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Abstract. The relevance of the study is determined by the importance of diversifying the portfolio for private
investors. Buying a physical gold metal and (or) buying gold futures can reduce portfolio risks due to gold price
volatility and its recognition as a global benchmark for settlement. The purpose of the paper is to study the current
state of the world gold market, study the rating of gold and foreign exchange reserves of the leading countries, study
modern mechanisms of gold trading, review the state of exchange trading of gold metal in Ukraine. The paper
uses general scientific research methods aimed at comparing and analysing global trends in the development of the
global gold market and its main tools. The paper determined that exchange trading in precious metals in Ukraine is
underdeveloped and represented by the banking metals market. Today, the Ukrainian market does not meet global
requirements and private investors are not very active in buying gold futures. It is proved that the reasons for the
lack of interest in placing gold futures in Ukraine are the lack of legislative regulation of the private gold market,
the low level of development of the country’s economy, and the current geopolitical situation. It is concluded that
the development of the gold and precious metals market is important since its positive changes will allow starting
the movement of gold by releasing it from private savings into investment means. It is concluded that the main
content of state support for the development of the gold market in Ukraine is to create opportunities for Ukrainians
to compete with foreigners for investment in Ukrainian business. The development of the gold market is relevant
and requires further research

Keywords: precious metals market, gold, banking metal, ETF instruments, country's gold reserve, gold and foreign
exchange reserves

The Problem Statement

Gold as an investment instrument is the leader among pre-
cious metals, which is most preferred by investors to diver-
sify risks. The most common is gold trading using futures
and derivatives. The price of gold, like any other financial
instrument, depends on supply and demand for it. However,
gold is a special, historical metal with a unique philosophy,
so both supply and demand are not the only factors influ-
encing the price. The state of the mining industry, the devel-
opment of the economy, the traditions of the population,
the development of the exchange and banking sectors have
a considerable impact on the price of gold [1].

The gold market in Ukraine is characterised by rem-
nants of the post-Soviet consumer philosophy and bears
little resemblance to modern markets, such as Shanghai,
Singapore, India, and Switzerland. Research on the state
and prospects of development of the Ukrainian gold market
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remains relevant since trends in the global gold market
show a constant increase in price and demand.

The gold market in Ukraine is inactive with a low
rate of development. The gold mining industry is expen-
sive, so the primary gold market is limited and is repre-
sented by special customers - the NBU and enterprises
that consume the gold metal. The purchase of gold as an
investment portfolio instrument is of little importance for
Ukrainian investors; they are of little interest to CTF assets
due to the poorly developed offers of Ukrainian exchan-
ges. As for the involvement of Ukrainian investors in the
world gold trading markets, unfortunately, there are not
enough funds, knowledge, experience, and a legally reg-
ulated mechanism for buying and selling gold for private
investors in the world precious metals markets.

Bratyuk, V.P,, & Mykhalchynets, H.T. (2020). Gold in Ukraine: Investment or business. Modern view. Scientific Bulletin
of Mukachevo State University. Series “Economics”, 7(1), 191-197.

Scientific Bulletin of Mukachevo State University. Series "Economics’, 7(1) 191-197 191




Gold in Ukraine: Investment or Business. Modern View

Analysis of Recent Research and Publications
A number of studies by Ukrainian scientists are devoted
to the problem of the establishment and development of
world precious metals markets. Among them, the works
of PI. Korenyuk [2], Ye.A. Erfan [3], V.Yu. Dudchenko [4],
Yu.V. Polyakova [5] deserve special attention. However, the
issues of development of the Ukrainian precious metals
market through the functioning of developed exchanges
and PTFs, mechanisms for buying and selling modern
international ETF instruments remain poorly studied.

Purpose of the Study

The purpose of the paper is to study the current state of
the world gold market, study the rating of gold and foreign
exchange reserves of the leading countries, study modern
mechanisms of gold trading, review the state of exchange
trading of gold metal in Ukraine.

