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Executive Summary    
Gold prices rebounded in 2016, after four years of being in a downward trend. From the 

2015 low to the 2016 high, prices have rallied 31 percent; but the rally has stalled in the 

second half of the year. 

There is much uncertainty looking into 2017, especially with regards as to what President 

Donald Trump will carry out, how Brexit evolves and whether populism spreads further.  

We expect prices to work higher through the headwind of a stronger dollar, but 

underpinned by better economic growth/physical demand and more safe-haven buying 

given the political uncertainty. We expect spot Gold prices to trade in a $975 to $1,275/oz 

range in 2017.  

Introduction  
Gold prices turned higher in late 2015 and 

continued to rally during the first half of the 

year, with prices peaking at $1,375.25/oz on 

6
th
 July. Looking back, Gold prices set a 

record high at $1,921/oz in September 2011. 

Prices then consolidated until October 2012, 

after which the downtrend established itself 

with prices falling back to a low of $1,046.40/oz on 3
rd

 December, 2015. Two weeks later, 

the US Federal Reserve raised interest rates by 25 basis points – the market had 

expected a sell-off after a rate rise so when it did not happen, sentiment started to get 

less bearish and in some quarters started to become bullish. Indeed, the low point in ETF 

holdings was the day after the Fed rate rise. As bearish sentiment waned at the end of 

2015, the market was set-up to rally as there was a large gross short fund position. 

Events then unfolded in early 2016 which raised global tension, notably the sharp sell-off 

in Chinese equities and a pick-up in friction between Saudi Arabia and Iran. This sparked 

short-covering in Gold and rising prices prompted a pick-up in fund buying as well as 

investor buying into the ETFs. Given that Gold prices had been correcting for four years, 

when investors looked to take risk off the table, Gold stood out as an asset class that had 

already corrected and therefore it provided a relatively cheap safe-haven. The rally in the 

first half formed two main upward dynamics, the first running until early March, the 

second running between late-May and early-July. With prices rallying 31.4 percent 

between the December low and July high, the 2011-2015 bear market was over. The 

question now is whether a sustainable bull market has started, or whether the rally in the 

first half was just a counter trend move. There is a lot of uncertainty around in the markets 

and there appears to be a lot of complacency too as equity markets are near highs and 

bond markets are only just showing some weakness. Given there is much uncertainty 

over Brexit and what a Donald Trump administration will bring, along with the burdens of 

massive debt and monetary policies that do not seem to be working, we would expect 

Gold to remain in demand as a means for investors to protect their wealth. 
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The Big Picture 
We said in last year’s Forecast that we thought 2016 would open a new chapter for Gold and that 

seems to have been the case. We would now say that 2017 seems about to open a new chapter in 

global politics as the soon-to-be President of the world’s largest economy has no political experience 

and looks set to shake up the way things have been done in recent decades. This wave of populism 

started off with the Arab Spring, jumping to Greece with the election of Prime Minister Alexis Tsipras, 

then Britain with the vote for Brexit and recently to the US with the election of Donald Trump. This 

raises questions as to whether the waves will travel further through Europe. With some in the markets 

also fearing that central banks may be losing control as the various forms of monetary policy do not 

bring about the required solutions, and with global finances in a sorry state (as seen by the massive 

accumulation of debt), there are many potential reasons why Gold may be making a come-back. 

The big picture for Gold’s outlook is far from clear though; the 14th December US interest rate rise 

was well telegraphed but the Fed’s more hawkish stance in its statement did prompted a further sell-

off and a faster tightening of monetary policy may well prove a strong headwind for Gold prices. But, 

with emerging markets (EM) also looking more agitated by the possibility of a more protectionist US 

administration next year, combined with more rises in US interest rates, there is a risk that EMs will 

become more jittery again. Overall though, with economic data improving in recent months and with 

base metals prices showing strength all year, it does look as though markets are feeling more 

confident about the outlook and that could mean there is less need for safe-havens such as Gold. 

But there is more to Gold than just an insurance against risk-off in other markets. Gold may well 

become more monetised not only due to the potential political changes that may lie ahead, but also 

through concern about the robustness of the financial system. Without wanting to be alarmist, there 

have been some examples when governments have meddled with their citizens’ money. First there 

was the forced ‘bail-in’ of money on deposit at Cypriot banks and more recently in India there was the 

government’s decision to demonetise the 500 and 1,000 rupee notes – these are classic examples of 

how a government has control of fiat money. It may not take many more developments like these 

before individuals decide to monetise Gold. It may be that that Gold, far from being a ‘barbarous relic’, 

becomes a more widespread ‘must have’.  

