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Launch of Metals Focus’ Gold Focus 2018

By Nikos Kavalis
Director, Metals Focus

In early April, Metals Focus launched Gold Focus 
2018, its flagship annual publication on the gold 
market. The report features comprehensive 
historical supply and demand statistics and a 
detailed 2018 forecast. It was launched at four 
events, in London, Toronto, Dubai and Mumbai; a 
follow-up event is scheduled in Singapore on 25 
April.

Looking at some of the main findings of the 
publication, following a good December run, the 
gold price has moved broadly sideways since the 
start of 2018. This lack of direction can in turn 
be blamed on a lack of decisive triggers in the 
market. Metals Focus believes such range-bound 
conditions will probably persist over the second 
quarter of 2018, as conflicting drivers are at play. 
However, Metals Focus expects gold prices to 
break higher in the second half of the year, testing 
$1,450 before the end of 2018.

The range trading that gold is currently facing 
reflects number of challenges, some of which 
were also present throughout 2017. First, the vast 
majority of professional investors are continuing 
to focus on equity markets, despite the volatility 
spikes we have seen at times this year. Second, 
rising bond yields are pushing up the opportunity 
cost of holding gold. Third, after trending down for 
much of last year, the US dollar has recently been 
more resilient. Lastly, ongoing rate hikes by the 
US Federal Reserve Bank remain a negative factor 
for gold. Together, these factors are likely to limit 
gold’s upside in the near term.

Looking further ahead this year, however, Metals 
Focus expects that global market conditions 
will become more positive for the gold price. In 
part, this is premised on our expectation that the 
dollar will resume its secular downtrend. Concerns 
about the ballooning US government debt, 
the possibility of a further flattening of the US 
yield curve and expectations of monetary policy 
tightening in Europe should sooner or later weigh

on the US currency. Meanwhile, we believe that the 
volatility that equity markets experienced in the 
first few months this year will be an ongoing theme 
over the rest of 2018, which would eventually also 
benefit gold. Although at times US interest rate 
increases may act as a headwind, their impact on 
the gold price will be limited as they are largely 
priced in.
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SUPPLY 2016 2017 2018f 2017 2018

Mine Production 3,275 3,292 3,295 1% 0%

Old Scrap 1,291 1,167 1,185 -10% 2%

Net Hedging Supply 33 - - na na

Total Supply 4,599 4,458 4,480 -3% 0%

Table 1: Global gold supply/demand (tonnes) and percentage change year-on-year.

DEMAND 2016 2017 2018f 2017 2018

Jewellery Fabrication 1,999 2,143 2,186 7% 2%

Industrial Demand 323 333 341 3% 2%

Net Physical Investment 1,063 1,035 1,078 -3% 4%

Net Hedging Demand - 26 15 na -43%

Net Central Bank Buying 390 374 350 -4% -6%

Total Demand 3,775 3,911 3,969 4% 1%

Market Balance 824 548 510 -34% -7%

Net Investment in ETFs 547 203 0 -63% na

Market Balance less ETFs 277 345 510 24% 48%

Nominal Gold Price (US $/oz, PM fix) 1,251 1,258 1,365 1% 8%
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In addition to the above, tail-risks will underpin 
gold, even if they do not actually crystallise. 
Among these, rising trade protectionism and 
the possibility of outright trade wars stand out. 
Geopolitical risks have apparently dissipated, given 
the recent thawing in North Korea’s relationships 
with South Korea and the US. However we caution 
that it is still too early to predict the outcome of 
Korean talks. Meanwhile, the recent appointment 
of Mike Pompeo and John Bolton as Secretary of 
State and National Security Advisor, respectively, 
point to a growing likelihood that the US will pull 
out of the Iran nuclear deal, which could unsettle 
markets.

In terms of gold’s fundamentals, Metals Focus 
expects jewellery fabrication to touch a three-year 
high in 2018, rising by 2%. Physical investment 
is also expected to improve, by 4%, while net 
official sector purchases are projected to decline 
marginally. Gold mine supply, on the other hand, 
will mark a decade of growth, edging higher in 
2018, albeit by just 0.1%, to a new peak. 

Looking at the demand side in more detail, Asia, 
driven by India and China, is expected to provide 
much of the fuel for the increase in the global total. 

Nikos Kavalis is a 
founding partner of 
Metals Focus. He has over 
14 years of experience 
working as a metals 
analyst/strategist for the 
Royal Bank of Scotland 
in London and as a 

metals analyst for GFMS. Nikos holds a BSc 
in Econometrics and Economics from the 
University of York and MSc in Econometrics 
and Mathematical Economics from the 
London School of Economics.

The outlook for Indian jewellery and investment 
remains positive and we expect both to increase 
by around 3% year-on-year. The former should 
be boosted by the Indian government’s focus on 
lifting farm incomes, while the latter should profit 
from growing risk aversion in the face of the recent 
correction in local equities. Both should also 
benefit from a positive outlook towards the rupee 
gold price.

Moving to China, a healthy outlook for the 
country’s economy and continued structural 
changes in the local jewellery industry should result 
in a further, albeit modest, increase in jewellery 
fabrication. Premium 999-purity products, 22-carat 
and 18-carat pieces will continue to spearhead 
this trend, gaining further market share from 
conventional products. Meanwhile, we forecast 
a 7% increase in physical investment, as a result 
of ongoing portfolio diversification against the 
backdrop of a limited range of locally available 
investment opportunities.

Elsewhere across much of Southeast Asia, the 
outlook for gold demand in 2018 also looks positive. 
We expect to see gains in jewellery demand in 
most countries, including Malaysia, Indonesia, 

Thailand and Vietnam, which all enjoy year-on-year 
gains within a 3-6% range. Improving economies in 
local and key export markets underpin these gains 
and, in some cases, also encouragement from 
local policy changes. Similar factors should also 
drive regional physical investment demand, for 
which we forecast virtually all countries we cover 
in Southeast Asia to experience gains or at least 
stability.

