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A bout the Worl d Gol d C ouncil   

The Worl d Gol d C ouncil  i s  t he m arket  d evel opm ent organi sati on f or  t he gol d indus t ry.  Wor ki ng w it hi n t he i nves tm ent,  j ewel ler y and  t echn ology sect or s , as  wel l as  engagi ng w it h gov er nm ents  and cent ral  banks ,  our  pu rpose is  t o provi de i ndus tr y leader ship,  w hil s t s ti mul ati ng and sus tai nin g dem and f or  gol d.  
We devel op g old- backed sol uti ons , ser vi ces and m ar kets  based on t r ue m arket  i ns ight . As  a r esult  w e cr eate s tr uctur al  shif t s  i n dem and f or  gol d acr oss  key mar ket sect or s .  
We pr ovi de i ns ight s  i nto i nter nati onal gol d m arket s , helpi ng peopl e t o bett er under st and t he w ealt h preser vati on qual it i es  of  gol d and it s  r ol e in  m eet i ng t he soci al an d envi ronm ent al  needs  of  societ y.  

Based in the UK , wi th oper ati ons  i n I ndi a,  the Far Eas t,  E urop e and t he U S,  t he Wor ld  G old Counci l is  an associat ion whose mem bers  compr i se the wor l d’s  leadi ng gol d mi ning comp ani es .  
Methodol ogy  
The Worl d Gol d C ouncil  com mi ss ioned Pr eci ous  Met als  Ins i ghts  (PMI )  t o l ead t he r esearch int o t he o utl ook f or  C hinese g old demand over t he m edium  t erm  (def ined as  2014- 2017 for  the pur pose of  t his  repor t ) and t o com pose t his  repor t  t hat detai ls  it s  f ind ings . Phi li p K l apw i jk,  f ounder  and Managi ng Di rect or  of  PMI , i s a vet eran of  t he gol d m ar ket,  w it h a weal th of exper ience t hr ough h is  t i me as  Execut ive Chair m an of  G FMS and H ead  of  G lobal  Met als ’  A nalyt ics  at Thom son  Reut er s GF MS.  This  resear ch i s  a synt hes is  of his  int im at e know ledge of the Chi nese gol d m ark et  and  t he Wor ld Gol d Counci l’ s  exper ti se.  

Thi s  w as comp lem ented by a ser i es of  i n-dept h int ervi ews  PMI and t he Wor l d G old Counci l j oint ly under took wi th  a nu mber  of  key  gol d m ark et  par t ici pants  in Shenzhen, Shanghai  and Bei ji ng. In addi ti on, the r ep ort  dr aws  upon t he ext ens ive consumer  r esearch the Wor ld Gol d C ouncil  has  undert aken o ver  recent  year s . Thi s incl udes :  
A  com prehens i ve usage and att it udes  s t udy of  over 10,000  Chi nese consum ers’  r elat i onshi p wi th gold j ew ell er y, undert aken i n 2011 ( TN S) .  
A  pi ece of  r egular  research conducted betw een May 2013 and March 2014, w it h a ser i es of  w av es  ask ing Chi nese consumer s  about  t heir  outl ook for  g old pri ces  and int enti ons  t o b uy gol d j ewel ler y over the next 12 m ont hs  ( Kadence) .  

A  snapshot of  1, 000 C hinese consum ers  in Decem ber 2013 to unders t and w hat mo ti vates  t hem  t o buy gold  j ewel ler y and bull i on ( TN S).   
The coll ecti ve know ledge of  PMI  and the Wor ld Gol d C ouncil , com bined wi th extens i ve consum er resear ch and indus t ry exper ti se,  h as  resul ted in a det ail ed and i nsi ght ful  pi ece of  anal ys is .   
U nless  ot herw ise s tat ed , al l  phot ogr aphs wer e shot  on  l ocat i on i n B eij ing by Ms Yuan Li u and Shanghai by Mr  C hun Chen. Al l  i mages  ar e copyr i ght to  t he phot ogr ap her s  and  t he Wor ld Gol d Counci l.   
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Execut ive summ ary  

I ntr oduct ion  
I n 2013 Chi na account ed f or  26%  of global  p ri vate sect or  gol d dem and ( C hart  1) . 1 Taki ng advant age of  low er pr ices  t he count r y’s  consumer s  and inves t ors  incr eased t hei r  pur chases of  j ewel ler y and bul li on by a com bi ned  259 tonnes :  t oday, Chi na i s  bot h t he w or ld’ s  l arges t  j ewel ler y and phys i cal  bu ll ion inves t ment  m ar ket.  These fact s i ll us tr ate the extent  t o w hi ch  Chi na h as  become a key dri ver  of  gl obal  dem and. Thi s r epo rt  expl or es the f act or s  w hich have l ed t o C hina becomi ng t he w or ld’ s  l eading gol d nat ion and exam ines  what  t he f utu re holds  for  Chi nese gold dem and .  
Char t  1:  C hina’ s  shar e of  gl obal pr ivat e secto r demand  
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G lobal  pr iv at e sect or demand Chi na %  shar e of pri vat e sector  d em and  
Sour ce: Pr ecious  Met als  Ins i ghts ,  Th omson Reuter s  G FMS,  Wor ld Gol d Counci l  
1 Jew ell ery consumpt i on, inves t ment  ( i n phys i cal  bars  and  coi ns)  and ot her f abri cati on dem and ( nam ely,  f or  el ect r onics  and ot her i ndust r ial  appl icat ions) . Excl udes  pr oducer de- hedging.   

01  



  

K ey conclu si ons   

Chi nese gol d dem and i n 2013 w as excepti onal . Jew ell ery buyer s  and inves t ors  in bull i on pr oducts  took f ull  advant age of  the rapi d and s izeabl e f all  i n l ocal gol d pr ices . 2 They set the bar at a ver y high level  -  p ri vate sect or  dem and f or  j ewel ler y, in ves t ment  and gol d used in indus t ri al appl icat ions  hit  a recor d 1, 132 tonnes  (t ) .3 We expect 2014 to be a year  of consoli dati on.  The sudden pr i ce dr op i n 201 3 m eant som e C hin ese consu mer s  br ought  f orw ar d j ewel ler y and bar  pur chases ,  w hich may li m it  gr ow th in demand in 2014.  Exp ans i on b y t he t rade is  also expect ed t o s l ow,  par t icul arl y i n ter ms  of addit i onal manuf actur i ng capaci ty.  H owever , the low er  dom es ti c gol d pr i ce should suppor t pur ch ases  b y consum er s , especial ly of 24 car at  j ewel ler y.  
O ver  the medi um t er m  phys i cal gold demand i s li kel y t o see f ur ther  g row th dr iven by a number  of f act or s,  i ncl uding:   
Ri s ing r eal  incom es wi l l creat e m any m or e pot enti al consu mer s  w it h gr eater  spendi ng power , part i cu lar ly in t he so- cal led t hir d and f ourt h t i er cit ies . 4 B et w een now and 2020 Er ns t  &  Y oung5 es t im ate that  t he n umber  of  mi ddle class  househol ds  w il l gr ow fr om  300 to 500 mi ll io n.  

