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The passengers in First Class on an American 
Airlines flight from Bogotá to London early this 
autumn were treated with the greatest respect. 
After all, they had been created centuries ago 
in the hands of craftsmen skilled in the gold-
working techniques of ‘lost wax’ casting and the 
hammering of metals, including tumbago, an 
alloy of gold and copper. The earliest dated from 
1600 BC.

These masterworks from Colombia reveal the 
true origins of El Dorado, ‘the golden one’, a lost 
city of gold. The myth actually refers to a ritual at 
Lake Guatavita, near modern Bogotá, at which a 
newly elected leader covered in powdered gold 
dived into the lake and emerged as Chief of the 
Muisca, who lived in the highlands of Colombia.

This exhibition displays more than 300 objects 
from the Museo del Oro in Bogotá and the 
British Museum’s own pre-Colombian collection. 
The result is one of the finest exhibitions of 
historic gold artefacts that I have seen.

The scene is set the moment you step inside 
the darkened chambers to a background hum 
of birds chattering in a rain forest. Penetrating 
the shadows, you catch soft gleams of gold on 
every side.

But this is not gold as currency held for its 
economic value. As the Curator, Elisenda Vila 
Llonch, explains: “In ancient Colombia, people 
did not desire or use gold for its economic 
value. Rather it was revered for its symbolic 
association and transformative properties, and 
its association to the sun. This sacred metal 
was used to create some of the most visually 
dramatic and technically sophisticated art found 
anywhere in the Americas before European 
contact.”

Thus, we are confronted with the gold objects 
of spiritual leaders who embarked on a mystical 
‘soul journey’ played out in the public expansion 
of identity and rank by chiefs and spiritual 
leaders accompanying the deceased on the 
final journey to the afterlife. The gold was 
transformed into face masks, chest and nose 
ornaments, ear spools, pectorals, even tweezers 
for plucking out body hairs. In turn, the natural 

Beyond El Dorado (the golden one):
Power and Gold in Ancient Colombia 
By Tim Green, Author and Journalist

Tim Green reviews this 
fascinating exhibition at the 
British Museum. With more 
than 300 pieces on display it 
powerfully brings to life the 
sophisticated metal working 
techniques employed by 
Colombian craftsmen thousands 
of years before Colombus 
discovered the Americas.   

      In ancient Colombia, 
people did not desire or 
use gold for its economic 
value. Rather it was  
revered for its symbolic 
association and transformative 
properties, and its association 
to the sun

“ “

Bird pectoral, Popayan, gold alloy, AD900-1600. © The Trustees of the British Museum

Seated female poporo, Quimbaya, gold alloy, AD600-

1100. © The Trustees of the British Museum
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world of birds, fish, crocodiles, jaguars and bats 
(for the night world), along with ‘tunjos’ (votive 
figures) were recreated in gold. A luxury was 
a lime flask made from a gourd cast in gold, 
containing lime powder from crushed shells into 
which a golden spatula or ‘dipper’ was poked 
after being moistened on the tongue while 
chewing a wad of coca leaves. These were the 
fashionable cigarette cases of the day.

So where did the gold originate and how was 
it mined and refined? From the beginning, the 
cordilleras of the northern Andes offered easily 
worked placer deposits from which gold was 
carried down towards the rivers that flowed to 
the Pacific and the Caribbean, that is along 
the rivers Malagana to the east, the Cauca in 
the centre and the Calima to the Pacific. Gold 
was recovered from alluvial deposits using 
fire-hardened sticks to break up the bank. 
Gold dust and nuggets were then washed out 
in shallow wooden trays (much as happened 
in the California gold rush centuries later) and 
transported in animal skin pouches down to 
the valleys. Mining was essentially a seasonal 
occupation. However, as Curator Elisenda 
Vila Llonch in her handsome book about the 
exhibition (British Museum Press, 2013) says: 
“In the principal gold-sourcing areas, such 
as the mountains of Antioquia, where the 
important mining site of Buriticá was situated, 
full-time workers operated. The gold then traded 
along to the principal craft production centres 
such as the metal-working site of Dabeiba. 
There, metals and alloys were smelted in 
crucibles, ceramic ovens and furnaces, where 
the desired temperature was reached by the 
blowing of air into the fire with blowpipes. The 
result was a small round piece of metal known 
as a tequelo or ingot. The tequelos were traded 
to important chieftains to be reworked by local 
goldsmiths using two processes – hammering 
and casting.”

They excelled at casting large and small objects 
using the lost wax technique. Fortuitously, 
they could use wax from stingless bees (an 
advantage over the neighbouring Incas in Peru 
to the south, where bees did not exist and the 
manufacture of gold ornaments relied on the 
hammer). In Colombia, the wax enabled the 
gold to be moulded into a galaxy of shapes and 

figures. The wax was first enveloped in layers of 
fine clay and, once the mould was finished, it 
was fired. The wax was then melted and poured 
out to leave space for the molten gold that was 
poured into the final cast piece. After cooling, 
the clay mould was broken and the golden 
figure emerged. The technique required skilled 
temperature control.

Even more adroit, in the territory of Muisca, 
stone matrices carved on six sides were used to 
mass produce wax moulds for casting necklace 
beads and ornaments.

What fascinates me is that a people quite cut 
off from the rest of the world before Columbus 
discovered the Americas had mastered such 
sophisticated metal-working techniques almost 
on a scale of mass production in a tradition 
going back several thousand years.

The prize of this exhibition, almost its symbol, 
is a pectoral, dating from AD 900, found in 
a tomb at Timbío in the Cauca region in the 
1930s. It depicts a decorated human figure 
wearing an elaborate headdress and a large 
nose ring, and accompanied by pairs of bird-like 
attendants, creating a sublime impression of 
tranquillity. Equally dramatic is a gold alloy 
anthropomorphic bat-man pectoral from about 
AD 900. Craftsmen from the Tairona region 
made bats and bat-men, as well as body 
ornaments for the elite.

The prize for originality, though, must go to the 
famous raft or tunjo from Lake Guatavita, a 
votive offering for a new Muisca ruler, possibly 
dating from AD 600. As Elisenda Vila Llonch 
puts it: “They made a raft out of rushes … 
embellishing it … with the most attractive things 
they had. They stripped the heir to the skin 
and anointed him with a sticky earth” on which 
they placed gold so that he was completely 
covered with this metal. They placed him on 
the raft … at his feet, they placed a great heap 
of gold and emeralds for him to offer to his 
god … when the raft reached the centre of 
the lagoon … the gilded Indian then made his 
offering, throwing out all the pile of gold into 
the middle of the lake. From this ceremony, 
came the celebrated name of El Dorado, ‘the 
gold one’. Over succeeding centuries, attempts 
have been made to trawl the lake and even 
drain it. Scattered gold and ceramics have 
been discovered, but not the riches that legend 
suggests.

Over the centuries, however, relics large 
and small have turned up as testimony to a 
unique society in which the skills of goldsmiths 
found myriad applications. As early as 1500 
BC (contemporary with the manufacture of 
the finest ornaments in Egypt), the Calima-
Malagana made necklaces of gold beads 
hammered into the shape of insects, with 
each piece folded into a little finger. Large 

          In the principal gold-
sourcing areas, such as the 
mountains of Antioquia, where 
the important mining site of 
Buriticá was situated, full-time 
workers operated.

“ “

Crocodile shaped pendant, late Quimbaya, gold alloy, 700 BC – AD 1600. © Museo del Oro – Banco de la República, Colombia.

Anthropomorphic bat pectoral, Tairona, gold alloy, 

AD900-1600. © Museo del Oro – Banco de la 

República, Colombia

Necklace of red stone and claw shaped beads, Tairona, 

gold alloy, AD900-1600. © Museo del Oro – Banco de la 

República, Colombia
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funerary masks, sometimes with three masks 
layered one on top of the other, also suggested 
transformation from the material to the spiritual 
world.

By 500 BC, the use of relics was more 
widespread and bold mask pectorals were 
fashionable among the Quimbaya of central 
Colombia, who lived close by the Buriticá mining 
area. One bold mask in the shape of a face 
has filed teeth (a delight for a modern dentist). 
The Quimbaya goldsmiths, using the lost wax 
technique, were tackling double moulds to 
produce spectacular lime flasks. A robust male 
and female pair fully naked (male standing, 
female seated) with body ornaments and piercing 
marks on their legs indicate body building. 
However, goldsmiths were not infallible – on the 
male, a mistake in casting had been patched up, 
showing it was valued. Perfection comes with two 
warriors’ helmets of hammered gold decorated 
with figures and geometric patterns. The gold, 
however, is soft, suggesting that the helmets 
were not for use in battle, but more a symbol of 
status and symbolically strengthened the wearer 
with the power of the sun.

By 200 BC, the Zenu, who lived on the tropical 
Caribbean plains and were masters of irrigation, 
were at the height of their civilisation. Leaders 
were buried in tombs with impressive gold 
breast plates. The Zenu also evolved skills in 
casting thick filigree wires from long threads 
of wax, creating large, lacy, fan-shaped filigree 
ear ornaments, and bold moustache-like 
filigree ornaments. The skill required to cast 
such complex shapes was impressive, not 
least the ability to produce the minute beeswax 
components and to control the flow of molten 
metal to fill every part of the mould. The Zenu 
were equally skilled at hammering breast plates 
and embossing them with jaguars, snakes 
and alligators, using immaculate repoussé 
techniques.

Jaguar pendants were often made from an  
alloy known as tumbago, a mix of gold, copper, 
silver and, occasionally, a touch of platinum. 
Tumbago was a stronger metal than pure 
gold and had a lower melting point. The most 
dramatic jaguar creation on display incorporates 
a lime flask crafted by folding very thin sheets 
of gold to create a three-dimensional shape, 

which was then clipped to its claws and tail. The 
jaguar’s nose ring is of platinum, a rare, highly 
valued metal.

Animals and birds featured widely in goldsmiths’ 
work. A tiny Zenu toy rattle shows a face with 
a headdress of two feathered birds’ heads, 
while flowers and plants with a touch of gold 
reflected their smell and healing properties. 
Gold sea-shell pendants were popular, while 
golden fish hooks may have been used in rituals 
to encourage a good catch.

As for music, a goldsmith of the Calima-
Malagana people hammered and embossed a 
trumpet as early as 200 BC, while a charming 
dancer made by the Tolima held a wand 
in each hand. Ancient Colombia might be 
declared ‘the gold society’. I can recall no other 
civilisation where gold was such an integral 
part of everyday life. And you come out of that 
humming forest that sets the scene of the 
British Museum exhibition feeling that you have 
had a unique glimpse into the goldsmiths’ world 
several thousand years ago. Go and see the 
show – it continues until 23 March 2014.

The Beyond El Dorado (the golden one): Power and Gold in 
Ancient Colombia exhibition runs from 17 October 2013 to 23 
March 2014 at the British Museum. Curated by Elisenda Vila 
Llonch and sponsored by Julius Baer.

Timothy Green, Author and 
Journalist 
Tim has been writing about 
gold for over 40 years. His 

first book, The World of Gold, came out in 1968 
and was revised several times. He also wrote The 
Gold Companion: The A-Z of Mining, Marketing, 
Trading and Technology for the Swiss company 
MKS Finance SA. His latest book, The Ages of 
Gold, on the 6,000 years’ history of the metal, 
was published in 2007 by GFMS, the precious 
metals research company, for whom he was also 
a consultant on world gold markets for three 
decades. In 2010, he wrote Building a Global 
Brand, The London Good Delivery List 1750-
2010 for the LBMA.

        By 200 BC, the Zenu, who 
lived on the tropical Caribbean 
plains and were masters of 
irrigation, were at the height of 
their civilisation. Leaders were 
buried in tombs with impressive 
gold breast plates. 

“ “

Mask with nose ornament, Quimbaya, gold alloy, 500 BC – AD 1600. © The Trustees of the British Museum
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In a recent working paper, we examined the 
link between these two markets under both 
the classical economics approach and under 
a behavioural lens. The economic theory of 
‘rational expectations’ says that rational and 
risk-neutral investors will set a forward price that 
is an unbiased predictor of the future spot rate; 
not a perfect predictor but one whose errors sum 
to zero over time. But we rarely find this to be the 
case for any asset examined.

We tested whether this holds for gold, using data 
from 1989 to mid-2013. First we looked for, 
and found, a long-run equilibrium relationship 
between the spot and forward prices using co-
integration analysis. But it is not in the form of 
a one-for-one relationship as it should be, one 
eventually equal to the other. Strike one against 
Rational Expectations. 

We also assessed whether changes in spot and 
forward prices are equal over time. At longer 
horizons (12 and six months), the theory again 
fails, but once we move to the shorter term, 
the answer begins to change. The three-month 
forward rate is a marginal case, but we can be 
fairly confident that at a one-month maturity, the 
forward market is an unbiased predictor of the 
expected future spot price using this method. 
The gold market seems to be able to predict the 
near-term level of the spot market with forwards 
but not much out beyond a quarter.