Figure 1: Gold price forecast for 2018. Figure 2: Global gold supply.

Figure 3: Global gold demand. Figure 4: Gold price, 2010–2016.
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Gold has played an important role in the culture 
and religion of Myanmar since the advent of 
Buddhism in the country. There are many large 
pagodas in Myanmar that are covered in layers 
of gold that date back more than a few centuries 
– donations from less than a gram in thin gold 
leaf, and up to the equivalent of a person’s body 
weight.

The famous Shwedagon Pagoda is estimated by 
itself to have no less than 9 tonnes of gold and up 
to a widely speculated 60 tonnes of the precious 
metal. Other famous but lesser known pagodas 
have no less than a few hundred kilograms of 
gold, and there are more than a hundred of these 
pagodas in Myanmar alone.

On the other hand, culturally and in practice, 
Burmese people have little to no faith in long-term 
savings based on fiat currencies. This is coupled 
with the fact that the Myanmar kyat is so volatile 
that a 20% inflation against other currencies, 
namely the US dollar, in an extremely short time 
frame is the norm. In the early/mid-2010s, the kyat 
fell by about 45% against the US dollar, while the 
then-international benchmark for most currencies 
against the US dollar was only about 12–14%.

The long-standing trust people in Myanmar have 
towards gold as a form of stored value or savings 
also comes with the fact that in small amounts, 
gold is comparatively more affordable than land or 
property. It can also be cashed out easily compared 
to property, which can take much longer. Because 
of this, demand is high in Myanmar – the Burmese 

Myanmar: Gold’s Last Frontier

By Khin Maung Han
Chairman, Myanmar Gold Development Public Company

Gold donations used to decorate Shwedagon Pagoda.

In actuality, large amounts of gold are known 
and have been documented via media articles 
and international reports to be smuggled across 
Myanmar’s borders to neighboring countries. The 
Myanmar government is fully aware the extent 
of this, and industry experts and insiders have 
speculated the smuggled figures to be very close, 
if not higher, to the local known daily consumption 
of gold.

population purchases an average total of US$8 
million per day in the two largest cities of Yangon 
and Mandalay. This equates to nationwide daily 
gold production of 200–400 kilograms, with about 
30% coming from mines and the rest from scrap 
jewelry and other forms. However these figures 
are very rough estimates based on the recently 
reformed Inland Revenue Tax system and are not 
necessarily indicative of actual figures.
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Since the formation of the Myanmar Gold 
Development Public Company – the business entity 
of the Myanmar Gold Entrepreneur Association 
– in 2012, it has worked with the government to 
improve the development of the country’s gold 
sector and to provide a sustainable and feasible 
way for exporting gold proper and legal channels. 
This would encourage less smuggling and bring 
more revenue to the country, which it otherwise 
would not have from smuggling.

Since 2017, the state has been playing a stronger 
role in the development of Myanmar’s gold sector. 
Government mandates and announcements in 
the past 12 months, which include the signing 
of several international agreements, have been 
driving transformation across the entire industry. 
This has been a very turbulent, albeit fruitful period 
for the gold sector.

Our key milestones in the past 12 months include:

Gold leaf donations used to decorate Buddhist shrines

Note: The Myanmar Gold Entrepreneur’s 
Association and the Myanmar Gems and 
Jewelry Entrepreneur’s Association are nonprofit 
organisations, and by Myanmar law are not 
allowed to partake in business. Thus their 
public company counterparts were formed – the 
Myanmar Gold Development Public Company 
(MGD) and Myanmar Minerals Development 
Public Company (MMDPC).

Gold leaf production in Myanmar. Academy gold bar.

• Attending the inaugural Asia Pacific Precious 
Metals Conference in June 2017.

• Signing a Memorandum of Understanding 
with the Singapore Bullion Market 
Association (SBMA) during the conference.

• Coordinating with SBMA in June–July 2017 
on obtaining support from the Chinese Gold 
& Silver Exchange Society (CGSE).

• Discussions in July-October in Myanmar for 
the joint development of an international 
financial and commercial hub/region, 
with Myanmar Gold Development Public 
Company (MGD) and Myanmar Minerals 
Development Public Company (MMDPC) 
leading the effort.

• Sending a Myanmar delegation to the 
London Bullion Market Association (LBMA) 
conference in Barcelona, Spain.

• Drafting and finalising the public-private 
Central Market Committee in November 
2017, which includes the Ministry of National 
Planning and Finance, Ministry of Commerce, 
Central Bank of Myanmar, Customs 
Department, Department of Geological 
Survey and Exploration, Department 
of Mines, Myanmar Gems Enterprise 
(government), Inland Revenue Department, 
Myanmar Gold Entrepreneur’s Association 
(private sector), Myanmar Federation of 

 Mining Association (public-private), and 
Myanmar Gems and Jewelry Entrepreneur’s 
Association (private sector).

• Officially announcing the Central Market 
Committee in December 2017. 

• Ministry of Commerce’s media 
announcement on the liberalisation for the 
export of gold jewellery and accessories in 
January 2018, with implementation to start 
at a later date.
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Khin Maung Han has a 
background in geology 
and metallurgy and 30 
years of experience in the 
mining industry. Besides 
being a high-profile gold 
mining entrepreneur and 
business owner, he is the 

president of the Myanmar Federation of 
Mining Association, the leading advocate for 
mining in Myanmar. Concurrently, he is the 
chairman of Myanmar Gold Development 
Public Company, which is leading the 
development of Myanmar’s gold sector. He 
was recently appointed as general secretary 
in a public-private committee for the 
development of Myanmar’s central market in 
gold, gemstones and jewellery.

A gold retailer in central Yangon.Aung Tharmadi gold bar.

At the same time, high-level discussions between 
the government and its private sector counterparts 
have established the following, pending final 
approval:

1. International bullion-quality gold, 99.9 or 
999.9 kilobar or 400 oz bar with 0% tax, to be 
exported and imported via the proposed 
gold exchange. All gold will be transacted 
through Central Bank of Myanmar’s FTA 
Vault or those permissible by the Central 
Bank of Myanmar.