The pool of  pr iv at e savi ngs  i s  vas t wi t h f ur ther  scope f or  consum ers  to in cr ease t heir  exp osur e to gold.  C hinese househol ds  col l ect iv el y hold an es t im ated US$7. 5t n6 i n bank accounts ,  w hil e househol ds  over all  al locat ion t o gol d -  ar ound US$ 300bn7 -  is  t i ny by compar i son.  I n addit ion,  d omes ti c g old pri ces  w il l mos t  pr obabl y r emai n at  at t ract ive and af fo rdabl e l evels  duri ng the next few  year s .  
The tr adi ti onal appeal of gol d t o t he C hinese peopl e and consumer s’  opt im is t ic outl ook for  pri ces  ( Char t 2)  shoul d r esult  i n pr i vate sect or  dem and f r om all  sour ces  cl im bing to  at  l eas t  1, 350t  by 2017.8  
Char t  2:  C hinese consum er sur vey : Pri ce expect ati ons  f or  t he next  12 mo nths   

The pri ce of  gold  
w il l decrease 16%   
The pri ce of  gold wi ll  be s tabl e 23%   

The pri ce of  gold wi ll  incr ease 60%   
D on’t  know  1%  
Sour ce: TN S, Decem ber 2013, sampl e s i ze of  1, 000;  Wor ld Gol d Counci l  

Ther e ar e r i sks  to t his  f or ecast . Chi na f aces  i mpor t ant chall enges i n m oving f rom  an i nvest m ent  an d expor t- l ed gr owt h model  t o a mor e bal anced one in  w hich pri vate consumpt io n pl ays a l ar ger part . Al t hough t he r i sk s associ ated wi th  t his  econom i c t ransf or mat ion should not be u nderes t im ated,  on balance thi s  pr ocess  should r esul t i n a con si der ab ly higher  l evel of  consum er spending,  w hich ought  t o f avour  t he j ewel ler y sect or.  Whi l e GD P grow t h r ates  m ay fal l,  pr i vate co nsum pt ion’ s  shar e of  t he econom y is  f or ecast  t o ri se. For  m ost  people,  ‘ pur e gol d’ ar ti cles , whi ch account  f or  t he vas t  m ajor i ty of j ew ell er y dem and, wi ll  con ti nue t o be an essenti al pur chase for  weddi ngs , fes t ival s  and other  gi f t givi ng occas i ons . At  t he m oment , t here is  li tt le indi cati on that  24 carat  j ewel ler y’ s  uni que appeal , as bot h a for m  of  ador nm ent and a for m  of  savi ngs , is  w ani ng am ong t he gener al publ ic.   
2 Gol d pr i ces  fel l 29%  on SGE  A u ( T& D)  fr om  openi ng on 4 Januar y 2 013 t o cl ose on 31 D ecember  2013.   
3 Source:  T homson Reut ers  GFMS.  T his  com par es wi t h t he Ch ina Gol d A ssoci ati on’ s  es ti mat e of  1,176. 4t.   

4 Please see t he glossary f or th e def ini ti ons  of  ti er 1, 2, 3 and 4 ci t ies .  
5 Er nst  &  Young,  T he gr owt h of  the mi ddl e class  i n em er ging m ar ket s.   
6 PBoC  end- June 2013.   

7 Based on Pr eci ous  Met als  I ns i ght’ s  es t im ate of inv es t ment  and j ew ell er y s t ock  of  10, 000t .  
8 Preci ous  Met al s  I ns igh ts .  
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The outl ook for  gold inves t ment  dem and m ay at  f i rs t  s i ght appear to be som ewhat  l ess f avourabl e over  the next few  year s , part icul ar ly because of  t he l iber ali sati on of  the fi nancial  sect or whi ch coul d reduce the appeal  of gold.  I nves t ment  i n t he pr ecio us met al has  undoub tedl y benef it ed f r om th e l im it ed sel ect i on of  al ter nat ive for m s of  savin gs in Chi na. Thi s  w il l change. But  i t i s clear  t hat r efor m  of  t he f i nancial  sys tem  w il l  be gradual . For  exam ple,  t here is  no chance that  capi tal  cont ro ls  w il l  be li ft ed by  2017.  Per haps  m or e i mpor t antl y, Chi nese i nvest or s’  gold hol dings ,  w hich wer e w ort h abo ut US$77bn  at  t he end of 2013, 9 ar e sm al l  com pared to the value of  t heir  bank  depos it s , s tocks ,  pr opert y and ot her asset s . Ther e r emai ns  t heref or e cons id er abl e scope f or  gr ow th in gold  i nvest m en t demand,  especial ly i n l ight  of  the maj or banks’  com mi tm ent t o devel op t he m arket .  

G old demand in Chi na coul d no t have f lour i shed as  i t has  w it hout t he bl ess i ng of  the author it i es.  E xtens i ve gol d ow nershi p by t he peopl e i s vi ewed as  incr eas ing the nati on’ s over all  w ealt h. It  al so hel ps  t o absor b cash in the economy and l i mi t the inf l ati onary  i mpact  of  r api d gr owt h in the money supply t hat  in tur n is  l i nked t o C hina’ s  l arge balance of paym ent s  sur pl uses .   
Chi na h as  become the mos t  i mpor t ant phys ical  gol d m ar ket in the wor l d. It  i s  bot h the number  o ne pr oducer and consum er of  t he pr ecious  met al.  A nd, t he count ry is  the wor l d’s  lar ges t bull i on i mpor t er.  C hina’ s  exchanges  have also est abli shed t hemsel ves  as  r egio nal  leader s and k ey pl ay er s  i n the global  gol d tr ading sys tem . The m ar ket is  ab uzz wi t h t alk about poss ibl e of f ici al  purchases  by Chi na. But , wi ll  gold’ s  i ncr eas i ngly Si no-cent r ic focus  co nti nue?  
The conclus i on of  t hi s r eport  i s  t hat Chi na’ s gol d m arket  devel opm ent  is  sol id,  o n-goi ng and  f or t he l ong t erm .  Even if  ther e ar e occas ion al  set backs  al ong t he w ay, the countr y’ s  m ass i ve popul ati on,  cont inued r ap id eco nomi c gr owt h and, cri ti call y, i ts  deepl y r oot ed pr o- gold cul tur e w il l ensure th at  t he spot l ight  w il l  cont inue to be on Chi na f or  m any year s  t o com e.  

A  cus tom er  br owses  24  car at  gold jew ell ery at Chi na G ol d’s  fl agship s tor e i n B eij ing .  
9 Preci ous  Met al s  I ns igh ts , based on the s tock of bar s and coi ns  hel d by Chi nese consum ers .   
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Chi na’ s develop ing urban l and scape  

O ver  the past  30 year s  Chi na h as  wi tnessed a mi gr ati on of  people fr om  t he count r ysi de t o tow ns  and cit ies . I n 1980,  onl y 31% of  t he popul ati on li ved i n t own s and ci ti es ; thi s  f i gure is  now 52% 10 and Chi na has  over  140 m etr opol it an ar eas  w it h a populat io n of  m or e t han 1 mi ll i on -  i n con tr as t,  t he U S has  52 m etr opol it an ar eas  w it h a populat ion  nor th of  1m .11 Chi na’ s economi c gr ow th and boo m in urb an popul ati on has  boos ted Chi na’s  burgeoni ng mi ddle class .  
For  a long  t im e t he T ier  1 cit ies  - Bei ji ng, Shanghai , Guangzhou and Shenzhen -  have been hom e t o t he count r y’s  mi ddle class . But  as  Chi na’s  econo my has gr own and t he m i ddle- class  sw ell ed, other  ci ti es  have blossom ed. Many of  t he Ti er  2 cit ies  ar e provi nci al  capi t al s  t hat have benef i ted fr om  Ch ina’ s  12t h Fi ve- Year  Pl an ( 2011- 15) , whi ch has  nati onal poli ci es  support i ve of  t heir  devel opm ent.   
Looki ng ah ead,  a r af t  of  T ier  3 and T ier  4 cit i es wi ll  see thei r  m iddl e-cl asses  conti nue t o g row , and t his  cohor t wi ll  cont in ue t o i ncrease i t s weal th and spendi ng. Many of  t hese ci ti es  w il l benefi t  f rom  Chi na’s  incr easi ng domes t ic tr ade, im pr oved t ranspor t  i nfr as tr uct ure,  and govern ment  pol ici es  des ign ed t o suppor t thei r  gr owt h.   

Chi na’ s t rans i ti on f r om an i nves tm ent led economy t o one wi th a gr eater  rel iance on consum pti on w il l  not  be wi thou t dif f icul ty,  but  d ir ecti on of  tr avel is  clear : Chi na’s  mi ddl e- cl ass  is  ex pect ed t o grow  f r om 300 to 500 m il l ion by 2020 12 and the nati on’ s weal th wi l l incr easi ngl y be spread across  t he count r y and popul at i on.  
A s explai ned i n thi s r eport , not wi ths t anding the economi c r i sks th at  may li e ahead, t hese fact or s ar e suppor ti ve of  go ld demand over t he m ed ium  t erm  and  w e expect Chi nese pr ivat e sect or gold dem an d t o be at leas t 1,3 50t by 2017.   
Thi s  m ap depi cts  a smal l  subset of Chi na’ s Ti er 1- 4 ci ti es.   

