Gold has a talent for being simultaneously simple and slippery. Everyone understands the premise, buy something
that holds value, especially when confidence wobbles. The part that gets glossed over is the plumbing: how easily
you can enter and exit without paying an invisible price. That plumbing is liquidity, and in gold it shows up in the
spreads you pay, the speed at which quotes update, the depth behind the quote, and whether trading remains

orderly when headlines get loud.

When liquidity is healthy, gold markets feel boring in the best way. You can size a trade, rebalance a hedge, or roll
exposure without constantly renegotiating terms with the market. When liquidity thins, the market still prints a
price, but the price can stop being a reliable reference. That is where investors, hedgers, and anyone trading

physical-backed instruments can get surprised.

What “liquidity” really means in gold

Liquidity is often treated like a binary condition, liquid or not. In practice, it is a bundle of characteristics that move

differently across time and product.

There is the headline spread, the difference between the quoted bid and ask. There is also the depth, meaning how
much size you can transact near that quote before the price shifts. There is execution speed, which matters more
than people expect in fast-moving regimes. There is resilience, or how quickly the market returns to normal after

shocks.

In gold, liquidity also has a structural component. The market is global, and trading happens across venues that
may not synchronize perfectly. Even when the spot price looks unified, the tradeable conditions behind that price

can differ by time zone, by counterparty, and by how the instrument is settled.

A useful way to think about it is this: gold may be “easy to price,” but it might not be “easy to trade” at the size

and timeframe you care about. Liquidity is the bridge between those two ideas.

Why the liquidity issue feels sharper for gold

Gold's reputation as a safe asset can make it seem immune to the kind of market dysfunction that hits more

fragile instruments. Yet gold has its own stress points.

One is the difference between paper markets and physical markets. When investors pile into gold exchange-traded
products or futures, the price can move fast even if physical flow is slower or more uneven. That mismatch can
widen spreads in certain channels, because market makers and dealers have to manage inventory risk while

waiting for downstream flows.

Another stress point is that gold liquidity is not constant across the day. Take a typical scenario: Europe is active,
then North America joins, then liquidity thins as desks close and venues shift. If you trade during those transitions,

you can see spreads widen and depth evaporate even in calmer macro conditions.

A third point is that “liquidity providers” are not infinite. They operate with balance sheet constraints, inventory
targets, and risk limits. In calm markets, they can comfortably quote tight spreads. In volatile markets, they often
widen spreads and reduce displayed depth, not because the true value vanished, but because the risk of being

wrong for a short period increased.

| have watched this happen in real time on trading desks: a quote that used physical gold storage to show

meaningful size suddenly looks like a thin line, and the execution quality depends on whether you were earlier in
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the queue or later. The market still has a price, but the market has less ability to absorb your decision.

The cost of illiquidity is more than the spread

The obvious cost of poor liquidity is paying a wider bid-ask spread. But the less obvious cost is slippage, the
difference between the price you intended and the price you actually get, especially when your order is large

relative to the available depth.

Slippage becomes more painful when volatility is high, because prices can move while your order is working. It is
also more painful when the order book is shallow, because your trade can move the market before it completes. In
that situation, the "“market impact” can be significant enough that two trades with the same notional size can

produce different outcomes purely based on how liquidity had changed at the moment you executed.

Then there is the carrying cost of uncertainty. If you are hedging exposure, poor liquidity can force you to hedge
less frequently or in smaller chunks. That changes your risk profile, sometimes for the better if it reduces

overtrading, but often for the worse if it leaves you exposed during the period when prices move.

Finally, there is operational friction. In gold, liquidity is partly a question of settlement and counterparties. When
conditions tighten, some channels can become less predictable. You might not get the trade confirmation when
expected, or you might have to route through additional intermediaries that add friction. Those costs are rarely

counted in the same bucket as “spread,” but they matter.

Liquidity signals traders actually watch

Different participants track different indicators, but the goal is the same: determine whether execution quality will

likely hold during your trade window.

Common signals include how quickly quotes update, whether the spread is stable across size, and whether depth
exists near the mid price. Some traders also watch for divergence between spot references and tradable
instruments, such as futures versus spot, because when the market is under stress the relationships that normally

compress can widen.

A practical set of observations | have found useful, based on how dealers and experienced traders talk about it,
looks like this:

* Spread behavior: is it consistently tight, or does it jump at specific times or during news spikes
® Depth near the mid: how much size is available before the price ladder moves
* Quote stability: do bid and ask levels flicker rapidly, suggesting dealers are recalculating risk

® (Cross-venue coherence: do spot-like and futures-like instruments imply the same pressure, or does

divergence appear

* Time-of-day pattern: does liquidity reliably thin during certain sessions, especially around transitions

These are not “guarantees,” but they help you anticipate execution quality rather than react after the fact.

Physical gold and the liquidity myth

Physical gold carries a particular psychological weight, because it is tangible. But tangibility does not automatically

imply liquidity.