Research Results

Gold was and remains a human guide to prosperity, sav-
ings, and wealth. The attitude of the leaders of countries
and the ordinary population to gold as a special commodity
has remained unchanged for decades. The current attitude
to gold is determined by the essence of the country’s in-
surance instrument and its creditworthiness status. This
is proved by the IMF’s recommendation regarding a certain
quota of gold in reserves for central banks of at least 19% [6].

Paper money loses its use value over time and de-
values in relation to gold, which continues to be the bench-
mark of world money, regardless of the level of production
and trade in it. The modern gold market acts as a special-
ised centre of gold trading, with regulatory mechanisms of
this process, for the purpose of industrial consumption,
private hoarding, diversification of the investment portfo-
lio, speculation, exchange for world currencies, develop-
ment of insurance reserves [7]. On an organisational basis,
the gold market is a consortium of several banks autho-
rised to conduct operations with gold: cash transactions with
gold, operations with shares of gold mining companies, term
(forward, futures, swaps) operations with gold. In the market
of forward operations with gold, hedging, speculative term
transactions, and arbitrage operations are carried out.

World practice has identified various forms of organi-
sation of precious metal markets, including:

« markets strictly regulated by the state, that is, where
the central bank is the sole buyer and seller of precious met-
als, other entities cooperate in the purchase and sale of gold
metal and precious stones only with it (China, South Africa);

» gold exchange trading with Central Bank Directive rules
(France, Turkey);

o free exchange trading of precious metals (USA, Hong
Kong, Luxembourg);

o interbank trade in precious metals monopolised by
internationally active banks (Germany, Switzerland, Turkey);

« competitive interbank trading with influential market
makers — dominant banks (USA, Japan, Holland) [6].

In addition, the gold markets function through real
metal trading (China, India, Switzerland, Holland, South
Africa) and futures swap trading (USA, UK, Japan, Shanghai).

The spot gold market, which currently operates in
London, determines the dollar price of real trading with
aphysical unit of the metal. In the United States, CME Group Inc.
(Chicago Mercantile Exchange Group) quotes gold futures,
which determines and predicts the future price of it.

The start of the Shanghai Gold Exchange (SGE) in 2014
played a decisive role in the global gold trade, which deter-
mines the spot price of gold in yuan, which affects the import
price of gold to China. The world’s largest gold producers
today are China, India and Russia.

The last two decades have become central to China
in all areas, including the gold trade. China has created a
large-scale physical gold market by increasing its volumes
to 950 tonnes per year, gold imports — to 500 tonnes per year
and its production - to 430 tonnes in 2018, which exceeds
its figure by 400% compared to 2001, and thus ranked 1*in
the world.

An equally important role in the functioning of the
global gold market is played by the Indian gold market,
which is also characterised by a large-scale physical turnover
of this metal. The tradition of gold accumulation has been
forming for centuries, and the modern Indian mentality has
not left it. Gold is used as bank collateral, savings, and welfare
status. Jewelry is especially valued in India, which increases
the consumption of gold at the level of 750 tonnes per year,
largely imported [8].

Such changes in physical consumption affect the
global price of gold. An important factor influencing the gold
market, in addition to physical consumption, is the mon-
etary policy of the Federal Reserve system, the US dollar
exchange rate and the geopolitical situation in the world,
and the global economy in general.

Thus, according to the World Bank, the leader of the
formed Gold and foreign exchange reserves is China (Table 1),
giving way to reliable Switzerland, conventional India, and
the influential United States.

The leaders of the gold reserve are the United States,
Germany and Italy, whose reserve reaches 70-80% of the
country’s total gold and foreign exchange reserve (USA -
78.3%, Germany - 74.3%, and Italy — 70%, respectively)
(Table 2).