Ti er T1  
Ti er T2  
Ti er T3  

Ti er T4  
X inj iang  
Ti bet  

Lhasa  
10 Worl d B ank; Nat ion al  Bur eau  of  St ati s ti cs .  
11 Nat ional  B ureau of St ati s ti cs;  U ni ted Stat es  O ff ice of  Management  and Budget .  

12 Er nst  &  Young,  T he gr owt h o f the mi ddl e class  i n emer ging m ar ket s.   
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H ei l ongji ang  

H ai l ar   
H ar bi n  
J il i n  

Shenyang  
Li aoning  
I nner Mongoli a  

Bei ji ng Tangshan  
Baot ou Langfang  
Bei ji ng Tianj i n  

Ti anji n  
H ebei   
Zhunger ’ erQ i Shandong is  the his t ori c hear t land of Chi na’ s gold  m ini ng i ndus tr y and i t is  the lar ges t gol d pr oducing  pr ovince in t he count ry.   

Bi nzhou  
G ansu  
Shanxi  Shando ng  

N ingxi a  
J iangsu  
Zhangj aigang  

X ini ng Z hengzhou Y uhan Tai cang  
Q inghai  H enan Shanghai   
Shaanxi  Shanghai   

A nhui Yuyao  
Zhuj i  
N inghai   

H ubei Yi wu  
Wuhan  

Zhej iang  
Si chuan R ui’ an  
Chengdu  Chon gqing J iangxi   

Chon gqing Fuj ian  
H unan  
Q uan zho u  

G uizhou Shishi   
G uil in Guangdong   
Zencheng  

G uan gzh ou H uizhou  
Y unnan Foshan Shenzhen  
G uan gxi  

K unmi ng H ong K ong  
J iangm en  
H ai nan  
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Econom ic developm ent  and the gold mar ket   

Chi na’ s econom ic dev el opm ent has been a mai ns tay of  analy st s ’ and m edi a com ment ary over  t he pas t 20 year s .  
I t has  f lour i shed f rom  a poor , under -devel oped count r y t o a maj or t radi ng nat io n w it h bur geoni ng l evels  of weal th and a pos it ive gr owt h out l ook. The sam e can be said of  Chi na’ s  gol d m ark et . I t has  gone fr om  a mi nnow to becom ing a l arge and i ncreas i ngly sophis t icat ed m arket .  
I ntr oduct ion  

I n t hir t y year s  C hina has been t r an sf or med fr om  a poor  devel oping countr y int o an in cr eas ingl y prosper ous  ‘ mi ddl e i ncome’  on e.   
I n 1978 Chi na had ju st  em er ged  f rom  the tur m oil  of  t he C ult ur al Revol uti on. I t was ,  at  t he t im e, a popul ous  but  p oor countr y,  w it h t he vas t  m ajor i ty of i ts  ci t izens , over 70% ,  
w orki ng t he l and. 13 H owever , that  sam e year  t he count r y’s  leader ship,  w it h D eng X iao Pi ng i n t he vangu ar d,  em barked on a pr ogram m e of  econom ic ref or m that  s t il l  cont inues  today.  C hina has s ince been t ransf or med.  H undreds  of m il li ons  have been l if ted f rom  p overt y; th e m aj or it y of  it s  popul ati on li ve i n ci ti es ; the economy is  the wor l d’s  second lar ges t and C hina has  becom e an ‘upper  mi ddle incom e’  count ry14  ( Char t 3) .  

Char t  3:  C hinese G DP  and GD P gr ow th  
RMB bn %  p. a.  
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Sour ce: I MF , Preci ous  Met al s  I ns igh ts , Wor ld Gol d C ouncil   

13 Worl d B ank.  
14 Ibi d.  
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The Shanghai Go ld Exchange’ s pr ici ng i nf orm ati on,  di spl ayed i n Chenghuang jew ell ery s tor e i n S hanghai.   

A t the sam e t im e Chi na has  com e f r om nowher e t o becom e t he wor ld’ s  l ar gest  consum er and producer  of  gold.  O ver  t he m edium  t er m,  gr owt h in incom e and in th e publ ic’ s  pool  of  savi ngs  shoul d suppor t  an incr ease in  gol d j ewel ler y and i nvest m ent  demand.   
I n par all el t he Chi nese gol d m ar ket has developed f rom  al m ost  n on-exi s tent  t o t he w or ld’ s  l arges t  i n t er ms  of pro ducti on and consumpt ion of  phys i cal gold.  I n 1950 t he ‘ new  Chi na’  pr ohi bit ed pr i vat e o wner sh ip of bul li on and put t he gol d i ndus tr y under s tat e cont rol . Jus t over f if ty year s lat er  t he Peopl e’s  Bank of Chi na ( PB oC)  abandoned it s  m onopol y on the pur chase,  al locat ion and pr i cing of gol d. The decade si nce has  seen extr aor dinar y grow th i n pr ivat e sect or demand f or jew ell ery  and,  m ore r ecent ly,  inves tm ent  gol d.  
Econom ic gr owt h i n C hina is  s low ing.  H owever ,  even i f  i t wer e t o drop to a conser vati ve aver age of  6% over  t he 2014- 17 peri od ( as  used for  the demand for ecas ts  in thi s  r epor t)  consum ers  woul d have mo re disposable in com e avai labl e t o spend on jew el l er y.  I ndeed, gi ven t he r ebalanci ng of  the econo my tow ards  consumpt ion,  i t  i s  l ikel y t hat over al l  consum er  sp end ing wi ll  gr ow  at  a fas t er rat e t han headl in e GD P.  Si mi l ar l y, alt hough Chi na’s  very high savings  rat e i s  pr oj ect ed t o fal l,  t he publ i c’s  en orm ous  pool  o f savi ngs  w i ll  onl y get  deeper  as  the economy expands . Thi s means  that  t here wi l l be pl enty of  r oom f or gr owt h i n gol d inves t ment  dem and. Onl y a maj or  econom ic set back, caused per haps  by a bur s ti ng of  the ‘cr edi t bubble’  ser io usl y af f ecti ng econom ic gr owt h, woul d cl oud thi s  pos i ti ve out loo k f or t he Chi nese econom y and gold  dem and.  

G old mar ket contr ol  and de-r egul ati on  
The new People’ s  R epubli c of  Chi na qui ckly placed the gold m ar ket  under  t he s t r ict  cont rol  of the s tat e.  
I n 1949 t he vi ctor ious  Com muni s t Par ty inher i ted a count ry t hat had been ravaged by an eight  year  l i berat ion war  agai ns t the Japanese invader s  as  wel l as the Ci vil  War  betw een  t he Com m unis t s  and the Kuom int ang. Ther e w as  a p ress ing need t o s t abil i se the economy and t ackle the hyper inf lat i on t hat had pl agued C hina fo r much of  t he pr evious  decade. A cent r al plank of  t he new  l ead er shi p’s  econ omi c pol icy was  the int r oducti on of  a new cur rency.  D uri ng the Ci vil  War  a numb er  of dif f erent  cur r encies  ci r culat ed i n t he count r y and it  w as  i mper ati ve t hat  t his  new nat i onal curr ency shoul d be t he onl y m eans  of  exchange and s t ore of valu e.  H yper inf l at i on had eroded the r ole of local  cur r encies  t o such an ext ent that  m os t  t rade was  conduct ed vi a b ar t er or  us i ng gol d and s il ver.  G ol d and si l ver,  t ogether  wi th for ei gn cur r enci es , wer e bot h the medi um f or measur ing pr ices  and th e pr inci pal means  of pr eser vi ng f inanci al weal th.  T o i mpr ove the chances  of t he cur rency ref or m it  was  necessary to r emove thi s  com peti ti on.  The gover nment  t heref or e began to r es t r ict  acti vi ty in pr eci ous  m et al s  and f orei gn cur r encies , leadi ng i n 1950 t o an out ri ght ban on pr ivat e use of gol d, si l ver and f or eign moni es . Sim i lar ly,  al l i mpor t and exp ort  of  gold and s i lver  by  pr ivat e per sons  w as f orbi dden. Al l  pr ecious  met als  act i vit y w ould be cont r oll ed by t he s tat e vi a t he P BoC.   