One mistake people make is assuming that because there is physical demand, physical liquidity is strong at all

times. In reality, physical movement can be slow, and price discovery can happen through paper markets before



physical flow catches up. That means you can get a fast paper repricing without an equally fast physical response.

If you are buying or selling physical, the relevant liquidity includes premiums over spot, delivery timelines, and the
capacity of the channel you use. Premiums can widen when supply is tight or when dealers need to manage
inbound logistics. Even if spot is stable, the "all-in" price you actually pay might drift because the physical premium

is a separate market.

There is also the question of conversion liquidity. If you own physical and want to convert to an exchange-traded
exposure quickly, the conversion is not always frictionless. Similarly, if you hold a paper position and need physical

delivery, the market may not cooperate in the timeframe you have in mind.

Liquidity, in other words, is not just about price. It is also about certainty.

The role of market makers and inventory risk

In liquid markets, market makers do the unglamorous work of standing between buyers and sellers. They quote
prices, manage inventory, and adjust spreads when risk changes. Their job is easier when price moves are modest

and predictable, harder when they must continuously reprice due to fast information flow.

In gold, inventory risk is influenced by spot volatility, correlations with rates and currencies, and the balance of
order flow. When the order flow is one-sided for a stretch of time, dealers often widen spreads and reduce depth.
That is rational risk management, but it feels like “liquidity disappeared,” because from the trader’s perspective it
did.

There is another layer: some dealers may prefer to hedge using related instruments such as futures or swaps. If
those hedges are also under stress, their ability to maintain tight quoting falls. So even if one venue remains

active, the broader ecosystem may still tighten.

| remember a period where intraday gold futures were moving more than the spot reference implied. On the
surface it looked like a pricing relationship issue. In reality, it was a liquidity distribution issue, the kind where

hedging paths get crowded and dealers protect themselves by quoting less aggressively.

Liquidity during stress: what breaks and what holds

When markets get tense, the first thing many participants notice is volatility. The second thing they notice,
sometimes only after an execution attempt, is liquidity. They often arrive together, but liquidity can degrade before

the most dramatic price changes.

What tends to break first is displayed depth, the portion of the order book visible to you. Market makers can
reduce it quickly. What might hold longer is the ability to transact at a less favorable price, especially for smaller
sizes. If you are trading size that fits the remaining depth, you might still get filled. If you are trading size that

assumes normal depth, you can get dragged.

Another pattern is that liquidity can become more “directional.” In a strong trend, there may be enough flow on
one side to keep prices moving, but liquidity for counter-trend trades can be thin. This matters for hedgers who

need to do it now rather than wait for a better moment.

Finally, liquidity in gold can behave differently depending on the driver. If the stress is currency-driven, gold's
relationship with USD rates can alter the hedging costs. If the stress is about risk appetite, flows might concentrate
in exchange-traded products and futures, leaving physical channels less responsive. If the stress is about the

health of counterparties, even tight spreads can coexist with settlement constraints.



The bottom line is that “liquid asset” does not mean “liquid for every purpose.” Gold can be tradable, but the

tradability changes across regimes.

Trading costs and the hidden effect of liquidity fragmentation

Gold liquidity is fragmented by product type and by venue. Spot references, futures, options, OTC forwards, and
physically backed instruments do not always behave like one unified pool. Even if they are economically linked,

trading mechanics differ.
That fragmentation shows up in several ways:

1. Execution routing. If you place an order through one channel but the depth is mostly elsewhere, you may be
paying for the privilege of bridging markets.
2. Timing mismatch. You can see quotes update in one instrument while another lags, which creates temporary

basis moves.

3. Counterparty selection. In OTC markets, liquidity depends on who is willing to quote and on what credit terms.

From an investor standpoint, the practical implication is that you should not evaluate liquidity solely by looking at
a single “spot” chart. You evaluate liquidity by thinking through your exact path: where you enter, where you

hedge, how you exit, and what happens if you need to do it sooner than planned.

Liquidity matters differently for different participants

Liquidity is not one-size-fits-all. A central bank or a large institutional allocator has different constraints than a
portfolio manager running tactical hedges. A retailer buying a small coin has different constraints than a

derivatives desk.

For investors, liquidity often shows up in how reliably you can rebalance. If gold is a hedge position, the benefit
can be undermined if you cannot adjust it without paying high transaction costs during the very moments you

need the hedge to work.

For hedgers, the question is the stability of your hedging instrument. If your hedge is based on futures or options,
you care about implied vol, bid-ask on options, and how the futures curve behaves when liquidity changes. Poor
liquidity can cause hedges to be less responsive, and that can create a mismatch between your intended and

actual risk reductions.

For traders, liquidity affects how quickly they can express a view. Tight spreads and deep books allow smaller

incremental trades. When liquidity thins, traders either accept worse execution or reduce size and alter strategy.

Even for market makers and dealers, liquidity matters because it determines how much capital they can deploy

and for how long. In stressed markets, the profitability of quoting can vanish, replaced by risk and capital charges.

