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What is gold and the gold market?

Gold: An introduction
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Gold, throughou the civilisations of the Sumerians, Aztecs, Egyptians and Romans, has
been valued as an item of beauty and monetary value. Either as anitem of adornment,
or form of currency, gold has been a store of wedth throughout history.

In more recent times, various courtries, such as the USA & UK, have adopted agold
standard in an effort to stabilise the global economy and bring automatic adjustment in
case of external (trade & foreign investment) deficits or surpluses in transactions
between countries. The underlying concept was that any deficit courtry would have to
surrender gold to cover its deficit, with the result that the volume of its money would be
reduced, leading to lower prices, while the influx of that gold into the surplus courtry
would expand the volume of that courtry’s money and lead to higher prices. It wasan
automatic balancer of the global econamy.

This meant that foreign exchange rates could, in principle, fluctuate very little between
narrow limits, with exchange rates only changing through currency revaluations.

In 1971President Richard Nixon ended US dollar convertibility to gold and the central
role of gold in world currency systems ended. The dallar and gold floated and in January
1980the gold price hit arecord of $850 per ounce against a background d an
inflationary climate, economic wegnessand international crises arising from the Soviet
invasion of Afghanistan and the Islamic Revolutionin Iran.



Gold is priced and sold acarding to its weight and puity. The higher the purity, the more
of a premium gold can command. Depending on its use, gold will be found in different
purities (also known as finenesg. For example, 18 carat gold jewell ery contains less gold
per gram than investment bars.

When buying gold, one must always be concerned as to the purity of the metal. The
LondonBullion Market has alist of what is called, “LondonGood Delivery Bar
Manufacturers’. These are alist of refiners who bars are tested and guaranteed to be of a
purity not less than 99.5% gold (kilobars and small er are 99.99% gold). It isthese bars
that are accepted all over the world.

Shoud ore nat buy abar guaranteed by one of LondonGood Delivery Bar refiners, when
selling, the bar will trade at a discourt to cover a charge for assaying (testing the meta’s

purity).

Gold istraditionally weighed in Troy Ounces (31.103 grams), although it is now more
modern and becoming increasingly commonpaceto find gold measured in kil ograms.



The market-clearing price of gold set twice aday in Londonis commonly referred to as
the Londonfixing price (AM or PM). This price, which is the international benchmark
price and often quated in the media, is st in US dollars per fine troy ource of gold, and
has been condtcted in the same manner for over 80 years. It has the advantages of
providing:

A pubished price

Narrow deding spread

Any quantity may be dealt

Anyone can participate with anonymity

A gold spot market occurs alongside the fixings, providing changing prices throughou a
day. However, traders, deders, merchants and manufadurers often use the pricefixings
as the benchmark prices in the market.

Traditionally investors bought gold coins such as vereigns, krugerrands and eagles, due
to their lower price spread. However, the price spread of gold bulion barsis now that
equal to gold coins with gold bers having a higher purity (99.99% for small bars compared
to 91.6% for gold coins). In many cases, it can now be fourd that gold bars are amore
cost-effedive way of investingin gold. At the end of the day, it can just come down to
personal preference