2. Nonstandard gold in the form of 
jewellery or accessories will be taxed at 
1% and be subject to documentation 
and administrative charges. They will be 
exported via the Ministry of Commerce, 
which will issue export licenses to 
companies, and all exports will be done on 
a shipment-per-permit basis.

3. All KYC and due diligence will be performed 
according to Myanmar’s anti-money 

In summary, 2018 looks to be a much more active 
year, with the culmination of years of planning and 
scheduling finally bearing fruit. Even with many 
players from the international gold community 
expressing an interest in the Myanmar gold 
market, there are still many lucrative investment 
opportunities. The doors are still open across the 
entire value chain of Myanmar’s gold sector, and 
hopefully, this will not be the case for much longer.

 laundering (AML) laws and combating of 
terrorism (CFT) laws. Myanmar is a member 
of the Asia Pacific Group for AML/CFT, 
which follows the recommendations from 
the Financial Action Task Force (FATF). 
Recommendations of the FATF are also 
adopted by the Organisation for Economic 
Co-operation and Development (OECD) in 
LBMA’s due diligence policies.

4. The trial period for the gold exchange is 
tentatively set for the 3rd or 4th quarter of 
2018.
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Bitcoin supporters tout the cryptocurrency as the “gold of the digital era” – a safe-haven asset for individuals to park 
their money in the tumultuous financial world. Avtar Sandu looks at the concept behind safe haven assets and explains 
why gold investment remains an essential risk diversifier.

The meteoric rise of cryptocurrencies in 2017 
was breathtaking for the financial industry as 
bitcoin’s market capitalisation reached $320 
billion at its peak. Financial institutions lamented 
their lack of active involvement and scrambled 
for a piece of the pie in the later part of 2017. 

Global financial exchanges responded by 
establishing partnerships with crypto exchanges 
to create financial derivatives, while fund houses 
roared on the back of news of plans to launch 
cryptocurrency exchange-traded funds in 2018. 

However, market opinion and the stance taken 
by regulators worldwide have been deeply 
divided on the subject of digital currencies. 
Global financial leaders have derided bitcoin 
as a massive speculative bubble. Crypto bulls, 
however, have stood firm at the other end of the 
spectrum and have branded the digital currency as 
a contemporary safe haven asset for generations 
to come.

By Avtar Sandu
Senior Commodities Manager, Phillip Futures

Examining the concept behind safe-
haven assets 

As we seek to appraise cryptocurrencies on their 
claim to be a safe-haven asset, they must be 
examined against gold, the current incumbent. 
The gold standard has stood tall historically and 
has since transited into becoming effectively a 
safe haven asset that delivers positive returns 
in times of political turmoil and financial market 
instability. Its ability to provide capital growth, 
value preservation and risk management embrace 
the fundamental tenets of a safe haven asset.

Bitcoin proponents use the term “digital gold” 
to describe cryptocurrencies because of several 
key similarities they share with the precious metal. 
Both assets are globally traded, limited in supply 
and have been endorsed by market players as 
alternatives to fiat currency.

With bitcoin’s explosive growth in prices in 2017, a 
financial hot potato weighs in for investors looking 
to take part in the digital currency rally: does 
bitcoin qualify as a safe haven asset?

In terms of market performance, bitcoin has 
passed with flying colours in 2017. It has repeatedly 
reached all-time highs since its inception and 
has made an annual return of 150% over a five-
year average, thus outperforming gold. Prices 
have, however, retraced more than 60% from the 
highs. Second, bitcoin has fulfilled a secondary 
criterion, which is the adoption of the digital asset 
in times of market uncertainty. An actual example 
is the European debt crisis and Brexit, occasions 
during which bitcoin prices surged. It supplements 
assessments on market psychology for bitcoin as 
a temporary safe haven. Third, bitcoin has been 
frequently touted as an alternative store of value 
in countries that are experiencing economic 
instability. 
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Avtar Sandu is a senior 
commodities manager 
at Phillip Futures. Avtar’s 
wide spectrum of expertise 
includes precious and 
base metals (gold, silver, 
copper, aluminium), 
energy and oilseeds 
(Brent crude, crude 

palm oil, soybeans) and soft commodities 
(coffee, rubber, sugar, corn, wheat, grains). 
He contributes frequently to magazines and 
newspapers, and is a regular speaker at 
regional conferences, forums and seminars 
where he frequently discusses fundamentals, 
technicals and the outlook for commodities.

Asset class dangers 

Despite positive statements supplementing 
bitcoin’s positioning as an effective safe haven 
asset, its disadvantages have been raised by 
industry players too. Bitcoin is highly volatile 
and prices have been shown to fluctuate by up 
to 20% in one day. Its price volatility has made it 
undesirable for the majority of investors.

Cryptocurrencies are illiquid compared to 
gold, as large portfolio shifts have proven to be 
cumbersome and difficult. Cryptocurrencies are 
highly susceptible to government intervention 
and thus affects the market’s acceptance of it as 
a “true” financial asset class. Crypto-bears have 
stressed on a possible meltdown, where their 
monetary value might recede to zero. Lastly, 
cryptocurrencies are inherently reliant on the 
internet and technology. Cybersecurity issues 
have plagued cryptocurrencies, with a recent 
hacking incident wiping off $500 million in market 
value. Thus with systemic risks still afflicting 
cryptocurrencies, the majority of investors are likely 
to remain unconvinced regarding the prospects of 
bitcoin as a safe haven asset.

Will gold forge ahead and stand tall?  

We assess that the time-tested financial narrative 
on the precious metal will continue for the 
foreseeable future. This is largely due to the 
fundamental principles below:

How can the modern investor 
capitalise on gold’s stability?  

