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Key changes . Global gold demand weakens
. on high gold price

ey wamewwe  Gold demand fell 10% in Q3 to

hosiond Sae iae : 992.8 tonnes (t). Exchange-Traded
Somelrt L .. o o Products were the only area of growth,
Supely r e+ = with inflows of 145.6t. Bars, coins and
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- jewellery remained very weak: year-to-
- date consumer demand was down 16%.

Eey themes (more detail pages 2-6)

ETPs axcel: imvestors added to their strategic holdings, although at a slightly
i slower pace thanin H1.

Contents :
¢ India inert: dermand still weak as the market gets 1o anps with near-recard
Key themes K prices, snll-fragnle rural santiment and govarnmaent regulation.
Market commentary 97 : Racycling rallies: high gold prices, combined with structural changes in
Jewvallary 07} some markets, pushed recycling to 4-year high.
Facus: US jewsllery - motivations :
and oppertunitias for growth il :
Invastrmant 13 ¢ Featured chart
Focus: 04 update - impact of - . . . . B
DOICES: O CORSUTET e 16 : Continued inflows into ETPs cushion losses in
Cantral banks and other institetions 17 ¢ other sectors
Tachnology 18 Tarvissd
Supply 9 :L4no e
Notes and definitions 21 . -
} : 19048 e
Contributors : ool il | -
i o I 1
Lovise Strest : BG.3 0.5 2.0
lowse. street@gold org P B
Krishan Gopaul :
krishan, gopaul@gold org &0
Mukesh Kumar
mikash. kurmar@gold.org 400 -
Carol Lu
cargl. lu@gold.org 0
Alistair Howitt : al ) ) i ) B )
Director, Markes Inteligence g Y16 ETFs  Jowellery Barand  Coniral Techrology 0316 Met changs
alistair. hewitti@gold.org : o pimiler £nin barics 1018 v
H CR s

www.gnld.ﬂrg I Source: Matals Focus; Worid Gold Counc



Key themes

s s : Invastors continuad 1o build up their strategic allocati
Motives for investing e et

i B of hef h, albsit that th of inflows slowed
m g(%d !:Ja‘:kEd ETPS slig:u:rvfg:wﬂa :mllzrlﬁrsllw:lr E'II'?':: nna:I a:duiti;n;TME.El
remain intact took total AUM in these products to 2,335.61, the highest

since April 20132, Year-to-date’ inflows sum to 725t - far
axcaading the curmulative 6161 of outflows from the

ETPs were the I:I-Ill].l' bright spot for 'Q'Old preceding 10 quarters and worth a value of US$E64.50n,

demand in Q3. The focus shifted from the
US as European ETPs drove the inflows.

Table 1: Data highlights for 2 2016 demand (see Gold demand statistics for full details)
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Fource: Metals Focus, OFME, Thamaon Reuters, ICE Benchrmark Adminigtration, Warld Gald Council

1 Yearto-date figures throughout the report rofer to data to end-Septembaer.
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In & continuation of the pattarn we have S0en over recent
rmionths, investmant seems to have bean driven primarily
by sirategic motives suggesting that these are intended

1o be long-term positions. Field resaarch has revealed that
institutional imvestors with ro previcus history of investing
in gold are incréasingly seeking 1o initiate sizable positions
in these products, alongside those who have been ra-
opening positions that were closed out during the 201315
run-down in the godd price. The fact that inflows into thesa
products continued in October despite the gold price falling
by 10% early in the manth, further highlights that a good
part of ETF investment is driven by strategic motives rather
than price momeanturm.

And the factors underpinning this mvestment were
constant. Negative interest rate policies (NIRP) = and
the general environment of historically low nominal and

real intarest rates - remaing a primary factor driving

these imestment flows. Political uncertainty is also a key
influence, not just because of the US Presidential election
= which has supported inflows into North American ETPs
this year - but increasingty in Europe, where - in the

wake of the Brexit referandum decision — 2017 brings the
prospect of elections in France, Germany, the Netherlands
and, possibly, Italy.

Unsurprisingly, given this backdrop, the geographical focus
of dermand shifted. After US-basad ETPs led tha influx
owver the first half of the year, Eurcpean investors picked up
the baton in the third quartar: 78% of tha inflows into ETPs
wera in Evropean-based products (Chart 1). Elsewhare,
Chinese investors added ancther 101 to their holdings of
domestic products, equivalent to 39% growth, on top of
the 287% increase in H1,

Chart 1: Inflows into European physically-backed gold ETPs dominated 03
* Having accounted for just 3% of inflows into ETPs during the first half of 2016, European funds

suckad in 78% of the 145.6t of inflows in 03,

* Although AUM in Chinese ETPs remain small in absolute terms, 03 was anothar quarter of remarkable
growth as improved accessibility to these products encouraged smaller-scale domestic investors,
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India’s tough transition
to transparency

Indian consumers continue to face challenges
- most pressingly, the government's drive for
transparency and accountability,

After a difficult H1 for Indias gold market, the third quarter
continued in much the same vein. Consumer dermand has
sunk to multi-year lows due to a combination of:

= high and volatile gold prices;
= fragile sentimant among the rural population;
* and governmant regulation.

Local gold prices in the range of Rs30,000-31,000/10g
were a detarrent 1o gald consumers, having last bean at
such lofty levels in 2013, And greater price volatility, as
miuch as the price leval itsell, weighed on demand. Indian
censumers will gradually adapt to higher prices — we have
sean this many umes befora = but price volatility combined
with higher prices is 8 damaging combination,

As wall as having higher prices 1o adapt to, the rural
population in India has been plaguad by lower disposable
incomes in recent years. While this year's healthy
monsoon should be positive for demand among this crucial
gold-buying demographic, they are struggling to get their
incormes back on track after the two praceding years

of poor monscan rainfall. And nural inflation continues

o run above urban inflation, further squeeazing

household incommes.

But perhaps the biggest factor atfecting darmand is the
continued push towards regulation and accountability that
the government is levelling at India’s economy in general,
including the gold market.

Various government measures have bean implemeantad
ovier recent menths, inan attemnpt to regulate and
formalise the gold industry. As discussed in Gold Demand
Trends, Second quarter 2016, the government has levied a
1% excise duty on gold jewellery manufacturing and made
PAN {Permanent Account Mumber) cards compulsory for
jewellery purchases above Rs200,000.7 In addition, it is
clampang down on undeclared incomae, which often fuels
cash-based transactions, and working towards mandatony
hallmarking legislation to standardiss gold jewallary.

Chart Z: Local Indian gold price fell to hefty discount in 3 as demand slumped
& |ndian consumers ware notable by their absence in 03 local gold prices dropped 1o a sizable

discount below the international price.

= A combination of high ard fluctuating prices, a continued sgueeze on rural incomes and
increased regulation made for challenging market conditions.

* Prices have returned to a small premium in October, thanks to a recovery in demand,

which bodes for a mare pesitive and to 2016.
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Source: ICE Bonchmark Administration; Multi Commaodity Excrange of India; World Gold Counci
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The imtendad lang-term end-rasult of these measuras is

10 improve transparency and accountability, which should
promote & shift to an increasingly ‘organised” gold industry.
But such prograss is rarely panless. The immediate

effect of these new measures has been to unsettle both
consumers and industry participants across the supply
chain. Consequently, activity has been disrupted while
they adapt to the new rues or look for ways to circurmvent
tham, which has given rise to a surge in smuggling - up
12% year-to-date.

