on their trade figures is small, but the prominence
of this industry in London means it can have a sizeable impact on the
UK’s trade figures.
It is important to present our figures both
including and excluding gold. The including
figures are consistent with our international
trading partners, meaning we can easily
compare and contrast who is selling what and
where. The excluding figures show a more
underlying picture of UK trade, which excludes
this volatile commodity.

Data are also collected by HMRC about the physical movement of
gold that crosses our borders. Since 2014, non-monetary gold has
been included in Overseas Trade Statistics (OTS) products, which
are published via the HMRC website. The HMRC figures only show
physical movement of gold across borders.
While we use these to inform our estimates of country breakdown,
we can’t use them for our headline estimates, as we are interested
in the ownership of gold changing hands across borders, not
physical movement.

-15.0

As much of the trade in gold does not actually involve the bars
physically moving anywhere, we have to use data from the Bank of
England on the wider gold trade to calculate our figures.

But we do use the HMRC country estimates of cross-border
movement of gold to inform our country level estimates. Currently,
we publish our trade in gold and other precious metals,
FOR MANY COUNTRIES broken down by EU and non-EU. We are looking at
whether further breakdowns will be possible in future.
THE EFFECT OF GOLD
However, we would need to have more detailed
ON THEIR TRADE
information on change of ownership for this to be
FIGURES IS SMALL
possible, as well as be sure that no published numbers
BUT THE PROMINENCE could be disclosive.

OF THIS INDUSTRY IN
LONDON MEANS IT
CAN HAVE A SIZEABLE
IMPACT ON THE UK’S
TRADE FIGURES

More widely, trade statistics are an important
metric for policy makers. It is often said that
if a country has a very large trade deficit, it
will run out of money, while if it has a large
surplus, it may run out of things. While this is obviously over-simplistic,
many people across government are keen to monitor our trade flows
carefully.
What goods and services is the UK competitive at producing and able to
supply to the world, and in what areas are we dependent on others. The
UK’s trade flows can have a big influence on many areas of policy, from
setting interest rates so that the pound remains competitive to the
detail of trade deals.

WHERE DOES THE DATA COME FROM?
The Bank of England provides data on non-monetary gold and other
precious metals. Data are collected from the five London clearing
houses. The ONS and Bank of England acknowledge that this does not
cover 100% of gold trade, but it does cover over 90%. As I wrote earlier,
this is provided to the ONS as a balance figure (exports less imports)
each month.
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If there were large value exports and imports within a month, these
would cancel out within the ONS data. The ONS then further smooths
this data over a number of months to ensure that any sensitive
information is not accidentally disclosed.

CONCLUSION

As you can see, correctly collecting and
reporting information on the UK’s trade in gold
and precious metals is not straightforward. The
new figures we are presenting are helping to
provide new insights into the UK’s trading relationship with
the rest of the world. It forms part of wider plans we’ve been
working on for several years to produce higher-quality, more
detailed and faster data on the UK’s trading relationship with
the rest of the world. The journey doesn’t stop here. In the
coming months, we hope to provide even more information
about how and where UK companies are trading with our
international partners.

The UK’s trade
flows can have a

BIG INFLUENCE

on many areas of
policy from setting
interest rates

SO THAT THE
POUND REMAINS
COMPETITIVE TO
THE DETAIL OF
TRADE DEALS
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To provide more
context, to the
right are four
examples of the
movement and
sale of gold. In
each example,
I have explained
if this would be
classed as trade.

1
2
3
4

A non-UK company sold a large holding of gold to a UK company. The UK company,
once it owned the gold, decided to keep it in its current location outside the UK.
This would be classed as an import of non-monetary gold. The gold has changed
economic owner from a non-UK resident to a UK resident that is not the UK’s
central bank.
Say, the UK company decided, at a later date, to move its new holdings of gold
from the non-UK country where it was stored to the UK. This is not trade, the
economic owner of the gold remains the UK company throughout, the physical
location of the gold is not relevant.
Later still, a non-UK company wishes to buy unallocated gold holdings from a UK
company. This would not be classed as trade as the metal is unallocated. If the
non-UK company at some point calls for its gold holdings, the gold would then
transfer to allocated status and this would be classed as an export when the
ownership of the gold transferred to the non-UK company.
The UK company that sells unallocated account holdings has seen an increase in
demand from customers and, as a result, it has decided to increase its holdings
to cover this. The UK company buys allocated gold from a company that is a nonUK resident. This would be classed as an import of trade. The gold at the point of
sale is allocated and will be allocated to the UK company.

Abi Casey is head of Monthly and
Quarterly Trade at the Office for
National Statistics. Abi has spent her
career as a statistician and analyst working
within the public sector, banking and
insurance industries. She has a BSC in
Mathematics, Operational Research and
Statistics from Cardiff university.
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GOLD
RESILIENT IN ADVERSITY
BY RHONA O’CONNELL, HEAD OF MARKET ANALYSIS EMEA AND ASIA, INTL FCSTONE

SUMMARY
Amid the febrile atmosphere that has
surrounded the commodities markets in
the unhappy fall-out from the spread of the
COVID-19 virus, one element has been stoic
(for the most part) and that has been gold.
On a snapshot basis (Chart 1) from the start
of the year to the time of writing in early May,
gold has been the outperformer within the
sector, reflecting its role as a mitigator of risk
as investors have sought sanctuary from the
vicissitudes of the economic environment.
And a good thing too, as far as the
infrastructure of the gold market itself is
concerned, with the jewellery sectors on their
knees in Asia and with parts of East Asia
selling metal back into the market, while India

The increase
of 414t
in ETF holdings
in the year to
date effectively
absorbing the
equivalent
of more than
a third of world
mine production
12

is still closed for business, although China is
once again on the move. The slack has been
taken up by bullion investors, as illustrated
by the increase of 414t in ETF holdings in
the year to date, effectively absorbing the
equivalent of more than a third of world mine
production.
It has not been plain sailing, as the logistics
of moving metal has been hamstrung by the
lack of flights, although this is now easing.
Platinum and palladium have had similar
experiences, exacerbated by the lockdown in
the mining sector in South Arica and the fact
that more than one large refinery has been
concentrating on producing gold in order to
help ease the position, and only now are the
PGMs and silver flowing through again.
The supply chains
in the commodities
under consideration
here have come
under stress, and
in the case of gold
at one point and
oil over a longer
period of time, have
broken down. At
the other end of the
chain, the reduction
in industrial metals
demand, which
will be extended

for many months, has easily outstripped any
constraints on mine output.
Oil has been the major sufferer, and although
prices are recovering from the cataclysmic
falls in WTI in April, the demand profile
remains patchy at best.
Equities have been on the defensive in
response to economic uncertainty. There
was some buoyancy in a few bourses in early
May, reflecting China’s rejuvenation and
some optimism, well-founded or otherwise,
over the easing of restrictions in developed
nations. The slightly longer term, which will
see the virus exerting an increased effect in
developing nations, is a different issue – and
is pertinent for coffee.
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GOLD