Investments in the precious metal can be made 
through various methods. Gold can be traded 

physically, through OTC markets and on regulated 
global exchanges with a range of financial 
derivatives. This gives the modern investor a 
myriad of choices for their portfolios that can cater 
to individual preferences or investment appetites. 

Most reputable brokers, including Phillip Futures, 
offer a range of investments in gold, including 
bullion dealing, spot gold trading, futures contracts 
and option derivatives. For bitcoin bulls, Phillip 
Futures also offers bitcoin futures for investors to 
hedge their risk or take part in derivatives trading. 
Investors can seek one-to-one appointments with 
our advisors on financial matters and the viability 
of gold investments for their portfolio.

• Effective store of value
The argument for an effective store of value 
is based primarily on the level of trust it 

has in society. Bitcoin has struggled with 
convincing the public about the merits of 
its wider adoption as key decision makers 
are uncertain of the long-term prospects 
of a volatile medium of exchange. Gold, 
however, has historically demonstrated its 
abilities for capital preservation and growth. 
It is frequently utilized in wealth management 
portfolios and as a risk management vehicle.

• Market liquidity
The gold market is extremely liquid with $150 
billion to $220 billion being traded daily in 
over the counter (OTC) markets and global 
exchanges. Cryptocurrency exchanges are 
plagued by poor management, cybersecurity 
issues and slow response times, particularly 
during market turmoil. Bitcoin’s liquidity 
pales in comparison with the precious metal.

• Proven reputation as a safe haven asset
The precious metal has stood tall amidst 
stock pullbacks, geopolitical uncertainties, 
and inflationary and deflationary pressures 
to the economy. Investors have traditionally 
sought shelter in gold due to its proven 
reputation as a safe haven asset. Thus, the 
precious metal’s position within the trust-
based system will continue to underpin 
demand levels for gold.
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With higher US inflation, a weaker US dollar and geopolitical tensions on the horizon, Wayne Gordon explains why he 
thinks gold prices will rise even higher in the long term.
By Wayne Gordon
Executive Director, Chief Investment Office, Wealth Management, UBS

Gold’s three masters – real US interest rates, 
the greenback and fear itself such as (geo-) 
political risks – strongly drive the metal’s price 
direction. As gold is a non-yield-bearing asset, 
investors are most interested in the yellow 
metal’s negative correlation to real rates and the 
dollar and its positive correlation to fear – i.e. it 
tends to have a low correlation to equity markets 
(Figure 1). This last relationship appeared to 
break down in early February, with the S&P 
500 declining 6%, the Chicago Board Options 
Exchange Volatility Index (VIX) spiking above 
40 and the gold price falling by 3% (Figure 2).
 
Investors have begun to question gold’s claim 
as a hedge against stock market moves and 
volatility, particularly its longer-term “fear 
benefit” – but not us. We believe the catalysts 
to this surge in equity market volatility explain 
gold’s recent counter-intuitive behaviour, and 
see gold’s response to new Federal Reserve 
Chair Jerome Powell’s hawkish testimony as 
evidence that its three masters are alive and well. 
Also, the fact that gold fell less than equities 
highlights its lower volatility compared to equities.

So, with the 2017 Goldilocks environment for risk 
assets likely over, gold’s historical correlation to 
financial markets should provide diversification 
value in a portfolio context. Likewise, as the 
greenback is expected to weaken again and inflation 
to strengthen this year, gold’s role as an inflation 
and currency hedge should prove to be efficacious 
(Figure 3). We acknowledge higher real rates 

Funding costs reappraised, not 
fundamentals  

The most recent shakedown in markets did 
not feature the usual threads of past “risk-off” 
events like the 2013 taper tantrum, such as sharp 
tightening credit conditions and the emergence 
of growth-cutting capital and current account 
imbalances. The recent sell-off was caused by 
a faster increase in US wages, which triggered 
inflation and interest rates concerns, and not by 
a fundamental reappraisal of earnings or growth 
expectations. This is the crucial point, as gold’s 
reaction to brief corrections are more muted than 
those during systemic risk-off events.

We have found that gold typically thrives amid 
deeper, longer-lasting and fundamentally driven 
bear markets, which are usually associated 
with a deteriorating macroeconomic outlook. 
Alternatively, gold’s performance is usually tepid 
when equities rise. A good analogy is home 
insurance: homeowners pay an insurance premium 
each year hoping the house doesn’t burn down, 
but if it does you redeem the policy. Here, we see 
gold’s “insurance characteristics” as becoming 
increasingly relevant for investors.
 
But even if the insurance is not needed, gold could 
still offer value. If the US dollar slides (which we 

Gold’s investment case  

We see the gold price falling in the short term and 
rising in the long term. Here’s why:

Short term: Fed funds adjustment vs. trade 
worries

Jerome Powell’s testimony raised expectations 
of the federal funds rate rising more quickly this 
year and next – we see four this year and three 
next. Hence, the curve flattened towards the 
end of February, after it steepened in January 
– a bearish development for gold. Net-long 
speculator positioning was the other red flag in 
such an environment. As such, we expected gold 
to come under pressure, which it did by the end 
of February. By early March, gold bounced after 
US President Donald Trump announced additional 
import tariffs on aluminium and steel products.

We don’t think the tariffs will hurt trade globally 
and don’t believe it will spark an all-out trade war. 
But they do damage confidence and retaliation 
by one or more of its trading partners, particularly 
China, cannot be ruled out. Therefore, while 
unexpected trade and geopolitical sparks could 
bolster gold, our base case is for prices to weaken 
ahead of the Fed meeting on March 20–21.

toward the year-end and beyond are an inevitable 
headwind of varying strength, though gold’s 
link to real rates has weakened since December.

expect), emerging economies become wealthier 
while mining costs increase. Prices could therefore 
advance irrespective of US inflation, making gold 
more than just an insurance asset.

Why Gold is More than an Insurance Asset

Singapore Bullion Market AssociationCrucible | Issue 5
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Figure 2: Gold adds value as an insurance asset.