As a result of India’s demand crunch, the local price was
parsistantly at a hafty discount to the international price
for the duration of the quarter (Chart 2. Indeed, the
discount widened out to a record USE53 in July, indicative
of vary quiet market conditions. And imports slumped:
doré imports fell by a whopping 86% a5 the extent of the
discount made imporing it uneconomical for refiners.

During Cctaber howewver, the local price moved into a
pramium as demand picked up. The fall in the gold price
ahead of the onset of the key festive buying season has
sean India's fourth quarter gat off to a good start.

Recycling reaches a
multi-year high

High gold prices — and structural factors
in India - drew out significant flows of
recycled gold.

Sorme gold consumers aran't shy in selling & portion of
their gold haldings when advantageous to do so, aftan
responding to near-term price movernents.? And the
substantial increase in the gold price witnessed so far in
2016 has proven oo enticing for some. The elevated lavals
of godd recycling seen in the first half of the year continued
threughout the thard guarter. Recycled gold amounted to
340.9tin 02, surging 30% higher than the same periad
last year {261.61) (Chart 3). Year-to-data, recycling has
added 1,042.3t to annual supply. compared to 8827t
batween 01-03 2015 (+18%).

Chart 3: Recycling remains elevated, accounts for greater share of total supply
= Consumers in the more price-sensitive markets were the driving force behind the 30% swrge

in supplies of recycled gold in 03,

& Supply from this source has accounted for 30% of supply in 2016 o far,
= But recycling activity is likely to contract in response to gold's recent price dip.
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As discussed in Golg Dermand Trands, Second guarter
2016, this 15 a somewhal pradictable pattern. Empincal
evidence ~ gheaned through both regression analysis

and diract consurmer research - shows that price is a
primary driver of recycling amongst consumers.* With the
local gold price hitting new highs in some currencies, it
wiould be unusual not 1o see this type of response from
consumers, who — in markets whera recycling is most
prevalent - are often keanly aware of the gold price.

India is a very good example of the increase in recycling.
With local godd prices in the vicinity of Rs31,000/10g
during the first half of the quarter, Indian consumers —
particularty in rural areas - opted 1o cash in, swelling the
supply of recycled gold to 391, its highest level since C4
2012. This boost to local supply enabled some jewellars o
reduce their reliance on fresh imports to satisfy demand.
One such example of this is Muthoot Pappachan Group's
Swarnavarsham Scheme.* Over the past 18 months,
Muthaat has reportadly collected about 200kg of gold
through its nine recycling centras, which has been used to
meeat gold demand from consumers with lower incameas.

As the price started 1o soften towards the end of August,
the supply of recycled gold tapared as Indian consurmears
anticipated that higher prices would be brought on by the
festival and wedding season. With the onset of Raksha

4 Weeld Geld Council, Gold Demang Trends, Second guaner 7016 August 7018

Bandhan and Janmashtami® |bath auspicious festivals)
towards the end of the third quartar, consumers opted 10
postpone further recycling of gold.

The price response was even more marked in China,
where volumes of gold recycling have ballooned in
recant quarters. Year-o-date, the supply of recycled
gold is 45% higher than the comparative period of 2015
(123,51 vs B5t). In earty July, the local gold price reached
the highest level for three years, sending a strong signal
1o consumers to sell thair haldings of gold. Continued
economic deceleration, listess stock markets and a
squeaze on disposable incomes provided added contaxt
o this recycling surge. As consumers faced increasing
pressune on their income and limited opportunity for
returns frem other traditional avenues of investment,
they found it hard to resist the lure of selling gold at
highar prices.

Other markets also contributed to the gold recycling rush,
Indonasia baing an interesting example. The cowntry
introduced a tax amnesty at the beginning of O3, which
led some to cash in thair holdings of gold at higher prices.
The scheme may encourage investment in gold over the
coming quarters, as it is one of the parmitted investmeants
for funds declared under the scheme.

§ The Swamvmrsham Schems = unched in May 2013 = is targeted at consumen in low income groups, allowing them to buy gold in the mnge of
1.5-9 grard wath equatid monthly ingalmant [EMI | putchadn optean af @iy, vabakly oF imadtlily Saralimils
& This year Raksha Bandhan and Jenmashiama fed on 18 August and 25 August espectiely.

Gedd Demand Trends | Thisrd quarter 2018



Market commentary

Jewellery

Jewellery remained subdued in the face of
persistently high gold prices; fourth quarter
holds better prospects.

World total 63146 4331 Lt & 8%
ke 214, 1547 ¥ -26% + -30%
China V6 1416 b DI + 8%

Gold jewellery demand in 03 fell 21% year-on-year io
493,10 This was the largest decline since OZ 2014 and the
lowest third quarter for jewellery demand since 2011 -

a time when average gold prices weare some 28% higher
than recent levels, Year-to-date jewellery demand is 18%
dawn on last year: 1.423.61vs 1,732 7t This is tha Iowast
01-03 total since 2009,

High prices were the key reason for continued weakness
in thie jewallary sector, which has been severely depressad
throughout 2016 so far (Chart 4}, Barring just three or

four vary minor exceptions, jewellary dermand fell in every
consurmer market that we track.

Looking ahead, the fourth quarter = having started on a
stronger footing — should see a recovery in the jewellery
sactor. The Oclober drop in the gold price was fortuitously
timed. The approach of key buying occasions, such as:
the festival and wedding season in India; the main holday
seasen in VWestern markets; and Chinese New Year, make
consumers in thase markets more alert to lower pricas,

But that is not 1o say that we expect a clear revival.
Pressures remain. Government palicy in India is disruptive
e the market, at least in the short term, Chinese
consurmers are axhibiting changing tastes. The consurmer
amvironmant in Eurcpaan markets and the US remains
hesitant. And while tfroubles continue to beset the Middle
Eastarn markets, demand across the region will suffer.

Chart 4: Gold's upward momentum paused in Q3 (index 100=01/01/2016)

+ The gold price consolidated in O3, after its strongest H1 performance for 36 years.
= Persistently high prices discouraged consumers around the globe, a fact that was mirrored

in the sharp rise in recyding.

= Sterling-based prices were the exception, given weakness in that currency following the

referandum decision for Brtain to leave the ELL
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India takes a smaller share of a diminished
jowellery market

As discussead in Key themes, jewellery demand in India
was again soft due to higher and volatile prices of gold
{the corollary of which was a jump in recycling activity)
and governmant regulation curtading unaccounted
income, Demand dropped by almest a third to 154,71
Tha persistent weakness in this market in recant quartess
mieans that India's share of total jewellery demand has
shrunk fram 28% i 01-03 2015 to 24% year-to-date.
India has taken a smaller slice from a smaller pie.

Rural indian consumers ware hesitant, but indications
for this sector are encouraging

Although demand among the rural population was softar
than may have been expected, given the improved
rmonsoon rainfall this year, it was relatively resilient
comparad with demand in urban areas. Partly, this is

due ta the typscally smaller ransaction size made by

rural consumears, makireg them less likely 1o meat the
requirement for PAN cards, which has severely hampered
urban demand.