A practical way to think about “good enough” liquidity

A common challenge is that liquidity assessments get vague. “It looks liquid” is not helpful. What matters is

whether liquidity is good enough for the decisions you need to make, under the constraints you actually face.

If you trade infrequently, you can sometimes accept higher costs for the ability to transact reliably when you do

trade. If you rebalance often, small inefficiencies can compound.



Also, your time horizon matters. A strategy that tolerates waiting for a calmer window can be more resilient to

liquidity swings than a strategy that must execute instantly. Liquidity is partly a function of urgency.

If you manage a hedge that must be adjusted during market hours, you need a realistic view of the intraday
liquidity pattern. Many desks plan around known liquidity cycles, and while that may feel tactical, it is often just

professional risk management.

How liquidity affects long-term investors without them realizing it

Long-term holders sometimes treat gold like a slow moving store of value. They may buy gradually, reinvesting

over months. In that case, liquidity still matters, but it shows up indirectly.

First, long-term investors depend on the tradability of gold exposure vehicles. If the underlying market becomes
stressed and the vehicle's liquidity tightens, the investor might face wider spreads at entry and exit. That reduces

net returns, even if the underlying price performs well.

Second, long-term investors may rebalance only during occasional windows. Those windows are often chosen
because something changed, for example a shift in macro expectations. Ironically, rebalancing tends to happen

when liquidity is not at its best. That is when transaction costs and execution uncertainty have the largest effect.

Third, risk management changes under stress. If the gold position becomes illiquid at exactly the moment you
need it most, the portfolio can behave differently than intended. This does not mean gold is inherently unreliable.

It means execution conditions can vary.

Liquidity, regulation, and the incentives behind quoting

Regulation can influence liquidity, even when prices look calm. Rules around capital, reporting, and market making
obligations affect how dealers choose to quote and at what size. In general, when capital is expensive or risk
frameworks become stricter, market makers can become more selective. That often translates into reduced depth

or wider spreads, particularly in less predictable regimes.

It is important not to oversimplify this. Regulatory change can improve some forms of transparency and reduce

certain tail risks. But it can also change market structure, which affects liquidity in the near term.

The key for market participants is to treat liquidity as an evolving feature of the market, not a static trait.

What to do if liquidity is thin when you need to trade

Sometimes you do not get the luxury of waiting. Liquidity can thin exactly when a decision must be implemented.
In those cases, the practical goal is to reduce execution uncertainty and avoid mistakes caused by assuming “spot”

equals “tradable.”

Here is a small execution-oriented checklist that many professionals use mentally, even if the wording differs by
desk:

® Break the trade into smaller slices to reduce market impact, especially if your size exceeds typical depth

* Consider alternative hedging routes if one instrument’s liquidity is degraded, for example shifting between

futures and OTC exposure
® Use limit orders when spreads widen, because chasing the market can worsen slippage
® Plan around time-of-day patterns, particularly around major session transitions

® Reassess after partial fills, since liquidity can change while your order is working



This does not eliminate cost. It reduces the odds that you lock in a bad outcome due to liquidity surprises.

The most common misunderstandings about gold liquidity
People often confuse a few different ideas.

One misunderstanding is that liquidity equals price stability. Gold can show smooth long-term price trends while
still having periods of thin near-term liquidity. You can be able to get a price print without being able to get a

good execution.

Another misunderstanding is that liquidity is the same across all gold instruments. Futures, exchange-traded

products, OTC forwards, and physical delivery each have their own liquidity characteristics and frictions.

A third misunderstanding is that because gold is “globally traded,” liquidity is automatically deep. Global trading
can still fragment, and fragmentation is enough to widen spreads and reduce depth when everyone wants to trade

at the same moment.

The fourth misunderstanding is that you can rely on a single reference quote. If your trade is routed through a
specific venue or depends on a specific counterparty, the reference may not reflect your actual execution

conditions.

Putting it together: why liquidity deserves a place in gold decisions

Gold's role in portfolios is often discussed in terms of inflation hedging, currency effects, crisis resilience, or
diversification. Those themes matter, but none of them are fully realized if the path into and out of exposure is

expensive or unreliable.

Liquidity determines whether you can implement your view when you decide to. It shapes the true cost of
ownership, not just the headline spread on the day you initiate. It affects hedging effectiveness, because it

influences how quickly and how accurately you can respond to changing conditions.

In professional settings, the best gold decisions are not only about whether gold “should” be held. They are about

how the decision is operationalized. Liquidity is the operational reality that turns a thesis into an outcome.

If you pay attention to liquidity, you tend to ask better questions. What size can | actually trade without moving
the market? Where is liquidity located, and does it exist during the time window | care about? What happens when
volatility rises, does the market still offer depth, or do spreads balloon and depth disappears? Those questions turn

gold from a chart into a tradable instrument you can manage.

And that is the real value of understanding gold market liquidity. It protects your execution quality, preserves the
effectiveness of your hedges, and keeps your portfolio decisions aligned with how the market behaves when it is

under pressure.



