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Gold beats untested cryptocurrencies

Blockchain may facilitate digital gold assets
John Reade!

In 2017 the price of gold rose 13%, a creditable performance. In the same period,
bitcoin delivered a 13-fold increase in value, prompting some to claim that
cryptocurrencies could replace gold as an asset class.

However, though these digital assets may develop into an established part of the
financial system, they are no replacement for gold, a dependable investment tool.

Gold is a highly liquid asset, and trades in an established regulatory framework.
Its supply and demand dynamics are unique. These characteristics underpin gold's
status as a mainstream financial asset.

Gold has appreciated by an average of 10% per year for more than 30 years, with
relatively little volatility. Bitcoin is markedly different. Last December it soared to
almost $20,000 per unit, though it never exceeded $1,000 before 2017, and has fallen
back to around $10,000 this year. Such volatility potentially limits bitcoin's use as a
transaction token and is hardly characteristic of a mainstream currency, let alone a store
of value.

The cryptocurrency market is said to be worth more than $800bn. But there is no
clear two-way market, sales are said to be costly and time-consuming, and trading
volumes are low. Bitcoin trades $2bn, on average, each day. The gold market trades
roughly $250bn per day.

With a 7,000-year history as an asset and a long-standing role as money, gold is
owned by central banks as well as institutional and retail investors. As a tangible asset,
gold has varied technical applications, including in the computer chips that 'mine’

bitcoin.

1 John Reade is Chief Strategist at the World Gold Council
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Cryptocurrencies are designed to be used as tokens in electronic payment systems,

s
4

but limited spending opportunities hamper their widespread use. Furthermore, genuine
cryptocurrency transactions are usually quickly converted into fiat currencies.

The volume of bitcoins increases by around 4% per year and is engineered to
decline to zero growth around the year 2140. This diminishing growth rate and finite
quantity are attractive attributes, but bitcoin is not alone as a blockchain application.
Given the many cryptocurrency alternatives, new and better blockchain-based coin
applications may be seen as equivalent to increasing supply, not unlike fiat currency.

Trade in gold is widely authorised and regulated in many markets, while most
countries have yet to approve cryptocurrencies, even if they have stopped short of
banning them outright. Bitcoin and other cryptocurrencies may be subject to sudden
restrictions, particularly if governments become concerned about their impact on
economic policy. South Korea, for instance, in January announced increased regulatory
measures, while in the UK investors face hurdles to convert cryptocurrencies.

Some commentators claim that gold prices and demand are suffering at the
expense of cryptocurrencies. However, there is no quantifiable evidence to suggest this
is true, and the factors that propelled the gold price in 2017 appeared little changed
from the previous year's, however there are some positives aspects to cryptocurrencies.

Blockchain, the distributed ledger technology that underpins cryptocurrencies, is
genuinely innovative.

Various players in the gold market are exploring how blockchain might transform
gold into a 'digital asset’, tracking provenance across the supply chain and introducing
efficiencies into post-trade settlement processes. Such applications are typically built
on private blockchains rather than using bitcoin or other 'public blockchains'.

Unlike gold, cryptocurrencies are yet to be tested across economic cycles. The
market is young and liquidity is scarce. How prices, returns and sentiment may respond
if stock markets become more volatile is open to debate. Gold, however, sees demand

in good times and in bad.
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Signalling western rejection

Marx in China after 200 years

Herbert Poenisch?

China is marking the 200th anniversary of Karl Marx's birth not only by sending
a statue to his hometown of Trier in Germany but also by reminding the people of the
economist's work. However, over the past 40 years China has deviated from some of
his guiding principles. The country has gone very far down the capitalist road, creating
one of the highest levels of income and wealth inequality.

President Xi Jinping and his Communist party have stressed China's particular
application of Marxism. But while the banner of Marxism flies high over China, it is
perhaps flying too high for ordinary people to read the details. This is why the
Communist party is organising study sessions of Marxist principles not only for party
cadres, but also for university students and the population at large.

On these occasions, such as the National Financial Work Conference in July 2017,
President Xi himself has spelt out Marxist principles in detail. He reminded attendees
that finance should serve the real economy rather than itself. This is pure Marxist theory,
which states that capitalist economies have subverted the relationship between money
and the real economy. Money should function as a servant of the real economy, leading
to higher growth. In capitalist economies this relationship is the other way around:
growth serves to generate profits.

Emphasising the Communist manifesto, which is rather long on ambition
(overthrowing the capitalist mode of production) and rather short on what a communist

society is supposed to look like, serves the purposes of the Chinese Communist party.

1 Ousmeéne Jacques Mandeng, Visiting Fellow at the Institute of Global Affairs at the London School of
Economics
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It focuses on the rejection of western ideas, such as pluralism, liberalism and democracy,

s
4

in favour of guidance by the party, now that party and state have been welded together.

In Chinese philosophy, the School of Names warns that one should not judge a
phenomenon by its name but focus on its contents. So it's more appropriate to see the
country's guiding principle as the continuity of Chinese civilisation rather than the
relatively recent (and foreign) ideology of Marxism. Chinese leaders select those
elements of Marxism that echo traditional values and oppose western influence. They
offer the Chinese a way to development characterised by subordination to the strategy
mapped out by enlightened leaders, carried forward through social harmony. Putting a
president in charge of this long-term goal by removing the term limit of the office serves
this purpose.

According to this doctrine, a harmonious society, once it has overcome the
struggle between competing interests, can advance material well-being for all. This
contrasts with western experience and those emerging market economies where never-
ending class struggle is supposed to generate progress.

This approach has important implications for China's economic development.
Individual interests will be subordinated to guiding principles mapped out by the
Communist party. The party decides how to interpret Marx regarding ownership of the
means of production, the distribution of income, the power of the trade unions and the
role of finance. Foreigners will be allowed to participate, subordinated to the will of the
people.

The revival of Marxism with Chinese characteristics entrenches the leading role
of the present 'Marxist dynasty' and signals clear rejection of western values. This is
crucial for the survival of the party, as well as the stability of Chinese leadership. And

it underpins, too, China's increasingly assertive role on the world stage.
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