And signs of continued recevery in this sector of the
population can be gleanad from looking at indicators

such as sales of tractors. Mahindra and Mahindra (india’s
leading tractor manufactures) reported a 37.4% increase
in domestic tractor sales compared to O3 2015, growing
by a whopping 70.3% in Septerber. Rajesh Jejurikar,
Presidant and Chief Executive of Mahindra & Mahindra's
Farm Eqguipment and Two-Wheelar Division, commented
that, “In Sepfemirer 2016 we had a strong growth of 70%
over Septermnber 2018, with zales of 28,035 ractors in

the domestic markel. We axpect the good momantum 12
continue with the upcorming festive season and the effect
of a good mansoen.™

P o L - Tl Mg Tr
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Higher Kharil® sutput will bolster rural ineome in

the coming quarters

The meonscon rains were well distibuted and about 85%
of the country's geographical area received normal or
excess rains this year. Estimates are for a 7-8% increase
in Kharif focdgrain output in 2016, which will generate
addittonal income for the rural sector 1o divert 1o gold in the
coming guarters.?

China‘s appetite for gold slipped further in the

third quarter of 2016 on high prices and changing
consumer behaviour

Demand for gold jewellery in China fall by mare than 20%
1o a fouryear low as gold prices reached the highast level
since 2013. The decline was further reinfarced by the high
base affect from the mini-beom in Q3 2015, spurred by
currency depreciation. Chinese consumers stayed side-
lined and retailers postponed restocking. Much of the
decline was concentrated in July, coinciding with the peak
in the local price.

Consumer preferences continue to evolve in China,
aided by industry efforts

Tastes are shifting further away from traditional 24k gold
tewards highar-designed 12k or gem-sat pisces. 24k bora
the brumt of the weakness, with 18% in particular making
infoads in market share. Howewer, thes shifting landscape
i not puraly being driven by changing consumer tastes.
Producers are playing a key rale in promoting these
products due to the higher marging they genarate. The
industry is still consolidating and competition is fierce.
Manufacturers, wholesalars and retailers are battling for
market share, Recognition of the impertance of brand
has led companias to promota their brands moda actively
through a range of channels, including franchising,
celabrity endorsements and media.

Sty ZOI-Lints-Regisners-a-Growth-of-70-in-the-

B Incha P Do rain croppeng seasons; Khaed snd Rete, Khand crops an sovn dunng il SUMPHE ronsooen, Begmnmng sath ta firat of
thees rsires in Juby, and are harvested in the winter. Rabi crops sre sown during the winser months, with a spring harvest.
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And the industry also faces the challenge of tha rising
popularity of ‘experiential’ purchases at the expense
of physical consumption

The trend for consumears = aspacially the so-called
‘millennials’ - to prefer spending their money on
Q')cpEfiQr"ll:Q‘S that can ba shared, rather than on matarial
goods, is well publicised. Evidence of this can be seen

in the way the Chinase populaca chosa to calabrate the
recent ‘Golden Week" national holiday, Qver the last three
years, the number of pacpla choosing to travel during this
haliday has grown by nearly 25%. reaching 589 million,
31% of this year's tourists were millennials, barm

after 1980 (Chart 5).

Chart 5. Growth in Chinese tourism highlights rising
popularity of ‘experiential’ purchases

{number of Chinese travelling, both domestically and
intarnationally, during the Golden Week holiday)

= The cohort of the Chinese population choosing to
travel during the October *Golden Week' national
haliday has risen by nearly 25% over the last two
years, reaching 589 million in 2016,

* The shift away from more overt material consumgtion
contnbuted to the 22% year-on-year decline in demand
for gold jevwelleny

Source: China Tounsm Acaderny; World Gold Courcil
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Price driven weakness in jewellery demand affected
all Asian markets

Jewellery demand was universally weaker among the
smaller markets in South East Asia as consumers baulked
at gold prices around 3-year highs., Indonesia, the largest
of the group, fell by 6%. The local gold price jumped, albait
that the currency strengthened slightly egainst the dollar
tewards the end of the quarter. Taken in the context of
slowar-than-expected GDP growth in the country (5% p.a
as against President Widode's 7% target), the contraction
in demand is in line with axpectations,

South Korea witnassed the largest dacling: down 24%
year-on-year to 2,81, The high gold price was the main
reasan for the decling, but the country has alsa bean
affected by the economic deceleration im China, which
absorbs around 25% of South Korea's exports. Japan was
alse affectad by China's sphare of influence: mainland
tourists hawe been less active in buying gold during

their travels to Japan. Demand slipped 4% to 4.2t in

3, although on a year-to-date basis the market is fairly
resilient, up 2% an 01-03 2015

Middie Eastern jewellery markets remain in

a parlous state

Jewellery demand across troubled Middle Eastern markets
continued to decling, reaching recard lows in Egypt and the
UAE. Against the backdrop of regional conflict, which has
made swingeing cuts in tounst demand, high gold prices
and loweer oil revenues contributed to the weakness. As in
other price-sensitive markets, the corollary to this was a
rnise in recycling across the region,

o9



Egypt’s currency crisis has resulted in an almost-
doubling in the local price of gold over the first three
quarters of 2016

Year-to-date demand is down 42% on the same period in
2015, and (13 demand hatved to just B, Parsistantly low
oil revenues in tha UAE and Saudi Arabia, have strained
finances and impacted jewellery consumers: dermnand

irn both markats plunged 23% . ran again outparformed,
managing 6% grawth year-on-year in Q3 a3 the country
centinues 1o benefit from maore favourable ecenomic
conditions than other markets in the region.

Record local prices in Turkey kept demand on a
downward trajectory

Matwithstanding the impact from cross-border conflict, the
jewellery market in Turkey faced a number of headwinds

= narmaly: the slewing economy; record local prices; and
uncertainty following the attempted coup, The 22% drop
in Q3 demand ook year-to-date dermand to 27.31, dewn
20% on 2015. The prospects for the fourth quarter remain
weak as political instability and continued lira weakness
frarne the consurner pictuna.

Growth cycle in US jewellery demand runs

out of steam

A modast 1% year-on-year downiurn in 03 jewellery
dermnand in the LIS was the first such decline for thres
years. Year-to-date demand of 74.61 is almast exacily

Godd Demand Trends | Thisd quarter 2014

of @ par with last vear. Jewaellery imports subsided
during the guarter as inventery levels across the supply
chain are at healthy levels. Uncertainty associated with
1he Presidential election campaign undoubtedly explains
a portion of this weakness, but research suggests that
wealthy consumers have also bacomea maorea réluctant to
spend amid concarns about the global econanmy.

