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GOLD

Key Highlights -

O Gold prices started the year on a positive note in the first quarter of
2018 followed by the strong downside in the gold prices in the second
and third quarter of 2018 keeping the investors away from the counter.
During the last quarter Comex Gold prices rallied some 6% till date. We
are seeing some safe haven demand emerging due to low prices and
keeping the prices above 200 day moving average signaling further
upside in prices in 2019.

O Gold prices weakened during the year on account of looming
trade war between US and China, higher dollar and treasury yields
and US Fed rate hike alarm put the pressure on gold prices this year.
Gold prices withessed a greater contradictory price movement between
the MCX and international gold price due to weakness in Indian rupee.
With the upcoming election next year, it is unlikely to witness any major
appreciation in the rupee keeping the MCX Gold prices well supported
at lower levels.

U During the first half of the year, the demand for gold imports in
India remained tepid while the imports slowly grew in the second
half of 2018. The latest import figure of October declined due to higher
gold prices in India but going forward the demand will increase ahead of
wedding season and higher international prices.

O On the supply side, the mining sector had continued to see
stronger output, with further modest gains in the September quarter.
The gold mine production has seen a quarterly rise of 2% at 875.3
tonne in the third quarter.The mine supply output in 2019 is expected to
slow on supply growth.

U In Q4CY18 Gold price has rallied by 6%and has crossed its 200 day
moving average. Fundamental demand drivers for gold are: Jewellery,
Bar & Coin, Central bank purchases and ETF flows. Global jewellery
demand has remained stable during the three quarter of 2018 with
guarterly demand of about 965 tonnes. The global bar and coin market
has grown by 28%. Central bank purchase has continued being strong
with Russia particularly buying gold as the country is selling majority of
its US treasury following its policy of de-dollarization. But ETF purchase
has remained tepid with the global gold backed ETF witnessing
guarterly outflow of 103 tonnes during the third quarter of 2018. Going
forward mine supply output is expected to slow and if global growth
reduces or there are any macro economic shocks, fresh ETFs
purchases would be expected. Comex Gold prices in 2019 are
expected to remain positive and move higher towards $1330-$1360
per oz.
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Description 2016 2017 2018 2019

Total Demand 4387.6 4108.5 964.3 964.3
Jewellery demand 2059.3 2159.9 510.3 535.7
Investment 1595.5 1231.9 281.4 194.9
Central banks 389.8 374 89.4 148.4
Technology 323.4 332.8 83.3 85.3
Total Supply 4590.9 4398.4 1120.2 1161.5
Mine production 3263 3268.7 835.5 875.3
Net producer hedging 32.8 -30.4 -10 -20
Recycled gold 1295.1 1160 294.7 306.3

A significant increase in demand from the central banks has supported the global gold
demand at lower levels. It saw a healthy rise in demand by 22% in the Q3 2018 at 148.3
tonnes. The major central bankers buying gold are Russia, Turkey and Kazakhstan. Russia
has continued to grow its gold holding by 92.3 tonnes in the Q3 2018 as the country is
selling majority of its US treasury and following its policy of de-dollarization.

The global gold backed ETF saw its first largest quarterly outflow since Q4 2016. During the
third quarter of 2018, the ETFs declined by 103.2 tonnes from 13.2 in Q2 2018. This huge
outflow from ETF was largely contributed by United States due to gains in equity market and
strong economic growth. Although in the coming year we expect demand from this sector to
improve on investor’s safe haven buying

On the supply side, the mining sector had continued to see stronger output, with further
modest gains in the September quarter. The gold mine production has seen a quarterly rise
of 2% at 875.3 tonne in the third quarter. This is the highest level of quarterly production
staying above the five year quarterly average of 809.8 tonne as the new mine projects are
pushing the production to an all time high. The production declines in China, South Africa,
Indonesia and Peru were offset by the production increases in Mali, Papua New Guinea,
United States and Canada. The mine supply output in 2019 is expected to slow on supply

Gold performance in relation to us dollar, dow jones, bond yields

Looking at the above chart, Gold prices are in a negative correlation with dollar index,
equity market and treasury yields. US dollar at the start of the year remained strong on US
economic optimism and on expectation over continuous rate hike by US Fed. However, at
present the economic outlook turns weak due to political uncertainty and weakness in
equity markets. The upside in dollar remains limited in the future as the US Fed changes its
future path of rate hikes. Fed could even stop its monetary tightening cycle if the economy
deteriorates further.

Economic policy

Fed started to unwind its balance sheet will likely put the downward pressure on dollar and
supporting bullion prices in 2019. US expected to slow in 2019. GDP is projected to slow
from 3.0 percent in 2018 to 2.3% in 2019 and 2.0% in 2020 and inflation is forecasted to
increase in 2019 at 2.0% from 1.9% in 2018. US Federal funds rate is projected to increase
from 2.4% in 2018 to 2.9% in 2019 and 3.1% in 2020 which means that Fed may hike its
interest rate by 2 times in 2019 and once in 2020

Outlook:

Gold prices will remain positive in the first half of 2019 due to ongoing global slowdown
worries and geo-political uncertainty. Going forward, with US Fed reducing its future interest
rate hike projection and downgrading US growth prospects into 2019, we remain of the
view that US dollar will show limited upside in the coming year supporting dollar-priced
commodities. Domestic gold demand from rural sector is also expected to rise on improving
purchasing power of farmer due to higher prices of MSP for crops announced by the
government. We expect Comex Gold prices to remain positive and move higher towards
$1330-$1360 per oz in the coming year.
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