MARKET
YEN DEVELOPMENTS
Gold
was still in a reasonably bullish mood at the start of this year.
S&P500
The NICKEL
metal benefited from continued risk hedging over concerns about
slowing economies, geopolitical tensions in the Middle East and
ZINC
uncertainty over the success or otherwise of Phase One of the trade
COPPER
agreement between the United States and China, but it was arguable
that most of the likely tailwinds were priced into the market and that
ALUMINIUM
the upside
BRENT was probably relatively limited.
-60 2020
-50 in a-40
-30 upbeat
-20 mood,
-10with WTI
0 trading
10
20
Oil also entered
relatively
near $61 and Brent at $66. Cracks were beginning to show, however,
with market observers concerned about economic slowdown and the
potential for surpluses to build if the producers did not act. Even then,
though, the base case for the market was in the region of $60/bbl.
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TRANSPORT – HITTING PGMS AND ALUMINIUM
AS WELL AS OIL
The paralysis in the transport sector is the key to much of the woes
of the bottom three performers in this selection – oil, platinum and
aluminium – as well as palladium and zinc, although in all three former
cases, the markets also have their own problems. Oil was heading
into oversupply, which became exacerbated by a price war between
Saudi and Russia, even before the virus took hold. As we write, Brent
has more or less unwound the spike downwards in late April that was
triggered by WTI’s problems, and sentiment has started to change as
it is increasingly clear that US producers are cutting back and gasoline
inventories are dropping, suggesting that the United States may be
past the worst. The market still needs to tread with caution though,
as the Cushing hub storage is more or less completely leased out,
and while Brent has more storage flexibility as much more of that is
seaborne, VLCC (Very Large Crude Carrier) rates have been soaring
due to high demand for large-scale tanker storage capacity. It sounds
as if India’s storage is full, and pressure is building on the Gulf and
the Far East. The fact that Cushing was close to brimming over meant
that a number of longs in the May NYMEX contract were desperate to
get out of their positions, because they would have had nowhere to
store the material if they had had to take delivery and this triggered
the massive spike downwards in April.
A key market fundamental
THE STATE OF THE
here is that some 7.5% to
AUTO
SECTOR IS NOW
8.0% of crude output is
STARTING
TO BITE –
destined for jet fuel, with a
PALLADIUM
IS UNDER
hefty 42% going into road
PRESSURE AND MAY
transport. Transportation is
key also to both aluminium
WELL STRUGGLE FOR
and platinum, accounting
MUCH OF THE REST
for 40% and 37% of world
OF THIS YEAR
demand respectively, and the
sector is posting some mind-numbing numbers for April. Further, some
80% of palladium demand is transport dependent, but its snapshot
performance is better than that of platinum as a result of a strong
prior bull market in 2019 and extending into early 2020 as a result of
industrial stockpiling. The state of the auto sector is now starting to
bite – palladium is under pressure and may well struggle for much of
the rest of this year.
Forecasting vehicle sales for this year is fraught with pitfalls, but we can
make a rough estimate based on the individual nations’ results that we
have to hand. Best case is a gradual revival in the second half of the
year across the board. This suggests that platinum will post a surplus
of approximately seven weeks’ global industrial demand this year and
next, while palladium will move into a surplus this year (with a probable
reversion to deficit next year).
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BASE METALS – NOW A
DEMAND STORY

So far, the key impact on the coffee market
has been in consumer patterns, as the
lockdowns have meant that less coffee is
Meanwhile, aluminium posted a record
being drunk – typically, consumers imbibe
quarterly surplus in the first quarter of this
more coffee when they’re
year, as did zinc,
out, either at restaurants
which is also heavily
or ‘taking away’ from
THE
WHOLE
BASE
exposed to the
coffee houses, than they
METALS
SUITE
IS
automotive sector as
do at home (the same
SUFFERING MASSIVE
well as construction
goes for food consumption
as a whole. The whole
DEMAND DESTRUCTION
overall – we generally
base metals suite
AND, AFTER PRICE
eat more in one meal at
is suffering massive
FALLS OF 15% TO 20%
a restaurant then we do
demand destruction
THIS
YEAR,
IT
IS
HARD
indoors). So, as coffee
and, after price falls
shops around the world
TO
SEE
ANY
BASE
of 15% to 20% this
began to close in March,
METAL
POSTING
A
year, it is hard to
the price of Arabica (the
STRONG RECOVERY IN
see any base metal
bean favoured by baristaposting a strong
THE NEXT FEW MONTHS
style brewing) came
recovery in the next
down and, by early May,
few months. Falls
had fallen 17%, with the
have been partially unwound in late April and
fall exacerbated by the weakness in the
early May, aided by improved sentiment in
Brazilian real. Thus far, there has been no
the United States and the acknowledgement
problem with shipping coffee out of Brazil,
of the rapid resumption of industrial activity
but supplies will come under test in coming
in China, in particular, evidenced by the fact
weeks as the spread of the virus in Brazil
that the pollution count in China in early May
will hamper harvesting due to constraints on
was back up to 95% of the 2019 norm.
travel and the associated reduction in the
That said, the road to recovery globally will
size of the workforce available for harvesting.
be a long and bumpy one. Disruption to mine
We have already seen this in Colombia, the
and refined supply as a result of lockdowns
world’s third-largest coffee producer behind
has been relatively limited in the base metals
Brazil and Vietnam.
sector and the effect on industrial demand is
the key focus for the next months. Note that
silver has, in terms of price action, been more
in the base metals’ camp than in gold’s,
falling by over 16% in price through to early
May. There has been some disruption to mine
output in Latin America and silver’s supply
chain was hit by the closure of precious
metal refineries and the fact that when they
ITS ROBUST PERFORMANCE
came back on stream, they were initially
BY COMPARISON WITH
concentrating on gold, but that, even along
ITS COMMODITY PEERS
with incredibly strong demand for silver coins
UNDERLINES THE SAFE-HAVEN
among private investors in the West, has not
STATUS THAT HAS BEEN
been enough to shake off negative sentiment.

GOLD’S ROLE
AS A RISK HEDGE

COFFEE – SUPPLY
TENSIONS MOUNTING
The soft commodities are a completely
different matter. A mine can go on care
and maintenance, but you can’t stop a crop
growing without killing it completely!

EVIDENT SO FAR THIS YEAR

Robusta, for which Vietnam is a major
producer, is favoured for domestic use
(especially instant coffee), but here too,
despite favourable relative fundamentals
as a result of an increase in domestic
usage, the price has dropped by 13% so
far this year, partly due to weak commodity
sentiment all round.

So far, there has been no discernible
interruption to supplies, although a 15-day
social distancing programme reportedly
halted coffee trading in April. Inventories
are ample and, while the markets remain
more or less in risk-off mode, this sector
too will remain under a cloud. Robusta has
outperformed Arabica, reflecting concerns
over lockdown and “social distancing”. Time
will tell as to their relative recoveries.

GOLD MAY UNDERPERFORM
WHEN THE OTHER SECTORS
RECOVER, BUT IS LIKELY TO
REMAIN LESS VOLATILE IN PRICE
Gold’s role as a risk hedge, and associated
investment activity in the West, has cushioned
it from the cataclysmic fall in physical demand
in the price-responsive nations in the Middle
East and across Asia (which was already
underway last year). Its robust performance
by comparison with its commodity peers
underlines the safe-haven status that has
been evident so far this year. There is little
reason to expect that element to change in
the foreseeable future.
This article was written by Rhona with support
from Natalie Scott-Gray, Kevin Solomon
and Will Rutherford-Roberts on the London
Analysis team at INTL FCStone.

Rhona O’Connell
has over 30 years’
experience as a
commodities
analyst, and is a
recognised authority
in the precious
metals sector. She has worked as a
metals market analyst in many
aspects of the industry, including the
mining sector, commodities broking at
Rudolf Wolff where she was a major
contributor to Wolff’s Guide to the
LME, and in the equity markets and
investment banking, where at
Shearson Lehman she was the Group
Precious Metals analyst responsible
for advising a wide range of market
participants from trading through
equities to corporate finance.
She has held Extel ranking (2nd place)
in the gold sector and has been
the Association of Mining Analysts
Commodities Analyst of the year, is
a regular contributor to the media,
and has a large number of speaking
engagements to her name.
After a number of years running the
GFMS team at Thomson Reuters she
is now the Head of Market Analysis at
INTL FCStone, where she is developing
a team of analysts to support the
EMEA and Asia sectors in particular.
She holds an honours degree in Law
from the University of Cambridge.
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Extending the Ladder:
Linking Investment
to Improved ESG
Performance for
Small-Scale Mines
BY DAVID FINLAY, FAIRTRADE AND SARAH CAVEN, IMPACT FACILITY

This is a joint article between
The Fairtrade Foundation and
The Impact Facility.
THE BACKSTORY
Artisanal and Small-Scale Mining
The Artisanal and Small-Scale Gold Mining (ASGM) sector provides an
income for 16 million miners and workers globally, contributing around
15% (600 tonnes) to the annual supply of gold.
Miners and workers often labour in precarious and informal contexts, as
part of family-run businesses or loose co-operative structures. However,
over the last decade in particular, there has been growing momentum
in support of ‘responsibly mined gold’ from ASGM sites. In parallel, it
has become increasingly clear that if the ASGM sector is to improve its
environmental, social and governance (ESG) performance and deliver
gold at economically viable volumes, miners will require access to
finance that incentivises ESG and productivity improvements in parallel.

Fairtrade Gold – Connecting Mines and Markets
Fairtrade has worked with ASGM operators and communities since
2012, developing and deploying the ‘Fairtrade Standard for Gold
and Associated Precious Metals’, a recognised marker for good practice.
ASGM sites that comply with the criteria articulated within this standard
can become Fairtrade-certified and sell their gold on ‘Fairtrade terms’
into international markets. These terms include a secure minimum price
and an additional $2,000/kg premium payment for investment in mine
and community projects, such as sanitation and school facilities or
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Miners exploit a high-grade gold zone
to produce gold ore in Busia, Uganda.
Photo credit: The Impact Facility

income diversification activities. Fairtrade-certified mine sites are based
entirely in South America, recovering anywhere between 50kg and 300kg
of gold per year, depending on the size of their system of production and
sophistication of recovery techniques used.
Downstream, increased consumer scrutiny is driving demand for
Fairtrade-certified gold, with more than 400 jewellers, fashion houses,
manufacturers, banks and technology companies either sourcing
Fairtrade gold or using it in their finished products. Today, the demand
for responsibly mined gold through Fairtrade and other responsible
mining schemes radically outstrips supply, calling for new approaches
and strategies to grow the base of responsibly mined gold.