Table 1. Gold and foreign exchange reserves of the world’s countries as of 01.01.2020

Rating Country Gold and foreign exchange reserve, US dollars
1 China 3168216331199
2 Japan 1270467 038787
3 Switzerland 787 021 335 044
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Table 1, Continued

Rating Country Gold and foreign exchange reserve, US dollars
4 Saudi Arabia 509 468 527 336
5 Russia 468 645 216 083
6 USA 449 907 088 829
7 Hong Kong 424 619 925 347
8 South Korea 403 082 233 386
9 India 399 167 159 227
47 The Netherlands 38431 677 255
14 Germany 198 027 061 675
18 Italy 152 361 936 422
17 France 166 483 400 197
Source: [9]

Table 2. Rating of the gold fund of the world countries as of 01.01.2020

Rating on the country’s gold Rating
and foreign exchange reserves Country on the country’s goldreserves ) SR, T
1 China 6 1948.3
2 Japan 8 765.22
3 Switzerland - 1040
5 Russia - 2113
6 USA 1 8133.5
9 India 10 598.6
14 Germany 2 3364.2
18 Italy 3 2451.8
17 France 4 2436
47 The Netherlands 9 612

Source: [10]

The tenth place in the Statista rating was taken by
India: its Gold Reserve is above 598 tonnes. The ninth place
was taken by the Netherlands with a reserve of 612 tonnes,
while the eighth belongs to Japan - 765 tonnes. The fifth,
considerable gold reserve in the world is held by the Russian
Federation — 2113 tonnes, and China took the sixth place —
1948 tonnes. The owner of the most considerable gold reserve
is the United States — 8133.5 tonnes, which is equal to the
whole gold reserve of European leaders: Germany - 3364.2,
Italy — 2451.8, France - 2436 tonnes [11].

Ukraine ranks 56" in the world in terms of the
amount of gold stored in the country’s treasury. In 2014,
the country’s gold reserve considerably decreased - by more
than 19.01 tonnes. However, at the beginning of 2020, the
central bank’s gold reserve has a volume of 25.2 tonnes.

Global demand for gold rose to 1.533.3 tonnes in
quarter, which is 7% more than an annual rate. This is com-
parable to the relatively weak quarter of 2018 when demand
fell to a three-year minimum of only 984.2 tonnes [12].

The modern mechanism of gold trading is ETF
trading. ETF - equity traded fund, is a stock of an invest-
ment fund. This share is traded on the exchange in the
same way as shares of ordinary companies. All assets of an
ETF consist of 99% shares or bonds of companies selected
according to a certain criterion (degree of profit, risk, indus-
try, entry into the stock index, country, technology, etc.),
traded on world exchanges, and 1% of cash (temporarily

free). As for trading gold ETFs, in 2019, there was also an
increase: quarterly revenues to this product increased
by 49% to 40.3 tonnes [2]. As of 01.04.2020, the gold wave
in the ETF has increased almost 8 times, to 300 tonnes of
gold.

The number of issuers of shares included in ETFs is
usually large — from several tens to hundreds, and depends
on the selection criterion, that is, the investment strategy of
the fund [13].

Net purchases of gold by central banks for the 1+
quarter reached 145.5 tonnes, which is 68% more than last
year. This is the highest Q1 net purchase volume since 2013
(179.1 tonnes), exceeding the five-year quarterly average
of 129.2 tonnes [13].

Demand for this sector remains strong. The factors
that led to net purchases by central banks remain relevant
during 2019-2020. Economic uncertainty caused by trade
tensions, slow growth, and low negative interest rates con-
tinues to affect the gold market. However, even the difficult
geopolitical situation did not prevent central banks from
accumulating gold reserves.

The dual, namely the raw material and currency
essence of gold plays an important role in its pricing. The
unpredictability of events in the world, in most cases, encour-
ages investors to convert their funds into gold, which leads
to fluctuations in its exchange rate and market volatility in
the short term [13].
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The current global event related to the spread of
COVID-19 reduced total investment demand in the first
quarter of 2020 by 17% and amounted to 28.1 tonnes. In
value terms, however, investment demand for gold increased
by 4%, which ensured investors’ commitment to gold pro-
tection of their portfolios [8]. As a modern indicator of the
state of the world economy, the ratio of the price of gold
and platinum (palladium) is used, which varies depending
on the cyclical nature of economic development [8].