Gold outperforms equities when volatility soars (VIX Index).

Source: Bloomberg Finance LP, UBS.

Figure 3: Higher inflation expectations are supporting gold prices.

US 2-year breakevens in %.

Source: Bloomberg Finance LP, UBS.

Correspondingly, we think gold prices may rise 
even higher. Higher US inflation and a weaker 
US dollar look unavoidable, while geopolitical 
tensions, particularly as US midterm elections 
approach, could give further upside to the yellow 
metal. The bearish price risk to gold remains a 
more aggressive Fed, which would see a sharp rise 
in real interest rates. This could hurt gold at first, 
though the subsequent impact on markets and 
growth expectations would likely support gold at 
a later stage.

Figure 1: Gold is negatively correlated to the greenback.

The main driver of the yellow metal currently is the US dollar.

Long-term: Inflation, a weak US dollar and 
choppier stock markets

Our base case calls for prices to again trade higher 
in 12 months, supported by:

Singapore Bullion Market AssociationCrucible | Issue 5

Wayne Gordon is 
responsible for the 
UBS Chief Investment 
Office’s cross-asset 
strategy and investment 
recommendations 
on natural resources, 
specialising in agriculture, 
mining and precious 

metals. He is also responsible for its Asia 
flagship research and views on Australian and 
New Zealand markets. Wayne’s experience 
spans more than a decade in top-tier 
investment banks, wealth managers and 
hedge funds. He holds a master’s degree 
in economics from the Australian National 
University as well as an honours degree in 
economics from the University of Adelaide.

Source: Bloomberg Finance LP, UBS.

• Broad US dollar weakness: Gold’s negative 
correlation to shifts in the US dollar has 
strengthened this year – we forecast the 
EUR/USD exchange rate at 1.28, GBP/USD at 
1.45 and USD/JPY at 100 in six months.

• Higher inflation and moderate Fed rate 
hikes this year: We expect US inflation to rise 
further this year as labour markets tighten 
and the Fed to hike once each quarter. Gold 
has historically performed strongly during 
such periods, as long as real US rates remain 
low to moderate or fall.

• Less stable equity and bond markets: While 
we believe equity markets should recover, we 
are entering choppier waters in which fears of 
higher inflation and interest rates could start 
to compete with, or even overwhelm, hopes 
for higher growth. This speaks to gold’s usual 
positive correlation with market uncertainty.



The stable gold price in the 1920s deincentivised 
mining production (Figure 2). At the same time, the 
United States and France increased their net gold 
imports without expanding the monetary base. 
The unreasonable demands on gold resulted in 
a decreasing price level (deflation). Meanwhile, 
there was a massive speculative bubble on the 
stock market. There was no trust issue with gold, 
but there was an uncertainty about the ability of 
central banks to adhere to the gold standard. In 
the end, 14 countries decided to abandon their 
currencies’ gold parity. Deflation stopped after 
central banks released more banknotes. Finally, 
the increasing gold price incentivised gold 
production.

Supply shortages of raw materials can also be 
solved by human creativity. Innovations in the 
material extraction process can make exploited 
gold sources relevant again. Other possibilities 
are the development of innovative recycling 
process and material flows. Another alternative 
may be gold substitutes, such as ceramics, metals, 
and alloys. But in some instances, gold cannot 
be substituted. Nick Szabo, the inventor of the 
mechanism for a decentralised digital currency 
called “bit gold” in the late 1990s was very familiar 
with gold’s track record:

In 2004, cryptographer Hal Finney invented a 
system called Reusable Proof-of-Work. It was 
the final piece of the bit gold/bitcoin puzzle. 
The founder of bitcoin, Satoshi Nakamoto, had 
the same vision about a digital currency that 
functioned like gold. Instead of minting a certain 
amount, he came up with the idea of a regulated 
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Precious metals and collectables have 
an unforgeable scarcity due to the 
costliness of their creation. This once 
provided money, the value of which was 
largely independent of any trusted third 
party. Precious metals have problems, 
however. It’s too costly to assay metals 
repeatedly for common transactions 
(Szabo, 2008).

The Economics of Bitcoin and Gold

Singapore Bullion Market AssociationCrucible | Issue 5

In recent years, bitcoin mining has become a multi-
billion dollar industry. Instead of searching for rare 
metals, bitcoin mining involves a computational 
operation to find a rare number. By its very nature, 
it is a permissionless and commons-based peer 
production process. But nowadays, with stronger 
competition, the profitability of bitcoin mining 
is getting smaller, while the capital investment 
required is growing. Bitcoin mining may already 
exceed the total energy consumption of 
Singapore. Similarly, gold mining relies on energy 
resources and capital. It stands to reason to 
consider a commodity-based review.

The economic cycle of raw materials tends to 
regulate itself. Higher demand is followed by a 
price increase, which in turn encourages investment 
in exploration and mining technologies. If there is 
a higher demand the price will usually increase, 
which implies more effort and more risk for the 
exploration of new sources. When producers 
find new recoverable deposits, they can extract 
more raw materials. With an increased stock, 
prices will usually fall. In the past, the gold mining 
industry had enormous problems keeping up with 
demand shocks, especially during the time of the 
gold standard, when gold was in high demand. 
The following graphic shows the increasing gold 
production in the late 1920s (Figure 1).

In the 1930s, Federal Bank statistician Carl Snyder 
predicted an annual economic growth rate of 3%. 

By Jan Kursawe
Crypto economist and financial analyst, Vaultoro.com

Source: Porter, Amey and George (2014); own calculations.

Figure 1: Gold production and total gold stock.