The Birth of The Impact Facility for Sustainable
Mining Communities
In 2015, Fairtrade transported the same certification-based model to
ASGM sites in East Africa. Since then, however, it has become clear
that deploying a comprehensive compliance framework as a point of
entry is not a realistic starting point for the majority of mine sites in
this context. These sites tend to have much lower production rates
of gold (as low as 4kg to 5kg per year) due to rudimentary equipment
and an abundance of
pressing day-to-day needs
THE IMPACT FACILITY
(including unstable and
OPENS UP ACCESS TO
collapsing mine shafts,
TECHNICAL TRAINING
poor chemical management,
ASSET FINANCE AND
inefficient processing
MARKETS GUIDING
techniques), which limit
PARTNER
MINE SITES
their efficiency and safety.

TO IMPROVE THEIR ESG
PERFORMANCE LEVELS
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COVID-19
UPDATE
The COVID-19 pandemic has
caused the reduction or cessation
of mining activities in many East
African ASGM communities,
in line with government-led
lockdown measures. The Impact
Facility is currently focused on
activities that can be supported
remotely and is planning for
future investments into mine
sites, rather than delivering work
that requires mine-level visits.
The export of low volumes of
gold by many small-scale mines
has become compromised,
thereby leading to localised price
collapses. In these contexts,
small miners are caught between
the need to sell today to generate
cash for food and basic amenities,
and the lost future income from
selling gold at much reduced
prices, highlighting once more
the fragile position such miners
occupy in global value chains
and the importance of supporting
improved equity and resilience in
ASGM supply chains.
Taking an Inclusive Approach
to Drive ESG Improvements
In this context, the case for an alternative
way of working became clear. The Impact
Facility was created in response to this
reality, providing services that help to fill in
the ‘missing middle’ between the starting
position of most ASGM sites and the often
out-of-reach expectations of international
compliance frameworks.

Without
security of
LAND TENURE
there is little
incentive or ability
for these enterprises
to plan for a
longer-term future

In partnership
with donors,
investors and local
capacity building
organisations, The
Impact Facility opens up
access to technical training, asset
finance and markets, guiding partner mine
sites to improve their ESG performance
levels step by step at a pace appropriate
to their needs and in line with recognised
performance standards, as captured in the
Impact Escalator.

A Miner’s Perspective
For miners, the most prominent and visible
challenges are often related to productivity,
targeting the high-grade ore and doing
so efficiency and safety. Many request
pumps to dewater shafts or generators and
compressors to improve productivity by drilling
using compressed air to more easily blast and
disintegrate the rocks to access high-grade
ore zones.
Miners may also face challenges in securing
or maintaining rights to mine on the land.
Without security of land tenure, there is little
incentive or ability for these enterprises to
plan for a longer-term future. Consequently,
they typically exploit high-grade ore zones for
as long as it is economically viable to do so
and then move on.
A lack of geological understanding may
also inhibit the ability of ASGM miners to
effectively target high-grade ore zones;
however, it should not be assumed this
is always the case.

INTRODUCING THE IMPACT ESCALATOR: Taking an inclusive continuous improvement
approach to enable mines to develop a context-appropriate action plan

Meets fundamental human rights
and environmental practices;
commits to continous improvement.
Aligned with:
OECD DD Criteria and CRAFT

Demonstrates significant
progress and takes steps
towards formalisation.
Aligned with:
Swiss Better Gold Criteria

Many ASGM miners
have a good intuition or
understanding of how
high-grade gold zones may
be best targeted, based on
what they observe both at
surface and underground.

The Productivity versus
Processing Dilemma
Traditionally, the donor community has often
had a different focus, for example, on social
and environmental issues such as mercury
reduction in processing methods. While these
are important pieces of the puzzle, they may
fail to address the underlying economic and
technical limitations of a small-scale mining
enterprise. What is required is an aligning
of these two differing visions to make sure
future interventions have sustainable impacts
in the long run and generate economically
viable enterprises.
If mines are not increasing productivity or
exploring for the next high-grade ore zone,
they will struggle to produce sustainable
volumes of ore to make on-site mercury-free
processing viable. The same goes for building
routes to market. Without first establishing a
baseline of sufficient production, it is hard to
do so at an economically viable scale.
By considering productivity (gold production)
and processing (mercury reduction) hand in
hand, The Impact Facility hopes to promote
more sustainable outcomes and incentivise
improved ESG performance.

Very high internal capacity,
controls and business systems.
Aligned with:
Fairtrade/Fairmined Certification

ADVANCED

INTERMEDIATE

BASIC
Fair terms for short-term
equipment rent

Fair terms for leasing
equipment and loans

Fair terms for loans for capital
and operational expenditure

Technical assistance for
operational improvements

Technical assistance for
operational improvements

Assistance for
certification compliance

International
markets

Preferred market for
mercury-free gold

Premium certified
markets
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Women from Nsangano mine in Geita, North Tanzania, manually crush ore with hammers before it is further processed in a ball-mill crusher.
Photo credit: Fairtrade Foundation

The Impact Facility installed a pilot
The Impact Facility
started
working
with
Recently, there has been growing interest in unlocking access to
mines in Tanzania,
finance for ASGM, with a range of recently published research
facility to manage and run a
Uganda and Kenya in
1
pieces on the topic. The Impact Facility has taken the approach
gravity circuit processing
2017, and has been
that barriers to finance for ASGM can be dismantled over time.
hub for the neighbouring
supported by a range
mines to enable mercury
Any frontier investment sector will face challenges in being adopted.
of institutional donors
reduction in the region. When
As we have seen, other impact investing sectors have emerged or
and partners on the
combined with a final smelting
are emerging, such as microfinance, energy, gender lens investing
ground. This has
stage this approach can
and, most recently, refugee investing. With the right structures in
enabled
capacity
eliminate
mercury entirely.
place, there is no reason why ASGM could not also attract socially
building and training to
responsible capital. This type of finance provides an opportunity to
be delivered to partner
not only enable business growth in an underserved sector but to also
small-scale mines to prepare them for investments
incentivise ESG improvements in parallel.
in enhanced processing equipment, the first rounds
of which were made in mid-2019. A range of financial
Building infrastructure to enable investment
mechanisms were considered, including lease-toThe Impact Facility, and other entities such as Barksanem, The
purchase finance for productivity and processing
Fair Congo project of The Chambers Federation, and SEF Clean
equipment and pay-per-use processing hubs. Repayment schemes
Gold Community Solutions are taking a range of investment-led
were designed with miners’ needs in mind, including optional repayment
approaches in ASGM with donors and investors willing to be
pauses if productivity unexpectedly drops or seasonal
pioneers in this sector to develop the sector
rains inhibit mining activities.
THIS
TYPE
OF
expertise and deliver the proof of concept

Investing in ASGM – The Story So Far

necessary to enable others to invest.
In particular, The Impact Facility has focused on
developing the necessary infrastructure, including
tools, services and investment mechanisms, to
enable flows of impact capital into the sector,
responding to the growing interest in unlocking the
power of investment finance for ASGM.

‘PAY PER USE’

FINANCE PROVIDES
Uganda – Piloting the pay-per-use
AN OPPORTUNITY
Processing Hub
TO NOT ONLY ENABLE
A few kilometres from the Kenyan border lies the
BUSINESS GROWTH IN remote village of Tiira in the Busia District of eastern
AN UNDERSERVED
Uganda. In this region, artisanal and small-scale gold
SECTOR BUT TO ALSO mining dates back almost a hundred years and is not
INCENTIVISE ESG
only a crucial livelihood for the local population but
IMPROVEMENTS
is engrained its identity. The Impact Facility installed
IN PARALLEL
a pilot ‘pay per use’ facility by working with a local

These tools span from an initial mine scoping
checklist, which is used to make sure a mining
enterprise is able to comply with minimum
engagement criteria and absorb investment, to a comprehensive ESG
baseline assessment, developed in-house in order to measure impact
during the duration of a loan or lease-to-purchase agreement.

service provider, Borassus, to manage and run a gravity
circuit processing hub for the neighbouring mines to enable mercury
reduction in the region. When combined with a final smelting stage,
this approach can eliminate mercury entirely.