So there is some evidence that the gold market 
may be irrational. This finding is not unusual, 
mirroring the results of studies on other asset 
classes such as equities and foreign exchange. 
A significant portion of the research on this issue 
from the Foreign Exchange market finds that 
instead of a perfect positive correlation between 
the two, a strong negative correlation exists.
Rational expectations ignores both the market’s 
ability to act irrationally and the influence of risk 
adverse speculators. These can cause forward 
prices to be above the expected future spot price 
if they take mostly short futures positions, while 
end users are mostly long. Speculators can 
then sell the asset for more than the spot price, 
giving them a return from bearing the risk of the 
forward contract. 

Our work is mainly concerned with looking at the 
behavioural explanations of the failure of rational 

expectations to hold. Specifically we ask: Is the 
market optimistic or pessimistic in its forecasts? 
Do investors over or under-react to news? We try 
to answer these questions by looking at the way 
news is incorporated into the forward premium, 
the market’s forecast errors and the revisions 
made to forecasted spot prices as they come to 
maturity. We allow for investors to be risk averse 
in all of our findings below. 

Irrationality can be observed in a number of 
ways. If investors put more weight on ‘private’ 
information over public information, they 
consistently underreact to all types of publicly 
available news, as has been found to be the case 
in the equity market. The market’s mood can also 
be dependent on the type of news it receives, as 
shown in the table below. If the market overreacts 
to good news and underreacts to bad news, it 
is optimistic; if it underreacts to good news and 
overreacts to bad, it is pessimistic. 

 Mood Good News Bad News
 Optimism Overreact Underreact
 Pessimism Underreact Overreact

We find that the gold forward premium is 
optimistic; overreacting to large positive changes 
in the spot rate (good news) and underreacting 
to large negative changes (bad news). Indeed, 
forecast errors react in the same way to all 
news, overreacting to good and bad news alike. 
Revisions to the market’s forecasted spot price 
overreact to the forecast errors it has just made.
To see whether the gold market’s mood has been 
stable over time, we rerun the same tests but 
do so on an ever-increasing sample, starting at 
four years of data and gradually increasing the 
sample size until we use the full sample again. 

The forward premium and the markets forecast 
errors suffer from mood swings throughout 
the sample, sometimes being optimistic, then 
pessimistic. We show this for the 12-month 
forward premium in Figure 1, using changes 
in the spot price as news. If there were no 

behavioural biases and markets were rational, 
the two lines would be at 0 all the time. If 
the Good News line is positive, the market 
is underreacting to large positive spot price 
changes, and overreacting if it is negative. 
By the end of the period, the market is optimistic 
as stated above, but we can see that there are 
times (e.g. the mid 2000s) when the opposite is 
true. At the beginning of the sample, the market 
is consistently overreacting to all news. The 
market’s revisions to forecasts are consistent 
over the sample, overreacting to its past errors 
almost all of the time. 

So the gold market’s behaviour does seem to be 
better explained by behavioural factors than by 
assuming investors are all and always rational. 
Its mood and reaction to new information tends 
to evolve over time. But over the full period 
under examination, the market’s predicted spot 
price was optimistic, and its errors and revisions 
overreacted to news. 

Fergal O’Connor is the 
current holder of the LBMA 
bursary and lectures in 
financial economics at York 
St. John Business School.

Dr Brian Lucey, Professor 
of Finance, Trinity College 
Dublin. Brian is Professor 
of Finance at Trinity College 
Dublin, and he also holds 
visiting positions at Glasgow 
Caledonian University and 

the University of Ljubjanja Slovenia. His research 
areas include the financial economics of precious 
metals, behavioural finance, international finance 
and financial integration and he is editor of 
two academic journals (International Review of 
Financial Analysis and Journal of Behavioural and 
Experimental Finance). He has published over 60 
academic papers and several books. 

The Behaviour of the Spot  
and Forward Markets
By Brian Lucey, Professor of Finance, Trinity College, Dublin and Fergal O’Connor, current holder of the LBMA bursary, 
and lecturer at York St. John Business School

The LBMA’s 2011 survey of LOCO 
London Liquidity showed gold spot 
and forward markets to be worth 
$13.5trn and $750bn per quarter, 
making London by far the largest 
centre for gold trading in the world. 
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Figure 1: Mood and Outlook for the 12-month Forward Premium
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2012 Conference in Hong Kong

I specifically said in last year’s presentation 
about India that the key issues affecting 
jewellery demand in the short-term are: 

• Marriage 
• Monsoon and harvest 
• Government policy 

India had a record number of marriages in 
2013, largely due to the fact that there were 
23% more auspicious days for marriage. 

The monsoon season has been favourable, 
resulting in more money flowing directly into the 
hands of 65% of the Indian population.

The third factor, which is critical, is government 
policy and significant action has occurred. The 
Annual Report of the Reserve Bank of India 
(RBI) tells a cautionary tale for macroeconomic 
variables of risks from the global economy and 
pitfalls in domestic economic management. The 
RBI accounts indicate that earnings continued 
to be from domestic government securities 
rather than foreign income, which necessarily 
reflects the key risks in the economy at present 
– external sector vulnerability and currency 
risks. Quantitative Easing (QE3) has had an 
impact on both the external side and trade flows 
into India, Asia and the World. 

Financials

If I look at the country and where we can 
correlate gold, India trade imports are $500 
billion and exports $300 billion, which means 
that there is a trade deficit of $200 billion. Out 
of the $200 billion, software and invisibles 
account for $118-$120 billion, which leaves a 
net deficit of $80 billion. This current account 
deficit of $80 billion in terms of the ratio to GDP 

turns out to be 5.1%-5.2%, which is in excess of 
the acceptable level of 3% for any economy. The 
Current Account Deficit (CAD) coupled with the 
Fiscal Deficit makes the currency of the country 
affected vulnerable. 

We have seen challenges to the Indian currency 
for the last almost eight months and what 
the government is planning is a result of the 
challenges of an $80 billion deficit. 

Interestingly, $60 billion out of the $80 billion 
trade deficit is directly attributable to gold alone. 
Gold is not monetised in India and China as it is 
kept in lockers and chests, which directly affects 
the circulation of money in the economy. We all 
understand that if the money is not utilised, the 
multiplier is not there and accordingly there is a 
drain on the monetary system.

Market Dynamics: India, Asia  
and the World
By Shekhar Bhandari, Executive Vice President – Treasury and Business Head – Forex, Derivatives and Precious Metals, Kotak Mahindra Bank

This is an edited version of a 
presentation which Shekhar 
delivered at the LBMA/
LPPM conference in Rome 
on 30 September.  He opines 
on market dynamics in Asia 
and the rest of the World 
and considers the impact 
that factors including recent 
government policy may have 
on the short-term and long-
term demand for gold in India. 

Figure 1: CAD without gold imports within the comfort zone

Figure 2: World Growth: Turnaround remains muted

CAD             CAD ex gold imports

Source: CEIC, Kotak Mahindra Bank

Source: UN DESA
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Figure 4: The non-trade trade portion of CAD is also under stress
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Policy makers needed to take cognizance
of a steadily widening CAD in these years

        We have seen challenges 
to the Indian currency for 
the last almost eight months 
and what the government is 
planning is a result of the 
challenges of an $80 billion 
deficit.

“ “



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

9

World Growth 

The economic problems of developed countries 
flow directly into the economies of developing 
countries through: 
• Weaker demand for exports, and 
• Volatility in capital flows and commodity 

prices, 

And accordingly turnaround remains muted, 
with a best-case scenario at 3.8% pa in 2013 
and a worst-case scenario of 2.2% pa.
Trade, which is a real measure of growth, is 
faltering. In spite of Quantitative Easing, trade 
has not grown, and with unwinding not easy to 
achieve, growth is proving a challenge.

Current Regulations

Therefore, what we have seen, starting from 
around 17 January 2012, has been around 20 
government circulars/changes/notifications, 
the last one on 14 August 2013, which have 
specified the focus on which the government is 
moving. As for the current regulations, anybody 
who wants to import gold into the country has 
to compulsorily export 20% of that which they 
have imported. This is at the importer level, not 

technically at the consumer level. As of now, if 
you were to have no exports and only imports, 
of say $60 billion, you would find that in order 
to import that $60 billion, you would need to 
export, on average, a minimum of $12 billion.
Whatever changes we are seeing are to address 
the $80 billion current account deficit, I agree 
with the steps taken by the government, and 
the Indian jewellery and bullion industry have 
been quite supportive of the steps taken by the 
government. 

Response to Regulations

The jewellery industry supported the country 
by jointly agreeing not to sell coins and bars, 
which are in the form of investment. The banks 
too supported this stance. Of the total Indian 
demand for gold of around 900 tonnes, 35% is 
for investment and 65% is for jewellery demand. 
Demand for jewellery remains unaffected as it 
is driven more by culture and consumer habits. 
However, there are alternatives for investment 
– Fixed Deposits, Mutual Funds, Small Savings, 
Public Provident Fund etc  

Therefore, to summarise, the government is 
planning to ensure that imports are kept to a 
bare minimum. Are there alternative solutions 
and will they be successful? I can say very 
clearly that government steps are a move in the 
right direction and are being taken to ensure 
that India’s entire demand for gold can be met 
through internal accruals. 

India has, on average, 22,000-32,000 tonnes 
of accumulated gold. There have been varying 
estimates of the amount of accumulated 
gold over the last 100 years. But there is one 
important statistic – the accumulated gold 
within the temples of India is sufficient to meet 
the country’s demand for at least 10 years. 
One can monetise idle gold deposits held within 
temples through the Gold Deposit Scheme 
(GDS). The gold deposit plans would see gold 
owners in India – the world’s largest consumer 
of the metal – give their gold to a bank and 
earn interest in return. They would also enjoy a 
“guarantee” from the central bank for the gold’s 
full return at the end of the deposit period. 

Figure 1: CAD without gold imports within the comfort zone

Figure 2: World Growth: Turnaround remains muted
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Source: CEIC, Kotak Mahindra Bank

Source: UN DESA

40

$bn

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20

0

-20

-40

-60

-80

5.0

4.0

3.0

2.0

1.0

0

-1.0 2006

1.4

-2.1

4.0

2.7 2.2

3.8

World GDP (%yoy)
Best case

Baseline

Downside risk

4.54

3.2

2.4

1.10.2

4.1

4.1

2007 2008 2010 2011 2012 2013 2014

-2.0

-3.0

2009

Figure 3: Faltering trade as an “engine of growth”
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      India has, on average, 
22,000-32,000 tonnes of 
accumulated gold. There have 
been varying estimates of 
the amount of accumulated 
gold over the last 100 years. 
But there is one important 
statistic – the accumulated 
gold within the temples of 
India is sufficient to meet the 
country’s demand for at least 
10 years. 

      As for the current 
regulations, anybody who 
wants to import gold into the 
country has to compulsorily 
export 20% of that which 
they have imported.

        The jewellery industry 
supported the country by 
jointly agreeing not to sell 
coins and bars, which are in 
the form of investment. 

“

“
“

“

“
“

Global GDP (%yoy) - Estimates

  2012E 2013E

 IMF 3.2 3.3
 World Bank 2.3 2.4
 EIU* 2.9 3.1
 IIF 2.5 2.5

 Bloomberg Consensus 2.1 2.2

Sourse: IMF on PPP basis 
  as on March 2013 on
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The RBI would then lend the deposited gold to 
jewellery manufacturers, reducing the country’s 
need for imported bullion and so easing 
pressure on the Rupee. 

Temples may require guarantees by the Indian 
government before parting with gold under 
the GDS but that should be workable. With 
Assured Return on GDS without the worries 
(and costs) of storage and insurance means 
that the temples would be more than willing to 
participate in the scheme. I guess it is a simple 
solution and initial transactions have been 
undertaken.

Many people have asked me why, up until now, 
it has not been thought of or been done before, 
but I guess you start thinking much more about 
sensitive issues when you are forced into a 
corner. I think the problem began in the period 
since 2009 when the CAD started ballooning. 
My presentation clearly shows a trajectory 
of CAD with and without gold. The idea is to 
share with you the thinking behind what drives 
the behaviour of the government. I think the 
central bank and the government are behaving 
in the right manner with the right perspective 
to ensure that the country’s CAD and Fiscal 
Deficit are under control. They feel that gold 
is one of the assets that can have an elastic 
demand and that can be postponed. The bank 
and government are also thinking of innovative 
solutions in order to meet the demand. These 
can be in the form of options and in the way 
they are able to defer the importing of gold into 
the country.

Conclusion

To conclude, the most important issues 
affecting short-term demand, for me, are: 
government policy, the elections next year, 
somewhere around May 2014, the new policies 
of the government and the way it is able to 
think about the deficit and control it. In the last 
four months, the trade deficit has improved 
significantly and that is bringing a lot of positive 
energy. The rupee has appreciated by almost 
13% from where it was a few months ago. We 
have a new Governor, and the right thoughts 
and actions are moving India forward in the 
right direction. However, in the long term, we 
feel that the demand for gold in India remains 
unaffected. Also, once the temple gold issues/
process is settled, 2016 may see zero imports 
of gold!

These are the issues that are impacting on the 
supply side. On the demand side in the long-
term, India is more driven by culture and habit.