Hence, miners needed to keep up with the growing 
demand for gold. Right after the introduction of 
Britain’s gold standard, there was about 40,000 
metric tons of gold above ground. The relatively 
constant annual production of 600-700 metric tons 
differed from the 3% target. While the extraction 
of resources is limited, economic growth is not 
dependent on gold production. In fact, the 
discovery of orebodies has declined in recent years 
despite record exploration expenditures. Swedish 
economist Gustav Cassel coined this observation 
the “paradox of the gold standard”.



supply. The mining reward decreases over time 
as naturally would occur with physical resources. 
Nakamoto stated that gold and bitcoin mining are 
both a waste:

Calculating the price of digital currencies 
is a difficult undertaking. The following two 
approaches are common:

Today, nine years after that prediction, the fee 
hovers between 5–10% of the block reward. It 
appears that if the demand is high the total mining 
reward increases. This is a revolutionary concept. 
Bitcoin is the first scarce digital asset that pays 
miners even after reaching the final supply. This 
comparison should have made it clear that bitcoin 
can be viewed as a commodity and has properties 
comparable to gold. 

Vaultoro.com links these two contrasting assets. 
Our clients trade bitcoin and physical gold 
because they do not want to hedge with fiat 
money. Our system even provides a fascinating 
feature for cryptocurrency miners. With instant 
orders activated, bitcoin can be automatically 
converted into allocated bullion by our system 
watching the blockchain. All gold is secured by 
Pro Aurum Switzerland, fully insured and audited. 
Vaultoro’s real-time allocated gold/bitcoin trading 
platform combines the best of both worlds to 
make gold liquid and bitcoin stable.

Edited by Joshua Scigala (CEO and founder, 
Vaultoro.com)

1) Estimate based on production factors

It compares the hash rate with the operating 
hardware. It is very hard to assume what hardware 
is currently in use. Changes in climate conditions 
and energy prices make this calculation even more 
inaccurate.

2) Comparative analysis of mining profitability

This method is used in the IT industry. The total 
cost of ownership (TCO) determines the direct 
and indirect costs of a system (input). Besides 
energy consumption, the estimate also considers 
costs of shipping, maintenance, and acquisition. 
Digicoinomist.com calculated an average energy 
price of $0.05/kWh. Assuming an efficiency of 60%, 
input (TCO) and output (revenue) can be converted 
to a power consumption of 6.2 gigawatts. For 
example, the entire energy consumption of bitcoin 
mining is now as big as the output of the 12 biggest 
atomic reactors. Some say this is a useless waste 
or even a natural disaster. However, the utility of 
bitcoin as a medium of exchange could be higher 
than the costs of its waste. Further, bitcoin miners 
tend to be located in places with an overcapacity 
of energy. 

Proof-of-work mining could profit from the advent 
of technologies such as “demand response”. 
Miners receive a payback for lowering their 
power consumption during supply shortages. On 
the downside, bitcoin mining is a long way from 
providing more net stability – quite the opposite 
in reality. Unwanted competitive conditions such 
as energy price subsidies or tax reduction could 
have a negative impact on energy supply and 
the environment, and is leading governments to 
consider regulatory action, as happened in China 
quite recently.

Usually, the utility of a good is expressed in its 
price. Nakamoto further implemented a fee 
system to value high priority transactions. The fee 
goes to miners and will potentially rise once the 
block reward gets smaller.

1. Cassel, G. (1932). The Crisis in the World (Oxford: The Clarendon Press).

2. Porter, K. E., Amey, E. B., & George, M. W. (2014). Gold Statistics (Historical statistics for mineral and material 
commodities in the United States No. 140). U.S. Geological Survey. Retrieved from http://minerals.usgs.gov/
minerals/pubs/historical-statistics/.

3. Szabo, N. (2008, December 27). Bit gold [blog entry]. Retrieved March 16, 2018, from http://unenumerated.
blogspot.de/2005/12/bit-gold.html. 
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The price of any commodity tends to 
gravitate toward the production cost.  If 
the price is below cost, then production 
slows down.  If the price is above cost, 
profit can be made by generating and 
selling more.  At the same time, the 
increased production would increase 
the difficulty, pushing the cost of 
generating towards the price (Satoshi 
Nakamoto, 2010).

When [mining] runs out, the system can 
support transaction fees if needed. It’s 
based on open market competition, 
and there will probably always be nodes 
willing to process transactions for free 
(Satoshi Nakamoto, 2009).

Source: Porter et al. (2014).

Figure 2: Growth rate and purchasing power of gold.
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Democratising Access to Gold
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For a long time, gold was money. In fact, it has been 
since 635 BC, when gold coins were standardised 
in Asia Minor, the Asian part of modern Turkey. In 
an instant, gold became the go-to store of wealth. 
For the West, located across the Mediterranean, 
gold money enabled the democratisation of 
wealth and laid the foundation for modern 
commerce. And gold remained so until August 
1971, when US President Richard Nixon ended the 
gold convertibility of the dollar. From that fateful 
Sunday onwards, the fiat money people held was 
all we they were going to get. There are those who 
still hope for a return to the gold standard. For me, 
gold as money is dead for good. But gold’s role as 
a store of wealth remains as relevant, if not more 
so, today as it has ever been. HelloGold wants 
to democratise access to gold through its digital 
token product, GOLDX, to the man on the street in 
every economy where affordable, accessible gold 
remains unattainable.
 
Democratisation of modern investment products 
began as early as the 1860s in the United Kingdom, 
with the introduction of investments that enabled 
investors of moderate means the same advantages 
as large capitalists. Open-ended mutual funds 
in the 1920s and passive investment products in 
the 1970s followed. Now, exchange-traded funds 
(ETFs) are easily accessible to investors. Each 
subsequent financial innovation led to a reduction 
in running costs that enabled investors with smaller 
amounts to invest. 

HelloGold founder and CEO Robin Lee explains why he believes in gold’s digital future, and why he thinks gold-backed 
tokens have a role to play in the investment landscape.