1.https://www.planetgold.org/sites/default/files/2020-03/Unlocking-Finance-for-ASGM_final.pdf
http://sdmr.co.rw/wp-content/uploads/2019/12/SDMR-6-A2F-Policy-Brief-1.pdf
https://www.resolve.ngo/docs/ppa_-_barriers_and_opportunities_for_artisanal_access_to_finance_-_april_2019_-_final.pdf
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David Finlay is Senior Responsible
Minerals Manager at the Fairtrade
Foundation. David supports businesses in
the UK to source responsibly mined, Fairtrade
certified gold, into their supply chains and
finished products and also manages
Fairtrade’s relationships with institutional
donors – who fund programme work in South America and
East Africa to deliver improved outcomes for miners.

However, sufficient volumes of ore are
required to make this economically viable.
The processing hub approach eliminates the
$55,000 outlay required by any enterprise
wishing to invest in gravity processing and,
by clustering multiple enterprises, there is a
greater chance that the processing hub can
run at optimum capacity.
Initially, the installation seemed promising.
However, it soon became apparent that the
adoption of the new processing hub was
not going to be as smooth as anticipated.
Local miners expressed doubts over the
effectiveness of the new system. Behaviour
change compounded by lack of productivity
in the surrounding mines initially eliminated
any incentive for local miners to use the
equipment.
To incentivise uptake of the new equipment, a
processing competition was held to compare
the gravity circuit system with the traditional
sluice box technique.

Sarah Caven is the Project Development
and Impact Investing Lead for the
Impact Facility. Sarah has helped build the
Impact Facility during its growth from a donor
funded project to an independent blended
finance vehicle with the purpose of
empowering artisanal and small scale mining
communities though responsible, business-led solutions. She
focuses on generating opportunities for collaboration with
donors, investors, partners and artisanal and small scale
mining enterprises.

This demonstrated a 20% increase in gold
recovery and, as one miner noted, produced
a higher concentration of gold, which can
enable mercury reduction.
Full mercury elimination is the ultimate goal.
In some contexts, including East Africa, even
with gravity processing circuits installed, the
fine gold can elude the miners, who then
resort to reprocessing tailings with mercury.
One way around this is to install a smelting
centre, where sufficient ore volumes can be
generated by multiple smaller mines to make
the plant economically viable.
A second round of investments will supply
compressors and water pumps in order for
local mines to continue producing in return
for a commitment to transition to the gravity
processing circuit and, once operating at
capacity, strive for total mercury reduction.

CONCLUSION
The impact and business opportunity in
engaging with Artisanal and Small-Scale
Mining (ASM) has been recognised by many,
and not just in gold. These miners are
supplying materials essential both to the
green technology necessary for a sustainable
future – from electric vehicles to wind turbines
– and to satisfying our luxury demands, from
sapphires to smartphones.
The Impact Facility will continue to build the
necessary market infrastructure to enable
access to finance and progressive ESG
improvements in the ASM sector in order to
meet the needs of both mining enterprises
and the downstream activities, with a vision
to scale beyond our initial East Africa pilot in
gold mining as we diversify our reach across
commodities and geographies.
We invite you to get in touch with David Finlay
– david.finlay@fairtrade.org.uk, with feedback
or to discuss potential collaboration.

A rudimentary gold processing site in Migori, Kenya.
Photo credit: The Impact Facility
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TERMINAL
MARKETS
ORDER (TMO)
The original TMO was published in 1973 to classify certain
commodities exchanges as ‘terminal markets’. The TMO
means that certain transactions between members of these
terminal markets can be zero-rated for VAT purposes.

BY RUTH CROWELL, CEO, LBMA

COVID-19

On 14 May, the Court of Justice of the EU (CJEU) concluded
its infraction proceedings between the European Commission
(EC) and the UK. The proceedings concerned the UK’s VAT
treatment for certain terminal markets, with the decision
falling in the EC’s favour.
For the time being, it will be business as usual for LBMA
members. LBMA is working with industry experts and HM
Treasury to determine the next steps in accordance with
the CJEU decision and to clarify any potential implications
for the precious metals markets.

UPDATE
As we grapple with the uncertainty of COVID-19 and the frustrations and
challenges of lockdown in the global economy, LBMA continues to liaise
closely with the Benchmark Administrators, LPMCL, LPPM, London Vaults,
banks and refiners to support their Business Continuity Plans.
See our website for further details
We are scaling back printing of our publications, so the Alchemist will be
published in electronic format only during 2020. However, we will look to
return to print in time for the centenary edition in January 2021.

LBMA has also agreed to participate in any consultation
process with HMT following the amendment requirements
being provided by the EC. LBMA will also be working with
its committees and working groups to analyse the risks
associated with this decision in preparation for engagement
in the consultation process.
For further details, please refer to our website.

WEBINARS
In March, as we faced up to the prospect of lockdown, we launched a weekly series of webinars every Thursday at 13:30 to
keep members and the wider market up to date with the key issues impacting all sectors of the precious metals market. We’ve
also managed to incorporate into the programme some of the more interesting sessions and presentations from the events
that we have had to unfortunately cancel this year, including our Responsible Sourcing Summit in March and the Annual Conference in Lisbon in
October (which will now take place 19-21 September, 2021).
Look out in the Weekly Newsletter for updates on upcoming webinars and visit our website to view any that you may have missed. We’ve got
more great speakers lined up for you, including on 18 June, Frank Holmes, CEO, Global Investors, who won the best speaker prize at our
Conference in Barcelona in 2017.
If you haven’t already registered for the Weekly Newsletter or our Responsible Sourcing Newsletter, you can do so by updating your preferences in
the MyLBMA portal.

LBMA-i

TRADE
REPORTING

We recently announced that LBMA-i Trade Data*
(provided by Nasdaq) is now available via the
Bloomberg Terminal.
*With effect from 10 June 2020, this will be rebranded from LBMA-i
to LBMA Trade Data.

DID YOU KNOW?
Daily Record Gold Traded on
26 May, 2020 at 67 million ounces
(COMEX equivalent, 54.7 mn oz)

valued at record $114 bn
20

DID YOU KNOW?
Palladium data in relation to spot volume of 1.8
million ounces for one week also shows us that;
Swap and Forward contracts traded
between members were 41% of spot
and 2% for options with Loans and
Leases trading at 13%
Watch our recent webinar, hosted by Ruth Crowell and featuring
Adrian Ash, Head of Research, BullionVault and David Gornall, LBMA
Consultant, who explain why this data is important (visit our website
for more details).
For more information on subscribing or contributing data,
visit Nasdaq.com/LBMA-i
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LBMA

MEMBERS
LBMA is delighted to welcome Bank of America Securities
Europe SA as an Affiliate. The bank is based in Paris and
serves as Bank of America Corporation’s (BAC) primary brokerdealer for clients in the European Economic Area.

LBMA’s
Website
Project

LBMA also warmly welcomes ABC Refinery as an Affiliate.
ABC Refinery has been involved in the refining and processing
of precious metals in Australia since 1978.
We currently have 145 Member and Associate companies –
88 Full Members (including 12 Market-Making Members and
14 Affiliates), 3 Exchange Affiliates and 54 Associates.
If you are interested in applying for membership of
LBMA, including the new Subscriber category,
please email mail@lbma.org.uk.

LATEST
STAFF NEWS
LBMA has recently promoted Jade Maisey to the
position of Chief of Staff, effective April 2020. She
will provide strategic support to the Chief Executive,
communicating with the Leadership Team, Board,
clients and key stakeholders to deliver LBMA’s
business development agenda.

JOIN FEEDBACK USER GROUP
This project has almost reached the halfway point now and the LBMA
Comms team is pleased to report that plenty of progress is being made.
Consideration is being given to how we can meet the disparate needs of
our wide range of site visitors, including making the information not only
relevant but as accessible as possible.
As well as streamlining the content, we will be looking to make content
in pdfs such as in Alchemist articles available in a searchable format.
We’ll also improve our data offering to make it easier for people to
graph and download data from our site.

She was previously Executive Assistant, acting as overall troubleshooter and strategist in support of the General Counsel and Chief
Executive.
Hannah Coakley recently joined LBMA to support
Varsha Peiris, the GDL Officer, in the administration
of the LBMA Good Delivery System. Her primary
responsibility is for proactive monitoring of existing
GD refiners, including the collation and analysis of
assay results, and the Proficiency Testing Scheme.

It’s not too late to provide your input to our website project, please
contact jamilah.leigh@lbma.org.uk with any ideas and improvements
you would like to see.

