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CHART A
GOLD SALES BY CBGA SIGNATORIES AND GOLD PRICE DEVELOPMENTS
(TONNES US DOLLAR PER TROY OUNCE)
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The last Central Bank Gold Agreement (CBGA) expired in September
2019 after 20 years of such agreements. The CBGAs’ signatories
included the Eurosystem and the central banks of Sweden, Switzerland
and – initially – the United Kingdom. The first CBGA1 was set up in 1999
for a five-year period, when concerns about the negative market impact of
uncoordinated gold sales by central banks were evident, and increasing,
in the gold market. The goal of the CBGAs was to help stabilise the gold
market by alleviating these concerns, relieving downward pressure on
gold prices, and contributing towards more balanced supply and demand
conditions by limiting and coordinating central banks’ gold sales. The
Agreement was renewed three times, each time for a five-year period.
The terms of the last two CBGAs became less and less stringent,
reflecting the improving conditions in the gold market. This change in
the terms mainly took the
OVER THE FULL CBGA form of an adjustment of the
signatories’ sale quotas and a
PERIOD SINCE 1999
relaxation of the constraints on
THE PRICE OF GOLD
the use of derivatives (see
HAS INCREASED
Chart A). Over the full CBGA
AROUND FIVE-FOLD
period since 1999, the price
of gold has increased around
five-fold. The market impact on gold prices in CBGA announcements,
including the one on the expiry of the last CBGA, was negligible. The
exception to this was the initial CBGA announcement, which was a
novelty and a surprise.

Since 1999 the
OVER TIME INNOVATIONS
gold market has
IN FINANCIAL ENGINEERING
grown and matured
FACILITATED THE USE OF GOLD
in terms of liquidity
AS A FINANCIAL INSTRUMENT
and investor base2.
THANKS TO THE DEVELOPMENT
The structure of the
OF EXCHANGE-TRADED
gold market differs
PRODUCTS
TRACKING GOLD
from that of other
PRICES
AND
BACKED BY
financial assets, as
PHYSICAL GOLD
gold does not only
serve investment
purposes, but also has practical uses. At the time of the first CBGA,
the diversity of demand for physical gold was low and concentrated
in jewellery, while the contribution to demand from the official sector
was negative.
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This is an extract from the European
Central Bank (ECB) Economic Bulletin,
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Central banks and other official institutions have become net buyers
of gold over the current decade, mainly as a result of demand from
emerging markets.

CHART B
STRUCTURE OF GOLD DEMAND
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The turning point came at around the time of the global financial
crisis, when, after years of net selling, the contribution of the
official sector to overall gold demand turned positive, with the
stabilisation of CBGA signatories’ gold holdings and new buying
activity by other central banks.
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Sources: Thomson Reuters (GFMS), European Central Bank.

CHART C
GOLD HOLDINGS OF SELECTED CENTRAL BANKS
(TONNES)

Russia
China
India

CENTRAL BANKS
AND OTHER OFFICIAL
INSTITUTIONS HAVE
BECOME NET BUYERS
OF GOLD OVER THE
CURRENT DECADE,
MAINLY AS A RESULT
OF DEMAND FROM
EMERGING MARKETS

Kazakhstan
Turkey
Uzbekistan

9
/1
03

8
/1
03

7
/1
03

/1
03

/1
03

Mexico
Iraq
South Korea

6

5

4
/1
03

3
/1
03

2
/1
03

1
/1
03

/1

0

Second, gold offers diversification benefits from a portfolio
management perspective as, in general, it has a low correlation with
other assets but a positive correlation with inflation and a negative
one with real bond yields and US dollar developments.
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Several factors may have
supported this renewed
interest in gold, mainly from
developing countries5 (see
Chart C). First, gold has
benefited from its status as
a safe-haven asset with the
ability to preserve wealth
over the long term with no
risk of default.
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Sources: World Gold Council, European Central Bank.

GOLD HAS
BENEFITED
FROM ITS STATUS
AS A SAFE-HAVEN
ASSET WITH
THE ABILITY
TO PRESERVE
WEALTH OVER
THE LONG TERM
WITH NO RISK
OF DEFAULT

Over time, innovations in financial
engineering facilitated the use of gold
as a financial instrument, thanks to the
development of exchange-traded products
tracking gold prices and backed by physical
gold. These flexible and liquid investment
vehicles helped broaden the range of
investors by easing the access of retail and
pension funds to gold exposure3.

CENTRAL BANKS and other official
institutions have become net buyers
of gold over the current decade,
mainly as a result of demand from
EMERGING MARKETS
Other supporting factors are the low or negative interest rate
environment in major reserve currencies, the reshaping of the global
geopolitical landscape and the authorities’ efforts, in some countries, to
back the national currency with physical assets.
With regard to market functioning and gold market governance, a
number of initiatives were taken to promote “a robust, fair, effective
and appropriately transparent market”.

Diversity in gold demand increased most
First, the London Bullion Market Association (LBMA)6 published a
visibly during and after the global financial
Global Precious Metals Code (Code) that was adopted by the main
crisis, driven initially by a surge in retail investment in gold bars
precious metals market participants7. The Code sets out the best
and later also by demand from the official sector. More recently, the
practices expected from market participants in the global OTC
sources of demand have remained diverse and broadly stable (see
wholesale precious metals market.
Chart B). The higher investor involvement in the gold
Its achievement in this respect is similar to that
market since the first CBGA is reflected in the trading
THE CODE SETS OUT
of the FXGC for the foreign exchange market.
of gold products and derivatives, both on exchanges
THE
BEST
PRACTICES
4
Second, to foster greater transparency, the LBMA
and in the over-the-counter (OTC) market .
EXPECTED FROM
began to publish new trade data8 and other
Market liquidity and its ability to absorb large-volume
MARKET PARTICIPANTS statistics for the precious metals market.
gold transactions have improved continuously, thereby
IN THE GLOBAL OTC
lowering the need for the CBGA.
WHOLESALE PRECIOUS

METALS MARKET

1. https://www.ecb.europa.eu/press/pr/date/1999/html/pr990926.en.html 2. The comparison is between current conditions and those prevailing in 1999, when the CBGA was initially
introduced. 3. At the end of 2018, gold-backed investments in exchange-traded funds amounted to around 2,300 tonnes, according to Thomson Reuters GFMS data. 4. For example, the average
trading volume of gold futures contracts trading at COMEX has increased multiple times over the past 20 years (according to Bloomberg), while the net volume of Loco London gold transfers
(in USD terms) settled between the five clearing members of London Precious Metals Clearing Limited (LPMCL) has increased several times during the same period (according to the clearing
statistics provided by the London Bullion Market Association (LBMA)). 5. Two countries, China and Russia, have accounted for more than two-thirds of the overall net buying activity in gold by the
official sector since 2009, according to the World Gold Council. 6. http://www.lbma.org.uk/global-precious-metals-code 7. The LBMA published the Code in May 2017 and all LBMA members
had signed a Statement of Commitment by 1 June 2018. 8. The new trade data are more granular and reported with a higher frequency.
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