Econom ic r efor m  pos t- 1978 saw the gradual  r e- est abl ishm ent  of a gol d m ar ket in Chi na under  the cl ose cont r ol of t he PB oC. The end of  t he P BoC’ s  m onopol y and the sett ing up of the Shanghai  G old Exchange accel erat ed gol d m ar ket developm ent f rom  200 2 onw ards .   
The ini ti al  phase of  econom i c r efor m  saw onl y a very cauti ous  m arket  op eni ng,  m ainl y char acter i sed by gr ow th in j ew ell er y m anufact ur ing capaci t y, especi all y i n the Shenzhen Speci al Econom ic Zone. I ndeed, the PBoC ’s  cen tr al ro le in the Chi nese gol d and si l ver  mar kets  was  v al i dated by t he 1983 ‘ Regul at i ons on the Adm ini s tr at ion of Gol d an d Si lver ’  t hat s tat ed t he cent ral  bank was  respons i ble for  the regul ati on,  super vis i on and contr ol of  t he pur chase and dis t ri but ion of gol d and s il ver in Chi na. The PBoC  w as also expli cit ly t asked wi th m anag ing the countr y’ s  gol d bul l ion reser ves.   
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D uri ng t he 19 90s t he PB oC gr adual ly adapted it s  m anagement  of  t he mar ket to make it  mor e ef f ici ent.  Thi s  w as  especial ly not iceable in t er m s  of  an incr eased suppl y of  m etal  t o local  f abri cator s  and t he m ove t o a mor e m ar ket- based gol d pr i cing syst em.  H ow ever ,  i t was  only in 2001 that  t he s t at e s i gnall ed t he endi ng of th e PBo C’ s contr ol  on:  t he set ti ng of domes t ic pri ces ; the pur ch as i ng of  mi ned gol d and  scrap;  and  t he sell in g of  r ef ined gold to  m anufact urer s . 15 I ns t ead,  p ri ces wou ld be det erm ined vi a t he soon- to- be- est abli shed Sh ang hai  Gol d E xch ang e ( SGE ),  16 of  w hich the PBoC  w ould be t he f ounder  and th e key s t akeholder .  A ll  r efi ned gold woul d h ave to  be sol d o n t he SG E an d t he Exchange woul d al so be the onl y m arket  f or  t he pur chase of  go ld by i ndus tr y an d f inanci al ins t it ut ions .  17 Likew ise,  al l im por ts  of bul li on w ould have t o be m ad e t hrough t he SG E. The SGE  s tar t ed t radi ng in Oct ober 2002.  Fur t her  li beral i sat ion occur red in 2003,  w hen t he l icens i ng sys tem  f or  r unni ng bus i nesses  in gold and s i lver  product s  w as aboli shed and in  2004 when for  the fi r st  ti me si nce 19 50 pr ivat e per sons  w ere perm i tt ed t o ow n and t rade bull ion.   

Chi na i s  s t il l a l ong way fr om  havi ng a compl etel y ‘ f ree mar ket’  in gold  but  i t is  gradual l y m oving i n t hat dir ecti on.   
The Chi nese gol d m arket  s t il l r emai ns under  t he i ndi rect  cont rol  of the s tat e. Mar ket  m ech an isms  have been int r oduced  and,  t o a lar ge ext ent,  pr i vate tr ade i n gol d has been unshackl ed. How ever,  t her e ar e subs tant ial  bar r ier s  i n pl ace, part i cul ar ly in ter m s of  t he i nter f ace bet ween t he C hinese and i nter nati onal  m arket s . Thi s is  unders t andable given t he t ight  cont r ols  t hat  exi st  on capi tal  f low s  and on t he f or eign exchange m arket . I ndeed, these cont r ols  on cur r en cy and capi t al  fl ows  and on the operat i on of  exchange rat e and mon et ar y pol icy by t he PBoC wo uld be com plet ely under mi ned i f  all  the rem aini ng res tr i cti ons  on the gol d m arket  w ere to be l i ft ed. Fur ther  l i beral isat ion wi ll  b e di ct at ed by the broader  econom i c obj ecti ves r efer r ed t o above.  A s such t he pace is  l i kely to be s l ow and s t eady . A ‘B ig Bang’  appr oach t o ref or m is  unli kely.  I ns t ead,  o ne can expect  s i mi lar ,  gr adual moves  tow ards  great er  openness . For  exam ple,  t he SG E plans  t o launch an ‘ int er nati onal board’ ,  or  t r ading plat f orm , i n t he new ly est abl ished S hanghai Fr ee Tr ade Zo ne.  This  wi ll  pr ovi de a plat fo rm  f or  over seas in ves t or s to  t rade it s  pr oducts  dir ect ly and f or  t he l aunch of  new  pr oduct s . In the lon ger  run t he SG E pl ans  t o i nt egrat e t his  wi th it s  m ain t radi ng sys t em,  yet  anot her s tep in the li ber ali sat i on of  t he g old mar ket.   
Cr ow ds shop f or  gol d in Leo F en g X iang st or e, pri or  t o C hinese New  Y ear  2014.  

15 In 2000 the Worl d G ol d Cou nci l  and the PBoC  j oint l y com mi ssi oned the Develo pment  R esear ch C entr e of  the Stat e C ouncil  t o r evi ew how the Chi nese gol d m arket  shoul d devel op.   
16 The Wor l d G old Counci l was  act i vely invol ved i n est abli shing t he SG E and Al ber t Cheng – t he Wor l d G old Counci l’ s  F ar  Eas t Man agi ng Di rect or  – rem ains  on i ts  Int er nati onal Advi sor y Boar d.   
17 Onl y SG E recogni sed or  L BMA accredi ted r efi neri es  ar e al low ed t o t r ade on the SGE . It  is  com pul sor y that  t heir  enti re outp ut is  sol d to the Exchange. Gol d tr aded on the Exchange is  V AT  f r ee.  G ol d t raded OT C n ot on t he E xchan ge i s subject  t o V AT  of  17% .   
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Econom ic developm ent  and gold demand  

Chi na i s  t oday t he wor ld’ s  second lar ges t economy and i ts  leadi ng t r ading nati on. I ts  rapi d econom ic gr owt h has  had som e negati ve s i de ef f ect s  t hat ar e now  bei ng addr essed.   
I n 1978 Chi na’ s per  capi ta incom e s to od at  j us t over US$ 200 i n cur r ent doll ar s. 18 L ast  y ear  thi s  f igur e had  i ncreased t o n o l ess  than US$6 ,850 – equal  t o over  RMB42, 000 ( Ch ar t  4) . I n 1980 30%  of  G DP  cam e f rom  agr i cult ur e and 69% of  t he popul ati on w er e r ural  d well er s.  The sam e f igur es  f or  2012 wer e ar ound 8% and 4 8% r espect ivel y.19 The las t  decade al one has  seen the Chi nese econom y gr ow by 1 40%20 and, accord ing to the Wor ld Bank,  t he per centage of Chi na’s  popul at i on l ivi ng on l ess  than US$ 2 per  day (P PP i n 2005 t erm s) dr opped f r om 78%  i n 1994 t o 27%  i n 2009. Chi na i s  not  onl y the wor ld’ s  m os t popul ous  count ry but  al so i ts  second lar ges t economy and l eading t radi ng nat ion .  
Econom ic gr owt h has  not,  how ever,  been wi t hout cert ain less  w elcom e consequences . The countr y i s  gr appl ing wi th  t he envi ronm ent al  si de ef f ect s  of  breakneck indus t ri ali sati on and  