RECORD GOLD
STOCKS

OVER $425 BILLION OF GOLD
HELD IN LONDON VAULTS
As at end of January 2020, there were a record 8,363
tonnes of gold, valued at a record $426 billion, and
36,253 tonnes of silver, valued at $20.8 billion.
This equates to approximately 669,055 gold bars and
1,208,421 silver bars.

LBMA also welcomes Josh Robins as our new
Membership Services Coordinator. He is responsible
for the administration of the LBMA Membership
programme, managing and developing relationships
for new and existing members. He works closely with
the Chief Finance Officer in the development and
implementation of improved member services, including data and
information systems offerings.

FUTURE LBMA EVENTS
- SAVE THE DATE

103

9 OCTOBER 2020:

ACCREDITED
REFINERS
103 refiners
82

She is also responsible for the Vault Operators Training platform.
Prior to joining LBMA, she worked in precious metals sales and
trading, and holds an Economics degree from the University of
East Anglia.

AGM

Armourers' Hall, 81 Coleman Street,
London, EC2R 5BJ

We now have
on the Good Delivery Lists, with
listed for gold,
listed for silver and
refiners on both
lists. There are currently six active Good Delivery applications.

2 DECEMBER:

Shenzhen Cuili was added for gold in March and Umicore Brasil was
moved to the Former List for gold, effective 31 December 2019.

Natural History Museum,
Cromwell Road, London SW7 5BD

70

49

LBMA Annual Dinner
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Post-Trade Workflow Automation
Save time from confirmation to settlement with technology
and security designed for the precious metals market

The Paxos Post-Trade Difference

Discover exceptions
in real-time

Works for any counterparty,
no integration required

Save time

Simplify auditing and
exception management

Not only has Paxos reduced time-consuming communications on email or telephone,
it has also allowed for faster detection of any discrepancies between counterparties,
saving valuable time that would otherwise be spent investigating errors.”
Brendon Stickle
Trading and Treasuries Desk, Asahi Refining

Elminate 90% of time managing posttrade process through automation
with our user-friendly interface

Contact Paxos for a live demonstration today.
posttrade@paxos.com | US +1 (646) 770-7284 | UK +44 (0) 20 3002 8257 | https://www.paxos.com/post-trade

ex (USD)
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THE RATIONAL
CASE FOR $7,000
GOLD BY 2030
+ 4%
BY CHARLIE MORRIS, HEAD OF MULTI ASSET, ATLANTIC HOUSE INVESTMENTS

US TREASURY
YIELD LESS THE
EXPECTED RATE
OF INFLATION
WAS OVER 4%
IN 2000 AND
HAS RECENTLY
TURNED NEGATIVE

It surprises many professional investors
that gold has been the leading major
asset class in the 21st century. It has
beaten the US treasuries, US equities,
developed market equities and emerging
markets, even after accounting for
dividends. $100 invested at the turn of
the century has turned into $591.

Gold doesn’t pay a yield, unless
you lend it, making this an
extraordinary achievement. And
because it doesn’t pay a yield,
many believe that gold can’t be
valued. I disagree and would
attribute gold’s great leap forward
to the fall in US real interest rates
(104%), realised inflation (52%),
starting discount (55%) and, finally, the recent move to a 24% premium.
I’ll address these points in turn and then look at the decade ahead.

FALLING REAL RATES
CHART 1: LEADING ASSETS IN THE 21ST CENTURY
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The main driver has been falling real
rates, that is, the US Treasury yield
less the expected rate of inflation.
This was over 4% in 2000 and has
recently turned negative. It is wholly
unsurprising that gold is deemed
to be more attractive when cash
on deposit receives a negative real
return, compared to those glorious
days when you could earn a 4% real
rate without taking any risk. Little
wonder gold was trading so cheaply
in 2000.

Source Bloomberg: Gold (yellow), US TIPS (green), MSCI Emerging Markets (orange), S&P 500 (dark blue),
MSCI EAFE (light blue), total return rebased to 100 since 1 January 2000
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CHART 2: US REAL RATES TURN NEGATIVE
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CHART 3: GOLD BEHAVING RATIONALLY
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Source Bloomberg: US 10-year bond yield % (yellow), US 10-year breakeven rate % (orange),
US real rate (green) since 1 January 2000
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Source Bloomberg: Gold (yellow) and fair value (green) in US dollars since 1 January 2000
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THE GOLD PREMIUM
In the run-up to the 2013 taper tantrum,
the gold price sensed the impending spike
in real interest rates. The premium peaked
at nearly 50% (the gold price was 50% above
fair value) in 2011 and started to decline
18 months ahead of the talk of rising interest
rates. By the time of the taper tantrum, the
premium was zero. It begs the question that if
gold built a premium into a rising inflationary
environment back then, and then anticipated
its demise, it could be doing it again.
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Source Bloomberg: Gold (yellow) and fair value (green) in US dollars since 1 January 2000

CHART 4: GOLD SMELLS INFLATION WITHIN 18 MONTHS
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CHART 4: GOLD SMELLS INFLATION WITHIN 18 MONTHS
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Source Bloomberg: Gold premium/discount from fair value (yellow) %, EM 30 day moving average (blue),
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since 1 January 2000
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MODELLING THE GOLD PRICE

GOLD HAS A UNIQUE ABILITY
TO SNIFF OUT INFLATION AND
AS SOON AS THE THREAT
PASSED GOLD RETREATED
WHILE GENERAL ASSET
PRICES RALLIED
The gold premium seems to be a trending
affair. The price rose from 2000 to 2005, yet
the valuation gap failed to close. It was an era
of a weak dollar – while gold was rising in US
dollars, it was flat in most other currencies. It
was only when gold started to show strength
in the likes of the euro and the yen that the
global buyers arrived and the discount started
to close.
The premium carried on rising into 2011,
before narrowing ahead of the taper tantrum.
Five years of inactivity followed, while gold
patiently waited for general asset prices to
trip. By late 2018, a new premium started to
build, which brings us to the present day.
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The link between gold and the fair value
model is strong. Gold started the period -60
Given the trending nature of the premium, it
In 2014, I first modelled gold as a bond
below fair value and crossed above in 2008.
is more likely to rise from here than reverse.
with the following characteristics:
It then got ahead of itself at the 2011 peak,
That’s because gold is in a bull market and
• It is zero-coupon because it pays
only
to fall
into
Source Bloomberg: Gold premium/discount from fair value
(yellow)
%,back
EM 30
dayline
moving average (blue),
the forces driving it higher far
no1 interest
since
January 2000
for the next few years.
outweigh the forces holding
• It has a long duration because it
I SUSPECT THAT GOLD
Recently a premium has
it back.
lasts forever
SEES INFLATION COMING
begun to re-emerge.
I suspect that gold sees
IN 2021 AND IT WOULD
• It is inflation linked, as historic
I like the way the model
inflation coming in 2021. It
MAKE SENSE BECAUSE
purchasing power has demonstrated
declined in 2008, 2013
would make sense because
CENTRAL BANK
• It has zero credit risk, assuming it
and recently during the
central bank balance
BALANCE
SHEETS
ARE
is held in physical form
COVID-19 crisis. Many
sheets are bursting at the
believe gold to be a safe
• It was issued by God.
seams. QE was only mildly
haven. Indeed, it is, but
inflationary because the
This describes a zero-coupon, risk-free,
only when real rates are
money never escaped from
inflation-linked bond – something that
falling. If the system
the banking system.
resembles a 20-year TIPS. Last year, I wrote
freezes up, and there is
a more detailed piece, ‘How I Value Gold’, for
a fear of deflation, then
the World Gold Council. https://www.gold.
cash is king. Yet, gold has
org/goldhub/research/gold-investor/how-itypically been quick to recover once the threat
value-gold
of deflation passes – a sign of asset quality.
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20

00
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1800

Another observation is that, at the time of
gold’s 2011 high, the US consumer price
index brushed 3.9%. While gold soared,
asset prices retreated and the euro crisis
was set in motion. Gold has a unique ability
to sniff out inflation, and as soon as the
threat passed, gold retreated, while general
asset prices rallied.