Overall, gold prices have started to rise sharply
since 2016. In 2017 and 2018, considerable revenues of
149.7 tonnes (6.1 billion USD) and 96.8 tonnes (3.9 bil-
lion USD) were recorded. By the end of 2018, the AUM in
European gold ETFs was rising to 1,097 tonnes, reaching
several records.

Three factors explain this increase in demand for
gold-backed ETFs in Europe:

« free monetary policy and negative incomes (global
and European economies slow down);

« geopolitical uncertainty (political uncertainty) on the
continent is also the focus of investors;

« financial market activity and its volatility (over the
past three years, the efficiency of the European securi-
ties market has considerably lagged behind other major
Western markets).

Experience shows that there is a steady trend of
increasing demand for gold and palladium assets. Global
producers of gold and other precious metals are conducting
geological exploration at a considerable pace, and global
companies are investing heavily in research work in this
industry. The modern market of precious metals in Ukraine
is at the stage of development. Studying international expe-
rience, the Ukrainian precious metals market forms a bal-
anced pricing policy. Thus, pricing in the precious metals
market in Ukraine is influenced by a considerable number
of factors. All these factors should be considered when
forming prices in the market.

The main factors that primarily affect the price of
precious banking metals are instability in foreign exchange
markets; high inflation; changes in the pace of gold mining;
fluctuations in the real estate market; efficiency and nature
of the regulatory policy of the National Bank of Ukraine;
geopolitical processes.

Gold and foreign exchange reserves of Ukraine as
of 01.01.2020 amounted to 25.3 billion USD. Nowadays,
84% of the reserves are held in securities with the highest
international rating (primarily US government bonds with
an AAA rating), about 11% is held in cash, deposits and
funds in correspondent accounts with other central banks,
as well as first-class commercial banks, and the remain-
ing 4.8% is monetary gold. At the end of 2019, Ukraine’s
international reserves increased by 22% and as of January 1,
2020, reached 25.3 billion USD (in equivalent) [14].

Modern gold exchange trading offers investors and
brokers the following mechanisms for trading this metal:

» using “leverage” to trade gold in pairs with 12 currencies,
including silver;

* XAUUSD free options trading;

o direct access to the highly liquid pool market for
futures contracts;

« use of gold futures options.

The Ukrainian precious metals market is mainly
represented by the banking metals market. Although its
activity began in 1998, it has not received its current de-
velopment and has a cash character. The NBU buys gold to
create the country’s gold reserve and as an international set-
tlement tool. The main participants of the precious metals
market in Ukraine are usually companies that have a license
permit for the extraction of precious metals, professional
dealers and brokers, the NBU, commercial banks, indus-
trial enterprises that use these types of combinations in
their economic activities, private investors, “gold” factories,
pawnshops.

Having considerable potential and opportunities
for the global gold trade, Ukraine has not yet occupied its
worthy niche in the global precious metals market. Jewel-
lery factories in Ukraine are developing rapidly, using their
own experience and the experience of European countries.
However, the country’s difficult financial situation affects
the gold market, turning it into a consumer jewellery market
as a means of accumulating the population.

The development of the national precious metals
market in Ukraine requires new liberal legislation on oper-
ations with precious metals. It is necessary to provide for
the right to carry out operations at free market prices, and
in no case should the volume of export-import operations
with precious metals be limited [2].

Investing in gold is a long-term investment. Like
any investment instrument, non-cash gold takes place in
stock trading. Given the high standardisation of exchange
trading, features of the fixed price of gold certificates, trad-
ing non-cash gold on the exchange can be more profitable
than other instruments. However, it is worth considering
a fairly high threshold for entering gold exchange trading;
it is not too high compared to real estate derivatives and
other instruments, which makes them a very attractive
diversification tool for investors.