The chart of the dollar index shows the dollar 

has been rallying since 2011; while it has been 

doing so Gold prices were falling. Note the dip in 

the dollar in the January-April 2016 period, a 

time when Gold prices were rallying strongly. 

With the dollar index climbing again perhaps we 

should be bearish for Gold. There have, 

however, been times when Gold prices can rise 

in tandem with the dollar and we may be 

entering another such period. For now the dollar 

is strong as US interest rates are expected to rise and Donald Trump has raised expectations about 

making the US great again. Whether or not these expectations pan out, the uncertainty in the world, 

especially with an unknown President at the helm, suggests that demand for Gold will remain high 

and as such we expect dips to be well supported and the bull market to continue in 2017.  
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FACTORS DRIVING GOLD PRICES 

The dollar 
The market generally expects an inverse 

correlation between the dollar and Gold 

prices but there are a few instances where 

Gold prices have been rising at the same 

time as the dollar has been rising, as seen in 

the boxes on the chart. This year has seen 

another example with Gold prices rising 

while the dollar has risen on the back of 

expectations that the US would be raising 

interest rates. Although this would normally 

be a bearish environment for Gold, the 

stronger dollar has not deterred investors 

due to the fact that other economies have zero, or negative, interest rates and there are concerns 

about the legacy of negative interest rate policies, combined with what had become an oversold 

market. With the December FOMC meeting signalling more interest rate rises ahead, the market is 

nervous that the US dollar could rise further, but we would argue that the rise in the dollar since 2011 

has already discounted both the ending of quantitative easing (QE) and a few interest rate rises. If 

other economies with zero or negative interest rates also move away from ultra-low monetary policy to 

fiscal policy, as a means to reflate their economic growth, then the gap between the US and non-US 

interest rates may not expand too fast.  

In addition, even if the dollar does continue to rise, the stronger trend in industrial commodity prices 

(especially oil) may well fan inflationary expectations, which could mean that Gold prices can rise in 

tandem with the dollar.  With Donald Trump winning the US election, his mandate that America will 

‘spend its way to make the country great again’ may well have inflationary implications that could 

weigh on the dollar, especially if it means incurring more debt to do so. 

Opportunity cost 
The opportunity cost of holding Gold has been reduced this year for a number of reasons, the main 

one being that some major central banks have shifted from very low interbank rates to zero, and in 

many cases negative, interest rates. The very low interest rates that investors can now earn have 

lowered the opportunity cost of owning Gold. Negative interest rates not only reduce the opportunity 

cost, but the very fact some central banks have had to go down the route of negative interest rates is 

a concern in its own right. This has raised Gold’s appeal as a safe-haven. 

On another level, a flattening out in equity prices and concerns that bond yields cannot fall much 

further have also reduced the opportunity cost for Gold, as if these mainline asset classes are 

deemed to have topped out then you may not be missing out by not being invested in equities and 

bonds, especially if they start to correct. The Dow trended higher for most of the period between 2009 

to mid-2015, rising to around 18,350 in May 2015 from a low of around 6,470 in 2009. Between May 

and September 2015, the Dow corrected some 13 percent, before climbing again this year to 19,900, 

but the market is nervous that the bull market may be tiring. If the upside potential in equities is 

reduced, it would have the effect of lowering the opportunity cost of holding Gold. 
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If there is an equity or bond market correction, then the money coming out of equities will need to go 

somewhere and as Gold prices have already corrected heavily between 2011 and 2015, and are still 

relatively low, investors may well consider Gold as a relatively cheap store of wealth. Gold prices fell 

$875/oz from the 2011 high and so far have only rebounded around $335/oz above the December 

2015 low.  

Inflation and deflation 
Ultra-low and even negative interest rate policy has failed to lead to inflation, but it appears to have 

prevented a deflationary spiral from getting underway. However, the rebound in commodity prices in 

2016, especially oil prices, suggests headline inflation will start to rise. This will be a welcome relief to 

central banks, but it may be a worry to equities and especially bond markets. A bond market 

correction could lead to a lot of investment money looking for a new home; if equities were to correct 

too, then other asset classes may well be sought after, especially those that have already had major 

corrections. Gold would fit the bill, especially if broader market corrections and a rise in populism in 

Europe also lead to more concern about the stability of financial systems.  