Shekhar Bhandari is the 
Business Head for Forex, 
Derivatives and Precious 
Metals in the Treasury 

division of Kotak Mahindra Bank
He joined Kotak Mahindra group in 1996 after 
completing his Chartered Accountancy where 
he was ranked 25th in India.  Since then he 
has held positions of increasing responsibility 
across various group companies – Kotak 
Mahindra Finance Ltd, Kotak Mahindra Asset 
Management Company and Kotak Mahindra 
Old Mutual Life Insurance.  Amongst several 
achievements, Shekhar led the entire formulation 
and turnaround project - “Turning Point” with 
McKinsey, and rolled out Change Management 
Process at branch, regional and national level 
in turn making Kotak Mahindra Old Mutual Life 
Insurance among top 3 in Agent Productivity in 
the Industry.  He also set up the Compliance 
and Secretarial function at Kotak Mahindra Old 
Mutual Life Insurance. 

His interests include Foreign Exchange, 
Precious Metals, Derivatives, Treasury, Economy, 
Risk Management, Distribution and Marketing 
of Financial Products. He is a regular speaker at 
various forums on these areas of interest. 

He holds a Bachelor of Commerce with a 
further qualification of Associate member of 
the Institute of Chartered Accountants of India, 
Associate member of the Institute of Company 
Secretaries of India and graduate member of the 
Institute of Cost and Works Accountants of India. 
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Policy makers needed to take cognizance
of a steadily widening CAD in these years

          To conclude, the most 
important issues affecting 
short-term demand, for 
me, are: government policy, 
the elections next year, 
somewhere around May 
2014, the new policies of the 
government and the way it is 
able to think about the deficit 
and control it. 
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Algorithmic Trading Facts  
and Fantasies 
By J. Scott Kerson, Head of Commodities, AHL/Man Systematic Strategies

Introduction

Just by way of introduction, AHL/Man 
Systematic Strategies is the systematic trading 
arm of Man. We manage in the order of 
US$13.9 billion across a number of strategies 
and approximately a quarter of that is in 
physical commodities and commodity futures, 
with the vast majority being futures. 

People often confuse ‘systematic’ with ‘high 
frequency’, so it’s worth clarifying: some of what 
we do might be called higher frequency, but I 
definitely would not group our strategies under 
the broader ‘High Frequency Trading’ label. It 
is important to distinguish between the really 
fast folks, who deal in fractions of seconds, and 
the ones like us, who tend to deal in time slices 
ranging from hours to months, as opposed to 
fractions of seconds, because our respective 
trading behaviours and potential market impact 
may be very different. 

I am going to talk about two things today. One 
is just a brief introduction to what systematic 
traders do, because there seems to be an air 
of unintended mystery and more than a little 
confusion about what systematic investment 
shops actually do. I will then spend most of our 
time talking about execution, and algorithmic 
execution in particular, because depending who 
you ask, algorithms are either the answer to all 
our prayers, or they are the devil incarnate and 
spell the end of markets as we know and love 
them.

What Do Systematic Traders Do?

An Anecdotal History of Systematic Trading
To understand what systematic traders do, it’s 
useful to talk by way of an example and, to my 
way of thinking, the first properly systematic 
trader was actually a card counter by the name 
of Ed Thorp. 

The history goes something like this: in 1954, 
IBM introduces the 704, the world’s first 
commercially available machine incorporating 
indexing and floating point arithmetic. In 
1956, a PhD student in mathematics named 
Ed Thorp has a realisation that is now very 
well understood, but which was, at that time, 
nothing short of revolutionary: a deck of cards 
has memory. For example, suppose I have 
a deck of cards with four aces, the odds of 
getting an ace on the first card is 4/52. But if 
I draw an ace on the first card, then the odds 
of getting an ace on the next card is 3/51, 
and that is a different number from 4/52. 
This means that by observing the history 
of the cards that have been drawn, I know 
something about the likelihood of the future 
path of cards that are yet to be drawn. Thorp 
combines this insight with the computational 
power of the 704 and estimates a bunch of 
rules – a systematic approach – for placing 
bets in Black Jack, where the bet size is a 
function of the conditional distribution of the 
deck. Interestingly, and perhaps relevant for 
systematic trading as an investment style, he 
goes to Las Vegas and doubles his money in 
the first weekend. Four years later, he goes on 
to publish his system under the titillating title 
of Beat the Dealer and changes the rules of 
Black Jack at every casino in the world virtually 
overnight. Card counters, and Thorp personally, 
are universally banished from casinos, so 
he applies his insights to stock markets. He 
reports, according to non-audited Wikipedia 
data, a 20%-plus compound annual return for 
the next 28 years, so apparently he was on to 
something good.

Estimating the Composition of ‘the Deck’
What does that mean for systematic trading? 
We are trying to predict the future path of 
prices based on their history. That is essentially 
the same problem Thorp needed to solve, 
with one key difference: we never know with 
certainty what the true composition of the deck 
– or rather the market – actually is. So, we start 
by observing market data instead of cards, and 

This is an edited version of a presentation which Scott delivered at 
the LBMA/LPPM conference in Rome on 30 September. He explains 
how systematic traders like AHL use mathematical models in order to 
try to predict the future path of prices, and why AHL uses algorithmic 
execution to increase speed and efficiency, with an ultimate objective 
of increasing investor returns by driving down trading costs. 

      To understand what 
systematic traders do, it’s useful 
to talk by way of an example 
and, to my way of thinking, the 
first properly systematic trader 
was actually a card counter by 
the name of Ed Thorp.   

“ “
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that could mean prices, fundamentals or pretty 
much any data source you can think of that I 
can extract, store and process with a computer. 
We then filter that data according to a bunch of 
rules – here is the systematic approach – and 
build a forecast of what we believe the next 
period’s return on a given contract may be. 
Precisely what this system does is not terribly 
important for this talk, but it is a live trading 
system that we are currently testing, because 
we think it has the potential to identify short-
term fluctuations in prices. The system is called 
FASTCOMM, because it trades commodities 
and does so relatively quickly by our standards: 
it consumes data on energy markets on a 
time scale of minutes, and conditional upon 
observing certain patterns, it makes a forecast 
about what might happen. 
 

The blue bars on this graph are the strength 
of the signal, so a plus two is two standard 
deviations positive, or what we would view as 
essentially max positive; a minus two is the 
converse. The green bars are what we observe 
over the next 500 minutes, so about the 
equivalent of a trading day. What the pattern, 
from the lower left to the upper right, of the 
green bars tells us is that stronger signals are 
more likely to be associated with more positive 
returns, and weaker signals are more likely 
to be associated with more negative returns. 
This signal is then transformed into a desired 
position in lots, a ticket is generated and a 
trade is executed. Ultimately, this process is 
what systematic trading is all about.

Why Do We Use Algorithmic 
Execution?

The Role of Automated Execution 
Talking about FASTCOMM provides a natural 
segue into our other main topic, algorithmic 
execution. If I have a system that consumes a 
large amount of data and that wants to place a 
large number of trades relatively quickly, how 
is it going to execute those trades? It would be 
impractical at best for a human to trade even a 
single system like this for a handful of markets 
and yet we might (and in fact do) build dozens 
or even hundreds of such systems, which trade 
across hundreds of markets. The answer is, 
humans don’t execute for FASTCOMM, machines 
do. In fact, the entire process, from observing 
the data to entering an order into the market, is 
done without any human involvement.

So why are we so interested in algorithmic 
execution? I’ll show you some data on why 
‘algos’ help in a minute, but for context, the 
primary objective of execution in the context of 
systematic investing is to drive down slippage. 
For every dollar that we lower our execution 
costs, we raise the net return to our investors, 
and making money for our investors is what this 
business is ultimately about. 

So, that’s the end game, who is going to win 
– the scary guy with the machine gun or the 
excitable humans in the pits? It’s not quite that 
simple, but it’s close. 

The Rise of the Machines
However you slice the numbers, there is simply 
no getting away from the fact that the machines 
are taking over: looking at equity markets, 
we reckon that between 30% and 60% of all 
stocks are traded by algos, and the figure is 
likely to rise further. If you look for commodity 
futures, we estimate that the algo share – so 
not just electronic platforms, but the share of 
executions done by algos – has doubled from 
about 20% to about 40% in the last two years 
alone (according to internal AHL estimates). We 
believe there is a reasonable chance you could 
see that share increase by a similar amount 
again over the next couple of years. At the same 
time, high-touch execution, as in you and I 
dealing via instant message or voice, seems to 
be converging rapidly to zero for liquid futures.

The AHL Approach
How do we use the machines in practice? We 
have a fascinating system, whereby we create 
explicit competition between humans and the 
machines. We have two trading desks, one 
staffed by humans and one run by algos. Very 
small orders all go to the algos. And what we 
consider large orders all go to the humans. 
But for everything else in between, in what we 
call the matched band, we randomly allocate 
them between the algos and the humans, we 
track their P&L, and they compete for who can 
achieve the smallest implementation cost. 
When we measure execution P&L, or cost, 
we mean the difference between the price on 

the screen at the instant at which the order 
is received and the price at which the order 
is executed. The difference between those is 
slippage and that is the measuring stick for the 
race that we’ve put our human and machine 
traders in.

AHL’s Evidence on Competitive Execution
In 27 of the 32 commodity markets that I 
looked at for this analysis, the machines beat 
the humans. That’s about 80% of the time. In 
three out of four precious metals markets, the 
machines beat the humans, and in the fourth 
one, palladium, it is basically a wash. That’s a 
relatively easy call to make (based on internal 
AHL estimates).

Figure 1: triReduce Compression Since Inception1

Figure 1: Estimating the composition of “the deck”
The empirical response function for FASTCOMM
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      So why are we so 
interested in algorithmic 
execution? I’ll show you some 
data on why ‘algos’ help in  
a minute, but for context, the 
primary objective of execution 
in the context of systematic 
investing is to drive down 
slippage.    
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Electronic Competition in the Dealer Market
We have a pretty deeply held belief that we want 
to create proper incentives and competition 
wherever we can, so we apply this basic 
principle in other ways as well. For example, in 
the same way that we pit our humans against 
our machines, we also use our machines to pit 
dealers against dealers in order to create what 
we view as a more efficient marketplace.

Our internal order book for spot gold consists of 
about half a dozen dealers who stream prices 
into our system. I pulled a random screen shot 
from 21 August and found that if I were unlucky, 
and just happened to look for a bid and got 
the lowest bid, or I looked for an offer and got 
the highest offer, I would see something like a 
60-cent bid/offer spread. If I called someone 
for a voice quote, I might get a 40-cent bid/offer 
spread. However, what I see via the machine is 
an inside spread of the best bid to the best offer 
of only 24 cents, which is the natural outcome 
of creating competition and using a machine 
to compile the resulting information. While 
the precise numbers vary, we see remarkable 
consistency in this general pattern.

Competition between Marketplaces
I have talked a lot about how good the 
machines are, but to be fair to the flesh and 
blood traders on our desk and amongst all of 
you, there are certain things that the machines 
really are not good at. For instance, as I 
mentioned earlier, orders that we classify as 
‘large’ are generally directed to the physical 
(as opposed to virtual) trading desk. This is 
particularly important for relatively illiquid 
markets, where we have observed that slippage 

tends to increase more rapidly with size and 
where the rate of increase tends to be worse 
for the machines than it does when the order 
is actively managed by a person. Some of our 
data on palladium would appear to support 
this general observation and demonstrate one 
of the ways in which both our human traders 
and our risk-taking counterparties have an 
opportunity to add value. When I’m only going to 

trade one, two, three lots at a clip, I can pretty 
much do that on the touch, at the bid or offer 
on the screen. But when sizes get significantly 
larger, that is when our traders will reach out to 
their counterparties and ask for a ‘risk’ price, 
where the counterparty offers us a firm price 
for a given size and assumes the execution 
risk from that point on. It turns out, in the case 
of palladium, that the machines are cheaper 
for little tickets, but beyond a certain size, our 
data says we incur less slippage by calling a 
dealer and getting for a risk price. It is crucial 
to understand that whilst the machines have a 
role, there are certain times when their ability to 
understand what is going on inevitably runs into 
challenges, and in times like that, we believe 
that old school, manual trade execution is still 
the best route.
 

The Final Result
So what does this all mean in the end, in 
terms of our ultimate goal of looking to obtain 
higher returns for our investors? If you look at 
the last 20 years of AHL’s real-life trading, our 

estimated execution costs have come down by 
a somewhat astounding 80%. And if you look 
at just the latter portion of the chart, when we 
started imposing machine-human competition 
and increased use of algos, we think we’ve cut 
our slippage costs by about something of the 
order of a third, which is a fairly remarkable 
number and a positive result for our clients. 

Scott Kerson, Head of 
Commodities for AHL/Man 
Systematic Strategies 

Prior to joining Man, Scott ran a boutique 
consultancy focused on quantitative analysis 
and systematic trading strategies for the 
global commodity markets. Before launching 
his own business, he spent 15 years in 
commodities sales and trading, including 
primary responsibility for Barclays Global 
Investors’ active commodities model; proprietary 
trader and senior quantitative analyst at 
commodity-specialist hedge funds Ospraie and 
Amaranth, and Managing Director and Head of 
Commodities Sales & Structuring for Deutsche 
Bank and Merrill Lynch. 

He graduated with Highest Honours in 
Economics from the University of California 
(Santa Cruz) and received his Masters in 
Financial Economics, concentrating on 
econometrics and macroeconomics, from Duke 
University, USA. 

