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Since the earliest recorded civilizations, gold has played an important role as
currency. Unlike fiat currencies gold cannot be printed or devalued making it the
most stable vehicle of currency and lately, a safe and profitable investment. In
modern times investors buy gold mainly as a hedge against political unrest
and inflation, but it is also recommended by many top investment advisors as an
allocation in commodities, and is also widely traded by speculators. Most of this is
done through a variety of investment vehicles going through London, the center for
the world’s gold market.

In the 18th century London grew to dominate the gold market after large
discoveries in the Urals boosted production. But it was not like the marketplace it is
today until after the introduction of the London Silver Fixing in 1897 and London
Gold Fixing in 1919 setting a benchmark price for the industry.

The price of gold is now fixed twice a day by the 5 members of The London
Gold Market Fixing Ltd. By conference call the Chairman announces an opening
price to the other members who then declare themselves buyers or sellers at that
price. The price is then adjusted according to the amount of gold bars to be bought
or sold and a new price is declared. They follow this procedure until a balance is
achieved. The final price will provide a published benchmark price that is widely
used as a pricing medium by producers, consumers, investors and central banks.

The gold market is played out all around the world at all hours of the day,
mainly electronically on dealers’ trading screens. The physical market for gold is
distributed globally, but most wholesale over-the-counter (OTC) market trades are
cleared through the LBMA in London which acts as the great clearing house
averaging about 20 million ounces per day. Zurich, New York and Tokyo are also
huge players in the gold market, while other important cities such as Istanbul,
Dubai, Singapore and Hong Kong act as doorways to important consuming regions.
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The huge consumption of gold in India has also made Bombay an important city for
the gold market.

The gold market offers several different ways people can invest in gold. The
oldest and most direct way is ownership of gold bullion. This is available in the
market as bars, coins, or any other pure gold that has been certified for its weight
and purity. The downside to this form of investment is it’s illiquid and costly to buy
and sell due to the logistics involved.

A good alternative to owning physical bullion is to invest in gold-based
exchange-traded funds (ETFs) in which each share represents a fixed amount of
gold. These funds can be bought or sold from brokerages just like stocks making
them easier and more cost effective than owning bars or coins directly while
reducing the minimum investment for smaller investors. As of December 2012,
ETF gold bullion holdings hit 2632 tones.

Today one of the most popular means of trading gold is gold futures. Gold
futures are extremely liquid and can be leveraged. As is the case with CFDs which
are offered by most FOREX brokers. The ISO 4217 currency code of gold is XAU.

Due to the different investment vehicles for gold and the uncertainties with fiat
currencies, gold has been in a bull market for more than a decade and many
experts believe this will continue indefinitely so long as governments continue
following irresponsible monetary policies. As popularity in gold investing continues
to increase, the size and liquidity of gold markets will also continue to increase and
develop making it easier for anyone to participate in the gold market.

Rene Tvilleneuve
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