The downward trend in global bond yields may be over and yields have started to rise and the yield 

curve has started to steepen. So while Gold may benefit from an initial rotation out of bonds, in time, 

higher yields would raise the opportunity cost of holding Gold again, unless inflation was running at an 

even higher pace than bond yields, or safe-haven demand was a dominant driver.  

De-hedging / hedging 
At the end of June 2016, the global hedge book stood at 300 tonnes (9.65Moz) on a delta-adjusted 

basis, according to the GFMS team at Thomson Reuters. At the start of the bull market for Gold in late 

2001, which roughly coincided with the start of de-hedging, the total hedge book stood at 3,107 

tonnes (99.9Moz). The hedge book fell to a low of around 77 tonnes in the Q4’13, low prices in 2014 

and 2015 saw marginal producers step up hedging to safeguard their operations, and by the end of 

2015 the hedge book stood at 171 tonnes. After a long period when producer hedging was unpopular 

with shareholders, it does now look as though the 2011 to 2015 sell-off has changed attitudes towards 

hedging somewhat, as the hedge book is climbing again. However, generally it seems that it is only 

new mines that are hedging as they safeguard cash 

flow in the early years of production. If Gold prices 

continue to rise, as the margin between prices and 

production costs increases, the pressure on 

producers to hedge may well recede. A rising market 

could also lead to more de-hedging.   

Central Bank activity 

Sales under the Central Bank Gold Agreement 

(CBGA) have all but dried up with 3.07 tonnes sold 

in the 2015-2016 period, the bulk being sales made 

by the Bundesbank to provide Gold for its coin 

programme. As the chart shows, since 2007 sales 

under the CBGA have declined rapidly, with 

Germany’s three tonnes of sales per annum now 

featuring as the bulk of sales.   
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While sales under the CBGAs have dried up, other central banks, mainly in emerging markets, have 

been buying. In 2015, they collectively bought 566 tonnes and in the first nine months of this year they 

have bought 271 tonnes, which annualised would equal 362 tonnes. The central banks doing the 

buying in the first nine months of the year have generally been the same ones as in recent years, 

notably Russia (43.9 tonnes), China (15.2 tonnes), Kazakhstan (10 tonnes) and Belarus (3.1 tonnes). 

In 2015, Russia bought 206 tonnes; the Central Bank of Russia is reportedly aiming to purchase the 

same amount this year, so central bank buying may accelerate in the final quarter of the year. China 

may be doing the same, as while it bought 15.2 tonnes in the first three quarters it bought 4 tonnes in 

October alone. The run up in prices this year may well have slowed central bank buying, but with 

prices selling off since October they may well see the dip as an opportunity to buy spot Gold.  

Changes in official Gold holdings 
Russia’s central bank bought the most Gold in the period 

November 2015 to October 2016 – it bought 190 tonnes, 

compared with China’s 130 tonnes. Turkey’s central 

bank’s holdings have dropped, but the bank does accept 

Gold from commercial banks as part of their reserve 

requirements, so the drop may be connected to that, 

rather than the central bank selling Gold per se. The 

interesting take away is that despite China being a 

regular buyer of Gold, the percentage of its holdings is 

still low at 2.4 percent when compared with the US, 

Germany, Italy, France and the Netherlands, although it 

is in line with Japan’s holdings (see table on right). 

Russia’s Gold holdings have climbed to 16.5 percent of 

its reserves; in 2008 its holding equated to just 2.5 

percent – it will be interesting if China follows a similar 

path. With the Chinese yuan now included in the IMF’s SDR (Special Drawing Rights) basket, the 

currency has, arguably, got one step closer to being a hard currency, but the yuan has not yet been 

broadly adopted as a global currency. For that to happen the yuan may need to be seen as being 

more stable – the devaluation in 2015 would not 

have helped its image. Building up official Gold 

reserves may be one way the central bank can 

instil more confidence in its currency. If China were 

to hold 10 percent of its reserves in Gold, it would 

mean holding around 7,660 tonnes of Gold, which 

would put it just below the US in terms of Gold 

held. 