Recent consurmer research that we have conducted
reveals some interesting patterns of behaviour amang US
jewellary consumars, and discusses possible stratagies for
market growth, We cutling the findings in our Focus Box
US jewellary: motivations and opporiwiniss far growih.
Poor consumer confidence across European markets
takes its toll on jewellery demand

France was agein the laggard in Europe, whare the
recantly-introduced 9k gold segment went into retreat.
Demand was the lowast inour historical series = down 4%
to 1.91. The market faces the continued nisk of silwer eating
into the market share of low-carat gold jewellery. All other
markets saw declines in the region of 1%-2%, with the
exceplion of Spain, wheda dermand appears to have formed
something of a base around 1,7/1.91 per quarter,



Focus: US jewellery -
motivations and
opportunities for growth

Consumer research helps us understand

US jewellery damand

The first half of 2016 saw the strangest level of US
jewellary demand for seven years as the market continued
its gradual recovery in the wake of the 2007-3 financial
crisis. Against this improving landscape, we surveyed
2,000 US females aged batween 18-85, all of whom were
engaged with the jewellery/luxury fashion category, to
gain insights into the motives and beheviours of US gold
jewallery consumers. '

Almost two-thirds of respondents own gold
jewellery; 11% intend to buy in the next 12 months
Silver and costume jewedllery account for a significant
portion of US consumers’ jewellary purchases, pushing
ownership rates and purchase intentions significanthy
highear than those for more expensive, enduring and
emotive types of jewellery, including gold, This is partly
because consumers feel more comiortable buying silver
and costume jewellery for themsalves and are more
likely 10 buy them spontaneously, thera is less ‘meaning”
attached o thess purchases. It is also because they are
typically lawer value ransactions.

Our research indicates that fine jewsllery is more likely to
be raceived as a gift, often bought by a spouse or partner,
more likely to be a planned purchase, and is more [ikely to
be a high value ransaction.

Despite the compatitive marketplace, gold still plays an
important role in the US jewellery markat: almost two-
thirds of respondents owned gold jewedlery and 11% said
they intended to buy gald jewellary in tha next twelwe
months (Chart 6}, Unsurpnsingly, gold cwnership and
intention to buy is cosely comalated to paoples’ income
levels: a5 household income rises, 5o tod dogs ownership
and intention 1o buy.

Gold jewellery purchases are typically 14 carat and
unbranded, usually bought to celebrate special
moments in one’s life

The survey provided further supportive evidence of the
dominance of 14k in the US jewallery market. Of the
consurmers that had bought gold jewallery during the
prewious 12 months, 46% bought 14k, while 22% bought
18k. While the dominance of 14k is unsurprising, it's

reassuring 1o see that 9k gold did not gain 8 meaningful
foothold in recent years when the rising gold price led
some retailers to push lower purity preducts in order to
mest key price points; 9k gold accounted for only 1% of
recent purchases. However, a surprisingly high 15% did
nat know the caratage of the jewellery they bought.

Branding, while important, does not seem to play a strong
role in gold jewellary: 45% of consumers wha had bought
gold jevvellery said it was unbranded, compared to 28%
and 35% for diamand and platinum jewellery respectively.
This is reflected in the structure of the market and appears
to be a growing trend: multi-ine retailers dominate,

and have bean gaining market share at the expense of
speciality jewellery merchants, who have suffered severe
sales shrinkage so far this year.

Gold resonates particularly well with those consurners
looking to buy a piece of jewellary that they feal is
assocated wath tradition or reminds them of a special
romant in their life. A key strength of godd for these
consumers is that it keeps an inherent emotional and
financial value owvar time and can be passed to the next
genaeration, And this segment of the luxury fashion and
jewellary market s valuable, acceunting for 429 of the
total value of purchases we surveyed,"

;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;

Chart 6: Gold is prominent in the national jewellery
box: almost two-thirds of respondents own
fine gold jewellery
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While onlina is important, the in-store experisnce
remains crucial

The in-stare experience rémains an important part of the
purchase journay for jewellery and lwory fashion items,
with B5% saying it was where they sought ideas before
making a purchaze. Friands, family and colleagues was the
next moest important source of inspiration. As one might
expect, ‘millennials’ are a little bit differant. While in-store
browsing and friends, family and colleagues remain the
most mportant sourcas of inspiration, anling blogs weare
significantly more important: 21% used them (o generate
ideas compared to132% in the general population.

This preference for the in-store expenience may encourage
the evolution of so-called “elcks and bricks” retading, whens
retailers integrate their traditional bricks-and-mortar stores
with thair online offerings. An example of such innovation
iz Blue Mile's opening of a number of "wabrooms' across
the country.” These offer custorners the best of both
worlds: giving thaem tha in-store experience of touching,
handling and trying on jewellery pieces bafore ordering
thern online — either via the in-store iPads or at home.

US jewellery demand should consclidate

recant growth

The US goid jewellery market is still a considerable way
off whare it was ten yesrs ago: in Q4 2015 demand was
valued at USS1.6bn, significantly lower than the high of
US52.5bn set in G4 20077 But demand volumes have
been on a gradual upward frend in recent years, averaging
more than 1% growth in tonnes of gold jewsllery bought
each quarter since the beginning of 2014, And our
ConsUMmer research Suggests it could continue o grow.

As part of the survey we assessed the degree 10

which actual purchases of gold were satisfying desired
purchases. We did this by comparing gold jewellery’s
shara of mind™ to its share of purchase. Where share

of mind is greater, it suggests there is latent damand.
Encouragingly, this was vary much the case for the US,
with share of mind for gold jewellery outstripping its share
of purchase by 11:4. (Chart 7).

That is not to say it is easy to convert this latent demand
into sales. Thene are barriers preventing peopla buying
gold jewellery. The most obwvious one is people's price
percaptions: 13% of respondants said gold jewallary

was totally unaffordable, while 38% said it was quite
unaffordabla. This compares 1o India and China = tha
largest godd jewellery markets in the world - where gold is
percanved to be far more affordable.

12 hitfpoiinsw bluonile. com fewain-sloms

And fing jewellery — not just gold jewellery —
undarperforms for millennials. When offered US$1,000,
only 24% of those between 18-25 would buy fine
jeweellary, compared 10 47% of those aged over 34, Luxury
fashion and techrology does a better job at engaging with
millennials, who are increasingty focused on ‘experiential’
purchases. And this trend is clear in data presented by
JPMorgan Chase, which revealed that in 2015, on average,
34% of spend by millennials was on experiences such as
travel and entertasnment, compared with 28% for the non-
millennial population.'®

For retailers looking to grow their gold jewellery business,
the latent demand in the market is encouraging. And it is
reassuring that gold performs well in the most valueable
part of the jewellery and luxury fashion market. But
converting this demand is not simple. Retailers will need
1o tackle consumers’ price and affordability perceptions,
for example by continuing to develop and market pieces at
lower price points, and by developing onling stratagies 10
engage more affectively with the younger generation: Blue
Mila's roll out of “webrooms® might be a strategy for the
industry to look towards.

Chart 7. % share of mind/share of last 12 month
purchasa for gold jewellery
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Investment

ETP inflows again commandeered the gold
investment market in Q3. Demand for bars
and coins was, almost without exception,
weaker across all markets.