ur banisat ion,  coupl ed w it h an  i ncreas in gly lar ge car  f l eet  – Chi na is  no w the wor ld’ s  l ar gest  aut om obil e pr oducer  and consu mer .21 The cit ies  ar e al so hom e t o hundreds  of m il li ons  of  m i grant s , the maj or it y of  w hi ch do not have f or mal  r es ident s ’ r ight s . And then ther e ar e t he other  by- pr oducts  of wh at  som e w oul d r egard as  a ‘l op s i ded’  econom ic model  t hat,  s i nce t he gl obal f inanci al cri s is , has  r eli ed p ri ncipal ly on fi xed i nves tm ent as  t he m otor  of economi c gr ow th.  T hese incl ude a hous ing cons tr uct ion boom,  a plet hor a of  i nf ras t ruct ur e pr oject s , many of w hich wi ll  never  show  an economi c r et urn,  a mass iv e r ise i n debt level s and a pol icy of f inanci al  repr essi on that  has  led to an expl os ive grow th i n shadow banki ng. These devel opment s  ar e i nter l inked and have the potent ial  t o mor ph int o a maj or f inanci al cri s is  for  Chi na t hat could pro foundl y af f ect the real  econom y.  
The centr al gover nment  i s  w ell  aw are of th ese dangers  and l ooks  t o m it i gate them  t hr ough l iber ali sati on o f the fi nanci al  sys t em and a rebal ancing of  t he econom y aw ay f r om an over r el i an ce on i nves tm ent , wi th a gr eater  r ol e f or  pr ivat e consum pti on.   
Char t  4:  C hinese G DP  per  capi ta  
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Sour ce: I MF , Nat ional  B ureau of St ati s ti cs,  P reci ous  Metal s  I ns ight s , Worl d Bank, Wor ld Gol d C ouncil   
18 Nat ional  B ureau of St ati s ti cs.   
19 Worl d B ank; Nat ion al  Bur eau  of  St ati s ti cs .  

20 IMF.   
21 Chi na A ssoci ati on of  Aut omobi l e Manufact ur ers .   
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Pol icy ti m el i ne  

The Chi nese gol d m ark has  under gone an enor mous  amount  of  chan ge over  t he pas t  70 years .  I n 1950  gol d bul li on was  pr ohi bit ed; 50 year s  l at er  the Stat e s t art ed t o l i beral ise the mar ket.  T oday, Chi na’s  gold mar ket  – whi le s ti ll  subj ect to r egu lat ion – i s  becom ing incr eas ingl y o pen and soph is ti cated.  T his  ti mel ine hig hli ghts  so me of the s igni f icant  m il est ones  al ong t hat  j ourney.   
Per iod of  hyper in fl ati on  
G old indus t ry put  under  s t ate contr ol  and bull ion pr ohibi t ed   

PB oC ‘ R egu lat ions  on t he adm ini s tr ati on of gol d and si l ver’  i nt roduced  
U nif icat ion of  t he of f ici al eff ecti ve R MB exchange rat e and th e swap mar ket ( sem i -f r ee)  exchan ge r ate.  For ei gn Exchange Adj us tm ent Cent r es  repl aced w it h a nati onal  i nter bank f or eign exchange m ar ket   
N ew  j ewel ler y pri cing  s tr uct ure tes t ed on a pi lot  bas i s . The r aw m at er ial  cos t  w as  separ at ed f r om labour  cos t   

1947  
1948  
1949  

1950  
1978  
1983  

1994  
1995  
1996  

1998  
1999  
Com m unis t  Par ty  came to pow er  

Chi na em er ged f ro m Cul tur al Revol uti on  
Consum pt ion tax on gol d jew el l er y halved fr om  10%  to 5%   
Shenzhen branch of t he PB oC com m enced gol d i mpor t s  f rom  thr ee f or eign fi nancial  i ns ti t uti ons : UB S, HSB C and I nves tec  

Wor ld Gol d C ouncil  an d N at i onal Econom ic Research Ins t it ut e publ ished “C hin a’ s  go ld mar ket:  R efor m  and opening  up:  Som e bas i c t hought s and di r ect i ons”  
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Wor ld Gol d C ouncil  an d D ev el opm ent Research Cent re of  t he St ate Counci l of  t he Peopl e’s  Republ ic of Chi na pu bli shed  “Openi ng Chi na’s  gold mar ket  i n a new er a:  R el ated pol icy resear ch and sugg es t ions”  

Chi na G ol d A ssoci ati on es t abli shed  
A ugust   
St ate Pri ce B ur eau f orm all y abo li shed r etai l pri ce cont r ol  

O ct ober   
Shanghai  G old Exchange opened on a pi lot  b as i s   
For mal  p rohi bit i on on gold  bul li on l i ft ed  

I CBC  l aunched C hina’ s  f i rs t  G old  
A ccum ul at i on Pl an. Four  m or e banks  given li censes  to im por t gold : Indus t r ial  Bank,  S henzhen D ev el opm ent Bank,  Mi nsheng Bank and B ank of  S hanghai  
Bank of  Co mm unicat ions  given a l icense to im por t gold.  A NZ  and HSB C becam e t he f i rs t  f or eign banks  t o be all owed to t rade gold f utur es  on the Shanghai Fut ures  Exchange  

Chi na b ecam e t he w or ld’ s  l arges t  gol d consum er.  F ir s t gold ET F l aunched i n C hina.   
D ecem ber  
Tw o f or eign banks   

– AN Z and HS BC – gr ant ed l icenses  t o i mpor t  gol d f or  t he f i rs t  t im e  
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O ct ober   

Shanghai  G old Exchange st ar ted off i cial  l ive tr adin g. Al l im por ted gold f low s  t hrough  t he Exchange.  G old t raded on and bought  f rom  the SGE  i s VA T exempt   
Chi na b ecam e t he w or ld’ s  l arges t  gol d pr oducer   

Fi rs t  f or eign banks  becom e m ember s  of  t he S hanghai Gol d E xchange: HSB C,  Scot iaMocatt a, A NZ,  U BS and S tandar d C hart ered Bank.   
January  
The fi r st  gold fut ur es  cont ract  w as t raded on t he Shangh ai  Futur es  E xch ang e  

D ecem ber  
O TC int erbank t radi ng w as  per mi t ted betw een banks  and clear ed t hr ough t he S han ghai Gol d E xch ang e  
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Changi ng the eco nomi c m odel wi ll  take ti me and coul d r esult  i n som e t r ansi t ional  i ns tabi li ty . In the fu tur e consum pti on w i ll  be a m ore im por tant  dr i ver of  gr owt h but only if  the Chi nese peopl e save l ess .   

Thi s  pr ocess of  t ransf or mat ion of  t he econom ic model  i s  m ovin g ahead i n fi ts  and s t ar t s . At tem pts  to res t ri ct  cr edit  gr ow th have had to be bal anced agai nst  ot her  obj ecti ves  such as  the solvency of local  gov er nm ents ,  s tat e- owned enter pr ises  and pri vate compani es . Ther e ar e concer ns  t hat a cr edit  cr unch coul d lead to a j ump in unem ploym ent and a crash in the hous ing  m arket . How ever,  t hi s ‘ st op- go’  pol icy of t ight ening and r el axing credi t m ay s im pl y l ead t o m or e seri ous  pr obl ems in the fut ur e: rat her  t han bal ance sheets  being repai r ed  over  t im e, th ey ar e gener all y becom ing m ore heavil y exposed to ri sk. Dat a show s t hat far  f r om bein g r eined in,  ov er al l credi t gr owt h has  soar ed in the past  cou ple of years  (C hart  5 ).  A s  such, th e pr obabil it y of a ‘ har d l anding’  is  g row ing and i t  w ould be i mpr udent  t o di scount t his  happ eni ng over the next f ew year s . Never t heless , the for ecas ts  for  jewel l er y,  i nves tm ent and i ndus tr i al demand over th e 2014- 17 t i me fr ame contai ned i n thi s  r eport  ar e based on a less  m al ign scenar i o under  w hi ch an epi sode of  fi nancial  t ur moi l is  contai ned w it hout  t oo m uch i m pact  on t he l evel of GD P grow th  over  t he f our -year  per i od.  
A lt hough t he C hinese econ omy should eventual ly be s t ron ger  for  being mor e bal anced, and shoul d h ave a gr eater  rol e f or  pr i vate con sum pt ion,  t he pr ocess  of  t r ans i ti on is  n ot going to  be easy,  especial ly i n vi ew of the legaci es  of  excess ive credi t gr owt h and over -i nves tm ent ( Char t 6).  I n any case, it  i s  cl ear that  G DP  and indus t ri al pr oducti on g row th r ates  ar e set  t o f all  fur th er .  Thi s  i s  a funct io n not  onl y o f the much hig her  base f or GD P b ut also b ecause resour ces th row n i nto  i nvest m ent are produ ci ng less  out put  t han t hey di d i n the past . Toget her wi t h t he di mi ni shi ng ret urn s on i nves tm ent,  the ex port  sect or has  becom e m ore mat ur e and in so me indus t ri es  coul d even see a dr op in acti vit y. Chi na’ s cur rent  account  sur plus  ther ef ore looks  set  to drop  f urt her . Consum pti on w il l  event uall y pi ck up a good  deal of  t he s l ack  but  at  t he m oment  i t  i s  i nhibi ted by the publi c’s  excepti onall y hi gh savi ngs  r at e,  w hi ch i s l ar gel y t he pr oduct  of  new  soci al and dem ograph ic r eal it ies .   
H igh savi ngs  i s  a rat io nal  response t o g reat er expected fut ur e expendi tur e i n t he absence of a com pr eh ens i ve soci al wel far e sys t em .   