Oil and Gold 
Oil and Gold prices have tended to be positively 

correlated, although oil prices fell more severely in 

the financial crisis, while Gold initially sold off but 

then benefited from safe-haven buying. Both 

commodities have been rallying this year; Gold 

prices have climbed 31 percent from low-to-peak, 

while oil prices have climbed 99 percent. As the 

chart above shows, oil prices have suffered 
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considerably more than Gold prices if you compare the steepness of the downward trends since July 

2014; as such, oil’s rebound has been off a relatively lower base. The Gold/oil ratio chart spiked 

higher around year-end 2015, as Gold prices started rallying in December, while the oil price rally did 

not start until the second half of January. The ratio, although down from the start of year, is still 

relatively high; if OPEC manages to cap, or reduce, production and if global growth picks up more, as 

is predicted, then we would expect the ratio to fall further. That said, a pick-up in oil prices could 

quickly pass through to inflation and higher energy prices could hit corporate profitability, which could 

lead to stock market corrections – both events could help boost demand for Gold as a safe-haven. 

Demand 
Gold demand amounted to 4,381 tonnes in 2015, according to our interpretation of World Gold 

Council (WGC) data, which was two percent lower than in 2014. Jewellery absorbed 56 percent, 

industry 8 percent, coin and bar investment 24 percent and central banks bought 13 percent, all very 

similar to the year before. In the first three quarters of 2016, total Gold demand has climbed 2.1 

percent to 3,345 tonnes, but there have been some noteworthy shifts in the percentage of total Gold 

that each sector has consumed (figures in brackets are for 2015). Jewellery percentage has dropped 

to 43 percent (56%), industry to 7 percent (8%), coin and bar investments to 20 percent (24%) and 

central banks’ buying to 8 percent (13%) with ETF buying re-emerging as a strong buyer and 

accounting for 22 percent of total Gold demand. As the data reveals, the main swing factor in demand 

in recent years has been whether the ETFs have been net buyers or not. Between 2004 and 2012, 

ETF buying was a major contributor to demand, then from 2013 to 2015 ETFs were net sellers, so 

they were a factor of supply, but they have returned as a strong factor in demand this year. Excluding 

investment demand for Gold, fabrication demand 

in the first three quarters of 2016 has fallen 19 

percent.   

Jewellery demand 
Historically, jewellery accounted for around 80 

percent of Gold demand, but as the chart opposite 

shows, this has slipped in recent years. The bull 

market in Gold prices between 2005 and 2011 

negatively affected demand, with jewellery 

demand as a percentage of total demand falling to 

43 percent in 2011. The drop coincided with the 

pick-up in demand from ETFs, but even on a 

tonnage basis less metal was being consumed, 

with demand dropping to 1,817 tonnes in 2009 

from an average of 2,636 tonnes in the period 

2000 to 2008. Demand recovered in 2013 as there 

was a surge in demand from China, but has since 

fallen again. China destocked after the surge in 

2013 and demand has not recovered strongly 

since. In India, government intervention to try to reduce the trade deficit led to various import taxes 

being introduced, which unsettled the domestic market. In addition, the Middle East wealth effect has 

been hit by lower oil revenues and the economic crisis in Russia has seen demand drop too. These 

are all external reasons for the fall in demand and that is why jewellery demand has for a change not 

been particularly price elastic. Another reason weighing on demand to some extent is that many Asian 

countries would view buying jewellery as an investment as well as an adornment, so the downward 

spiralling price in recent years may well have kept buyers on the sidelines. Interestingly, with a base 
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established in Gold prices at the end of 2015, we would have expected pent-up demand for jewellery 

to emerge, but the year-to-date data does not show that. To some extent the rally that got going at the 

start of 2016 did not seem to be trusted, and that may have meant consumers were waiting for a 

correction and a test of the base before stepping back in – as the rally continued they may have 

missed the boat. A major correction did not happen until early October and it may be that fourth 

quarter data shows a marked pick-up in demand. Physical premiums have climbed in recent months, 

which does suggest a turn round in sentiment.   

In 2015, global demand for jewellery fell 2.6 percent, to 2,432 tonnes; this was a slower decline than 

seen between 2013 and 2014, when demand dropped 7.4 percent, according to WGC data. Demand 

from the jewellery industry has, however, slumped again – in the first three quarters of 2016, it has 

dropped 21 percent. While falling Gold prices undermined confidence in Gold jewellery as a store of 

value, it appears that buyers missed the start of the rebound and were reluctant to chase prices 

higher.  

China’s demand for Gold jewellery dropped to 753 tonnes in 2015, a fall of 6.7 percent compared with 

2014, but it was down 20.7 percent compared with 2013, when Chinese demand peaked at 949 

tonnes. After the surge in jewellery demand in 2013, China’s appetite for Gold seems to have waned 

with demand falling 18 percent in the first nine months of 2016, according the WGC. Households 

seem to be spreading their spending on luxury items across household appliances and holidays, as 

well as investing in the property market again. With the government trying to cool the property sector 

and with investors potentially worried about the weakening yuan, more money may be diverted back 

into jewellery, especially if Gold prices are once again seen as holding, or increasing, their value.  

