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THE DYNAMICS OF the gold market have shifted 
in the aftermath of the financial crisis. This applies 
not only to the ebb-and-flow of prices, but also the 
pillars that support these price movements.

Between 2000 and 2008, for instance, the steep 
rise in the price of gold was largely encouraged 
by a depreciating dollar, de-hedging by gold 
producers, and the implementation of central 
bank gold agreements (CBGAs – which limited 
central bank sales). This year, changes in 
investor behaviour have caused the bulk of price 
fluctuations, alongside the potential effects of a 
withdrawal of quantitative easing.

There were two significant price drops in Q2 
of this year alone. The first was triggered in mid-
April, when the Cypriot government announced 
it would sell its entire holdings of gold as part of 
an EU bail-out package. Although the amount was 
not significant in itself, the fear that other larger 
European countries could follow suit spooked the 
markets.

The second fall occurred when the Fed indicated 
in June it would be seeking to taper QE3, its asset 
purchasing programme. The move precipitated 
a steady sell-off in both gold and fixed-income 
markets over much of the summer.

Clearly, the nature of the market has changed. 
In contrast to previous years, sales of gold from 
physically-backed ETPs have added a new source of 
supply that has contributed to lower prices. Amid 
lower western demand for the metal, physical gold 
has headed east as investor interest 
reaches new highs across parts of Asia.

In this context, it’s interesting to look 
more closely at these trends in an effort 
to gauge the market’s future direction.

Safe Haven Demand & Economic 
Recovery

Demand for gold as a safe haven 
played a prominent role in driving gold 
prices higher alongside a number of 
major ‘crisis’ events of the past decade. 
Investors take refuge in gold due to the 
risk of either rapid currency debasement 

or more general financial collapse. The initial shock 
of the 2008 collapse of Lehman Brothers drove 
gold prices up by 22% in 20 days, and the Greek 
government debt crisis – which began in April 2010 
– persuaded a significant number of European 
investors to leap into gold investment. Despite the 
dollar appreciating at that time, gold prices rose 
by 11% denominated in US dollars in the second 
quarter of 2010 and by 23% denominated in euros. 
The downgrade of the US in July 2011 – at a time 
when US politicians were struggling to agree to an 
increase in the US debt ceiling – helped to drive 
prices to record highs.

But the nature of the global economy is gradually 
changing. As the economic situation in the US has 
improved, so the price of gold has been dented. 
In May, gold prices dropped by 5.5% in one week 
following the revelation that the US budget deficit 
was falling faster than expected (thanks to the 
government collecting more revenue from higher 
taxes). According to the Congressional Budget 
Office, the US deficit is expected to fall to $642 
billion in 2013, just 4% of GDP. This is a $203 
billion improvement compared with their previous 
projection just a few months ago, and down from a 
deficit of $1.1 trillion (7% of GDP) in 2012.

Gold:
The Rise & Fall
2013 marked the end of a decade-long bull run in the gold market. Bernard Dahdah, 
precious metals analyst at Natixis, scrutinizes the pillars that have supported gold prices 
in recent years, to establish the trends likely to underpin gold prices in the years to come.

As the economic situation in the US has improved, 
so the price of gold has been dented

Figure 1:  Gold Holdings in Central Banks (tonnes) 

Sources:  Bloomberg, IMF
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Central Banks & QE
QE has been the most significant pillar in support 

of higher gold prices. By opting for an exceptionally 
loose monetary policy, the Federal Reserve’s money 
supply (M0) has increased from $905 billion in 2007 
to $3.1 trillion today. QE has also led to abnormally 
low interest rates, which – as well as creating fears 
for medium-term inflation and a weaker dollar –also 
depressed long-term forward prices of gold. As a result, 
the positive impact of QE was felt disproportionately 
upon spot gold prices given the fall in US bond yields.

As fears of a weaker dollar grew, central banks from 
developing countries diversified away from dollar-
denominated assets and moved into gold.  Developed 
country central banks, which had been regular sellers 
of gold in previous years, largely halted sales of gold. 
Since 2009, only 209 tonnes of gold have been sold 
under the CBGA agreement, the vast majority of which 

came from the International Monetary Fund – which 
used the proceeds to help boost its capacity to provide 
concessional loans to low-income countries. This 
compares with 3,884 tonnes sold by European banks 
under the CBGA agreement in the period between 
2000 and 2009. As a result, global gold holdings at 
central banks have grown from a low of 29,934 tonnes 
in 2008 to 31,998 tonnes in August 2013.

Although central bank gold purchases rose between 
2009 and 2012, peaking at 334 tonnes in 2010, a 
number of central banks appear to have reached their 
target share of gold holdings within foreign exchange 
reserves over this period. Hence, central bank purchases 
of gold have since slowed.

The most recent data by the IMF shows that, in 
the first eight months of 2013, net purchases of gold 
by central banks were the slowest since the start of 
the financial crisis. In fact, global gold holdings at 

central banks rose by only 63 tonnes, compared with 
197 tonnes during the same period last year and 363 
tonnes for the period in 2010.

Not only has physical buying by central banks slowed 
down, but – as the events that stemmed from the Cyprus 
bailout this year reminded us – central banks have the 
scope to become a source of gold supply once again. 
Not only would this represent a potentially significant 
source of new supply, it may also deter potential buying 
from investors and other central banks.