The Chi nese economy  has  al ready under gone a mass ive economi c r es tr uct uri ng i nvol ving t he clo sur e o f scor es  of  Stat e O wned Ent erpr i ses  (SO Es) . Tens  of  mi ll ions  of  w orker s  l os t thei r  j obs  i n t he 1990s .  I n addi t ion,  soci al secur i ty that  had been pr evio usl y provi ded by  t hese SOE s w as  made the respons i bil it y of local  gover nm ents ,  w hich lacked the necessar y i nfr as tr uct ure and r esour ces  to fu lf il  t he b ri ef.   
Char t  5:  C redi t to  pr ivat e non- f inanci al sect or  and as  %  of  GD P  
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Sour ce: Bank of I nter nati onal  Set tl ement s , Nat ional  B ureau of  St ati s ti cs  of  C hina,  Th omson Reuter s  D atas t ream , Wor ld Gol d C ouncil   
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The eff ecti ve pr i vati sati on of  heal t h car e ( in whi ch m oney need s to change hands  betw een pat ient s  and provi der s)  has r equir ed peopl e t o save mor e. I t is  a s im i lar  s t ory wi t h C hina’ s  dem ographi c chal lenge.  I n general  par ents  now have onl y one chi ld to look  af ter  t hem i n t heir  ol d ag e and, as  i ndicat ed above,  t heir  wor k uni t 22 usual ly no l onger  exi st s  t o p rovi de a saf et y net . Ot her f actor s  dr ivi ng the high savings  rat e ar e hous i ng and mar r iage.  H ous ing cos ts  h ave r isen i n many cit ies  to level s t hat im ply a m ajor  burd en on wage ear ner s and, i n som e cases,  even pr ice t hem  out  of  t he mar ket enti r el y.  The cos t of m ar r iage has  al so r isen and wi l l prob abl y incr ease f urt her  as  t he m ale: f em al e r ati o w idens  and scar ci t y of  f em al e par t ners  dri ves  up the eff ect ive “b ri de pr i ce“ 23 f or  gr oom s and thei r f ami li es . These f actor s  par tl y account  f or  C hina’ s  hi gh savi ngs  r ate compar ed to the other  cou ntr ies  (T able 1).   

Tabl e 1:  G r oss  nati onal saving:  an int er nati onal perspect ive  
1990 (%  of GD P)   
2012 (%  of GD P)   

Chi na  
39. 2  
51. 4  

I ndia  
23. 6  
32. 6  

K orea  
37. 6  
30. 3  

U S  
18. 7  
20. 3  

U K  
16. 6  
14. 6  

Sour ce: I MF  WEO   
Char t  6:  C onsu mpt ion and i nves tm ent shares  of Chi nese G DP  
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Sour ce: I MF , Oxf or d Econom i cs   
22 A wor k uni t  – or danwei  – i s th e name gi ven  t o a place o f empl oym ent  in the People’ s  R epubli c of  Chi na.  
23 The excess  of  m al es  to f emal es has  l ed t o i ncreased compet it ion amo ngst  mal es  fo r fem ales ’  af f ect i on. Thi s of ten requi r es that  t hey ar e ab le to provi de com f ort abl e accomm odat ion and – in some ins t ance – jew ell ery.  S ome local  com ment ator s  at tr i bute part  of  the high savings  rat e t o t hi s phenom en on.  
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The economi c out l ook i s  pos it i ve f or  gol d dem and but  t her e ar e r isks ,  especial ly if  a m ajor  f i nancial  cr is i s w er e to aff ect the ‘ real  econom y’.  It  i s  our  v iew t hat the secondar y eff ects  of any f i nanci al  cr is i s could  w el l  s ti m ulat e addi ti onal gol d i nves tm ent demand.   

Thi s  pi ctur e of  a di ff i cult  r e- balanci ng of  t he econom y and  dem ographi c changes  over the next f ew  year s  sends  mi xed m essages  for  go ld.  A  m ajor  posi t ive wi ll  be the gr eat er  r ole fo r pri vat e consumpt i on expendi tur e in fut ur e. A higher  shar e of  co nsum pt ion in GD P shou ld off set the s tep down in  over all  G DP gr owt h r at es .  ( Thi s  f or ecas t  assumes  these w il l  aver age a ‘ bel ow consen sus’  6%  per annum f rom  2014-17,  i n part  because of  the negati ve i mpact  of  a ‘ credi t cr is is ’ .)  To som e ext ent,  h owever , the pos it ive eff ect of  r is i ng di sposable incom es  w il l be dam pened by a s t ubbor nly high savings  rat e, as  i t wi ll  t ake a long t im e f or  t he s tat e t o st it ch t oget her a convi ncing social  w elf ar e safet y net . Ho wever , notw it hs tandi ng som e addi t ional  headw inds  fr om  t he num ber of  m arr i ages peaking,  t he backdr op for  jew ell ery demand over  t he m edium  t er m should be m oder atel y pos i ti ve. Consum er spen ding is  expect ed to grow  at  a hig h s ing le digi t r at e per  annum,  24 whi ch w oul d under pi n f urt her  gr ow th in jew ell ery dem and  even f r om 2013’ s  hi gh base.  The mai n r i sk i s t hat  a m ajor  f i nanci al  cr is i s spreads  to the ‘ real  econom y’.  T his  could hit  g old jew ell ery demand as   
unem ploym ent wou ld ri se and households  woul d save m or e. If  the si t uati on l ed t o a f al l  i n t he val ue of  t he yuan t his  woul d r aise local  gol d pr i ces,  hi t  pur chas ing power  and hence depr ess  t he vol ume of  j ewel ler y dem and. Si mi lar ly , a m aj or  dr op in house pr ices  co uld also produce a negat ive weal th eff ect and t r im  expendi t ure on j ewel ler y.  
The im pact of  a fi nancial  cr is i s  m ight  be expected ini t ial ly to hur t inves t ment  dem and f or  gol d b ecause it  w ould r educe t he val ue of  m any ot her  assets  and even f or ce som e i nvest or s  t o sell  in order  to rai se cash. Thi s wo uld be a si m il ar outcom e t o the fi r st  ph ase of th e gl obal fi nancial  cr i si s , when some inves t ors  sol d gold to m eet  m ar gin call s  and other  f i nancial  com mi tm ent s caused by the mel tdow n i n global  m ark et s . I n t his  scenar io,  subsequent  dem and f or  bul li on could wel l incr ease ‘ above t r en d’,  as  i t  di d i n m any West ern count ri es  i n 2009- 12.  Thi s  w oul d be dri ven bot h by t he f in anci al cr is i s it self , r esul t ing in a f l ight  t o saf ety in gol d, and t he aut hor it ies  p otent ial ly engaging i n m ass i ve m onetar y eas i ng t o d eal  w i th the emer gency, whi ch w oul d i n t ur n r aise i nves tor s ’  i nfl at ion expectat ions .  A nd, alt hough any cr is i s- i nduced f all  i n t he val ue of the yuan w oul d m ake gol d m or e expens ive,  t hi s eff ect  m ight  be outw eig hed , in the inves t ment  m ark et  at  leas t,  by th e s ti mu lus  of  ri s ing lo cal  go ld pri ces  of f er i ng hi gher  i nvest m ent ret ur ns.   