Figure 1: triReduce Compression Since Inception1

Figure 1: Estimating the composition of “the deck”
The empirical response function for FASTCOMM

Gross Notional Compressed [USD]             Terminated Trades

Gr
os

s 
N

ot
io

na
l [

US
$ 

Tr
ill

io
ns

]

Tr
ad

es

1 IRS and CDS Compression statistics
Source: TriOptima

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
0

10

150
4.0

3.5

3.0

2.5

2.0

1.5

1.0

0.5

0.0

100

Subsequent 50-sample-return

Ba
si

s 
Po

in
ts

 P
nL

50

0

-50

-100

-150

-4 -2 0 2 4

20

30

40

50

60

70

80

90 1,800,000

1,600,000

1,400,000

1,200,000

1,000,000

800,000

600,000

400,000

200,000

0

Figure 3: The Final Result - Lower costs mean higher returns

Re
al

is
ed

 s
lip

pa
ge

 (b
as

e 
ye

ar
 in

de
x 

= 
10

0)

Ja
n 

94

Ja
n 

95

Ja
n 

96

Ja
n 

97

Ja
n 

98

Ja
n 

99

Ja
n 

00

Ja
n 

01

Ja
n 

02

Ja
n 

03

Ja
n 

04

Ja
n 

05

Ja
n 

06

Ja
n 

07

Ja
n 

08

Ja
n 

09

Ja
n 

10

Ja
n 

11

Ja
n 

12

Ja
n 

13

140

120

100

80

60

40

20

0

Figure 2: Electronic competition in the dealer market - Improving Price Discovery
Sample view of internal order book - intraday cash gold on 21st Aug, 2013

1367.5

1367.0

1366.5

1366.0

1365.5
-20000 -17500 -15000 -12500 -10000

Best Mid Balanced
-7500 -5000 -2500 0

Inside
Spread

XAU/USD Bid: 1366.4230 (XU) Ask: 1366.6600 (XS) 0.2370

Outside
Spread

XUXMXJXDXSXCXPXB

Figure 1: triReduce Compression Since Inception1

Figure 1: Estimating the composition of “the deck”
The empirical response function for FASTCOMM

Gross Notional Compressed [USD]             Terminated Trades

Gr
os

s 
N

ot
io

na
l [

US
$ 

Tr
ill

io
ns

]

Tr
ad

es

1 IRS and CDS Compression statistics
Source: TriOptima

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
0

10

150
4.0

3.5

3.0

2.5

2.0

1.5

1.0

0.5

0.0

100

Subsequent 50-sample-return

Ba
si

s 
Po

in
ts

 P
nL

50

0

-50

-100

-150

-4 -2 0 2 4

20

30

40

50

60

70

80

90 1,800,000

1,600,000

1,400,000

1,200,000

1,000,000

800,000

600,000

400,000

200,000

0

Figure 3: The Final Result - Lower costs mean higher returns

Re
al

is
ed

 s
lip

pa
ge

 (b
as

e 
ye

ar
 in

de
x 

= 
10

0)

Ja
n 

94

Ja
n 

95

Ja
n 

96

Ja
n 

97

Ja
n 

98

Ja
n 

99

Ja
n 

00

Ja
n 

01

Ja
n 

02

Ja
n 

03

Ja
n 

04

Ja
n 

05

Ja
n 

06

Ja
n 

07

Ja
n 

08

Ja
n 

09

Ja
n 

10

Ja
n 

11

Ja
n 

12

Ja
n 

13

140

120

100

80

60

40

20

0

Figure 2: Electronic competition in the dealer market - Improving Price Discovery
Sample view of internal order book - intraday cash gold on 21st Aug, 2013

1367.5

1367.0

1366.5

1366.0

1365.5
-20000 -17500 -15000 -12500 -10000

Best Mid Balanced
-7500 -5000 -2500 0

Inside
Spread

XAU/USD Bid: 1366.4230 (XU) Ask: 1366.6600 (XS) 0.2370

Outside
Spread

XUXMXJXDXSXCXPXB

      I have talked a lot 
about how good the machines 
are, but to be fair to the 
flesh and blood traders on 
our desk and amongst all of 
you, there are certain things 
that the machines really are 
not good at.  

“ “
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The 2013 LBMA/LPPM Precious Metals Conference was held in Rome, from 
29 September to 1 October. The conference continued to break attendance 
records for the fourth year in a row as the 2013 event attracted a total of 
more than 800 delegates (727 delegates excluding spouses), from more 
than 38 countries, with a record 316 separate companies represented. 
There was a record number of sessions this year owing to the addition of 
Parallel Sessions on the second day, which focused on Responsible Gold 
and complemented the usual main conference proceedings. This meant that 
we had a total of 57 speakers and session chairmen, another record, which 
Stewart Murray affectionately referred to as “Heinz 57”. There was also a 
record 22 exhibitors advertising their products and services. This year’s 
conference truly was a record-breaking event.  

Stewart opened proceedings on a humorous note, referring to his favourite 
film, Monty Pythons’, The Life of Brian, and specifically to the scene where 
a group of incompetent revolutionaries in first-century Palestine are 
complaining to a crowd about the Romans and questioning: “What have the 
Romans ever done for us?” One by one, the assembled crowd shout out a 
series of life-changing inventions introduced by the Romans. Finally, one of 
the revolutionaries ends the scene by saying: “Well, apart from aqueducts, 
sanitation, irrigation, roads, medicine, education, health, wine, public baths, 
law and order, an efficient system of government…..what have the Romans 
ever done for us?”

And if we ask the same question, as to what Italy has ever done for us from 
a precious metals perspective, the answer is equally impressive. The Italian 
association with jewellery can be traced back more than 3,000 years to 
the Etruscans, in the Tuscany region, a tradition that was continued by the 
Romans, who championed the use of gold jewellery as a reflection of their 
status in society. But the links with precious metals continued beyond the 
influence of the Romans. Much later, as both David Gornall and Stewart 
remarked in their opening addresses, between the 11th and 16th centuries, 
Venice stood at the crossroads of the European gold market, and in the 
intervening years, Italy became the biggest and best manufacturer of gold 
jewellery in the world. Whilst there has been a steady decline in the Italian 
jewellery market over the last 15 to 20 years, it still accounts for half of the 

jewellery production in Europe. And on the world stage, in terms of jewellery 
fabrication, it is still holding on to third position in the global rankings, even 
if the gap between it and the top two, India and China, is now wide. And, of 
course, there are Italy’s substantial gold holdings, which at 2,452 tonnes 
currently ranks it as the fourth-largest official holder of gold in the world. So 
Italy, and more specifically Rome, was certainly a fitting place to hold the 
LBMA’s 14th precious metals conference. 

As is the case every year, media attention focused on the gold price 
predictions from conference delegates. On the first day of the 2012 LBMA/
LPPM Conference in Hong Kong, delegates were extremely bullish in 
predicting that the gold price would be US$1,914 by the time of the 2013 
Conference. The following day, they predicted a lower price of $1,849, 
indicating that discussions in the wings of the conference had perhaps 
caused a revision of delegates’ bullish views. Hindsight really is a wonderful 
thing. It transpired that despite the downward adjustment of their forecasts, 
delegates were still some US$508 off the actual price of US$1,341. This 
year, LBMA/LPPM delegates predicted on the first day of the conference 
that the gold price will be US$1,423 at the time of the 2014 Precious 
Metals Conference in Lima (from 9 to 11 November). The following day, 
they predicted a lower price of $1,405, indicating that the conference 
speeches and discussions in the corridors had encouraged them to a take 
a more pessimistic view of the gold price. Delegates also gave the following 
predictions for the price of the other three metals at the time of the next 
conference: Silver $25.00, Platinum $1,675.3 and Palladium $837.30. We 
will be publishing the LBMA’s Annual Precious Metals Forecast Survey in 
January 2014. Experts from the market participate in the Survey and will 
be asked to forecast the average price of the four metals during 2014. So 
it will be interesting to see whether their forecasts concur with those of the 
conference delegates. 

The conference opened on the Sunday afternoon with the Informal 
Networking Reception, followed in the evening by the Welcome Reception, 
which was sponsored by the Confindustria Federorafi. After the first evening 
of networking, the Conference proceedings got underway.  

LBMA/LPPM Precious Metals  
Conference 2013 Review
By Aelred Connelly, Public Relations Officer, LBMA
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The Opening Session featured two keynote speakers. First up was Salvatore 
Rossi, Director General of the Banca D’Italia, who spoke of the importance of 
the independence of central banks from government influence and the need 
for a well-designed banking union. His speech was followed by Francesco 
Papadia, Chairman of the Primary Collateralised Securities, who questioned 
the speed at which Europe reacted to the financial crisis and the challenges 
that still need to be overcome, such as the lack of growth and the divisions 
that persist between EU member states. Other highlights in a full programme 
included another first for the conference, a dedicated Central Bank Session, 
with no less than four speakers from the Central Banks of the UK, Germany, 
Argentina and France. 

Three of the most entertaining and interesting speeches from the conference 
have been reproduced in this edition of the Alchemist. These are New 
Frontiers in Systematic Commodities Trading by Scott Kerson, AHL/Man 
Systematic Strategies; Market Dynamics – India, Asia and the World by 
Shekhar Bhandari, Kotak Mahindra Bank Limited; and Platinum and 
Palladium Availability by Walter deWet, Standard Bank plc.

The transcripts from all the other speeches delivered at the conference are 
also available now on the LBMA’s website.  

The most highly rated session from the conference was the Panel Session: 
Is the Bull Market Over?, which was chaired by the inimitable Professor 
Brian Lucey from Trinity College, Dublin. This session rather unsurprisingly 
also featured the favourite speaker, Andy Smith, who is a freelance analyst. 
Perhaps this independence allows Andy more freedom to express his 
colourful views. Not afraid to stick his head above the parapet, Andy received 
a 1 oz gold bar for his efforts, which was kindly donated by PAMP. This year, 
for the first time, there was also a first prize for the best booth or exhibitor. 
This year’s exhibitors added tremendously to the interest, information and 
value of the conference proceedings and so it was no mean feat to choose 
a winner. Having agonised over the beauty parade, the judges declared 
Deutsche Bank as the winner, which earned the exhibitors the prize of a 
silver coaster. A prize of an iPad mini, kindly donated by G4S, was also 
awarded at random to one of the delegates. Larysa Galyapa from the Central 
Bank of Ukraine was the lucky winner. 

The LBMA would like to extend its congratulations and thanks to all the 
speakers, sponsors, exhibitors and delegates who participated at the 
conference. Special thanks should also go to Italpreziosi, who not only 
sponsored a fabulous fashion show at the conference dinner but also put on 
a tremendous exhibition of jewellery through the ages. Equally fascinating 
was Degussa’s collection of gold and silver artefacts, which offered delegates 
the opportunity to take a time journey through four thousand years of 
precious metals history.  

The LBMA’s Public Affairs Committee, who are responsible for organising the 
annual conference, are now turning their attention to organising the 2014 
conference, which will take place in Lima, Peru, from 9 to 11 November. One 
of the things that the Committee will be considering is the feedback from 
delegates attending this year’s conference. It was a great and successful 
conference in Rome, but there is always room for improvement and we will be 
working hard to ensure that next year’s conference is even better than ever. 
We hope to see you there!

And on a final note, it would not be appropriate to be speaking about the 
conference without mentioning the retirement of Stewart Murray as Chief 
Executive of the LBMA. Stewart is synonymous with the LBMA conference, 
having attended all 14 conferences since the first on in Dubai in 2000. In his 
opening remarks at the conference in Rome, David Gornall paid tribute to the 
vast knowledge and dedication that Stewart has contributed to the work of 
the association. He truly has been a great ambassador for the London bullion 
market. Whilst the Rome conference marked his last conference as Chief 
Executive, Stewart will not retire quite yet. He will be putting his knowledge to 
good use as a consultant to the LBMA on the Good Delivery List. 
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Introduction

Thank you, and thanks for the opportunity to 
speak at the Conference, it is a real privilege. 
My title is ‘Platinum and Palladium Availability’ 
and there is a subtitle: ‘Upside but not 
straightforward’. In a nutshell, the general 
market consensus is that the platinum and 
palladium markets are in deficit. We agree, and 
we think there will be deficits out to 2017. We 
forecast deficits for the platinum market of more 
than 450,000 ounces in 2014, with the deficit 
decreasing slightly in 2016. Nevertheless, it is 
structurally a deficit market. We also forecast 
substantial deficits for palladium of over 1.8 
million ounces in 2014 and that the deficits will 
persist into 2016.

Despite forecasts for relatively large deficits for 
platinum and even bigger deficits for palladium, 
the market does not really seem to trade as a 
tight market. There are several signs of this. 
Firstly, the PGM basket price is cutting into the 
cost curve. Secondly, if you look at lease rates, 

sponge ingot discounts and so on, and you look 
at where platinum and palladium are trading, 
one has to ask why this is happening if market 
consensus is for large deficits in both markets 
going forward.

We have spent a huge amount of time over 
the past 12 months analysing above-ground 
inventory for platinum and palladium. We 
came to the conclusion that most likely there is 
more above-ground inventory than the market 
anticipates. In our view, that is not necessarily 
bearish from a long-term strategic perspective, 
because as I have mentioned, we think there will 
be deficits, but from a more tactical perspective, 
we think that you probably need to wait longer 
before you will see the upside.