India’s jewellery demand peaked in 2010 at around 

680 tonnes, it then trended lower until 2013, before 

rebounding in 2014 and 2015. But, as in China, 

demand for jewellery has plummeted 30 percent in 

the January to September 2016 period. We would 

have expected the rebound in prices to have 

instilled confidence amongst buyers but this was 

not evident in the first three quarters of 2016. A 

national six week strike by jewellers while Gold 

prices were rallying strongly in March no doubt led 

to some potential buyers being unable to access 

the market. Once the strike had ended in mid-April, 

prices had already climbed significantly, so buyers probably thought they had missed the boat. 

Government-imposed regulation on jewellery purchases of over two lakh rupees (200,000 rupees), 

whereby buyers have to produce their Permanent Account Number (PAN) card to prove they are 

buying with accounted-for money, has also played a part in reducing demand for jewellery as have 

recent years of poor harvests. We expect the correction in early October will have re-instilled some 

confidence. Judging by a pick-up in physical premiums, we expect fourth quarter demand will show a 

strong rebound, especially since this year’s monsoon has been better, which should generate better 

rural incomes and allow more money to be ‘saved’ in jewellery in the months ahead. A government 

decision to demonetise and replace the Rs500 and Rs1,000 bank notes in early November has also 

boosted demand for Gold, as old notes were being used to buy Gold so as to avoid having to deposit 

them into bank accounts – the impact maybe short-lived but may cause a degree of restocking in the 

weeks and months ahead.  

Looking forward into 2017, we expect demand for Gold jewellery in India to recover as the economy 

grows at a faster pace and as the market becomes more accustomed to the government intervention 
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of recent years. That said, further changes to the Goods and Services Tax (GST) in India, which have 

yet to be clarified, are likely to add another hurdle for industry and consumers to come to terms with, 

which may delay a return to more normal buying habits. India’s economy is one of the fastest growing 

economies with GDP growth climbing above seven percent in 2015 and forecast to average 7.7 

percent between 2016 and 2018. 

India’s imports of Gold were estimated at around 913 tonnes in 2015, according to WGC data, which 

was up around two percent from 2014. One of the main changes in the composition of imports was 

the increased popularity of doré, as there are tax savings to be made by importing doré and turning it 

into refined Gold domestically. Imports have, however, fallen by around 50 percent in the first three 

quarters of 2016 compared with the same period in 2015. Given that physical premiums were often at 

large discounts to spot prices, it is little surprise that there was less need to import. It does raise 

questions though as to whether there has been a significant increase in domestic hoarded Gold 

returning to the market. The government launched various Indian Gold schemes last year, such as 

the Gold Monetisation Scheme (GMS), with the intention of mobilising domestic hoards so it could 

reduce the country’s reliance on imports. Imports are down, but there is little to suggest that the GMS 

has been adopted on a large scale. 

The government also launched the Sovereign Gold Bonds (SGB) Scheme in 2015, whereby investors 

can buy a bond and the return will be linked to the price of Gold. By offering SGBs the government 

was hoping to reduce demand for physical Gold, and more importantly imported physical Gold, but so 

far the Scheme has also not been adopted on a large scale. Three tranches were floated in 2015-16 

and three have been floated so far in the 2016-17 financial year. The total amount of SGBs bought in 

the first five tranches (data for the sixth tranche is not yet available) amounted to an equivalent of 

10.22 tonnes of Gold.  

In last year’s Gold Forecast, we expect demand from the jewellery industry to grow as jewellery 

retailers and consumers took advantage of the then multi-year low prices. We qualified that by saying 

“In regions where jewellery is seen as an investment, it may well take a price recovery to spur a pick-

up in demand”. Due to various factors as mentioned above, demand for jewellery has yet to rebound, 

although we think it will have started to do so in the fourth quarter. We expect this to continue into 

2017, helped by a better harvest in India and as a slowdown in the property boom in China diverts 

more household spending to luxury items. On paper, the growth in China’s and Asia’s middle classes 

should fuel strong organic growth for jewellery demand. 

Investment demand 
Investment demand has been the main driver in 

the recovery in Gold prices in 2016. In the first 

three quarters, demand was up 10 percent at 

1,389 tonnes compared with the same period in 

2015, according to the WGC. Breaking down 

the data shows demand for ETFs recovered 

strongly, while demand for bars and coins 

eased.   