By Robin Lee
CEO, HelloGold

Exchange-traded products backed by 
gold  

One of the most innovative products that has 
emerged in the past 15 years is the gold ETF – 
physical gold in the form of an exchange-traded 
security – launched in 2003. Prior to the launch of 
these ETFs, there was huge scepticism that there 
was demand for such a product, which enabled 
the retail investor to buy 1/10 oz or 1/100 oz at 
spot. Many argued that investors only wanted 
physical gold and would never want gold-backed 
securities. They were wrong beyond anyone’s 
wildest imagination – at one point in 2011, the 
World Gold Council’s SPDR Gold ETF had more 
under its management than its equivalent US stock 
market product, SPY. Fast forward nearly 15 years 
and the physical gold ETF universe has over US$90 
billion in gold under its management, making up 
one-third of investment demand for gold. 1 

The man on the street needs gold-
backed tokens  

Gold-back tokens address several issues:

Ultimately, gold-backed tokens such as GOLDX 
enable their holders to access affordable financing. 
If ETFs brought gold to the mainstream securities 
investor, digitised gold (gold-backed tokens) has 
the potential to democratise gold for the man 
on the street. Tokenisation of gold removes the 
final barrier to wealth preservation for everyone – 
people’s ability to save through something other 
than cash will be simply a function of their desire to 
save through gold and no longer because they do 
not have access to the right product because they 
live in the wrong country or because they do not 
have enough funds to save.

As a group, physically backed gold ETFs are now 
the fifth-largest holder of gold, just behind the 
United States, Germany, Italy and France. The 
introduction of the ETF gave people with access 
to the gold spot market in equity form for the 
first time. Suddenly, gold could be traded just as 
easily as buying shares of any stock. Before the 
ETF, investors could not easily invest in gold. They 
could buy coins or bars, but due to issues over 
storage and acquisition, investing in gold was not 
at all liquid, transparent or efficient.

If the ETF has been so successful, is there a 
meaningful role for a gold-backed token like 
GOLDX? The answer is undoubtedly yes.

• Many people do not buy securities 
 In the United States, arguably most 

developed financial market in the world, 
less than 50% of Americans do not invest 
directly or indirectly in securities.2  Assuming 
that participation levels in emerging markets 
are, at best, no better than the United 
States, there remains a large portion of 
the population that do not have the ability 
to invest in gold through an ETF. However, 
anyone is be able to buy gold through its 
tokenised form with a cryptowallet and a 
computer or mobile phone.

• Transaction sizes remain beyond the reach 
of many 

 According to the same survey, more than half 
of those who do not invest in the stock market 
said it is because they do not have enough 
money to do so. With GOLDX, investors will 
only need 1 unit of local currency to buy gold 
at spot using their mobile phones. 

• Gold ETFs are not available in all markets
 Without the benefit of a broker with access 

to international markets or sufficient capital 
to apply for an account with an international 
online broker, many are unable to access 
the right exchanges to buy a gold ETF. With 
GOLDX, once again, the man on the street 
only needs a mobile phone with a crypto 
wallet.

Robin Lee is the founder 
and CEO of HelloGold, 
a startup that creates 
simple and accessible 
Gold products for 
everyone. Founded in 
2015 and headquartered 
in Kuala Lumpur, Malaysia, 
HelloGold built the 

world’s first Shariah compliant gold digital 
application. It was awarded the Most 
Innovative Islamic Retail Banking Product 
in 2017, Malaysia’s Most Prominent Wealth, 
Asset & Investment Management of the 
Year in 2018, and won membership to the 
TenXClub – Malaysia’s most promising start-
ups according to the Ministry of Finance.

• Gold as collateral 
 For the high net worth and wealth 

management market, it is possible to use their 
investment portfolios to secure financing. 
This avenue is typically not available to the 
man on the street. In emerging markets, the 
problem is more acute where financing from 
traditional financial players form 20% of all 
loans made and where two-thirds of loan 
applicants are typically turned away from 
mainstream financial lenders. 

http://www.bankrate.com/investing/did-you-miss-the-stock-market-rally-youre-not-alone/ 
http://www.bankrate.com/investing/did-you-miss-the-stock-market-rally-youre-not-alone/ 
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January 10: SBMA holds its first Strategic 
Review Committee meeting.

SBMA hopes that everyone has already had a good start to 2018. Here’s an update of our activities in the first quarter of 2018: 

Albert Cheng (left) with Gary Cheung (right), CEO of Blackwell 
Global Holdings Limited, at the Asian Financial Forum.

January 15-16: CEO Albert Cheng attends the 
Asian Financial Forum in Hong Kong and meets 
with the gold bullion traders. The annual forum 
brings together some of the most influential 
leaders of the global financial and business 
communities to discuss developments and trends 
in the dynamic markets of Asia and beyond. 

Albert Cheng speaking at the Tomei Weekend investment 
talks. 

January 27-28: CEO Albert Cheng speaks 
at the Tomei Weekend investment talks in Johor 
Bahru and Kuala Lumpur, Malaysia.

Dialogue between IBBA and SBMA.

Albert Cheng speaking at the 5th India International Bullion 
Summit.

March 14-15: CEO Albert Cheng leads a 
delegation of SBMA committee members in a 
dialogue with the India Bullion Bankers Association 
(IBBA) and Indian Bullion and Jewellers Association. 
The meeting was held to introduce SBMA and its 
vision to IBBA and build bridges between the 
organisations. The delegation attends the 5th 
India International Bullion Summit, during which 
Mr Cheng spoke in the panel discussion “How 
Can Jewellery Manufacturing & Retail Sector Get 
Boost?”.

By Albert Cheng
CEO, SBMA

SBMA Welcomes Deputy CEO Gordon Cheung

SBMA would like to welcome our new Deputy CEO, Mr Gordon Cheung. Gordon is no stranger to the 
bullion community in Asia – before settling back in Singapore in late 2017, Gordon was in Hong Kong 
for four years, where he played a leading role in setting up the precious metals business respectively for 
China Merchant Securities and CCBI. In the past decade, he was Managing Director at Bear Stearns in 
Hong Kong, Executive Director at JP Morgan and Regional Head of Trading at ICBC Standard Bank in 
Singapore, overseeing trading and hedge fund sales. 