Signals of metal availability

I will not go through the usual demand and 
supply balances for platinum and palladium in 
this session, but instead touch on key themes 
we think are relevant in platinum and palladium. 
Below are a few observations from the market 

and why we think some questions need to be 
answered.

China demand 
First of all, as with many other commodities, 
what China does remains key. China is the 
biggest jewellery consumer for platinum, 
consuming almost 70% of platinum jewellery 
in the world, and demand from this country 
is important. Recently, we have been seeing 
platinum imports into China becoming much 
more price sensitive than before, and given 
that jewellery demand is the swing demand for 
platinum, the growing price sensitivity could cap 
prices for the time being. China is also a growing 
user of palladium in autocatalysts. In this 
regard, when one looks at imports of palladium 
versus vehicle production data, questions are 
being raised about how much palladium China 
recycles. 

ETFs
The South African ABSA physically backed ETF 
was launched in May this year. Since then, we 
have seen almost 800,000 ounces of platinum 
being taken out of the market via ETFs, and the 
platinum price is actually lower now than at the 
start of May. This is another signal that maybe 
the market is not yet as tight as we would like it 
to be. Although we have not seen the launch of 
a South African physically backed palladium ETF 
yet, and I guess the jury is out as to what will 
happen there, the outcome after a few months 
may be the same as for platinum.

Lease rates
There are other signals in the market that tell us, 
at least on the consumer side, that there are no 
major issues about the supply of platinum and 
palladium yet. One of the areas you can look 
at is lease rates, which remain near zero. They 
have not moved at all over the past 24 months, 
despite large-scale strikes and production losses 
in South Africa. 

Sponge versus Ingots
We see a lack in tightness in other areas too. 
For example, platinum sponge has not traded at 
a premium to ingots for a long while. Palladium 
every now and then pops into a premium, but 

This is an edited version of the presentation which Walter delivered at 
the LBMA/LPPM conference in Rome on the 1 October.  He considers 
the key themes which are expected to impact on the inventories and 
availability of platinum and palladium.  With significant deficits forecast 
for both metals he predicts that prices will increase, but it is expected 
that the upside will take time to feed through. 

Platinum and Palladium Availability
By Walter de Wet, Head of Commodity Research, Standard Bank plc 

         There are other signals 
in the market that tell us, at 
least on the consumer side, that 
there are no major issues about 
the supply of platinum and 
palladium yet.    

“ “
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generally speaking, it remains at a discount 
to ingots. Once again, this signals industrial 
demand, or at least industrial users are not 
necessarily too concerned about this yet.

Inventory estimates

As a result of where prices are sitting and what 
we observe in the market, we have spent a huge 
amount of time tracking through trade data 
going back to 1988. We have tried to reconcile 
import and export data for many countries 
with actual amounts consumed, mine supply, 
recycling, etc., to determine if indeed there 
are inventories around and, if there are any, 
how much they are and where are the possible 
locations. 

To make a long story short, after a lot of work 
and data analysis, we came to the conclusion 
that in terms of days’ consumption, we think 
platinum above-ground inventories are about 
1,000 days, or about three years’ worth of 
consumption. In general, we believe this is 
more than market consensus estimates. For 
palladium, we think it is slightly less, just below 
900 days. Once again, relative to platinum, it 
is probably a tighter market in terms of days’ 
consumption, but nevertheless quite a large 
amount of inventory that can be drawn down.
This inventory that we calculate accounts for 
metal consumed in manufacturing and industrial 
usage such as autocats, i.e. above-ground 
inventory estimates would for example exclude 
metal contained in autocats. However, our 
inventory estimates would include investment 
holdings such as ETFs.  

Platinum inventories
In terms of platinum above-ground inventories, 
we think in absolute terms that platinum 
inventories are just over 19 million ounces. Most 
of it we believe is in the US, although we do think 
there are sizable amounts in the London and 
Zurich vaults, and some in Japan. We also think 
there are some strategic stockpiles in China, 
and possibly in South Korea too (Figure 1). 

Palladium inventories
In the case of palladium, we think it is slightly 
higher in terms of absolute amounts and lower 
in terms of days’ consumption: around about 
890 days and around about 23 million ounces. 

For palladium too, we believe most of the 
inventory sits in the US (Figure 2). A lot of this 
inventory has come out of Russia since 1995. 
If you look at how the trade data in the US has 
evolved over time, a lot of metal, more than 
1 million ounces a year, between 1995 and 
2003/4 has gone into the US. We think even 
after accounting for what is being produced and 
consumed in the US, there is still a lot of metal 
around. 

Russian stockpiles
Leading on to the next question that always pops 
up: how much are the Russian stockpiles? We 
do not account for Russian stockpiles, palladium 
stockpiles specifically, for the simple reason 
that we do not know. However, we do think to a 
large extent that Russian stockpiles are probably 
not as relevant as they were in the past, simply 
because a lot of the inventory is outside Russia 
already.

To double-check our type of analysis, we 
have tracked through trade data and actual 
consumption data and recycling data, and so on. 
However, we followed a different approach too, 
where we just built our own demand and supply 
series since about 1930, going back to various 

data sources such as USGS data, and we came 
up with roughly similar numbers, but slightly 
lower than our official estimates quoted above. 

This alternative where we built our own supply 
and demand series over time comes to around 
16 million ounces for platinum as opposed to 
round about 19 million ounces using trade data. 
For palladium, it is a very similar profile, also 
slightly lower. Nevertheless, we prefer to work 
with the trade data simply because it gives us 
much more colour in terms of where inventory 
potentially is.

You can argue whether a difference between 
16 million and 19 million ounces of inventory, 
e.g. for platinum, is relevant. I think at least for 
the time being, 3 or 4 million ounces do not 
necessarily matter. Of course, five or six years 
down the line, it might.

Is it feasible in money terms that this much 
inventory can be held? We compare our 
estimates of above-ground inventory for 
platinum and palladium to the value of ETF 
holdings for gold. The value of gold ETF 
holdings at the end of 2012 was $141billion. In 
comparison, the total value of our above-ground 
inventory estimates for platinum at the end of 
2012 would be $30.45billion and for palladium 
$14.40billion. To us, it is significant that the 
total platinum and palladium above-ground 
inventories in dollar terms are much smaller in 
value than total gold ETF holdings – and gold 
ETF holdings are only a subset of gold above-
ground inventory. 

Figure 1: triReduce Compression Since Inception1

Figure 1: Platinum above-ground inventory
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         This alternative where 
we built our own supply and 
demand series over time comes 
to around 16 million ounces for 
platinum as opposed to round 
about 19 million ounces using 
trade data. For palladium, it 
is a very similar profile, also 
slightly lower.    

“
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Who holds the inventory and what is 
its availability?

The final question is who actually holds this 
metal. Of course, an investor is not going to tell 
you ‘I own 3 million ounces of palladium’, even 
though we tried to ask some. However, we did 
quite a lot of analysis on this, speaking to a lot 
of people. We do think that industry stockpiles, 
including closed loop metal users such as 
refineries, glassmakers and so on, do sit on 
round about a third of the inventory (Figure 3). 

Then, there is ETF holdings, which of course 
have increased quite a bit since the end of 
2012, especially on the platinum side. We  
also believe that there are about 2.6million 
ounces of platinum inventory in China, some of 
which may be strategic stockpiles. We also think  
there could be more than 3 million ounces in 
South Korea. 

One can argue how much of the inventory is 
available to the market. Ultimately, all metal is 
available at a certain price, but generally, we 
believe the total inventory amount we estimate 
would not come to the market easily, especially 
metal that is held as working stock and strategic 
stockpiles, and of course ETF holdings. This 
would also imply that the market is perhaps 
tighter than what our total headline inventory 
numbers would suggest.

However, irrespective of how much of our 
estimated stockpiles are available to the market 
or not, we think from a tactical perspective, one 
probably needs to wait longer before there will 
be a substantial, and sustainable, increase in 
platinum and palladium prices. 

The longer-term strategic view

We also have to look at the longer-term strategic 
perspective. We know that palladium recycling 
is set to rise given that a large part of palladium 
demand comes from autocats, but we also 
think recycling is probably not going to rise fast 
enough to offset deficits. 

Only by 2019 could recycling be high enough to 
start balancing the growing demand and lack 
of supply. We should see a lot of palladium 

recycling coming through by 2019 from China 
and other EM markets as their current auto 
fleets start to age. If you feed that into our 
supply and demand balances, we still get a 
substantial drawdown in inventories until 2019, 
irrespective of our high estimate of above-
ground inventory. 

In terms of absolute numbers, we think we 
are going to see around 7 million ounces of 
above-ground inventory by the end of 2019, 
going into 2020 – down from our current 
estimate of 23 million ounces. But you really 
need to look at palladium inventory in terms of 
days’ consumption to appreciate this number. 
By 2019, above-ground inventory could then 
be around 250 to 280 days’ worth of demand 
given our drawdown profile. The market will 
only settle in 2020/2021, and we do think that 
palladium has the potential in 2018/2019 to 
tighten up quite substantially. 

It is also worth pointing out that in terms of day’s 
consumption, we could be at lower levels by 
2019 than the levels of inventory we observed 
in 2001, when the palladium market was 
essentially cornered. In 2001, we put the total 
above-ground inventory for palladium at around 
400 days’ worth of consumption. 

Lastly, and we believe very importantly, all of 
the above estimates assume that technology 

stays roughly unchanged. But I can imagine that 
automakers will look at this type of drawdown 
profile for palladium inventories and see the 
potential supply crunch coming – even if it 
is a few years down the line. The tighter the 
market might get, as an economist, I would say 
the greater the risk that auto producers work 
harder at possible technologies to increase the 
substitution of palladium. We have seen this in 
other commodities, from rhodium to oil to even 
metals such as copper, where higher prices 
ultimately lead to either demand destruction or 
demand reduction through further substitution. 

Apart from high inventories, another reason 
why we think that palladium might not rally on a 
sustainable basis as quickly as people anticipate 
is because we do have questions about the use 
and recycling of palladium, especially in China. 
Vehicle production in China is rising, while at the 
same time, if one looks at palladium import data 
into China, palladium imports have actually been 
on a steady decline. China can get its palladium 
from either importing or recycling. It does not 
have any mine supply. If one adds imported 
palladium to recycled palladium in China, and 
look at how many vehicles it produces, the data 
implies that either China does not have the 
loadings in their vehicles that they say they do, 
which we do not think is necessarily the case, 
or possibly they are recycling much more than 
we think. Either way, we think this is the next big 
question on the table – how much palladium 
does China recycle – and certainly we will 
spend a lot of time looking at this in the coming 
months.

Lastly, even if China recycles more than we 
think, it is worth pointing out that this is 
unlikely to change the deficits that we forecast 
to a degree where the longer-term outlook for 
the metal changes. However, from a tactical 
perspective, I certainly think that higher 
recycling volumes in China might cap upside for 
the time being.

Turning to platinum, and focusing on China once 
again. China is important because the country 
is the biggest consumer of platinum jewellery; 
it consumes round about 70% of platinum 
jewellery globally. Jewellery demand does make 
up round about 35% of total platinum demand. 
This jewellery demand is typically the swing 
demand that we get. When the platinum price 
is low, jewellery demand increases, and when 
the platinum price is high, jewellery demand 
declines. 

Since early 2012, as the platinum price has 
risen, imports of platinum into China have 
generally declined and vice versa when the 
platinum price has declined. This was not 
observed before 2012, where import data 
from China indicated that the country imported 
platinum irrespective of price. We think this 
price sensitivity has increased in recent 
months, because according to our estimates, 
between 2009 and 2012, China has built 
some stockpiles that allow the country in 
general to be more patient in buying metal at 
lower price levels. As a result, jewellery swing 
demand may cap upside for platinum prices to 
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         We also have to look at 
the longer-term strategic 
perspective. We know that 
palladium recycling is set to 
rise given that a large part of 
palladium demand comes from 
autocats, but we also think 
recycling is probably not going 
to rise fast enough to offset 
deficits.

“
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a greater extent than it did before. We also look 
at recycling and think it too can increase quite 
substantially in coming years as is the case with 
palladium. Part of it will be jewellery and part of 
it will be autocats. 

For platinum, in our inventory draw down 
estimates, in terms of days’ consumption, we 
do not think the market will necessarily be as 
tight over the next couple of years, or at least 
not as tight as palladium. Nevertheless, it 
certainly looks better a few years down the road 
than it is looking now. By 2018, we estimate 
platinum inventory would be around 600 days’ 

consumption. But once again, keep in mind that 
we also believe that not all inventory is readily 
available to the market. That said, as with 
palladium, we believe one might need to wait 
longer before one gets very bullish on especially 
platinum, not only because we estimate above-
ground inventory to be high, but also because 
we have noticed that platinum demand in China 
has become much more price-sensitive in recent 
months. 

Outlook

Our estimates of platinum and palladium above-
ground inventory are high. And as a result, from 
a tactical perspective, we believe one needs to 
be more patient in expecting sustainable upside 
in both platinum and palladium. Strategically, 
we also point out that not all of the metal is 
necessarily available to the market and that with 
our deficit forecasts for both metals pointing 
to tighter markets, prices will ultimately need 
to rise. But once again, we don’t see that 
happening just yet.