Investors buying Gold ETFs returned in force in 2016, reversing the flow of redemptions seen 

between 2013 and 2015. Holdings peaked on 1
st
 January 2013 at 2,647 tonnes; they fell to a low of 

1,474 tonnes in December 2015. Holdings rebounded to 2,176 tonnes by early November 2016, 

before dipping more recently to 1,972 tonnes.  
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Demand for bars and coins has, however, 

weakened. In the first three quarters demand 

dropped 12.9 percent; if annualised that would 

mean this sector consumed 930 tonnes, 

compared to 1,051 tonnes in 2015. This is also 

well down on the 1,700 tonnes consumed in 

2013. 

It would appear that investment buying has 

focused on ETFs this year, rather than physical 

Gold. Physical demand for bars and coins has 

probably been affected in the same way that demand for jewellery has been affected. In the first two 

quarters, bar and coin demand was up one percent compared with the same period in 2015, but then 

fell 36 percent in the third quarter as investors sold into the post Brexit-vote Gold rally. 

In other uses of Gold, including technology, dentistry and other industrial uses, demand fell five 

percent in the first three quarters of 2016. The use of Gold in these sectors is in a structural downward 

trend as substitution and miniaturisation reduce demand per item. This may change, as earlier this 

year a new super-hard metal alloy, Ti3Au, was discovered. It contains three parts titanium, one part 

Gold and is four times tougher than pure titanium, so it could find use in the medical industry for 

dental implants and joint replacements. With a typical titanium hip replacement weighing between one 

and two pounds (450-900 grams) this could be an exciting new use for Gold. It is estimated that in 

2011 there were three million joint replacements 

made worldwide. 

The Futures market  

Funds trading on Comex have been another 

bullish factor in 2016; the net long fund position 

(NLFP) ran up to a high of 315,963 contracts on 

5
th
 July 2016, from a low of 9,750 contracts on 

1
st
 December 2015. Up until late February, the 

buying came from longs getting longer and 

shorts-covering. Longs continued to buy until 

mid-May, after which a bout of long liquidation 

set in, before returning to run higher during June 

and early July. Since then, long liquidation has 

once again set the tone and more recently there 

has been a pick-up in short selling. As the longer 

term chart (lower chart) of the fund position 

shows, this year’s trading has seen record high 

gross long and net long fund positions. As of 

mid-December, the NLFP stood at 129,311 

contracts, having ranged between 26,560 and 

315,963 contracts so far in 2016. The net 

position is still relatively high, but is well below the peaks seen in 2009 to 2011. The gross short 

position at 100,444 contracts is above the levels seen during the bull market years i.e. before 2013, 

but is in the middle of the 2013-2015 bear market range of 43,644 to 159,441 contracts.   
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SUPPLY 
Gold supply to the market can come from six sources: mined output, scrap sales, official government 

sales, producer hedging, redemptions from ETFs and private stocks. In 2015, supply dropped 3.2 

percent to 4,490 tonnes, from 4,637 tonnes in 2014, according to our interpretation of WGC data. In 

the first three quarters of 2016, total supply is up 4.7 percent at 3,515 tonnes, an increase of 160 

tonnes. This has come about by some shifts in the factors of supply with 2016 seeing no net supply 

from ETF redemptions, but more supply from producer hedging, recycling and a slight increase from 

mining. Official Gold sales all but dried up in 2010. 

Mine supply increased 2.3 percent to 3,226 tonnes in 2015, according to WGC, as new mines and 

expansions, commissioned when Gold was in a bull market, added to production. Reduced capital 

expenditure since 2013 is leading to less new capacity in the years ahead. In the first nine months of 

2016, output was 2,393 tonnes, up just 0.8 percent (or some 20 tonnes) compared with the same 

period in 2015. With prices only picking up at the end of 2015, there is now likely to be a time delay 

before a pick-up in capital investment starts to bear fruit – as such, we expect slow mine growth for a 

few years. Although mine production growth is expected to only increase at a slow pace, as seen so 

far in 2016, the higher prices have encouraged a pick-up in scrap entering the market and therefore 

supply from recycled metals. In 2015, supply from scrap dropped 6.2 percent as low prices reduced 

the incentive to recycle, but in the first three quarters of 2016, recycled Gold has increased by 18 

percent to 1,040 tonnes. Whether such a rate of increase is sustainable is debateable, as we expect 

the run up in prices after four years of falling prices may well mean a lot of hoarded scrap will have 

already been released into the market this year, if only for cash-flow reasons. A poor harvest in India 

last year did lead to a pick-up in the rural community selling Gold to make up for loss of income from 

farming. A better harvest in 2016 is likely to see scrap sales from India decline. 