Gordon will oversee the planning, implementation and evaluation of the Association’s activities and 
services. He will actively engage and interact with the Association’s existing members to identify and 
pursue new members. Gordon will work closely with the team to deliver on the key initiatives of the 
Association as defined by the Association’s Strategic Review Committee and Management Committee.

Commenting on the appointment, SBMA CEO Albert Cheng said, “SBMA is very happy to welcome a 
very strong team member to the bullion fraternity in ASEAN. I’m looking forward to working with him 
to develop Association’s capabilities so SBMA can play a greater role in the bullion commmunity in the 
region”.

April 3-6: CEO Albert Cheng was invited to 
speak at the panel discussion for the 11th Mines 
and Money Asia. Mines and Money is Asia’s largest 
mining investment conference and exhibition. 
Now in its 11th year, it has generated millions of 
dollars in new business, deals and opportunities 
and helped to finance hundreds of miners.

Albert Cheng speaking at the 11th annual Mines and Money 
Asia event.

April 8-9: CEO Albert Cheng was invited 
to speak at the 7th Dubai Precious Metals 
Conference. Now in its 7th year, The Dubai 
Precious Metals Conference, organized by DMCC, 
will bring together industry experts for thought-
provoking debates on current issues that will pave 
the way forward for the industry. The event has 
attracted hundreds of key industry players across 
the precious metals value chain and provided 
ample opportunities for meaningful discussions 
and networking.

Albert Cheng (left) with YLG Bullion representatives at the 7th 
Dubai Precious Metals Conference.
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Crucible is published quarterly by SBMA. If 
you would like to contribute an article, news or 
information to Crucible, place an advertisement 
in Crucible, or if you require further information, 
please contact:  
Singapore Bullion Market Association,
9 Raffles Place, Level 17, Republic Plaza II, 
Singapore 048619, Singapore.
Tel: +65 6823 8011
Email: mail@sbma.org.sg 
Web: www.sbma.org.sg 

About Crucible

The information and articles provided in Crucible are 
intended to be a guide of a general nature and for 
educational purposes only. They are not intended to be 
recommendations or advice of any sort and therefore 
must not be construed as such. While we try to ensure 
that the information contained in Crucible is accurate 
and complete, SBMA cannot accept any responsibility 
for any mistakes, errors, or omissions for any action taken 
in reliance thereon. We also disclaim all responsibility for 
any loss, injury, claim, liability, expense or damage of any 
kind resulting from, arising out of or in any way related 
to any errors in, omissions from or reliance on any part 
of the information, views or opinions expressed in this 
publication.
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Join industry participants and stakeholders from the bullion markets of the 10 ASEAN countries and beyond on June 3-5 at 
the 2nd Asia Pacific Precious Metals Conference (APPMC) held at PARKROYAL on Beach Road, Singapore for two days of 
discussions, sharing of best practices, networking, and more.

APPMC is a platform for developing and strengthening a unified body in Southeast Asia and Oceania for the bullion market. 
SBMA and IE Singapore welcomes the entire bullion fraternity to participate and share your views, inputs and suggestions to 
enhance the region’s role in the global bullion market.

We expect 400 delegates from the Asia Pacific region and around the world, with the majority from ASEAN markets. Through 
this platform, delegates will get to network with stakeholders from the bullion, jewellery and mining sector around the world. 
We encourage our members to contribute as a sponsor, speaker, exhibitor, or participate as a delegate. For more information, 
visit: http://www.asiapacificpmc.com.

Asia Pacific Precious Metals Conference (APPMC) – 
June 3–5, 2018, Singapore
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22–26 April 2018. Seoul, Korea.
30th Mint Directors Conference
Mint directors, coin manufacturers, retailers 
and other stakeholders will meet to discuss 
comprehensive issues including the status of 
the currency industry in the past two years and 
matters of common interest regarding technology, 
markets, social contribution, and global finance. 
SBMA CEO Albert Cheng will speak at the 
conference. More information can be found at  
www.mdc2018.com.

17 May 2018. Hong Kong.
6th LME Asia Metals Seminar
Every year industry leaders and key market players 
from the metals and financial communities attend 
LME Asia Week in Hong Kong to discuss the Asian 
commodities industry and network with peers and 
clients. Find out more at https://www.lme.com/
Education-and-events/Events/LME-Asia-Week.

29–31 May 2018. Lima, Peru.
13th International Gold & Silver Symposium
The symposium is a biennial event organised by 
the National Society of Mining, Oil and Energy of 
Peru to promote awareness on the potential of 
natural resources, particularly gold and silver, as 
well as to promote new investment and business 
opportunities in the region. Find out more at  
http://www.simposium-del-oro.snmpe.pe/index-
english.html.

3–5 June 2018. Singapore.
Asia Pacific Precious Metals Conference 
2018
The Asia Pacific Precious Metals Conference 
(APPMC) is the SBMA and International Enterprise 
(IE) Singapore’s flagship event that aims at 
developing and strengthening a unified body in 
Southeast Asia for the bullion market. Registration 
and information can be found at http://www.
asiapacificpmc.com.

Exploratory Meetings

In the past quarter, SBMA held exploratory 
meetings with the following companies on 
membership and matters related to market 
development: ABC Bullion, Baird & Co., Bank 
Muamalat Malaysia, China Gold Association, 
Chou Tai Fook, CME Group, India Bullion 
Banks Association, India Bullion and Jewellers 
Association, State Street Global Advisors, and 
Tomei.

Onboarding of ABC Bullion as Foreign Associate 
Corporate member, Baird & Co. Private Limited 
as Local Associate Corporate member and Tomei 
Gold & Jewellery Holdings (M) Sdn Bhd as Affiliate 
member.

SBMA’s total membership consists of 39 
companies, including three Category 1 members, 
seven Foreign Associate Corporate members, 
28 Local Associate Corporate members and 1 
Affiliate member.

Membership

Upcoming Events
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