Mr Walter de Wet, Head 
of Commodity Research, 
Standard Bank Plc
Walter joined Standard 
Bank in 2007 as Head of 

Commodities Research. As part of his current 
duties he interacts with corporate clients, 
institutional investors and hedge funds across 
the globe. Together with the rest of the team 
he performs research and provides strategic 
advice on the global commodities markets. The 
team covers base metals, precious metals, bulk 
commodities and energy. Walter’s specific area 
of focus is precious metals. 

The commodities research team draws 
substantial knowledge and market insights from 
Standard Bank’s global presence in the physical 
commodity markets in both precious- and base 
metals.

Walter holds a PhD in Econometrics. He is 
also a Chartered Financial Analyst.

        Our estimates of platinum 
and palladium above-ground 
inventory are high. And as 
a result, from a tactical 
perspective, we believe one needs 
to be more patient in expecting 
sustainable upside in both 
platinum and palladium.    

“ “

LBMA ANNUAL PARTY

Thursday 6th 
March 2014
18:00 until late

Café de Paris

3 Coventry Street,  
Piccadilly,  
London,  
W1D 6BL

The theme of the party is ‘The Great Gatsby’ 
1920s dress encouraged
www.cafedeparis.com/corporate/contact

Members & Associates only

Registration opens in January 2014 

contact events@lbma.org.uk
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The LBMA Rings the NYSE  
Closing Bell
By Aelred Connelly, Public Relations Officer, LBMA

History of the bell ringing event 
 
The loud, distinctive sound of the trading floor 
bell is one of the most familiar features of 
the NYSE. There is one large bell in each of 
the four trading areas of the NYSE, which are 
operated synchronously from a single control. 
Each business day the opening bell sounds the 
beginning of trading at 09:30 and the closing 
bell signals the end of trading at 16:00.
Bells were first introduced onto the floor in the 
1870s at the outset of continuous trading. 

Originally, a Chinese Gong was used, but brass 
bells have been used since 1903 when the 
Exchange moved to its current location at 18 
Broad Street, New York, a magnificent building 
designed in the neoclassic style by architect 
George B. Post. 

The G. S. Edwards Company of Norwalk, 
Connecticut manufactured the bells, each 
measuring 18 inches in diameter. By the late 
1980s, the bells had begun to show signs 
of wear and tear, and the NYSE decided to 
refurbish them as well as having an extra bell 
made for contingency purposes. However, it was 
discovered that bells as large and loud as the 
Exchange’s were no longer made by Edwards 
or indeed by any other bell company. But all 
was not lost and as a special favour, Edwards 
agreed to undertake the work, bringing many of 
its former employees out of retirement to handle 
the job.

While the work was being undertaken, an older, 
larger bell was discovered in the loft above 
the main trading floor. Measuring 24 inches in 
diameter, this giant bell, made in 1903, had 
probably been “retired” because it was too 
loud, even by the NYSE’s standards. After being 
cleaned and refurbished, the bell was adjusted 
to tone down the sound. It now gleams on a 
platform above the trading floor, ready for use 
should it ever be called into action.On the 20 September 2013, the LBMA rang the closing bell at the 

New York Stock Exchange (NYSE). The LBMA is greatly indebted to 
Jennifer Ropiak (the LBMA member contact at NYSE Liffe US) who 
secured the invitation from the Exchange for the LBMA to ring the 
closing bell. This unique opportunity to be part of the history of the 
NYSE was extended to friends of the LBMA who wished to attend. It 
is regarded as a great privilege to ring the closing bell. Many famous 
people have had the honour of doing so including Joe DiMaggio, 
Ronald Reagan, Nelson Mandela, Hilary Clinton, Mohammed Ali, 
Michael Phelps, Patrick Stewart and even Mickey Mouse. So the 
LBMA party was in esteemed company. 

The trading floor of the NYSE.    

The LBMA party visit the NYSE Museum prior to the 

closing bell ceremony
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Timetable
 
The LBMA party arrived at the NYSE at 14:30 
for a tour of the trading floor. The party 
consisted of Chief Executive and Deputy Chief 
Executive of the LBMA, Stewart Murray and Ruth 
Crowell, together with 14 podium guests and 
approximately 20 other guests who would view 
the event from the floor.  At 15:15, the group 
moved to the Board Room on the 6th floor for 
refreshments. Lynn Martin, CEO of NYSE Liffe US 
then presented each of the podium guests with 
a gift presentation. 

In return, Stewart presented her and her 
colleagues with the LBMA’s 25th anniversary 
silver medallion. 
 
At 15:45, the LBMA and their guests moved 
excitedly to the bell podium whilst the other 
guests proceeded to the trading floor to observe 
the event. At 15 seconds before 16:00, Ruth 
pressed the button to ring the closing bell, and 
on the hour, Stewart brought the hammer down 
on the gavel to signal the close of and the end 
of an historic event for the LBMA and its guests. 
The photo above captures this moment and the 
delirious clapping and cheering from the podium 
guests. It was certainly a day that none of them 
will ever forget, particularly for Stewart as he 
approaches stepping down from his role as Chief 
Executive. 

Jennifer Ropiak, Senior Vice President, Precious 
Metals Derivatives, NYSE Liffe US, commented 
“We are appreciative of our relationship with 
the LBMA and of the value they provide to both 
the OTC and futures markets in precious metals. 
The LBMA provides structure to the worldwide 
market via the maintenance of the Good 
Delivery List, which Intercontinental Exchange 
/ NYSE Liffe US was the first to license. We 
look forward to maintaining our Associate 
Membership as we grow our 33.2 oz. mini 
gold (YG) and 1,000 oz. mini silver (YI) futures 
volumes.”

The LBMA party and guests on the podium, pictured left to right are: Katarina Cvijovic (Standard Bank), Samuel Shikiar (Anne Dennison (Mitsui & Co. Precious Metals), Lynn 

Martin (NYSE Liffe US), Raj Kumar (Deutsche Bank), Dominik Bossart (Brinks, USA), Stewart Murray (LBMA), Mohammed Grimeh (Standard Chartered Bank), Ruth Crowell 

(LBMA), Tim Dinenny (ScotiaBank), Peter Smith (JP Morgan Chase), Jennifer Ropiak (NYSE Liffe US), Christine Gilfillan (UBS), Paul Voller (HSBC), Unidentified and Grant 

Angwin (Johnson Matthey).  

Stewart Murray, Ruth Crowell and the rest of the LBMA 

party await receipt of their gift from NYSE Liffe. 

Gift from NYSE Liffe US to the podium guests.



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

25

Since the publication of the last Alchemist, the 
following refiners have successfully passed the 
LBMA’s Responsible Gold Audit Programme: 

The refiners listed above have successfully 
passed an LBMA independent third-party audit 
for 2012 production, confirming they comply 
with the Responsible Gold Guidance. The audit 
reviewed the refiners’ production over a 12 
month period. This process is on-going. The 
LBMA has received a significant number of 
audit reports in the last few weeks which will 
be reviewed to ensure they were carried out 
according to the LBMA policy. Many auditors for 
the remaining GD refiners are in the process of 
carrying out or submitting the audit results. 

All Good Delivery Gold Refiners were given 
twelve months following their 2012 financial 
year close to undergo a Responsible Gold audit. 
For some refiners, this means submission by 
31st March, 2014. The LBMA has encouraged 
refiners to undergo a Responsible Gold Audit 
as soon as possible, particularly if they have US 
clients who need to meet the conflict mineral 
rules for Dodd-Frank Section 1502. 

Through mutual recognition of other industry 
initiatives, the LBMA also recognises that 
refiners have achieved compliance with the 
Responsible Gold Guidance by achieving either 
the Responsible Jewellery Council’s Chain-of-
Custody certification or Electronics Industry 
Citizenship Coalition (EICC) CFSI audit protocol.

Responsible Gold Guidance  
– Background
The LBMA has taken its role as accreditor of the 
world’s gold refiners and expanded the scope of 
its requirements, to include OECD Due Diligence, 
by the creation of the Responsible Gold 
Guidance. The Guidance operationalises and 

extends the OECD Gold Supplement for refiners 
and builds on existing Anti-Money Laundering 
and Know Your Customer management systems 
and auditing practices. It also makes what 
is a voluntary system (the OECD Guidance) 
mandatory for all LBMA Good Delivery gold 
refiners wishing to be accredited for the London 
Bullion Market. This framework is intended to 
assure investors and consumers that all London 
gold stocks are conflict-free due to compliance 
with an audited, conflict-free process. The 
Guidance however, goes beyond conflict and also 
addresses other responsible sourcing issues 
such as money laundering and terrorist financing. 

Regulation Update 
– Responsible Gold Programme 
By Ruth Crowell, Deputy Chief Executive, LBMA

Access daily LBMA gold and silver prices  
direct from LME data distributors

From $15 per user, per month you can now access 5pm gold and silver data  
from the London Bullion Market Association’s forward market makers. 

Data sets include: 
· Spot prices

· Forward rates – out to 10 years for gold and 3 years for silver

· Gold IRS – 12 months out to 10 years

Accessing the data 

Subscribe to the full LBMA data set via LME’s licensed data distributors.

Visit www.lme.com/LBMAdataset or www.lbma.org.uk

Nothing in this document constitutes an offer or a solicitation of an offer to buy or sell any security or other financial instrument or constitutes any investment advice or 
recommendation of any security or other financial instrument. To the best of the LME’s knowledge and belief, statements made are correct at the time of going to press.
The LME accepts no liability for the accuracy of any statement or representation. The London Bullion Market Association (LBMA) licences the distribution rights for the 
Gold Forward Curve and related products (the “LBMA products”) to the LME. All rights in the LBMA Products are retained by the LBMA.  
The LBMA Products are available to the LME on an “as is” basis and as such, no representation, warranty or condition, express or implied, statutory or otherwise is  
given or assumed by LME. © The London Metal Exchange. A member of HKEx Group. No portion of this publication may be reproduced without written consent.  
The London Metal Exchange, 56 Leadenhall Street, London, EC3A 2DX. Telephone +44 (0)20 7264 5555, www.lme.com

4314 Precious Metals Half Page AdvertV13.indd   1 08/04/2013   10:05

• The Perth Mint Refinery, Newburn, 
Australia

• Chimet S.p.A, Arezzo, Italy
• Tokuriki Honten Co., Ltd, Shobumachi, 

Japan

ICGLR-OECD-UN GoE Joint Forum on 
Responsible Mineral Supply Chains
The next OECD meeting on Responsible 
Mineral Supply Chains will take place in 
Paris, during the period 24-26 May. The 
LBMA will update Members and Refiners 
as to the schedule of the meeting when it 
is announced.
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FEBRUARY 
11-13  
Russia & CIS Precious Metals 
Summit 
Moscow, Russia
www.adamsmithconferences.
com/AS22525P

MARCH 
6  
LBMA Annual Party 
Café de Paris,
London, UK

APRIL 
6-7  
Dubai Precious Metals  
Conference 2014
Dubai, UAE
www.dpmc.ae/

8-11  
Denver European Gold Forum
Zurich, Switzerland
www.europeangoldforum.org/
egf13/

MAY 
12-13  
Metals & Minerals Conference
New York, USA
www.metalsandmineralsevents.
com/ny
 
19-23  
LPPM Platinum Week
London, UK 

20-22  
11th International Gold & Silver 
Symposium 
The Westin Lima Hotel & 
Convention Centre
Lima, Peru

24-26 
OECD Forum on Responsible 
Mineral Supply Chains
Paris, France

29-30 
Hong Kong Precious Metals 
Summit 
Hong Kong, China 
www.precioussummit.com/

JUNE 
7-10  
IPMI 38th Conference 
JW Marriott Grande Lakes, 
Orlando, Florida
www.ipmi.org/conf_detail.
cfm?id=35

AUGUST
4-6  
Diggers & Dealers Forum 2014
Kalgoorlie, Australia
www.diggersndealers.com.au/

11-14  
XII International Platinum 
Symposium
Yekatennburg, Russia
http://conf.uran.ru/default.
aspx?cid=12ips

SEPTEMBER 
14-17  
Denver Gold Forum 2014
Hyatt Agency, Denver, CO, USA
www.denvergold.org/gold-forums/

17  
CME Group Precious Metals 
Dinner 
New York, NY
www.cmegroup.com/metals

18  
IPMI’s 2nd NY Platinum Dinner
New York Place Hotel, NY
http://www.ipmi.org/

OCTOBER 
20-23  
LME Week
London, UK
www.lme.com/lmeweek.asp

NOVEMBER 
9-11  
LBMA Precious Metals  
Conference 2014
Western Lima Hotel & Convention 
Centre, Lima, Peru
www.lbma.org.uk

 DIARY OF EVENTS 2014

London Precious Metals 
Clearing Limited

London Precious Metals Clearing Limited has 
announced that the cut-off time for its Members 
accepting client instructions for the transfer of gold, 
silver, platinum and palladium on Christmas Eve, 
Tuesday 24 December and New Year’s Eve, Tuesday 
31 December, 2013, will be 14:00 London Time” 

London Gold Market  
Fixing Limited

The London Gold Market Fixing Limited has 
announced that there will be no afternoon gold fixings  
on Christmas Eve, Tuesday 24 December and New 
Year’s Eve, Tuesday 31 December, 2013.