Supply from investors selling their ETF holdings dropped 24 percent in 2015, with 120 tonnes 

returned to the market as supply. In the first three months of 2016, there has been no net supply from 

ETFs. ETF flows have once again become a factor of demand, not supply. 

After years of net producer de-hedging, more 

producers have started to hedge again, with the 

hedge book rising to around 300 tonnes at the 

end of the first half of 2016, according to the 

WGC. This was up around 80 tonnes from the 

end of 2015. The run up in prices, combined 

with some extremely high local Gold prices, 

encouraged hedging in both dollar denominated 

Gold and in Gold priced in local currencies. 

Gold prices in Australian dollars peaked around 

AUD1,857/oz in June, the previous high having been in 2011 at AUD1,839/oz. Likewise, rand 

denominated Gold prices breached  ZAR 20,000/oz in June 2016, see chart. Generally, hedging has 

been done either to secure project finance or to help secure margins at higher cost operations as well 

as to take advantage of extreme currency movements. The hedging seems to have mainly been 

carried out in Australia, North America and South and West Africa. For now, a return to the days when 

hedging was widespread still seems unlikely and in most cases where hedging has been seen it does 

seem to be fairly short term (i.e. for a year or two) and has utilised options, so that while the downside 

is protected, there is upside exposure.   

Looking forward, we expect producer hedging to remain limited to new project financing and to protect 

some high cost operations, but the hedge book is unlikely to grow unless it looks as though Gold 

prices are going to go below $1,000/oz. It is one thing for shareholders not to like producers hedging 
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away profit potential, but quite another issue to 

hedge the bottom line to avoid losses or 

possible closure.  

The forward price curve for Gold on Comex 

shows a contango with $15/oz difference 

between December 2016 and December 2017, 

widening out to a $25/oz difference between 

December 2020 and December 2021 – so not a 

lot of contango to take advantage of for nearby 

hedging unless prices start to trade sideways more. However, five-year forward Gold prices are 

$90/oz higher than current prices.  

In 2016, it looks as though mine output will be little changed compared with 2015, but looking forward, 

given the down turn in prices between 2011 and 2015, we expect reduced capital investment in the 

sector will start to negatively impact new production, causing mine output to slip – we expect it to drop 

three percent in 2017.  

Scrap  
Gold supply from scrap has rebounded in line 

with the recovery in Gold prices in 2016. 

Supply from scrap tends to be price elastic, 

as can be seen from the chart. That said, 

other factors affect supply too; in India, rural 

communities will sell hoarded Gold if they 

have had a bad harvest and then need to 

raise funds for living, or to buy the 

seeds/plants to grow next year’s crops. The 

same can unfold if a country face severe 

economic hardship, or if local Gold prices 

rally on the back of currency weakness. The 

combination of higher dollar denominated Gold prices and weak currencies in India and China has 

enticed considerably more Gold to be recycled, with India cashing in 77 tonnes and China selling 

123.5 tonnes in the first three quarters of 2016, compared with 62 tonnes and 85 tonnes respectively, 

according to the WGC. Scrap accounted for around 22 percent of supply in the early 2000’s; it 

accounted for 40 percent in 2009, as economic hardship was felt after the financial crisis but then 

slipped as prices trended lower. In 2014, 1,197 tonnes of supply came from scrap, which was down 

from a peak of 1,728 tonnes in 2009. In 2015, 1,121 tonnes was recycled, accounting for 25 percent 

of total supply and in the first nine months of 2016, 1,042 tonnes of scrap has gone into supply; 

annualised, that is around 1,390 tonnes, which would make up 30 percent of supply. Three years of 

falling Gold prices no doubt led to a degree of scrap hoarding, which this year’s rally has probably 

seen off-loaded into the market to take advantage of the price gains. For 2017, we expect scrap 

supply to remain around the same level as this year. Higher prices may lead to more scrap, but a 

better harvest in India should lead to less distress selling and therefore reduced scrap supply. 