BURSTING AT
THE SEAMS
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GOLD PRICE FORECAST UNDER DIFFERENT RATE SCENARIOS
20 YEAR BOND YIELD

20 YEAR INFLATION EXPECTATIONS
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Source: Atlantic House Investments

What we are seeing today is a surge in the money supply, which
is being sent straight to the real economy. Prices are still falling
because there has been a demand shock. The combination of closed
businesses and high unemployment, much of which is hopefully
temporary, has seen prices fall. But as the world economy re-emerges
from the ashes, we could find ourselves facing a supply shock, with
too much money chasing too few goods. It’s fair to assume that gold
is, once again, a step ahead.
Gold compensates for realised inflation
that has already happened. Yet, it also
responds to real rates that reflect the
cost of money. Those two inputs help
us to anchor the price. However, as
experienced investors are only too
aware, the price will do what it wants
to and the deviation from that price
can differ significantly. The point of fair
value is not to trade off, but to measure
risk and reward. If gold is trading at a
discount, it is possible to lose money,
but hard to lose a lot of money, and
vice versa.

GOLD FORECAST FOR 2030
In trying to determine where gold might
find itself at the end of the decade,
we need to make assumptions. It
goes without saying that the future is
unpredictable, but I’m not afraid to give
it a go. The simple idea is that inflation
will return and that alone is enough to
consider a plausible scenario. In order
to predict the gold price in 2030,
we need to forecast three things:

REAL RATES IN 2030
This is more scientific because we can use the valuation methodology
and allow different inputs. What soon becomes clear is that real rates
aren’t equal. That is, a 0% real yield can have 0% bond yield and 0%
inflation, or it can have a 5% bond yield and 5% inflation. The former
puts gold at $1,024, whereas the latter puts it at $2,716 – a huge
difference. This means that there’s more to it than real rates, because
gold is more sensitive to inflation than the bond yield.

THE HUGE GAINS IN THE

21ST CENTURY

HAVE OCCURRED IN
AN ENVIRONMENT
WITH FALLING RATES,
WHILE LONG-TERM
INFLATION EXPECTATIONS
HAVE BARELY MOVED.
WITH HIGHER INFLATION
ON THE HORIZON,
THINGS START TO
GET INTERESTING.

Then the penny drops. The huge gains in the 21st century have
occurred in an environment with falling rates, while long-term
inflation expectations have barely moved. With higher inflation
on the horizon, things start to get interesting.
The box above highlights the current situation, with 20-year
inflation expectations of 1.3% and a 20-year Treasury yield
of 1%. The current fair value is around $1,400. If inflation
expectations shift to 4%, as clever tricks at the Federal
Reserve keep the yield down at current levels, you get a fair
value of $4,124, which is 194% above the current level.

THE GOLD PREMIUM IN 2020
The gold premium touched 50% in 2011 – the last time the
animal spirits were raging wild. I don’t know what the gold
premium was in 1980, but it was probably similar or higher.
Assuming gold is in a bull market, it is fair to assume a
similar premium will be seen at some point. I’ll stick with
50%. Given the current premium is 24%, there is 21% of
upside to reach a 50% premium.

1 Realised inflation 2020 to 2030
2 Real rates in 2030
3 The premium to fair value
REALISED INFLATION IN 2030
This is the hardest question to answer,
so I’ll keep it simple and forecast 4%
as an average for the decade. Over the
past 70 years, the average rate has
been 3.5%, so I’m going slightly higher.
4% compounded over ten years is 48%.
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2030 GOLD
PRICE FORECAST
Putting these together, the price impact from
the current fair value of $1,400 is:

Realised inflation

48%

Real rates

194%
Premium

21%

Implied gold
price in 2030

$7,370

SUMMARY
If inflation exceeds 4%, then expect a higher price and vice versa.
If the bond yield blows out, then expect a lower price and vice versa.
Finally, the premium could surge in 2025 and come back to zero or
even below zero by 2030, should the Volcker moment come early.
The point is that there is a rational framework from which you can
understand the dynamics of the
THERE IS A RATIONAL
gold market. Owning gold does
FRAMEWORK FROM
not mean you have to fly blind.

WHICH YOU CAN

The current gold premium is
UNDERSTAND THE
telling us that higher inflation is
DYNAMICS
OF THE
coming. The implications for asset
GOLD
MARKET
AND
classes are immense. Higher
OWNING
GOLD
DOES
inflation implies a weaker dollar,
NOT MEAN YOU HAVE
which implies higher commodity
prices and a surge in emerging
TO FLY BLIND
market equities. It will make
bonds unattractive and potentially drive down equity valuations in the
developed world. The last time we saw this was in the 1970s. Those
that thrived owned gold.

Charlie Morris is the Head of Multi Asset at Atlantic House Fund Management, where he manages the
Total Return Fund. He has 22 years’ experience in fund management, where he has built a reputation for managing
active portfolios with an emphasis on efficient diversification and risk management. In previous roles, Charlie was
the Chief Investment Officer at Newscape until 2018 and the Head of Absolute Return at HSBC Global Asset
Management until 2015.
His interest in gold dates to the late 1990s, when it was a forgotten and widely ridiculed asset. While at HSBC,
he became an active market participant and was frequently quoted in the media. He has developed a gold regime
model and a gold valuation model, which were first published in his occasional blog, Altas Pulse.
In other roles, Charlie is the editor of the leading UK investment newsletter, The Fleet Street Letter (est 1938). Prior to a career in
finance, Charlie was an officer in the Grenadier Guards, British Army.
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REGULATION

UPDATE
BY RACHEL HART, LAWYER, LBMA

In this latest update,
Rachel considers
components of the
2020 regulatory
framework governing
the precious metals
industry throughout
Europe.

The challenge remains for LBMA and
LPMCL to show that the 85% RSF should
be as close to 0% as possible.

Securities Financing
Transactions Regulation

LBMA aims to work with the regulators
to support gold’s claim as an extremely
HQLA. We believe that had LBMA’s trade
data been available for the 2013 report,
a different conclusion for gold would have
been reached. We hope to revisit those
calculations using the data that we have
been collecting over the last 18 months to
ensure the reasonable treatment of gold
among the other asset classes.

In 2013, the European Banking Authority
(EBA) published a report which concluded
that gold was not a High Quality Liquid
Asset (HQLA). There was a lack of trade
data available, therefore, no trading
volume or turnover measures were
calculated for gold, as they were for other
asset classes. This led to a limited price
impact assessment, which determined the
85% RSF for gold.

11 April 2020 marked the implementation
date for the Securities Financing Transactions
Regulation (SFTR). In light of the ongoing
disruption caused by COVID-19, the first
reporting deadline has been delayed until 13
July 2020.
The SFTR aims to reduce systemic risk in the
Securities Financing Transaction (SFT) market
by increasing transparency and regulatory
surveillance. The SFTR requires financial and
non-financial counterparties to report both
sides of any trades considered as SFTs.

Human Rights Due Diligence

Under the UN Guiding Principles on Business
and Human Rights, companies have a
responsibility to undertake human rights due
diligence. However, according to the latest
For precious metals, this can extend to
Corporate Human Rights Benchmark, almost
transactions for repurchase transactions,
half of the world’s largest
lending transactions, buycompanies failed to show
LBMA AIMS TO
sell back or sell-buy back
transactions, and margin
WORK WITH THE evidence of implementing such
due diligence processes.
lending transactions. In

REGULATORS TO

January, the EU regulator
SUPPORT GOLD’S Last year, more than 100
announced that commodities
organisations called for EU-wide
CLAIM AS AN
transactions entered into
legislation on human rights and
EXTREMELY HIGH environmental due diligence
for operational or industrial
purposes are not SFTs and
QUALITY LIQUID
for all entities operating within
therefore are out of the
ASSET (HQLA)
the bloc. Germany later echoed
SFTR’s scope. LBMA has
this call when 42 businesses
published market guidance
issued a joint statement requesting a national
to assist market participants in their
mandatory due diligence framework.
application of the SFTR, this exemption and
The European Commissioner for Justice
other provisions
has recently announced plans to require
relevant to precious metal transactions.
businesses to undertake due diligence on
Net Stable Funding Ratio
potential human rights infringements and
the environmental impact of their operations
The implementation date for the Net Stable
and supply chains. The Commission’s plans
Funding Ratio (NSFR) remains 28 June 2021.
involve developing a legislative proposal
Though the Basel Committee on Banking
by 2021. The draft law will be cross
Supervision (BCBS) recently announced the
sectoral with “the capacity to enforce and
deferral of some Basel III standards by one
implement”. This announcement follows
year, these do not include the NSFR.
the Commission’s Study on Due Diligence
The NSFR framework will require 85% of
Requirements Through the Supply Chain,
Required Stable Funding (RSF) to be applied
published earlier this year.
for the financing and the clearing and
settlement of precious metals transactions.
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Rachel Hart, Lawyer,
LBMA. Deals with legal
and compliance matters
affecting the precious
metals market, including
financial regulation and
the Responsible Sourcing
Programme. She has taken responsibility
on a number of initiatives and helps to
manage any relevant legal work on behalf
of LPMCL, as well as support the market
on the application of REACH and the Global
Precious Metals Code.
Before joining the LBMA, Rachel worked as a
Finance Knowledge Assistant at Freshfields
Bruckhaus Deringer, specialising in structured
finance and debt capital markets. She read
law at University of York and University of Law,
London.