Yearon
RET
change

Q116
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Investment dermand in 33 totalled 3357, 44% up year-on-
year and 8% above the five-year quartarly average demand
for tha sactor of 311,41, Year-to-date investmeant reachead a
recond of 1,389.21, 10% abave the previous Q1-03 high of
1,268.5t from 2010,

The motives behind, and geographical distribution of,
inflows into ETPs are discussed in detail in Key themes,
Momentum behind thase inflows has tapered of f slighthy,

Chart 8: Retail investment demand has been weak

but Q4 has still sean margingl inflows, In the context

of a 10% fall in the price, this highlights that price
momenium is secondary to the strategic motives
undarpinning investmant. Overall, wea maintain a positive
cutlock on the sector, particularly given the fragile
macroeconcmic backdrop, such as negative interest rates
and geopolitical risks.

Bar and coin demand was contrastingly weak in O3, falling
by more than a third to 190,71 (Chart 8). Year-to-date demand
far these products of 664,21 was the lowest since 2009,

The high gold prices that were & major cause of weakness
in the jewellary sactor were similarly off-putting for
investors, and the lack of momentum in the price during
he guarter was a further deterrent. Market research
shows that investors look for a low, or rising, gold price as
a signal to buy - both of which were natably absent in the
third quarter. But the price drop in the cpening weaks of
04 has provoked a response in some markets. Our Focus
Box ‘O Update: impact of prices on consumer demand”
provides further detail on investors’ perceptions of — and
reactions 1o = recant price moves,

& Yaar-to-date retall imvestiment demand for bars and coing i a1 s lowest level since 2009,

* High gold prices were 3 major cause of weakness across most markets, Weak demand in
India was compounded by the government’s focus on curbing cash transactions.

* Damand may imprave in O4; the price drop in the first week of Octaber resulted in an uptick

in retail investor interest in the US, India and China,
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Indian bar and coin demand very weak in 2016 to
date; G4 holds better prospects

Investment demand fell for the third consecutive quarter
in India, down 30% 1o 40,70 AL just 1007, vear-to-date
demand for bars and coins is the lowest for 12 years,
balow that even of 2009 whan the first quartar saw
negative imvestmant for the only time in our time senes,

Investors already reluctant to buy at such persistently
high gold prices, were also put off by the government's
focus on curbing cash trangactions. Demand for gold bars
was more greatly affectad by the measures than that for
gold coing, as cash remaing ona of the primany means of
purchasing gold bars, Surging stock markets bumped gold
further out of the spatlight.

Despite the depressed market, thers is a growing market
for branded gold coimg in India, which - going forward -
should support mvestment damand in India, The Indian
Gald Coin, from MMTC has sold 185kg since its launch

in Movermber 2015 and is currently available through
arcund 300 outlets." Similarly, the Tola Com will appeal to
custormers who look for purity and brand, In another move,
1B launched a personalised coin this festival season.
IB.A has launched a store in Mumbai and wants o set

up 100 stores in the next three years,” Our report Tndia's
MMTC, takes a detailed look at the market for branded
gold eoins in India.'®

European investment sank to an §-year low, but net
demand masks underlying activity

Europe's bar and coin markat failed 1o replicate the flows
pourirg into ETPs in the region. Investrment in bars and
coins fell to an B-year low of 376t in 03, down 37%
fram the same period last year. The year-on-year decling
is all tha more marked for the fact that 03 2015 was

the strongest third quarter for four years, as investors
responded to the falling gold price, Nevertheless, bar
ared coin dermand during the most recent quarer was
unarguably anaemic - 38% below the five-year quarterly
average of 6111

The weakness is largely reflective of a sharp bout of selling

in July. This was triggered by the jump in the gold price -
the short-lived response to the UK's Brexit vote — which

16 fittps i gold aaqpiny ok guide s -and frends indisn: gold-cain
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saw the eurg-denominated gold price reach three-year
highs. The price based in sterling was évean more marked,
due to the sell-off in the pound in the immediate wake of
the refarendum.

On the face of it, the 11% decling in UK bar and coin
demand seams 1o indicate that imvestons in that market
were inactive, This was far from the case. Gross levels of
both buying and seling were elevatad during the quarter,
indicating a heightened level of activity in trading gold
bars and coins. The two sides largely cancelled each
other out, creating net demand of just 2.41 for the quarter,
This pattern was repeatad across the region: salling back
of existing holdings swealled the stock of bars and cains
available for purchase in the secondary market. This helps
1o explain depressed sales of newly minted coins.

The focus among French investors on salling into the

price rally, resulted in a second consecutive quartar of net
negative investment. Year-to-date investment is marginally
negative at -0.2t. A negative fourth quarter would result

in annual disinwestrment in France for the first time since
2008, prior to the global financial crsis.

Far 01-03, demand is 14% down an 2015 and
consaquently Eurcpe has slipped to second place in
market size: on a year-ip-date basis, China's bar and coin
rarkat is the world's largest.

Bar and coin investment still weak in China; funds
diverted to ETPs

Retail imvestment in China stabilised after the wash-out
of the preceding quarter, but the decline from 2015 levels
was acute, O3 demand of 411 — down 23% — equated

1o a yeara-date wtal of 162 5, almast bang in ing

with last year,

Bar and coin purchases from commercial banks and large
retailer chains dropped sharply in the third quarter: data
from a couple of commearcial banks show sales of gald
falling by, on average, 50% year-on-year. GAPs saw nat
redemptions as the 2-year kigh in the price in early July
prompted a spike in liguidations.
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The decline in darmand was partially offset by direct
indiidual withdraweals frorm the SGE, which remained
elevated — many multiples of the withdrawals in Q3 2015,
But more permanant attrition resultad from investors
diverting funds 1o ETPs. Lower transaction costs and the
intreduction of online platforms and mobile applications
offering access to ETPs with minimal entry requirements
attracted many erstwhile bar and coin investars.,

As well as a reticence 1o buy godd at high price levels,
lower disposable incomes were a key factor underlying the
waak demand picture, The sluggish economy, lower take-
hame incomes and rising housing cutlays have fostered a
desire among Chingse households 1o build a cash buffer.
The pressure of rising real estate prices on disposable
incomes is a function of the degree 1o which property

is used as an avenue for investment in China. Research
by Knight Frank, in constructing thair Prime International
Residential Index, put Shanghai as the third fastest-
growing property market globally.™®

The fourth quarter has started on a more positive note
in China, thanks 1o the price drop in early October.
Consumers were swift 1o respond to lower prices and
rernain alest 1o any further buying opperiunities.

Heightened price sensitivity still a feature of

the US market

US cemand for gold bars and coins almest halved from Q3
2016, down 43% to 1741 The year-on-yaar companson in
US investment was never going to be easy; Q3 2015 was
an exceptonal quarter which saw demand jump as the
gold price dipped. Putting the recent quarter into context,
it s 5% stronger than the five-year quarterly average of
16.61. And year-to-date demand is 14% ahead of last year
at 62 8t.

Indicative of the fact that US retail imvestors remain keenly
aware of price fluctuations in gold, September saw a surge
in salas & bargain-hunting emerged on the dip down in
prices towards US$1,300/0z. And October has continued
i sirnilar fashion, with sales of Eagle coins surging thanks
to the weaker gold price,

18 Kright Frark, The Waath Raport 016,
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Middle Eastern investment sinks to record low
Paltry levels of Middle Eastern demand weara largely

a function of weakness in Iran. This is partly dua to a
downwards revision in our data series to reflect a shift
from investment to jewellery purchases amid a dearth of
newly mintad gold coins: indeed, the market faced net
disinvestmeant in the fece of high gold prices, But demand
in athar regional markets was alse far from healthy. Bar
and coin investors faced similar challenges 1o jewellary
censumers: high gold prices, lower aill revenues
squeezing incomes and political instability all contributed
1o the lowest level of regional investrment in our time
saries of just 1.9t - a fraction of the 19.71 five-year
quarterly averaga.