The specific features of gold and attitude to it encour-
age the country’s regulators to set certain restrictions. Thus,
the NBU set a limit on the number of sales of physical
gold to one person within one working day in the range
of 150 thousand UAH, except for coins made of precious
metals. For transactions involving the sale of bank metals
for non-cash payment, such calculations should not exceed
3.216 troy ounces (100 g) of gold within one week for one
bank per customer.

For “gold” investors, gold is available in the form of
gold bars and investment gold coins, “metal” accounts.
“Metal” accounts are modern and fairly common deposits
in gold. Statistical studies show that “metal” accounts are
ranked in priority by investors because of the ease of buying,
selling, and storing assets. However, at the same time, own-
ing a “metal” account, the investor accepts the risks of the
servicing financial company. In favour of a “metal” account,
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operations with physical gold have inconveniences in the
transfer of gold itself, its storage and preservation.

The tax system for income from deposits in gold
accounts has considerably reduced the demand of Ukrainian
investors for this type of investment, which even without
taxes has a too small percentage — 3% compared to 14% for
ordinary deposits.

The advantage of opening gold deposits is the abil-
ity to simultaneously form a deposit not with physical gold
but by paying the hryvnia equivalent to the cash desk of
a financial institution.

However, the negative consequences for Ukrainian
investors regarding the ownership of gold deposits are:

« no reliability of their DGF deposit;

« the interest rate is too low compared to equivalent
foreign currency deposits;

« restrictions on the one-day rate for releasing physical
gold from accounts;

« a small number of financial institutions licensed for
gold transactions;

« the complexity of transit operations when trading on
the stock exchange.

The issues of trading precious metal coins remain
special in the gold market. Such trade is carried out only by
the NBU through the mediation of authorised banks. Invest-
ing in such an instrument is also a reliable diversification
of the portfolio. However, it should be borne in mind that
calculating the increase in the cost of such capital is quite
difficult since one needs to have certain knowledge in the
field of numismatics.

UE was one of the first Ukrainian exchanges to start
trading gold futures in January 2015. 15 contracts worth
UAH 308.804 thousand were signed with the gold futures
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contact. The minimum price of the futures contract during
the day was 1.288.5 dollars per troy ounce, the maximum -
1.293.0. However, the subsequent development of this type
of exchange contracts did not gain popularity on UE.

Conclusions

Ukraine needs a developed modern precious metals mar-
ket to address the issue of expanding the opportunities of
investment capital. Particularly interesting is the growing
popularity of gold derivatives trading, such as gold futures
and spot contracts. Its development does not require com-
plex laws - it is enough to fix the procedures for using the
funds of a market participant in the event of their possible
default on obligations.

Consultations sponsored by international organ-
isations can compensate for the lack of market expertise
among the officials. The market itself should correspond
to the philosophy of development, not conservation.

The level of development of the stock market, includ-
ing gold, will provide feedback on the country’s standard
of living. There is no need to introduce a multi-channel pro-
cedure for registration and verification of precious metals
market participants. It is enough to make the simplest pos-
sible mechanism for private sector involvement in this type
of trading at the initial stage to resume the active operation
of such operations on exchanges. The exchange, as a self-
regulatory mechanism, will provide market conditions for
the work of its clients-investors.

That is, the main content of state support for the
development of the gold market is to create opportunities
for Ukrainians to compete with foreigners for investment
in Ukrainian business. The development of the gold market
is relevant and requires further research.
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3010TO B YKpaiHi: iHBecTuULif un 6i3Hec. CyyacHuu nornapg,
Bipa letpiBHa bpaTrok, [annHa TomiBHa Muxanb4ynHelb

MykayviBCbKkui fepXaBHUW yHIBEpCUTET
89600, Byn. YxropogcbkKa, 26, M. MykayeBo, YKkpaiHa