LAST YEAR MORE
THAN 100
ORGANISATIONS
CALLED FOR

EU-WIDE
LEGISLATION

ON HUMAN RIGHTS
AND ENVIRONMENTAL DUE
DILIGENCE FOR ALL ENTITIES
OPERATING WITHIN THE BLOC
Anti-Money Laundering Directive
Since 1990, the EU has continued to
bolster its anti-money laundering regulatory
framework. In January 2020, the fifth AntiMoney Laundering Directive (AMLD5) was
transposed into national laws across the EU –
only 18 months after its predecessor, AMLD4,
had been introduced. However, as general
awareness of money laundering garners
more attention – through scandals such as
the Panama Papers or Paradise Papers –
the latest money laundering practices are
exposed, enabling the EU to respond by
continuing to bolster its legislation.
AMLD5 introduced strict enhanced due
diligence measures for relationships or
transactions with high-risk third countries. The
list of these countries is maintained by the
EU and is a vital resource for any level of due
diligence undertaken. The listed countries are
found to have strategic deficiencies in their
anti-money laundering and counter-financing
of terrorism regimes, which pose significant
threats to the EU’s financial system.
In November 2018, only four months after
AMLD5 was first published in the Official
Journal, the EU published AMLD6. Members
states must transpose the Directive into
local law by 3 December 2020. This latest
piece of legislation extends criminal liability
to legal entities and broadens the EU’s
anti-money laundering framework to include
aiding, abetting, inciting and attempting any
money laundering as criminal offences.
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OBITUARY
GUIDO DEL CASTILLO

It is with great sadness that we learn of the passing on 25 April of
the Peruvian mining legend and philanthropist, Guido Del Castillo.
The mining engineer ran a private mining company Aruntani Group.
Del Castillo has been an active member in the mining sector, promoting
Peru’s industry on the global stage.
In 2018 he was named as an Honorary Fellow, by the senior
management of the Society of Economic Geologists (SEG). He was
the first South American to earn this distinction.
Guido was also recognised as an important patron for Peru’s mining culture.
In honour of his son, who died in a mining accident as an engineering
student he created the Andrés Del Castillo Minerals Museum.
He was well known to many of our readers and attended LBMA
conferences including those in Peru in 2014 and Barcelona in 2017.

IT WAS MY HONOUR TO HAVE KNOWN AND WORKED WITH DON GUIDO
OVER THESE PAST 20 YEARS. HE WAS BOTH PASSIONATE ABOUT HIS
BELOVED COUNTRY AND THE MINING INDUSTRY. MANY AN AFTERNOON WAS
SPENT IN HIS COMPANY ON HIS PATIO, DRINKING PISCO SOURS AND EATING
AMAZING SEA FOOD AND AT THE SAME TIME HE CONTINUED TO TEACH ME
ALL ABOUT THE HISTORY OF PERU. THE INDUSTRY HAS LOST A TRUE
GENTLEMAN AND THE COUNTRY AN AVID PROPONENT. I WILL MISS HIM
AND THOSE WONDERFUL INTERLOCUTIONS.
Grant Angwin, President, Angwin Precious Metal Advisory Services

MARKET MOVES
ABC REFINERY EXPANDS ITS
TREASURY AND TRADING TEAM

WILMA SWARTS JOINS
METALS FOCUS

DAVID O’NEILL JOINS
BAIRD AND CO

ABC Refinery announces the significant
expansion of its Treasury and Trading
capability with the recruitment of a number
of experienced industry experts with Joe
Metcalfe as Treasurer, Nishan Kodituwakku
and Michael Dymock.

Metals Focus is delighted to announced that
Wilma Swarts has joined the consultancy as
the Head of PGMs.

Baird and Co are delighted to have welcomed
David O’Neill to the company as Senior
Trader on 2nd March 2020.

She has 12 years’ experience in PGM sales
and marketing gained during her time at
Lonmin, where she was Head of Commercial
Services. Before joining Lonmin she had
worked in the automotive industry where
she developed experience in business
management, classical marketing, product
development, market intelligence and market
development.

He has a wealth of experience trading in
the commodity and metals markets having
previously worked at Mocatta, N M Rothschild,
UBS and Mitsui, before moving to a broking
career on the ICAP precious metals desk.

They join David Woodford, who is now
Pallion’s Chief Commercial Officer.

She has held several directorship positions,
notably with the World Platinum Investment
Council and has recently taken on the role of
Chairperson at Women in PGMs.
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FACING FACTS
MINING COSTS AND M&A:
THE KEY FACTORS TO WATCH IN 2020
BY FEDERICO GAY AND SAMSON LI, GFMS, REFINITIV

IN 2019 TWO OF
Gold has been in the
THE LARGEST DEALS
investor’s spotlight
THE INDUSTRY HAS EVER
for the last couple
SEEN TOOK PLACE WHEN
BARRICK MERGED
of years, as spot
WITH RANDGOLD IN A
prices traded at their
$6.5 BILLION DEAL
highest level in over
AND NEWMONT BOUGHT
six years, gaining over
GOLDCORP FOR
18% in 2019 alone,
$10 BILLION
while a renewed and
Mining costs have been a central discussion
empowered bullish
point for some time now, especially
sentiment was fuelled by
considering how they have been steadily
increasing since 2016. Historically, costs
an escalating trade war
have somewhat mirrored gold spot price
between the world’s two
trends, mainly due to higher demand, and
therefore higher costs on service contracts,
largest economies.
higher taxes paid and other macro variables,
Turning to 2020, the COVID-19 pandemic is
changing the financial world in unpredicted
ways, while talk about recession, and a
possible depression, as well as rising
uncertainty levels are having a massive
impact on commodities. Most base and
precious metals prices are diving, but gold,
on the other hand, is trading over $1,650/oz,
a 10% gain since the beginning of the year.

such as oil and energy costs have been
incurred. Currency depreciation also plays a
major role in costs, particularly in important
gold-producing countries such as Canada,
Russia and Australia, as well as in most of
African and Latin American countries. During
2019, gold-mining companies worldwide
posted an average Total Cash Cost (TCC) of
$701/oz and an All-In Sustaining Cost (AISC)
of $918/oz, an increase of 2% and 4%,
respectively, compared to the previous year.

CHART 1: AISC VS DAILY SPOT PRICE MARGIN
MARGINS REMAIN HIGH EVEN WITH INCREASING MINING COSTS
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Two examples of this strategy were the sale
of the Mponeng mine in South Africa and
the sale of Barrick’s share of the Kalgoorlie
Super Pit mine in Australia. The world’s
deepest gold mine, Mponeng was AngloGold
Ashanti’s flagship mine for several years,
producing 243,000 gold ounces in 2019, an
8% drop from the previous year, and posting
a TCC and AISC of $976/oz and $1,186/
oz, respectively. The deal, valued at $300
million, also includes Mine Waste Solutions,
a tailing recovery operation, and will see
Harmony Gold, the buyer, strengthen its
position as the
largest South
THE DEAL VALUED
African gold
AT $300 MILLION
producer, after
INCLUDES MINE
also buying the
WASTE SOLUTIONS
Moab Khosong
AND WILL SEE
operation from
AngloGold
HARMONY GOLD
back in 2018.
(THE BUYER)
Mponeng has
STRENGTHEN ITS
substantial gold
POSITION AS THE
reserves below
LARGEST SOUTH
its existing
AFRICAN GOLD
infrastructure,
PRODUCER
which would
require a
massive investment to access, involving the
building of vertical shafts and the extension
of its current eight-year life of mine.
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CHART 2: CAPEX OF THE TOP 15 GOLD MINING COMPANIES
$2,000.00

The average net difference between AISC
and gold’s spot price increased from $360/
oz in 2018 to $480/oz last year, representing
a 52% margin. Reported revenue increased
considerably, boosting M&A activity around the
globe. In 2019, two of the largest deals the
industry has ever seen took place when Barrick
merged with Randgold in a $6.5 billion deal
and Newmont bought Goldcorp for $10 billion.
Soon after these deals were sealed, both
companies announced that the divestment of
non-core assets was being considered. This
strategy is being adopted lately by most of the
largest gold-mining companies, as the focus
is shifting towards the development of longlasting, low-cost operations, ideally located in
an area where synergies can be exploited with
other assets from the same company, the best
example being Nevada Gold Mines, operated
by Barrick.
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Turning to Australia,
Saracen Mineral Holdings
bought Barrick’s 50%
share in the Kalgoorlie
Super Pit mine in a deal
valued at $750 million.
The mine was affected by
a major rockslide in one of
the slopes in May 2018,
severely impacting production.