Xmas and New Year Reminder
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Producer Hedging

With the gold price having dropped 
by well over $300/oz in recent 
months (versus the start of the 
year), we have heard occasional 
hints suggesting a bounce in 
producer hedging enquiries and 
growing speculation that a return 
to producer hedging could soon 
be upon us.  We haven’t seen a 
barrage of evidence to support this 
yet, but it seems a timely point to 
review recent activity and posture 
views on the outlook.

De-hedging continued in the first 
half; we estimate a further 27 
tonnes was removed from the 
delta-adjusted book, maintaining 
the trend of de-hedging seen over 
the last few years.  Some producers 
have chosen to increase their 
hedge cover, and a number of 
new hedge agreements have been 
entered into over the course of this 
year.  However, these have been 
modest in scale for the most part 
and outweighed by deliveries into 
existing agreements.  

Earlier this year, Petropavlovsk 
entered into forward sales contracts 

totalling almost 500 koz of gold, 
over the period to June 2014.  
Petropavlovsk’s contracts are, in 
aggregate, by some margin the 
largest new hedge position that has 
been reported during 2013, with 
other producers such as Minera 
Frisco, B2 Gold and OceanaGold 
also entering new hedges during 
H1 13, but on significantly smaller 
scales.  Little new hedging activity 
has been reported during the 
second half of the year so far, 
exceptions being Norton Gold Fields 
and Evolution Mining, both of which 
entered into new forward sales 
agreements during the third quarter.

Offsetting this, a number of 
producers have taken the 
opportunity to close out hedge 
positions during the first half of 
this year, notably Crocodile Gold, 
which closed out its hedge book in 
the second quarter through early 
delivery into 270 koz of forward 
sales.  Accelerated de-hedging 
has been more prevalent amongst 
Australian producers, as Australian 
dollar-denominated hedges have 
moved more sharply into the money 
during this year, providing more 
opportunity to close out contracts 
for a profit and pay down debt.

Despite the downward trend in 
the gold price, we have seen no 
evidence so far of a return to large-
scale hedging activity.  Instead, we 
have observed an industry-wide 
move towards cost containment as 
a means to protect margins.  Some 
operations at the higher end of the 
cost curve have been divested (for 
example, Barrick’s Yilgarn South 
assets), or have been targeted for 
early closure.  Amongst smaller 
producers, the effects of the falling 
gold price have been more acute, 
with higher cost operations being 
put on care and maintenance.  Over 
the last few years, costs for gold 
producers have risen dramatically, 
broadly in line with the increase 
in the gold price.  One option 

for producers seeking to protect 
margins would be to hedge, but it 
seems that most gold producers are 
presently relying on aggressive cost-
cutting (of both capital expenditure 
and operating costs) and portfolio 
rationalisation as the preferred 
strategy.  To us, the message seems 
most clear from the gold majors, 
which continues to be that current 
management will avoid hedging 
primary production.  

Investors’ will has been 
instrumental in mining company 
strategy, both in terms of hedging 
and project development.  Amongst 
the major producers, there has 
been a significant step back from 
large acquisitions and green field 
projects after a swathe of these 
have showed little sign of paying off 
in the medium term.  Instead, there 
has been a call by shareholders for 
management to act as custodians 
of others’ capital and, if investment 
opportunities are not compelling, 
to return cash.  On the hedging 
side, we sense that although the 
staunch anti-hedging sentiment 
may have mellowed over the past 
year, the tone is certainly not one 
of enthusiasm, even for project 
finance, where other tools may 
be deemed more cost-efficient or 
appropriate means of accessing 
capital.   

In addition to the factors above, we 
can attribute a handful of reasons 
for producers remaining reticent 
towards hedging in the current 
gold market.  Firstly, the most 
favourable conditions in which to 
enter into new contracts are a long 
way in the past.  In addition to the 
very obvious slide in the gold price, 
higher volatility has served to make 
option pricing less opportune.  
Largely a function of progressive 
rate cuts towards the zero bound 
post-2008, gold’s contango 
remains at exceptionally low levels 
(indeed having turned negative on 
shorter tenures earlier in the year).  
Therefore, the forward premium 
that producers could achieve by 
selling forward is exceedingly lean, 
leaving the revenue enhancement 
argument far from compelling.  

Overall, given the modest nature 
of the new hedge agreements that 
have been reported so far during 
2013, together with the continuing 
trend towards de-hedging, we 
expect to see an overall decrease 
in the size of the global hedge 
book by the end of this year.  
Nevertheless, as the macro cycle 
continues to evolve and interest 
rates (and contango) pick up, some 

of the factors that make hedging 
more defensible return at a time 
when we expect gold prices to face 
further downward pressure.  At this 
stage, we believe there is a decent 
prospect that producers will begin 
to grow the collective hedge book 
once again. 
 

William 
Tankard, 
Research 
Director, 
Precious 
Metals Mining, 

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

Janette 
Tourney,  
Research 
Analyst,  
Thomson 
Reuters GFMS

Janette joined Thomson Reuters 
GFMS in January 2013 as an 
Analyst within the Mine Economics 
team with a research remit 
across the precious metals 
mining products, specifically Mine 
Economics, as well as our annual 
Survey and forecast reports.  She 
previously spent two years as a 
Mining Analyst at Vicarage Capital 
and holds a PhD in Geochemistry 
from the University of Edinburgh. 

facing 
facts
William Tankard, Research  
Director, Precious Metals Mining,
Thomson Reuters GFMS and  
Janette Tourney, Research Analyst, 
Thomson Reuters GFMS  

Net hedging (half year, tonnes)
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MEMBERSHIP
On 8 November, JP Morgan 
Securities PLC was admitted 
as an Affiliate Member. Affiliate 
Membership is a form of Ordinary 
Membership which is available 
for companies that are affiliated 
to existing members. Affiliate 
members waive the right to vote at 
general meetings and to sponsor 
other applications, but otherwise, 
their status and membership 
benefits match those of other 
Ordinary Members.

On 29 November, Tullet Prebon 
was admitted as an Ordinary 
Member.

On 17 September, Gerrards 
(Precious Metals) Limited and 
Degussa Sonne/Mond Goldhandel 
Gmbh were admitted as 
Associates.

GOOD DELIVERY LIST 
On 14 October, the silver refineries 
of Henan Jinli Gold and Lead Co., 
Ltd of China and MMTC-PAMP India 
Pvt Ltd were admitted to the Silver 
List.

COMMITTEES
Management Committee
The Management Committee 
held three meetings in the past 
quarter to review the work of the 
subcommittees described below. 

As mentioned in the last edition 
of the Alchemist, the LBMA has 
been studying how the IOSCO 
benchmark principles could best 
be applied to GOFO and the end-
of-day forward curves for gold and 
silver, which are based on the 
contributions of the LBMA’s eight 
forward Market Makers. Following 
a meeting of the Market Makers 
together with the Regulatory 
Affairs Committee in November, 
the Management Committee 
agreed that an LBMA Benchmark 
Compliance Code should be 
developed. This will be based on a 
Gap Analysis prepared by Simmons 
& Simmons that was reviewed by 
the above-mentioned meeting. 
The Compliance Code will provide 
guidance both to contributors 
and to the LBMA Executive on the 
various aspects of compiling and 
publishing these indicators. It is 

perhaps worth noting here that the 
London gold and silver price fixings 
are not included in this project. 
These price indicators are owned 
and administered by separate 
companies – the London Gold 
Market Fixing Ltd and the London 
Silver Market Fixing Ltd.

Following a meeting held with 
representatives of the Singapore 
Bullion Market Association during 
the conference in Rome, the 
Committee decided that a bullion 
market forum should be held in 
Singapore in the first half of 2014. 
Similar meetings have been held 
in the past in Moscow, New Delhi 
and Shanghai to focus primarily on 
local bullion market issues. Further 
details will be circulated in due 
course.

The Committee has agreed that 
an oral history project focusing on 
the London bullion market should 
be undertaken by Dr Michele 
Blagg, who recently completed a 
Ph.D. on the Royal Mint Refinery. 
The project, entitled ‘Voices of the 
London Bullion Market’ will involve 
interviews with many of the leading 
participants, past and present, in 
the market. It should be completed 
by the end of 2014, when the 
resulting conclusions and reports 
will be published by the LBMA.

Noting the disastrous impact of the 
Haiyan typhoon on the Philippines, 
the Committee agreed to devote 
the LBMA’s main charitable 
contribution for 2014 to the relief 
effort being mounted by the UK 
Disaster Emergency Committee.

Regulatory Affairs Committee
In addition to the discussions on 
benchmarks described above, the 
RAC focused on issues facing the 
bullion market as a result of the 
implementation of the US Dodd 
Frank Act and the various EU 
regulations and directives. 

Physical Committee
In November, the Committee 
approved further changes to 
the Good Delivery Rules. These 
are mostly of a minor nature 
and have been made to clarify 
the procedures and rules to be 
followed by applicants and existing 

refiners. Full details can be 
obtained from the Good Delivery 
page on the LBMA website. One 
significant change is that the 
reference samples used for testing 
gold applicants (and also for 
the assay testing of ‘four-nines’ 
refiners) will weigh approximately 
5 grams rather than 10 grams as 
previously. 

Another aspect of Good Delivery 
applications that has been 
discussed by the Committee 
recently is the way that vault 
inspections are carried out. These 
involve a panel of three inspectors 
examining the 11 bars submitted 
by applicants for accreditation. 
In the past, what might be called 
the collegiate system was used, 
whereby the inspectors would 
discuss the bars before completing 
their reports for submission to 
the Executive. The Committee 
has decided that, in future, each 
inspector will be required to submit 
the report without consultation 
with the other inspectors. Another 
change is that inspectors will 
review both the accuracy of an 
applicant’s bar weighings as well 
as the form of the associated 
weight list. The amended rules 
provide clarification on what 
should be included on weight 
lists accompanying commercial 
shipments and those prepared 
for the submission of bars by 
Good Delivery applicants. Finally, 
the Committee has formalised 
the procedure for appointing new 
inspectors – in effect, it is an 
apprenticeship system whereby an 
applicant must attend a number 
of vault inspections and submit 
satisfactory reports before being 
accepted.

Accurate weighing of Good Delivery 
bars is one of the most important 
functions of the vaults in London. 
GD silver bars have been weighed 
electronically in London (rather 
than on beam balances) for many 
years. But the vaults are always 
keen to look at electronic scales 
with improved accuracy and 
reproducibility. The vaults are 
now trialling a new balance and 
if this proves to offer a significant 
improvement, the specifications 
for silver balance shown in the 

Good Delivery Rules are likely to be 
changed. 

Another item related to the vaults 
is the development of the Vault 
Operators Accreditation Scheme. 
With the assistance of the London 
vaults, good progress has been 
made and it is hoped that the 
scheme will be available for the 
online training and testing of vault 
staff in the second half of 2014.

The third Proficiency Testing 
Scheme for gold assayers will 
be initiated in January 2014. 
Previously, participation was 
limited to Good Delivery gold 
refiners, but this time round, the 
laboratories of LBMA supervisors 
will also be allowed to participate.

Another project on the Committee’s 
agenda is the manufacture of 
the next gold reference material 
– known as AuRM3 – which is 
expected to be available for sale by 
the second quarter of 2014. Full 
details will be included in the next 
edition of the Alchemist.

Of course, the main role of the 
Physical Committee is in reviewing 
and recommending Good Delivery 
applications. At its meeting in 
November, the Committee had 
as many as six new applications 
(five for silver and one for gold) 
to consider. This is in addition 
to the seven applications that 
are currently being processed. 
In addition, there are six refiners 
which are currently working on 
applications that are expected to 
be submitted within the next six 
months.

One question related to these 
applications that has been 
discussed recently is whether 
Good Delivery refiners should 
be required to produce a certain 
quantity of GD bars in order to 
maintain their accreditation 
(or alternatively whether they 
should demonstrate their ability 
to cast these bars as part of 
the Proactive Monitoring testing 
procedure). Another possibility 
is that accredited refiners would 
have to demonstrate that their 
bars are traded internationally, 
in that facilitating such trades is 

LBMA News
By Stewart Murray, Chief Executive, LBMA
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Market Moves
Colin Painter retires from Brink’s 
Colin Painter, senior Vault Manager, retired from Brink’s on 31 October 
2013. Colin started in the bullion market with J P Morgan in 1983 and 
joined Brink’s in 1998. His expertise was valued as one of the LBMA’s 
inspector of bars for GD purposes and he was also a member of the Vault 
Managers sub-committee. We wish him a long and happy retirement.

Kevin Crisp joins Heraeus Metals Germany 
Kevin joined the Heraeus precious metals trading team on November 
6 as a Senior Vice President. Kevin will be responsible for the global 
sales team, strengthening and expanding the division’s sales activities 
worldwide. Kevin held several positions in the precious metals industry 
and brings more than 25 years of experience. 