24 McK insey Quar ter l y: Mapping Chi na’s  mi ddl e class  b y D omi nic Bar ton,  Yougang Chan and  A my J in.   
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Jewel ler y  

Jewel ler y f or ms  the bedr ock  of  gol d d em and in Chi na. In 2013 at  669t it  account ed f or  cl ose t o 60%  o f all  pr i vate sect or gol d dem and. It s  gr ow th has  been suppor t ed by ri s ing  i ncomes , t he newl y em er ging mi ddl e cl ass  and t he pr ocess of  ur bani sat ion.  L ooking  f orw ar d, ther e ar e t hr eat s  t o g old jew ell ery demand but  w e expect i t to conti nue t o grow  and r each at leas t  780t  by 2017.   
I ntr oduct ion  
Fr om hum ble beginni ngs  C hina has  becom e t he w orl d’ s num ber one j ewel ler y m ar ket,  near ly t rebl ing in  s ize over t he pas t decade.  

Thi r ty years  ag o, Shenzhen, the cit y i n sout her n C hina wher e over  70%  of t he count ry’ s  j ewel ler y is  f abr icat ed,25 was  a smal l t own of 330, 000 peopl e havi ng onl y recent ly benefi ted f rom  D eng X i ao  Pi ng’ s new li ber ali sat i on m easur es . I t is  now a m ajor  m etr opol is  wi th m ore than ten mi l li on peopl e 26 and an in ter nati onall y k nown eco nomi c pow erhou se.  Shenzhen is  a  
good analogy for  the Chi nese jew ell er y m arket , whi ch f r om hum ble beginni ngs  has  ri sen t o becom e t he l arges t  i n t he w or ld as  m easur ed b oth by f abr icat ion and consum pti on volum es . Twent y year s  ago Chi na’s  gold j ew ell er y dem and w as over  300t . Consum pti on sur ged in the earl y 1 990s dr iven by a maj or  pi ck-up i n G DP gr owt h, higher  incom es and, cr it ical ly,  saver s’  desp er at e search f or an i nf lat ion hedge t o pr ot ect thei r newf ound weal th.  A s  m easur ed by t he of f ici al CPI  i ndex, i nfl ati on rose t o double- di git  l evels  in 1993- 9527 and 24 car at gol d j ewel ler y r epr esent ed one of  t he f ew avail able saf e havens f or the publ ic,  especial ly given deeply negati ve real  i nter es t rat es  on bank depos i ts  over the same peri od ( Ch ar t  7) .  
Char t  7:  I nf lat ion and consum er dem and *  
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Sour ce: Nat ional  B ur eau of  St ati s ti cs , Pr eci ous  Met als  I ns i ghts ,  Thom son R euter s  G FMS, Wor ld Gol d C ouncil   
25 Shenzhen G old and Jew elr y A ssoci ati on.   
26 Shenzhen Muni cipal  St ati s ti c B ureau.   

27 Nat ional  B ureau of St ati s ti cs.   
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A  r etur n t o pri ce s t abil it y i n 1998-20 03, coupled wi th pos it iv e r eal  int eres t  r ates  an d t he i mpact  of  a sharp f all  i n C hinese G DP  gr owt h rel ated to the As i an f inanci al cr is is ,  saw  dem and s li de back t o t he 200t  l evel.  H owever , dur ing t his  t i me the indus t ry was  geari ng up  f or wh at  lat er  tur ned out to be a peri od of explos i ve gr ow th.  Thi s  w as  par ti cular l y cl ear  fr om  suppl y s i de devel opment s  w it h m uch new  m anuf act ur ing capacit y es t abli shed , especi all y i n S henzhen , an d r etai l jew ell ery s tor es  and counter s  op ened,  m os tl y at  thi s  s tage in t he f ir s t and second ti er cit i es .   

O ver  the past  decade the Chi nese j ewel ler y m arket  h as  been t ransf or med.  I n t er ms  of gold dem an d t his  has meant  a near tr i pli ng in volum e f r om 2004’ s  224t  t o 669 t las t year  ( Char t 8) . Even m or e i mpr ess ive is  that  over  t he sam e per iod expendi tur e on gol d j ewel ler y has  ri sen cl ose to s ix- f old.  I n 2013 C hina ecli psed I ndia to  becom e t he w orl d’ s lar ges t consumer  and m anufact urer  of jew ell ery.  Mor eover , in 2013 t he cou ntr y account ed f or  no less  t han 30% of  gl obal jew ell ery dem an d. As  expl ained belo w,  t his  tr emendous  expans ion has been f ounded on a combi nati on of economi c, demog raphi c and cult ur al  fact ors .   
A  Ruyi  pendant,  a sym bol  of  go od l uck.  
Char t  8:  Jewel l er y consu mpt ion vol ume and val ue  
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Sour ce: Pr ecious  Met als  Ins i ghts ,  Shanghai  G ol d Exchange,  T homson Reut ers  GFMS,  Wor ld G old Counci l  
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Market  and pr oduct s tr uctu re  

Shenzhen is  t he wor ld’ s  l ar gest  gol d jew ell ery manuf actu ri ng cent r e and account s  f or  over  70%  of Chi na’ s pr oducti on base.  O ver 85%  of  2013 ’s  fabr icat ion of  724t  w as  des t ined for  the domes t ic mar ket.   
Today Chi na has  the wor ld’ s  l ar gest  j ewel l er y manuf actur i ng base. Massi ve f actor i es have been es tabl ished,  of  w hich each consum es f ar  mor e go ld than the fam ous  I t ali an gol d chai n m aker s in t hei r  heyday.  T here was  a fu rt her sur ge i n t he num ber of  C hinese j ewel ler y producer s  i n 20 13 i n r esponse t o r ecord dem and  and a t em por ary  sur ge i n pr of it  m arg ins  on  24 car at  pr oduct s.  I n Shenzhen al one t here are es ti mat ed t o be nearl y 4,000 fo rm al manuf actu rer s , excludi ng t housands  m ore smal l wor kshops  and ar ti sans .   
A ccor di ng t o T homson Reut ers  GFMS Chi na’s  fabr i cat i on of  gol d jew ell ery jum ped to 724t in 2013,  a 31% r ise ov er  the previ ous  year ’ s f igur e. Over  85% of  f abri cati on is  d es t ined f or the dom es t ic mar ket .28 Expor ts  to the US and Eur ope i ncreased subs t anti all y i n t he 2 000s.  A l though they decli ned f ol low ing  t he onset of  t he f in anci al cr is i s in 2008,  t hey have picked up m or e r ecentl y as  t hese m ark et s  r ecover ed ( the sect i on on Suppl y -  page 49 -  discusses  tr ade f l ows  in mor e det ail ) .  

A  f air  am ount  of  t r ade i s conducted wi t h H ong K ong. Typi call y C hina im por ts  18 car at (m ai nly It ali an)  and some gem- set product s  vi a t he S peci al Ad mi nis t rat ive Regi on ( SA R) . Expor ts  fr om  C hina are pr inci pall y of  ei t her 14 and 18 car at j ew ell er y f or  Wester n mar kets  (m uch of  it  m ade by Hong K ong-ow ned com pani es  based i n t he ci ty of Panyu)  or  24 car at art i cl es  des t ined for  Hong Kong it self . A  l ar ge sh ar e of Hong Kon g j ewel ler y sal es ,  especial l y 24 carat  and diam ond- set  ar t icl es,  i s  account ed f or  by tour i s ts  f r om th e m ai nl and. Tax- fr ee pr i ces  in Hong  K ong ar e l ower , especial ly for  gem- set jew ell ery,  and Hon g K ong’s  maj or  j ewel ler y br ands  have a ver y goo d r eputat ion f or sell ing qual it y di amonds  and ot her  gem s.   
Cai  B ai s tor e i n B eij ing.   
Ther e ar e now  appr oxi mat ely 100, 000 j ewel ler y ou tl ets  i n Chi na, st ocki ng m os tl y 24 carat  pr oduct s .  