THE DIVESTMENTS ALLOW
ANGLOGOLD AND BARRICK
TO LOWER THEIR AVERAGE
COSTS AND FOCUS THEIR
INVESTMENTS IN MORE
PROFITABLE PROJECTS
AND OPERATIONS

According to the company’s news releases, it will take at least three
years to completely repair the damage, but Saracen’s officials believe
the investment will pay in the long run.
Big companies are turning their attention to high-profit operations and
projects, focusing on tier-1 mines. This represents an opportunity for
smaller companies that are more willing to fight ounce-by-ounce in
operations that either have geotechnical and engineer complexities,
limited lifespan or a high-cost structure.
Returning to the previously mentioned deals, the divestments allow
AngloGold and Barrick to lower their average costs and focus their
investments in more profitable projects and operations, while on the
flip-side of the coin, acquisitions see Harmony and Saracen benefit
by larger production levels
in net revenue-making
THE NUMBER OF M&A
operations, which also have
CASES RECORDED
the possibility for further lifeWAS ACTUALLY
of-mine extensions.

MORE THAN DOUBLE

Turning back to costs, goldINDICATING THAT
mining executives are usually
MARKET
BULLISHNESS
pressured by investors about
TOWARDS
GOLD IS
labour costs, in particular,
STILL IMMANENT
which are much higher than
those for copper, for example.
But as of now, miners are
limiting themselves to taking
a dynamic approach to their
capital expenditure structure.
If we consider gold’s top
15 companies, average growth capital expenditure has dropped
dramatically since 2014, where it represented between 35% to 40%
of the total capex, to a 17% average in 2019. Big companies seem to
be moving away from big exploration expenditures, which was a core
principle for most a few years back.
When we analyse the project pipeline for the next 10 years, we
can deduct that, put simply, we are not finding gold as fast as we
are consuming it. The impact of COVID-19 in the mining industry
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is already taking a toll, as more than 95 mines are currently
experiencing some kind of disruption in their operations. Some
important projects are being paused, particularly copper and silver/
gold projects in Chile, Peru and Mexico, while drilling budgets
are being cut and the lockdowns in several countries are directly
impacting operations.
Most miners have already withdrawn production guidance for 2020.
While we still expect production to marginally grow this year compared
to the last year, output growth is starting to decrease. According to
our estimates, we anticipate a turning point in 2023, from which we’ll
start to see an annual contraction in the global gold output.

FUNDS INCREASE THEIR EXPOSURE IN GOLD M&AS
AS CORPORATE ACTIVITIES SURGE IN Q1 2020
After global mergers and acquisitions (M&A) deals in the gold-mining
sector reached historical high levels, over $30 billion in 2019, it is
not really a surprise to see capital deals in this space fall in 2020,
with or without the impact of the pandemic. Last year, the NewmontGoldcorp merger and Barrick-Newmont Goldcorp joint venture deal in
Nevada shook the market in the first quarter, while in Q1 2020, the
size of the gold deals announced (in terms of upstream acquisitions,
excluding royalties) fell to approximately $2.4 billion, a 86% yearon-year drop. A silver lining ahead is that the number of M&A cases
recorded was actually more than double, indicating that market
bullishness towards gold is still immanent.
Indeed, while the number of deals in the non-gold mining space fell
in the first quarter, mostly due to the pandemic, gold was actually
bucking against the trend. In terms of number of deals, the market
share of gold deals has risen from approximately one-third in Q1
2019 to over a half in Q1 2020. As the pandemic takes its toll in
global GDP, encouraging massive money printing by central banks,
along with the expectation that geopolitical risks will continue rising,
it is understandable that industry participants are more bullish in
gold than most of the other minerals.
CHART 3: NUMBER OF M&A DEALS IN THE MINING SECTOR
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Federico Gay, Senior Analyst, Refinitiv, GFMS.
Federico is a geologist with a BSc from the National
University of the South, Argentina. He joined
Refinitiv in London in November 2019, focused on
precious metals supply modelling. Prior to Refinitiv,
he worked over seven years in Chile in a wide range
of assignments, including exploration, ore control,
geological modelling and resource estimation for a Copper-GoldMolybdenum mine in the Atacama Desert. He completed a master’s
program in Economic Geology from the Catholic University of the
North, Chile.

Samson Li has been a Senior Metals Analyst
at Refinitiv Metals Research for over six
years. He has become a well-known figure in the
Chinese mining industry. Prior to joining GFMS,
Samson worked for eight years as the Chief Analyst
of an asset management firm in Hong Kong, with four
years being responsible for managing a portfolio
investing in the global mining equities sector. Samson holds a degree in
Commerce from the University of Toronto.

The following are some of the more significant deals that happened in the first quarter this year:
Deal Date

Seller

Buyer

Total gold ounces
(reserves + resources)

Acquisition cost per total
gold resource ounce ($/oz)

13/1

Ravenswood
(Resolute Mining)

EMR Capital Mgt and Golden
Energy & Resources

5,900,000

35.1

13/1

Hycroft mine

Mudrick Capital
Acquisition Corp

18,000,000

18.1

10/2

Spectrum Metals

Ramelius Resources

355,500

391.9

24/2

Otis Gold

Excellon Resources

1,124,000

21.62

25/2

46% interest in New
Afton mine (New Gold)

Ontario Teachers’
Pension Plan

1,012,000

118.76

2/3

Balmoral Resources

Wallbridge Mining

541,000

152.50

23/3

Semafo

Endeavour Mining

8,000,000

93.75

30/3

Alio Gold

Argonaut Gold

3,246,000

14.63

It is interesting to note that an acquisition
was made by a pension fund. In February,
New Gold Inc. announced that it had
entered into a strategic partnership with
Ontario Teachers’ Pension Plan and that
the latter had agreed to acquire a 46.0%
free cash flow interest in the New Afton
mine, which could convert to a 46.0% joint
venture interest in four years, for upfront
cash proceeds of US$300 million. When
a pension fund acquires an interest in a
gold mine, it speaks volumes for how fund
managers view the price outlook of gold –
and this pension fund is not alone, as there
were a total of four different funds acquiring
gold projects in the first quarter.
As a result, over 99
million gold resource
ounces have been
announced to be
changing hands in Q1
2020, at a weighted
average of slightly
above $23 per ounce
of acquisition cost.

That is approximately 33% less
in terms of resource ounces
traded and a 66% decline in the
valuation paid as weighted average
of acquisition per resource ounce
from Q1 2019. Again, that is
hardly a surprise, as the Newmont
acquisition of Goldcorp last
year has skewed the tonnage of
resources acquisition, as well as
the valuation, above the industrial
average.

WE EXPECT THERE
WILL BE MORE
GOLD DEALS TO
BE ANNOUNCED
PARTICULARLY
AMONG THE
PROJECTS THAT
CARRY HIGHER
GRADES

Other than royalties transactions, the first
quarter deal list also excludes Egyptian
billionaire Naguib Sawiris who is in talks to
acquire a 51% stake in a stateowned gold-mining company,
IN FEBRUARY
as it seems too preliminary at
NEW GOLD INC.
this moment, and the potential
ANNOUNCED THAT acquisition of Cardinal Resources by
IT HAD ENTERED
Nord Gold, as talks are still ongoing.
INTO A STRATEGIC In addition, Premier Gold Mines
PARTNERSHIP
tried to offer $40.2 per resource
gold ounce to acquire a 50% project
WITH ONTARIO
interest in Greenstone Gold Mines
TEACHERS’
Partnership, but the offer has been
PENSION PLAN
rejected by Centerra Gold.

Another interesting
observation is that most
of the gold deals that took
place in Q1 2020 involved
low-grade materials – with
the exception of Ramelius
Resources acquiring
the Penny West gold
project, which contains
355,500 gold ounces
of total resources at an
average grade of 13.8 g/t, which resulted
in an over $390/oz acquisition cost. We
believe corporate CEOs have been eager in
acquiring inexpensive, low-grade resource
ounces, hoping a higher gold price in the
future could provide leverage to both the
company’s share price and the economics
of the properties acquired. We expect there
will be more gold deals to be announced,
particularly among the projects that carry
higher grades, once the pandemic begins to
settle down and business activities resume.
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