Overall, with mine output expected to be falling slightly next year and with scrap supply expected to 

remain stable, Gold supply is likely to drop marginally in 2017. That could change if mining companies 

start to hedge more, or if redemptions from ETFs start to be seen again, neither of which we expect.  
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Technical Outlook  
Gold prices broke the downward trend in early 2016, with prices breaking out of the descending 

wedge pattern in February. Having set a low at $1,046.40/oz on 3
rd

 December 2015, spot Gold prices 

rallied to reach a high at $1,375.25/oz on 6
th
 July. Prices then turned sideways, trading in a triangle 

until early October, when prices broke lower. Prices fell to a low of $1,240.50 per tonne on 7
th
 

October, built a base and then started to work higher. The rebound carried prices back into the 

summer triangle pattern, where supply was evident. The surprise US election result prompted an 

immediate knee-jerk reaction that pushed spot Gold up to $1,337.50/oz, but the move turned out to be 

an upward spike as prices then started to trend lower to reach a low of $1,122.90/oz on 15
th
 

December. Basis the monthly bar chart (see below), spot Gold prices have dipped below the 20 

month moving average – a line that did a fairly good job at containing peaks during 2014 and 2015. 

With prices this year overcoming a series of peaks seen in 2014 and 2015, the downward trend does 

seem to have swung into an upward trend. That said, the highs in each month since the July peak 

have been lower than the previous month’s highs (excluding the November election-inspired upward 

spike) so there are some bearish features re-emerging. The pullback has also dropped below the May 

2016 low at $1,199.85/oz. The move below the May low looks ominous and suggests a deeper 

pullback. The stochastics on the monthly chart are looking particularly bearish, so further weakness 

seems likely in the weeks and months ahead.  

Forecast & Conclusion 
The rebound in spot Gold prices in 2016 has put an end to the 2011-2015 down trend in prices and 

the 31 percent rally off the lows means a bull market officially got underway, but whether that is 

sustainable remains to be seen. There are many aspects of the big picture that are likely to support 

demand for Gold and therefore underpin prices. Equally, there are likely headwinds as well, notably 

the stronger dollar, potential for better economic growth that may mean less need for safe-haven 

demand and still strong equity markets and interest rates that may mean the opportunity cost of Gold 

rises again. Conversely, stronger economic growth may lead to a pick-up in demand for jewellery, 

especially as there could be considerable pent-up demand for it considering how weak the sector has 

been since jewellery demand peaked in 2013. A solid return in investor interest bodes well, and 

record levels of fund interest earlier in the year suggest the funds, collectively, are prepared to have 

more exposure to the metal. 
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As the long term chart for Gold shows, at $1,140/oz prices are high compared with the past, excluding 

the run-up after the financial crisis. So if prices are to move even higher then we expect the current 

attitude towards Gold will have to change. Even without being a ‘doom and gloom’ merchant, it may 

be that times are changing and that Gold will be seen in a different light. If Gold prices are to continue 

to advance then we expect that will go hand-in-hand with Gold being increasingly monetised as 

people grow more worried about preserving their wealth. We do not envisage official monetisation of 

Gold, as in a currency being backed by Gold, but unofficially more investors may decide to hold more 

Gold as a means to diversify their exposure to fiat money and government control over their wealth. 

Why would people want to monetise Gold? Countries around the world have built up masses of debt 

and economic growth is struggling to grow fast enough to pay back the debt. Efforts to foster growth 

have led to various monetary policy experiments, none of which has cured the problem; they may 

have simply pushed the problem down the road and the hope is that growth will eventually return and 

debt can be repaid before the problem arises again. Given the size of the debt this may be a tall 

order. The danger is that the legacy of all the measures create another crisis - stock and bond 

markets may correct and governments may have little option than to share the problem amongst their 

citizens, via bail-ins, rather than let the financial system fail.  

On balance, we feel there has not been much call for a safe-haven in 2016, other than possibly at the 

start of the year and in the aftermath of the Brexit vote. The bull-run seems to have so far been the 

result of a return of investment and fund interest after a four year correction. Physical demand for 

Gold, other than in ETFs, has been weak but we expect the drop in prices since October will have led 

to a pick-up in physical demand. Looking into 2017, we would not be surprised if safe-haven demand 

picks up as a combination of the implications of Brexit and of Donald Trump’s presidency cause some 

shockwaves in the financial markets, or in the absence of that, that better growth and higher 

commodity prices bring with them inflation. 

In our Gold Forecast Report last year, we expected Gold to trade in a $330 range between $950 and 

$1,280; so far it has traded in a $313 range between $1,062.40-1,375.25. For 2017, we would look for 

a $975 to $1,275 range. 
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