The 47% yvear-on-year drop in Turkey's bar and coin
demand was partly the result of last year's strong 03 basa.
Demand has bumped along in the range of 4-5t since

the baginning of last year, with the exception of the third
guarter when political turmeil coincided with lower prices
1o spark a rush for safe haven haldings of gald, Demand

is axpected 1o continwe in a similar vein for the rest of the
wear, given veary high local prices (due to lira weakness) and
the persistent negative geo-political climate.

Investment in the smaller Asian markets shelved in
the face of high prices

Retail investment damand across the smaller markets in
Asia stalled in the face of higher gold prices. Investors
vienwad the prica hike as temparary and held off fram
making any purchases of bars and coins in anticipation of a
correction back towards US$1,300/oz, A relatively benign
inflatton environment acress markets including Thailand
and Indonesia also undarmined the motive for buying gobd
as an inflation hadge. Fourth quarter demand is expacted
o pick up as October's price drop offered a good buying
opportunity for those waiting for lower prices,



Focus: Q4 update - impact
of prices on consumer
demand

The sharp rise in the gold price this year has stifled
consumer demand

The rapid gold price increase n 2016, fualled by strong
institutional investor inflows, has hamperad consumer
damand: year-to-date bar and coin demand is down 13%
and jewellery demand is at its lowest level since 2009,
Field research throughout the year has indicated that some
censumers have been sitting on the side-lines waiting for
a price dip befora entering the market, For this section of
the markat the sharp 4.5% price drop in the first week

of October proved to ba the opportunity they had baan
waiting for.

Snapshot survey confirmed the October price dip was
viewed as a buying opportunity

Consumer research highlights how important price
movermnents are for many gold investors. At the start of tha
wear we surveyed 4,000 investors across India, China, US
and Germany 1o better understand gold buying behaviour.
Gold's role in preserving wealth and generating good long-
term relurns wana primary motives for investing in gold.
But perceptions of the price being low, or on the way

up, was ana of the mast significant tniggers to actually
buying gaold,

W respondad to the sharp drop in prices at the baginming
of October with a snapshot survey of 1,000 consumers in
both India and China to see if they had been tempted to
buy.** The results confirmed that around a sixth had. Of
the consumers surveyed 18% in India and 12% in China
had bought gold directly in responss to the price drop.

A further 24% in India and 27% in China had bought gold,
but unredated to the price drop. Factors supparting this
element of demand included the bast monsoan in three
years supporting rural incomes in India, and concermns over
an evar-wieakening currancy and frathy property market

in China.

Some consumers are still hoping for lower prices
before entering the market

A large proportion of those surveyed = around a fifth in
China and a third in India — are waiting for lower prices
before entering the market (Chart 9). The price that would
prompt them to buy gold varies considerably for these
would-be consurmears, but a significant portion would anter
the market in responsa to a fairly modest price drop: 11%
of thase waiting for a price dip in India would buy before
the price fedl to Rs29,00010g and 22% in China would
enter the market before the price fell to RMB270/g. This
suggasts that we would sea a healthy consumeds responsa
in both markets if the price started heading towards
US%1,240/0z.2

Looking ahead, we expect 04 consumer demand to have
been bocsted by the price drop in early Octobsar, and we

wiould expect any further dips in the gold price to be met
by a streng consuUMmer rasponsa.

Chart 9: Indian and Chinese consumers’ reaction to the October price drop

% of respondunts
a5 -
25 FF
m-
F1
2l —_
16+ 16
10— - a—
| = 0
Purchased dun to Purchacd Hwwan'y Huwaeny et planning Wimting for furthar
prica drop Frespactive of purchassd, but purchasad, but o by price drop befone
price drop will in naxt month CONSKenng it purchasing
B India Il China

Source: EANTAR THS; Wodd Gold Courcil

20 In the weak commencing 17 Octebsr, KANTAR THS undericek an onling amnibus sunry af 1,000 consumees in Inds and Ching. The sunny
captured jewellery and bar and coins becsuss a portion of prewslery demand in Inda and China is investment relased.

21 In the sk o th Saviry Thie ol pesc in Inca Svaragsd m.m"oﬂ.mﬂ“ compantd 1o tha and ol m In Ching, it averagad
RMB2?T#g, dovwn 3% from the end of September. Mote: the Indain napee gold price reflects the 10% import duty.

Gold Demand Trends | Thisd quarter



Central banks and
other institutions

An additional 82t in the third quarter
brought central banks net purchases to
23 consecutive gquarters,
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So far in 2016, we have seen characteristic restraint
from central banks

Although institutional investors have flocked to gold in

the face of significant uncertainty, net purchasas from
central banks have been more measured. Year-to-date,
central banks have purchased 27111, lagging tha 4077t
for the same pericd in 2015, Nonetheless, gold remains a
significant — and gradually rising - part of tatal central bank

resarves, currently accounting for mose than 13%.

In the third guarter, cantral bank net purchases fall 56%
year-on-yaar to 81,71, from 1681, Activity bore a striking
resamblance to recent quarters: the central banks that
have been consistently active in the market in recent
months remained sa, while little movement was seen
elsewhera. Russia (43.91), China {15.2t) and Kazakhstan
{10th continued to push forward with their buying
programmes and Belfarus alzo added 3.11 1o thair resanes.
Met sales from other banks were again limited,

The case for gold remains compelling for resarve
managers amid the prevalence of negative interest
rate policies and diversification away from the

Us dollar

“fet, like retail consumers, many central banks may be
adopting a "wait-and-sae” approach, in the hope thay can
bolster their gold reserves on possible dips in the price, ar
uritil thay are confident gold has regainad somea upward
MEMmEnium,

But there iz good reason to balieva that purchases

are unlikely to dry up any time soon. Having already
accurnulatad 128.1t by the end of Saptamber, the Cantral
Bank of Russia recently made known its aim 1o purchase
araund 2001 in total thes year, simiar to the 2081 it
purchased in 2015.7 It has also been reported that Belarus
intends to increase its gold and FX reserves by USS500mn
in 20177 Furthermosa, a recent survey of 19 central bank
reserve managers showed that close to 90% plan to aither
increase or maintain their current gold reserve levels over
the naxt three years (Chart 10).

Chart 10: Central banks show intention to maintain
or increase gold reserves

(% answanng What s your institution's plan for your gold
holdings over tha next 3 years?')

» Central bank purchases of gold heve slowed in 2016,
assurming a more measured pace.