AHoTaUjisl. AKTYaIbHICTb HOCTIIKEHHsI 00YMOBIIOETHCS BaXK/TMBICTIO TMTAaHHS AinBepcudikarii BmacHoro noprderns
nna npusaTHMX iHBecropiB. ITokynka ¢isumuHoro Merany 3onora Ta (abo) mpupbaHHs ¢’ro4epciB Ha 30710TO
II03BOJLAIOTH 3MEHIINTI PU3UKI IOPTQe/is 3a PaXYHOK BOIATV/IBHOCTI LIiHM Ha 30/I0TO Ta BU3HAHHS JI0T0 CBITOBUM
€TaJIOHOM PO3paxyHKiB. MeTOI CTaTTi € JOCTIIKEHHA Cy4aCHOTO CTaHy CBITOBOTO PMHKY 30/I0Ta, HOCTi/)KE€HH
PEeNTUHTY 30/I0TOBAMIOTHUX 3aIlaCiB KpaiH JifiepiB, BUBYEHHA CY4aCHUX MEXaHi3MiB TOPTIiB/Ii 30/I0TOM, OITIAJ
CTaHy 6ip>KOBOI TOPIiB/Is 30/I0TYM MeTAJIOM B YKpaiHi. Y po6ori 6ynm BUKOpUCTaHi 3araIbHOHayKOBI MeTOAM
MOCITiJPKEHHA CIPSAMOBaHI Ha IOPIBHAHHA Ta aHA/NMi3yBaHHA CBITOBMX TEHJEHIIN PO3BUTKY CBiTOBOTO PUHKY
307I0Ta Ta OCHOBHUX J{OrO iHCTpyMeHTiB. Y crarTi 6y7I0 BU3HaYeHO, 1o Oip>koBa TOPIiB/Is JOPOTOLIHHMMMU
MeTasaMy B YkpaiHi c1ab0posBUHYTa Ta IpefcTaBIeHa pPUHKOM OaHKIBCbKMX MeTaiB. ChOTOfieHHs yKpaiHChKUI
PMHOK He BifiOBifa€ CBiTOBMM BMMOTAaM, a IIPUBATHI iHBECTOPM € Majo aKTUBHMMH y npupbani ¢’rodepcis Ha
30710T0. OOIPYHTOBAHO, L0 MPUYMHAMY BiJCYTHOCTI 3alliKaBIeHOCTI y posMilleHHs ¢’IodepciB Ha 307I0TO B
VYKpaiHi € BiJICyTHICTb 3aKOHO/IaBYOTO PEry/II0OBAHHSA IPMBATHOTO PUHKY 30JI0Ta, HU3bKUI PiBEHb PO3BUTKY
eKOHOMIKM KpaiHu, Cy4acHa TeONMOMiTUYHA CUTYallis. 3p06/IeHO BUCHOBOK, L0 IMTAHHS PO3SBUTKY PUHKY 30/10Ta
Ta JOPOTOLIHHMX METa/liB € Ba)XIMBMUMM, OCKI/IbKM JIOTO NMO3UTMBHI 3MiHM JJafyTh MOXXIMBOCTi 3aIlyCTUTU
PYX 30/10Ta 4epe3 BUBLIPHEHHSA JOTO i3 MPMBATHYUX 3a0IJa/PKeHDb Y iHBeCTUIiHNIT 3acib. 3po6IeHO BUCHOBOK,
110 OCHOBHUII 3MICT JIEP>KaBHOI IiITPUMKIM PO3SBUTKY PMHKY 30/I0Ta B YKpaiHi — Ileé CTBOPEHHA /I YKpaiHILiB
MO>XX/IMBOCTI KOHKYpyBaTu 3 iHO3eMIsIMM 3a iHBecTHLii B yKpalHCbKuil 6i3Hec. IIMTaHHS PO3SBUTKY 30/I0TOTO
PMHKY € aKTyaJIbHUMM Ta HOTPeOYIOTh IOAa/IbLINX HOCIIPKEHD

KntouyoBi cnoBa: pyHOK JOPOrOLIHHMX MeTasliB, 30/10T0, OaHKiBcbkmit Metasn, ETF iHcTpymeHTH, 30m0THII 3amac
KpaiHM, 30/I0TOBA/TIOTHI pe3epBI
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