Changes at Metalor 
Scott Morrison, former CEO of Metalor, was appointed as Chairman of 
Metalor Technologies International and Managing Director Mergers and 
Acquisitions of Metalor. Hubert Angleys, former CFO of Metalor, was 
promoted to CEO.  These appointments took effect on August 15 2013, 
Patrick Arnegger has also joined Metalor as the new CFO of the Group.

Degussa acquires Sharps Pixley Ltd 
Degussa Goldhandel (Gold Trade) Group acquired Sharps Pixley Ltd 
on the 5 November, one of the best-known bullion trading businesses 
based in London. Degussa will retain the experienced team under the 
leadership of the CEO of Sharps Pixley, Ross Norman. One of the first 
measures of the business will be the minting and casting of new gold and 
silver bars bearing the Sharps Pixley logo, thus bringing the logo of one of 
the oldest brands back to the bullion market

one of the main purposes of the 
Good Delivery system. Any refiner 
or other interested party with views 
on these ideas is encouraged to 
send them to the Chief Executive. 

Public Affairs Committee
Following the Conference in Rome, 
the PAC reviewed the feedback 
received from delegates. The main 
comments received related to the 
size of the conference (which a 
number of delegates thought had 
become unmanageably large), 
the quality of the speakers and 
the cost, as well as the relative 
remoteness of the hotel. There 
were, of course, many positive 
comments, but these criticisms 
are very valuable to the PAC in the 
planning of the next conference, 
which will be held in Lima in 
November 2014. This will be the 
first time that the LBMA has held 
its conference in Latin America 
and represents the fulfilment of 
a promise made to the Peruvian 
industry in 2009 (when the 
financial crisis resulted in the 
conference being held in Edinburgh 
rather than Peru as had previously 
been planned). 

The PAC has now turned 
its attention not only to the 
programme for Lima but also to the 
bullion market forum to be held in 
Singapore in the second quarter 
of 2014. Suggestions for topics 
for either of the main events to be 
held next year are always welcome. 

Another event in which the LBMA 
was delighted to participate was 
the joint LPPM/LBMA cocktail party 
held in New York on 19 September. 
On the following day, the LBMA had 
the great honour of ringing  
the closing bell at the New York 
Stock Exchange (see the article on 
page 23).

At this time of year, the PAC 
reviews the arrangements for, and 
the participants in, the annual 
Precious Metals Forecast Survey. 
The forecasts will be published 
on the website as usual in early 
January. 

Membership Committee
At its meeting in early December, 
the Committee discussed the first 
annual Associate Review, which 
was carried out in the fourth 

quarter. It involved the Executive 
writing to all the companies 
within the membership that had 
sponsored Associates to ask if they 
were willing and able to continue 
their support. While the majority 
of the Associates continued to 
receive the support of all three of 
their sponsors, a small number 
of them did not, usually because 
the original sponsor was no longer 
trading with them. The Committee 
considered these cases and 
decided how the Executive should 
respond (mostly by asking the 
Associates concerned to find new 
sponsors).

Finance Committee
At its recent meetings, the Finance 
Committee agreed the budget for 
the coming year which is expected 
to be in deficit, mostly because of 
the cost of developing the Vault 
Operators Accreditation Scheme 
described above. However, given 
the substantial surplus that the 
LBMA has built up in recent years, 
the Committee recommended 
no change in the membership 
subscriptions for 2014.

LBMA Staff
Stuart Playford resigned as 
Operations Director on 15 
November and we thank him for 
his services to the LBMA during the 
past three years. 

Jo Trivedi, who has been employed 
in the market research area for 
Johnson Matthey during the past 
nine years, will join the LBMA as 
Good Delivery Officer in January.

And finally, on a personal note…. 
This is the last LBMA News that I 
will write. It has been a privilege 
and mostly a pleasure to describe 
for Alchemist readers what has 
been happening at the LBMA each 
quarter during the past 14 years. 

LBMA News
By Stewart Murray, Chief Executive, LBMA
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Looking Back, Looking Forward
Editorial Comment by Stewart Murray, Chief Executive, LBMA

It is my hope in writing this editorial that I will 
convince the reader that the Bullion Market 
can be a lot more positive about its past and 
future than was Robert Burns in 1785.  When 
writing minutes or preparing papers for the many 
committees, working parties and miscellaneous 
groups within the LBMA, I normally try to 
persuade my colleagues to abjure the use of 
the first person, whether singular or plural.  
But as this editorial is written from a personal 
perspective, the occasional “I” will inevitably 
creep in.  The reason for this is that I am going to 
look back to 1999 – the year I joined the LBMA 
– as well as looking forward to the challenges 
that my successor, Ruth Crowell, might be facing 
during the next decade.  But first I would like to 
take this opportunity of putting my thanks and 
congratulations to Ruth on the record.  Over the 
past seven years, she has achieved so much for 
the LBMA, not just in the areas of regulation and 
responsible gold guidance, where her renown 
in the wider market is richly deserved.  But in 
addition, she has effected huge improvements 
in the public-facing aspects of the LBMA through 
the website, the Alchemist and above all the 
conference.  I would not have wanted to do my 
job without the unstinting support that she has 
given me in the second half of my career with 
the LBMA.

I could go on … but as stated above, this editorial 
is intended to provide a Janus-type perspective – 
looking back and looking forward at the LBMA’s 
role and activities.  

The significance of 1999 for the LBMA was not 
the appointment of a new Chief Executive in 
September that year (though it certainly was 
significant for me).  Rather, it was the two key 
decisions, the first – made at an extraordinary 
general meeting in February of that year – to 
adopt a new constitution that would allow 
“international associates” to become part of 
the membership.  The second, taken a few 
months later, was to organise a precious metals 
conference to be held, not in Europe, where 
the very successful FT Gold Conference had 
traditionally been held during the previous 20-
odd years, but in Dubai, somewhat ironically the 
place where I had spent a lot of my time while 
employed at GFMS prior to joining the LBMA.  
When considering the way the conference 
has grown in recent years and the fantastic 
professionalism that our team has developed, 

I can never totally suppress a wry smile when 
I think of the way that first conference was put 
together “on a shoestring”.  But it was a success 
– then as now thanks to the efforts of the Public 
Affairs Committee – though in Dubai, they also 
had to staff the registration desk and do the 
photocopying!  Above all, however, we had to 
thank the inimitable Maggie Nash – then just 
retired from the events team at JP Morgan and 
whom many readers will undoubtedly remember 
– for the success of our first conference and 
indeed the following three LBMA events.

It seems fair to claim that the conference helped 
to put the LBMA onto the world precious metals 
map, but this process was undoubtedly helped 
and accelerated by the new Associate category 
in the membership list from 2000 onwards.  
In that year, 16 Associates from 10 different 
countries became part of the LBMA and the 
number grew steadily, if less dramatically until, 
in 2010, the number of Associates exceeded 
the number of Ordinary Members.  A further 
widening of the international dimension of 
the membership began in 2002, when the 
Management Committee agreed that banks 
whose bullion trading operations were outside 
the UK could join as Full Members.  Nowadays, 
the admission of a member with a non-UK 
location is commonplace, but back then it only 
happened after extensive discussions with the 
UK VAT authorities (now known as HMRC) and 
the Financial Services Authority.

But turning now to what is commonly known 
as the “crown jewels” of the LBMA, namely the 
Good Delivery system, this too has seen major 
developments during the past 12 years, though 
of a quite different type.  The fundamental 
purpose of the GD List has not changed: it is 
a list of the refiners and their bars that are 
accepted as Good Delivery in the London vaults, 
as indeed it has been since the Bank of England 
issued the first extremely short list in 1750.  
From the point of view of the Executive staff, 
the period from 2001 to 2003 saw a revolution 

in the way the system was administered.  
Before 2001, Good Delivery applications were 
processed by a combination of the “vaults” (in 
essence, the banks that provided the London 
market’s clearing service) and the two referees, 
Engelhard CLAL and Johnson Matthey, which had 
for many years provided the technical support for 
the Good Delivery system.  In December 2003, 
a new international panel of five referees was 
established and from then on, the Executive 
rather than the vaults and referees played the 
central role in the processing of applications.  
With the support of the Physical Committee and 
the new referees panel, the next decade saw 
the LBMA expanding the technical aspects of 
the Good Delivery work – the introduction of 
Proactive Monitoring, the biennial Assaying and 
Refining Seminar, the production of gold and 
silver reference materials, and most recently a 
proficiency testing scheme for gold assayers.  
Another important strand to this work has been 
the quantification of the physical acceptability 
of Good Delivery bars – a topic that will certainly 
continue into the future.  Accurate weighing of 
these bars is of course fundamental, and after 
many years and attempts, the LBMA finally 
approved the use of an electronic scale as an 
alternative to the beam balance for weighing 
Good Delivery gold bars.  I am sure that this 
kind of work will continue in the future – for the 
benefit of all participants in the bullion market.

But externally, and just as importantly, there 
has been an increase in the use of the List by 
other markets and exchanges.  The LBMA is 
now willing to license the use of the List in this 
way as long as the licensee can demonstrate its 
standing in the market.

There are so many other interesting topics that 
I could describe if space were not limited: the 
LBMA’s initiative in early 2009 to encourage 
the establishment of cleared gold forwards; the 
recent introduction of the daily gold and silver 
forward curves based on the contributions of 
the eight forward Market Makers; the securing 
of the future use of the troy ounce (when this 
was under threat in 2007) and ameliorating the 
impact of the EU’s REACH legislation on the gold 
market.

The “R” in REACH stands of course for 
Regulation, which brings us firmly into the 
present era and dare I say also the future.  To 
the surprise of many people outside the market, 
spot and forward trading in gold and silver is 
not a regulated activity in the UK, although 
the participants in the market are regulated.  
The wholesale markets in London (foreign 
exchange, money markets and bullion) have for 
many years relied on the NIPs (Non-Investment 
Products) Code as a form of self-regulation.  All 
Members and Associates of the LBMA have to 
sign up to the letter and spirit of this Code.  But 

I backward cast my e’e. 
On prospects drear! 
An’ forward, tho’ I canna see, 
I guess an’ fear!

Robert Burns – To a Mouse, On Turning Her 
Up In Her Nest With The Plough

        It seems fair to claim that 
the conference helped to put the 
LBMA onto the world precious 
metals map, but this process 
was undoubtedly helped and 
accelerated by the new Associate 
category in the membership list 
from 2000 onwards.      

“

“
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following the multiple crises of recent years, or 
more accurately the response of the authorities 
on both sides of the Atlantic, Regulation has 
become perhaps the most important topic on 
the LBMA’s agenda.  This was most clearly 
demonstrated by the need for us to respond to 
Section 1502 of the Dodd Frank Act in relation to 
conflict minerals by developing the Responsible 
Gold Guidance, with which all Good Delivery gold 
refiners must comply.  Implementing IOSCO’s 
principles for the production and maintenance 
of benchmarks is the topic of the moment.  
Regulation is undoubtedly going to be high on the 
LBMA’s To do List in the years to come. 

The LBMA has always enjoyed an exceptionally 
close relationship with the Bank of England and 
the FSA (now FCA), and the same applies to a 
number of other market organisations and in 
particular our sister organisation, the LPPM.  I 
can hardly avoid referring to the eternal question 
that has been asked since the two associations 
were founded 25 years ago: “Will the LBMA 
and the LPPM ever merge?”  I am not going to 
try to answer that one except to say that the 
mutually beneficial co-operation between us is 
demonstrated in many ways – the joint approach 
to our annual conference (and recently the 
cocktail party in New York), the publication of 
the OTC Guide and the GD system – and will no 
doubt continue in the future.

Over the past 14 years, it has been a huge 
privilege to work with so many outstanding 
individuals who have made the LBMA what it is 
today.  I want to thank them all.  I am delighted 
that the LBMA is about to start a project with 
the working title “Voices of the London Bullion 
Market”, which will attempt to capture the 
contributions to the development of the market 
in the past quarter century.

So what will come out of left field?  By definition, 
the answer is obscure, but I am very confident 
that it is the people in the market with their 
broad as well as deep knowledge of all its 
aspects who will ensure that the LBMA and the 
loco London Market can rise to the challenge.  

Stewart Murray will retire 
as Chief Executive on 31 
December 2013 and will then 

continue in a consultancy capacity with special 
responsibility for Good Delivery issues.

A vacancy has arisen at the LBMA 
for the role of Operations Director, 
with responsibilities for general 
administration of the Association.    
The specific duties include Finance, 
Human Resources, IT systems and 
Office Management. 
 
The LBMA is also looking to recruit 
a senior member of staff to take 
responsibility for various aspects of 
the Association’s work in relation to 
regulation and compliance.
 
Anyone interested in applying for  
either of these vacancies is invited to 
contact the LBMA for further details,  
at mail@lbma.org.uk

Vacancies
E



The Fingerprint of the Future

Finally, bullion arrives in the digital age…

PAMP, the renowned industry innovator, once 
again transforms the world of precious metals by 
introducing the latest in Laser Surface Authenti-
cation technology: VeriScan™.

With a uniquely individual and imperceptibly 
present ‘surface signature’ that is up to four-times 
more distinctive than a human fingerprint, each 
PAMP bar is designed to enhance authenticity 
while offering you a world of possibilities to 
identify and manage your transactions of PAMP 
bullion.

Progressive worldwide rollout begins early 2014.