* Survey responses confirm that gold purchases should
continue, with the vast majority planning to maintain or
increase their gold haldings.
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Technology

Gold demand in the technology sector
improved from Q2 as conditions recovered in
China and South Korea, but still registered
year-on-year marginal decline.
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Demand for gold in the technology space stood at 82.4t
in 03, a small uptick on the previous guarter but still 1%
lower than 03 2015.Growth from a stronger performance
in gotd banding wire and the LED industry was undone by
weakness in the wirgless sector,

Electronics demand dragged by weaker

wireless sector

Gold used n electronics dropped 1% year-on-year to 65.1t
in 03 2016, Improved demand from the gold bonding wire
ard LED industry weare offsat by a drop in the order book
of a key wirgless manufacturer and & muted response
fram the Printed Circuit Board {PCR) industry 1o hegh
smartphone shipments.

Gold bonding wire consumption recovarad in the third
guarter on strong demand for mobile memory packages,
fingarprint sensors and flash mamaory chips. Production
growth of Chinese branded smartphones, such as Huawei
and Xiaomi, is likely to underpin demand in Q4.

In addition, the LED industry used 6% mare godd in Q3
year-on-yaar as utiisation rates reached more than 0%,
compared to B0-70% in Q2. As LED chip makers divarsify
into new fields swch as the agricultural and horticultural
segments for higher margins, gold volumes are likely to
receive further suppart from these areas.

But waaker than expected parformance from the wiraless
sector and technological advances in PCB manufactunng
has undermined the demand for gold. A decline in the
order book at one Taiwan-based semiconductor comparny
has cut 2% off the region’s indusirial consumption of
gold. Moreover, as PCB makers embracad High Density
Intercennects (HDIs) that reduce the unit area of PCBs,
uses of gald by this sector stayed flat despite higher
smartphone shipments.

More ways to recover and use gold developed
Researchers at the University of Edinburgh in Scotland
have developed a technigue 1o recover gold from e-scrap
that could reduce usage of hazardous chemicals. ™ The
process invalves submerging circuit boards in a mild acid
and then acdirg a compound 10 extract gold selectively
from the mixture of cther metals. It is claimed that this
method could ba more afficiant in recovering gald than
current methods,

Midatech, an imternaticnal specialty pharmaceutical
company, announced that it has started a Phase 1 study
of a type 1 diabstas vaccing using gold nanoparticle (GMNP)
technolegy, the first such product to be used in humans,
The GNP help te raduce the body's imimung rasponse
against insulin-producing cells, ™

Slight gains in other industrial uses of gold cancelled
out by further dental declines

Industrial darmand in Q3 inched up by 2% year-on

year, from 12,6t to 12,81, This was largely thanks 1o an
inchease n plating demand in India. The festive season
saw an increase in demand for gold-plated articles,
particularly images of gods and goddesses. Also, slight
growth in demand for gold-plated jewalary - and aven
the introduction in gold-plated siver jewelbary at one or
two stofes in Southesn India - was a conseguence of the
persistently high gold price,

Gold used in dentistry fedl another 6% year on year o
4.41in 03, Demand is expected to fade further as the
industry and consumans turm to caramic matarials for
cosmetic reasons.

25 Mtu-_-'."umw m‘acmt.lhmr’ﬁl‘l‘ﬁ.-‘po.ld’ frovm-phones -hacomes-malbprospect
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Supply

Elevated recycling in the third quarter offset
a fall in mine supply, lifting total supply 4%
year-on-year,

Year-to
-tata

Year-on

-idEi

LERH change change
Tstal supply 11272 11727 + A% + B%
Mina productcn B51.2 B4G.8 + % + 1%
Het producer hedging 14.4 B ; - 3 .
Recycled gold 616 2409 + 30% + 8%

Outlook for mine production is rock steady

Mine production in the third quartar was virtually
unchanged (-0.5%| year-on-year, as miners brought
B46.81 onto the market, Year-to-date, gold production
totalled 2,393.1t, versus 2,373.3t for the same period
in 2015 (+1%). Despite an expectation that 2016 wall
sea @ marginal increase in production, the overall trend
of plateauing cutput remains in place (Chart 11). The
operational changes - cost reduction and focus on core
assets — enacted by gold producars over the last few years
will dafine the industry for years to come.

..........................................................................

Whila the production figures are still provisional - owing

1o the varied tmings thal producers release their quarterly
results — (13 appears to be a carbon copy of (2 bath
increases and declings weare seen across projects globally.
Higher production at established projects helped lift year-
on-year output frorm Canada (+1t) and Indonesia (+6t), with
the latter ikely to 2ee a significant pick-up in production in
04 ewing to higher output at Grasberg, The ramping up

of projects in Guyana, as well as commancial production
being reached at the Merian project in Suriname (one of
only a few new mines being brought on-stream by major
producers), also helped the industry maintain a steady
supply of gold. Offsetting thase gams ware lower output

at some larger projects: O3 production in the United States
likely fall around Bt year-on-year, while lowar-grade mining
at Oyu Tolged dented Mongaolian praduction (-3t),

Cost managemant continuas to significantly influence the
industry, Although all-in sustaining costs (AISC) crept up in
02 dus to currency movemants, costs ama still significanthy
lowwar than they were in 20013, One example of this
frugality is project expanditure — which captures the cost of
davaloping projects = which peaked in 2012, and currently
remains at multi-year lows as producers remain hasitant to
loosen the purse strings (Chart 12). Mot only ane existing
mines impacted by this parsimony, but the project pipeline
i5 100, a5 naw projects are contributing lass to the amount
of gold that is being mined annuwally,

------------------------------------------------------------------------

Chart 11: Annual mine production is plateauing as cost-cutting bites

+ Year-io-date, mine production is only marginally ahead of 2015 at 2,393,171
= While fullyear mine production is forecast to grow slightly in 2016, we maintain
our owerall view that supply from this source will plateau over the coming years.
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Producers’ third quarter hedging hiatus

Net hedging has bean a feature of the gald market since
the second half of 2015, Gold producers have eyed

the dramatic price increase in 2016 as a furthar = more
favourable — opportunity 1o lbock-in higher, in some cases
record, gold prices. This led some 1o guastion whethar this
heralded a return 1o heightened levels of hedging,

at, in a break from the last four consecutive quarters,
03 2016 brought with it 8 maore muted tane from
producers. Net hadging of 79.81 in H1 has bean followed
by a return to net de-hedging of 151 in O3, lowering the
global hedgebeak to 2821, This shift avway from frash
hedging poasitions {on a net basis) was partially driven by
the Bahaviour of the gald price. Comparad 1o the first six
months, the gold price was confined in the US$1,300-
1,350/0z range, and volatility fell. Combined with fewer

new projects coming on stream — which often require
hedging to secura financing - this reducad the appetite
for hedging

The most notable fresh hedge position occurred at
the start of the quarter, with Harmaony Gold hedging
20% (432,000az2) of its production over the next Two
yaars, The company made clear that: “The limited size
and duration of the hedge means shareholders retain
full upside exposure on 80% of Harmony's future

gold production for the next two years, alter which
shareholdars will have 100% exposure 1o the

gold price™ "

Further upward momentum in the price may alicit
additional small-scale hedging - on a sporadic basis - as

producers continue 1o secure cash-flow, but it is unlikely
that tha industry will return to large scale hedging.

Chart 12: Cost-cutting has curtailed spending on project development

= Cost managemeant remains a key pnonty for the industry - costs are weall below the peak levels from 2013,
& In particular, continued cuts 1o project spanding imphy a constricted pipaling,
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Notes and definitions

All statistics (excapt where spacified) are in weights
of fine geld.