The effects of QE on investor behaviour have been 
significant. The Fed’s exceptionally loose monetary 
policy initially encouraged investors to buy gold. 
Between end 2008 and end 2012, investors added 
1,700 tonnes of gold to their holdings in physically-
backed ETPs. Gold held in physically-backed ETPs has 
altered the dynamics of global supply and demand, 
with holdings reaching a record high of 2,630 tonnes 

at the beginning of this year, 60% of 
annual supply.

This year, the Fed’s intention to 
start withdrawing QE has been 
accompanied a rapid turnaround 
in investor behaviour. Between 
February and July/August, investors 
released 760 tonnes of gold from 
physically-backed ETPs. After the 
Fed’s announcement in June that it 
intended to begin tapering QE3, gold 
prices dropped by 13% to $1,200/oz, 
the lowest level since 2010. At the same 
time improving economic indicators 
led to a stronger USD, which in turn 
helped to push gold prices down.

India & China: Contrasting Fortunes
Since the financial crisis, Chinese and Indian 

demand for gold has become a key source of overall 
global demand. With previous combined numbers 
reaching around 25% of global demand, Chinese and 
Indian demand rose to almost 40% of the total in 2012, 
accounting for approximately 1,700 tonnes that year.

Indian demand grew considerably from 2009-2010. 
Annual GDP growth reached 11.4%, and with the 
rupee appreciating, it is reckoned that annual gold 
consumption in India broke the 1,000 tonne mark.

Since then, however, Indian demand for gold has 
subsided. Indian authorities are struggling to reduce 
both trade and fiscal deficits, and while long-term 
policies designed to address the root causes of the 
deficits will take time to come into effect, short-term 
policy has targeted a reduction in gold imports and 
other precious metals.

Recent Chinese demand for gold, however, has been 
impressive. Accounting for just 7% of global demand 
in 2005, local consumer demand for the metal now 
accounts for around 18% of total gold consumption. 
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Since 2009, only 209 tonnes of gold have 
been sold under the CBGA agreement ...
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Figure 2:  Total Holdings of Gold  in Physically Backed ETPs

Sources :  Bloomberg, WGC, Natixis
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While Indian consumers have a natural affinity for 
gold, Chinese investors have been attracted to precious 
metal by a palpable lack of alternative investments. 

With negative real interest rates on Chinese bank 
deposits and government policy aimed at depressing 
real-estate prices, Chinese savers found themselves with 
a dwindling array of potentially attractive investments 
in 2010-11. As real estate and equity markets were 
relatively unattractive, the focus 
on precious metals gained traction, 
with a range of new precious metal 
exchanges and investment products 
launched to investors.

According to the China Gold 
Association, total consumption 
in 2012 amounted to 832 tonnes, 
up 9.35% from the previous year. 
Breaking this figure down, we can see 
that gold jewellery consumption rose 
by 10% yoy to 402 tonnes, gold bars 
by 12% yoy to 240 tonnes and gold 
coins by 21.6% to 25.3 tonnes.

In June of this year, Huaan Asset 
Management Co and Guotai Asset 
Management Co received permission from the China 
Securities Regulatory Commission to start gold-backed 
ETPs denominated in CNY. China Construction Bank 
will be the custodian bank for the Huaan gold ETPs and 
IBC for the Guotai ETPs. By mid-July, the two funds had 
raised $261 million in their initial funding – though 
this was less than the target $400 million.

Looking Ahead: 2014 & Beyond
Although the US may be in the throes of economic 

recovery, the political tensions seen throughout 
this year are impacting its international standing. 
Several Chinese media outlets were highly critical 
of the handling of its October debt ceiling issue. One 
state-run news agency, Xinhua, even called for “a de-
Americanised world”.

Japan, which holds $1.13 trillion in US treasury 
debt, was also unimpressed with the situation. 
Finance minister Taro Aso stated that any country 
with large Treasury holdings will have to think hard 

about the potential 
consequences of the 
debt ceiling not being 
raised. Although 
the US once again 
averted a technical 
default, the country 
has clearly lost some 
credibility in the eyes 
of its major creditors. 

As such, international holders of dollar reserves may 
begin to revisit long-term plans to diversify away from 
the dollar and into other currencies or gold.

Meanwhile, lower gold prices may prompt many 
central banks to purchase additional amounts of gold 
to keep the portion of gold within their total foreign 
exchange reserves on target (dynamic hedging). 
Despite the recent slowdown in purchases, demand 

from central banks is expected to continue being a 
pillar of support for gold prices.

Although Indian demand for the metal has been 
dropping over the past three years, the country 
remains a potentially significant source of demand. 
Once the pace of Indian GDP growth starts to pick-up, 
which is likely to go hand in hand with an appreciation 
of the rupee, we could see a return to stronger Indian 
demand for gold, particularly if the government were 
to relax some of its recent import tariffs and restrictions 
on imports.

As for China, the country is set to become the biggest 
source of demand for gold in 2013, pushing India into 
second place. On a long-term perspective, we do not 
expect Chinese demand for gold to continue growing 
at the speed at which it has expanded since the onset 
of the financial crisis. Unlike Indian demand, the 
lack of cultural attachment to the metal means that 
local consumers may be more willing to sell the metal 
or switch to alternative investments should better 
opportunities arise elsewhere in the financial markets 
– which is certainly something to keep in mind, given 
the new emphasis on financial market deregulation.  •

Despite the recent slowdown in purchases, 
demand from central banks is expected to 
continue being a pillar of support for gold

Bernard Dahdah is Precious Metals Analyst at Natixis, based in London.
www.natixis.com

Figure 3:  Chinese Imports of Gold From Hong Kong (tonnes)

Sources : Hong Kong Census and Statistics Department, Bloomberg, Reuters 
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