MNotes

Revisions to data
All data is subject to revision in the Bght of new
infarmation,

Historical data series

Demand and supply data from Q1 2014 are provided by
Metals Focus. Data between (1 2010 and Q4 2003 iz a
synthesis of Metals Focus and GFMS, Themson Reuters
data, which was creatad using relatively simpla statistical
technigues. For maore information on this process, please
a8 Crealing a consistent data seres by Dr James Abday
(httodfwaw, gold o supply-and-demand/gold-
demand-trands/back-issues/gold-demand-trends-ql-
2015#package)

Definitions

Central banks and other institutions

Met purchases fi.e. gross purchases less gross sales)
by central banks and other official sector institutions,
including supra national entities such as the IMF. Swaps
and the effects of delta hadging are excluded,

Consumer demand

The sum of jewellary consurmption and fotal bar and coin
ivEstment goourring within a country i.e. the amgunt {in
fine weaight) of gold purchased drectly by individuals.

Electromnics

This measwes fabrication of gold into componants used
in the production of electronics, including - but not limited
1o - samiconductars and bonding wire.

Dentistry

The first wansformation of raw gold into ntermediate or
final products destined for dental applications such as
dantal alloys.

ETFs and similar products

Exchange Traded Funds and similar products including,
but not limited to; SPDR Gold Shares, iShares Gold Trust,
ZKEB Gold ETF, ETFS Physical Gald/Jerzay, Gold Bullian
Securities Ltd, Central Fund of Canada Ltd, Xetra-Gold,
Juthius Basr Precious Metals Fund - JB Physical Gold
Fund, Source Physical Gold P-ETC, Spratt Physical Gold
Trust. Over time, new products may be included when

appropriate. Godd holdings are as reported by the ETF/ETC

issuers and where data is unavailable holdings have been
caleulated using reperad AUM numbers.

Godd Demand Trends | Third quarter 2008

Fabrication
Fabrication is the first transformation of gold bullion into a
sami-finished or finished product.

Gold demand
The tatal of jewelary fabrcation, technology, fotal bar and
coin demand and demand far ETFs and similar products.

Jowellery

End-user dermand for all newdy-made carat jewellery and
gold watches, wihather plain gold or combined with other
materials, Excluded arg; second-hand jewellery; other
metals plated with gold; ceins and bars used as jawellary:
and purchases funded by the trading-in of existing carat
gold jewellery.

Jewellery fabrication

Jeveallary fabrication i@ the first transformation of

gold bullion into semi-finished or finished jewellery.,
Differs from jewellery consumption as it excludas the
impact of importsfexports and stocking/de-stocking by
manufacturers and distributors.

LEMA Gold price PM

Unlass otheraise specifiad, gold price values from

20 March 2015 are based on the LBMA Gold price P
administerad by ICE Benchmark Administration (IBA),
with prier values being based on the London PV Fix,

London PM Fix

Unless otherwise specified, gold price values prior to

20 March 2015 ara based on the Landon PM Fix, with
subsaquent values being based an the LBMA Gold price
P admanistered by ICE Benchmark Admanistration (IBA).

Medals/imitation coin

Fabrication of gold coins without a face value, produced
by both private and national mints, India dominates this
category with, on average, arcund 20% of the total.
‘Medallion’ is the name given to unofficial coins in India.
Medals of at least 39% purity, wiras and lumps sold in
smaall quantities are also included.

Mine production

The volume {in fine weight) of gold mined globally.
This includes an estimate for gold produced as a result
of artisanal and small scale mining LASM), which is
largedy informal.
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MNet praducer hedging

This measwes the impact in the physical market of

mining companses’ gold forward sales, loans and options
positons, Hedging accelerates the sale of gold, a
transaction which releases gold (from existing stocks] to
the markat. Over time, hadging activity does not genarate
a net increase in the supply of gold, De-hedging - the
procass af closing oul hadged positions — has the opposite
impact and will reduce the amount of gold available 1o the
Frarkel in any given quarer.

Official coin demand

Investmant by indndduals in gold Bullion coing. It equatas
to the fabrication by national mints of coins which are,

of have bean, lagal tendar in the country of issue. It is
measured at the country of consumgption rather than at the
ceuntry of ongin ifor example, the Perth Mint in Australia,
sells the majority of the coins it produces through its global
distribution netwerk) and is measurad on a net basis. In
practice it includes the initial sale of many coins destined
ultirnately 1o be considered as nurmismatic rather than
bullion.

Other industrial

Gold used in the production of compounds, such as

Gold Potassium Cyanide, for elactra-plating m industrial
applications as wall as in the production of gold-plated
jewellery and other decorative items such as gold thread.
India accounts for the bulk of demand in this category.

Owver-the-counter

Over-the-counter (OTC) transactions (also referred to a5
“off exchange’ trading) take place directly between two
pariies, unlike exchange trading which is conducted via
an exchange.

Physical bar demand

Investment by indniduals in small (1kg and below)

gold bars in a form widely accepted in the couninies
reprasented within Gold Demand Trends. This also
includes, where identifiable, gold bought and stored via
online wendors. It is measured as net purchases.,
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Recycled gold

Gold scurced from fabricated products that have bean

sold or made ready for sale, which is refined back into
bullian. This specifically refers to gald sold for cash. It does
nat include gold traded-in for other gold products ifor
example, by consumers at jewellery stores) or process
scrap {working gold that never becomes partof a
fabricated product but instead relurns as scrap 1o a rafiner).
The vast majerity — arcund 90% - of recycled gold is
hagh-valua gold (largely jewellary) and the remainder is
gold recoverad from industrial waste, including laptops,
mohile phones, circuit boards etc. For more detail on
recycling, refer to The Uios and Downs of Gotd Recycling.
Boston Consulting Group and World Gold Council,

Mareh 2015 (www.gold.org/supply-and-demand).

Surplus/deficit

This is the difference between tolal supoly and gold
demand. Partly a statistical rasidual, this number also
captures demand in the OTC market and changas to
invantaries on commaodity axchanges, with an additional
contribution from changes to fabrication imventaries,

Technology

Thiz captures all gold used in the fabrication of electronics,
dental, medical, decorative and other technological
applications, with electronics reprasenting thi largest
component of this category. It includes godd destined for
plating jewsellery.

Tonne (Metric)

1,000 kg or 32,151 troy oz of fine gold,

Total bar and coin investment
The total of physical bar demand, afficial coin demand and
demand for medals/mitation coin.

Total supply
The total of mime production, net producer hedging and
racycling,
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SPDR® GOLD TRUST has filed a registration statement (including a prospectus) with the SEC for the
offering to which this communication relates. Before you invest, you should read the prospectus in that
registration statement and other documents the issuer has filed with the SEC for more complete information
about the Trust and this offering. You may get these documents for free by visiting EDGAR on the SEC Web
site at www.sec.gov. Alternatively, the Trust or any Authorized Participant will arrange to send you the
prospectus if you request it by calling toll free at 1-866-320-4053 or contacting State Street Global Markets,
LLC, One Lincoln Street, Attn: SPDR® Gold Shares, 30th Floor, Boston, MA 02111.
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