The boom i n Ch inese j ewel ler y consum pt ion has been accom panied by br eak- neck gr owt h in the number  of r et ail  outl ets .  The f ir s t wave of openings  tar get ed weal th ier  f ir s t  and second ti er  ci ti es but  i n r ecent years  expansi on has been concent rat ed on  Chi na’ s over  600 thi r d and fo urt h t ier  cit ies .2 9 Many of  the s tor es  ar e f ranchi ses bel onging to th e l ar ge Hong Kong r etai ler s  such as  Chow  Tai  F ook and Luk Fook or  local  heavyw ei ght s  such as  Lao Feng Xi ang an d Ch ina Nat ional  G old Gr oup.  Th e l at t er ,  f or  exam ple,  has  i n jus t  a h and ful  of  year s  bu il t a por t fol io of  2, 200 s t ores .  Th er e ar e also m any sm all er , regi onall y focused groups ;  m ega-s t or es  such as  B eij ing’ s  f am ous  Cai Bai  and ret ail  chai ns  ow ned by j ew ell er y m anufact ur ers .  G row th in  t he num ber of  shops  has  occurr ed h and -i n- han d w it h a huge i ncrease in the number  of depart m en t st or es and shoppi ng mal ls  in Chi na’s  cit ies .  Each depart ment  s t or e w il l typi call y h av e no less  t han f iv e j ew ell er y count ers  and new  m all s  w il l f eat ur e out let s  r epresent ing several  of  t he fam ous  br ands .  
28 Preci ous  Met al s  I ns ig hts .  
29 Nat ional  B ureau of St ati s ti cs;  D elo it te.   
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The Chi nese m ar ket  i s  dom inat ed by pl ai n,  24 car at  pr oduct s,  w hich r epresent  about  85%  of the mar ket  by volum e ( Char t  9) .30 Thi s  m arket  shar e i ncr eased in 2013 as  the jew ell ery comp onent of las t  year ’ s surge in dem an d w as  enti r ely based on 2 4 car at it ems .  Thi s  ‘ pur e gol d’  j ewel ler y ( know n as  Z u J i n i n Put onhua/ Mand ar i n and Chuk Kam  i n C antonese)  i s  al mos t  ent ir ely sold by wei ght.  Shop s wei gh t he i t ems  chosen by t heir  cust om er s ,  m ult ipl y the fi ne w eight  i n gram mes  by t he dai ly SG E spot  pr i ce and t hen ad d a mar k-u p t hat incor por ates  t he l abour  char ge and a r etai l  m argi n. Fi nal ret ail  pr i ces f or plai n, unbr anded i tem s  t ypical ly wi l l be som e 15%  -  20% above t he val ue of  the met al contai ned i n t he ar t icl e. The bal ance of  t he m ar ket is  made up of  18  car at  (know n as  K- gol d i n C hina)  and gem- set pr oducts . 31 A  l arge share of t he 18 car at  m arket  i s  f or  w eddings  bands , wher e ‘ whi t e gol d’ pr ovides  st r ong com peti ti on for  plat inum . I n addi ti on, especial ly in f ir s t ti er cit i es,  t her e i s a heal thy m ar ket  f or  18 carat  f ashion jew ell ery , much of the upper  end of whi ch is  i m port ed I t ali an pr oduct . Gem -set , a categor y of 18 car at j ew ell er y i n C hina incor por ati ng b oth diam onds  and the mor e ex pensi ve col our ed s t ones,  i s  gr ow ing in popul ar i ty but  f rom  a ver y l ow base. (N ote:  j ewel ler y wher e t he gem s ar e not  t he pr i ncipl e m ater ial  val ue w oul d usual ly be pl aced  i n t he pl ain K- gol d cat egory. )   

Chi na i s  al so t he w orl d’ s  l arges t  m arket  f or  bot h plat inum  and s il ver j ew ell er y, wi th s il ver dem an d bei ng pow ered by y oung peopl e l ooki ng f or  af for dabl e, fashi onable desi gns .  
The bro ader  compet it ive set wi thi n j ewel ler y consi s ts  of pl at i num and s i lver , wi t h pal ladi um havin g dr opped ou t of the r ace.  I n addit ion,  cos t ume or  f ash ion (pl ated)  jew ell ery is  a bi g bus i ness in Chi na, wi t h a subs t anti al expor t volum e as  wel l as gr owi ng d em and local ly fr om  younger  con sum er s.  A t t he m argi n t hi s comp et es  w it h hi gh fashi on pr oduct s in  18 car at  gol d but  the tw o ar e di s ti nct mar ket s,  w it h compl etel y di f fer ent pr ice point s . Mo re cost l y, branded cos tum e j ewel ler y s t il l has  l it t le ap peal  i n Chi na w here consum er s at t hese high pr ice point s  w ant to have t he ‘ r eal thi ng’  i n t erm s  of  fi ne, carat  j ewel ler y.   
Char t  9:  G old jew ell er y dem and by pr oduct cat egor y i n 20 13  

24K  85%   
K- gol d 12%   
G em - set  3%  

Sour ce: Pr ecious  Met als  Ins i ghts   
I n w edding bands , diam ond- set  an d pl ain whi te pr oducts  t her e i s  di rect  com peti ti on betw een  w hit e 18 carat  and plat in um jew ell ery.  F or a l ong t i me,  pl ati num has  had an edge over whi t e K- gol d because of  it s  gr eater  pur i ty ( 999 ver sus  750) , tr adi ti onall y h igher  pr i ce and t he ver y lar ge sum s spent  on eff ecti ve m ar keti ng cam paigns  by t he Pl ati num  G uil d I nt ernat ion al .  H owever , the s lum p i n t he p lat inum  pr i ce i n t he second hal f  of  2011  and it s  di scount  to gold over  m uch of  20 12 coupl ed w it h r educed and  l ess  eff ecti ve m ar ket i ng spend has seen w hit e K -gol d regai n som e l os t groun d.  
30 Preci ous  Met al s  I ns ig hts .  

31 Preci ous  Met al s  I ns ig hts  es t im ates  based on t r ade sour ces.   
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Si lver  j ewel ler y has per for m ed especial ly wel l in  Chi na o ver  recent  year s . Dat a f rom  Thom son Reut ers  GFMS show that  f abr icat ion demand has  al mos t  t r ebl ed in the past  decade,  r eaching 1, 762t in 2012. 32 I n t er ms  o f local  consum pti on, s il ver  j ewel ler y has  moved wel l beyond i t s f orm er  s tr onghol d am ong non-H an C hinese et hni c gr oups . More f ashi onable pr oducts  produced to a hi gher  qual it y and usuall y p lat ed  w it h r hodi um,  have sold very wel l t o budget -consci ous  younger  consum er s.  T o a li mi ted extent  thi s  m ay have nibbl ed aw ay at  t he m arket  f or  l ower  end w hit e K -gol d product s , alt hough by no means  is  t he com pet it ion f rom  s i lver  anal ogous  t o that  seen i n t he US and cer tai n E uropean mar ket s.   

O ver al l in ter m s of  j ewel ler y consum pti on,  gol d i n vo lum e t erm s  i s , not surpr i si ngl y, smal ler  t han s i lver  but dwar f s plat i num.  Lo oking at the value of  t he m etal  cont ained in jew ell er y, gold is  domi nant w it h an est i mat ed m arket  shar e cl ose t o 87%  i n 2013 ( Char t  10) .33  
‘ Pur e gol d’ jew ell er y i s  a un ique product  t hat  f ulf i ls  the requi r em ent s of  bot h ador nm ent and i nves tm ent,  and resear ch conf ir m s  i ts  app eal  t o young consum ers .   
The compet it i on f or  24 car at  j ewel ler y f r om pl at i num,  s i lver  or  cost um e j ewell er y i s  ver y l im i ted and l ooks  set t o r emai n t hat way f or at leas t  t he m edium  t er m.  ‘ Pur e gol d’  j ewel ler y has  a ver y w ell  def ended p osi t ion becau se it  i s  t he onl y jew el l er y on sal e t hat is  al so cons i dered to  be a f orm  of  inves t ment . Never thel ess,  i n the long r un som e younger  consum ers  may be m or e t empt ed by K- gol d, other  ‘ w hit e m etal ’  j ewel ler y or  gem  set  pi eces . For exampl e, i n Shanghai  i t  i s alr eady noti ceab le that  som e younger , wel l- of f l ocal  fem ale consum er s ar e shif t ing to t hese categor ies  away fr om  24 carat  j ewel ler y.  

Char t  10:  ( a)  Jewel ler y dem and by m etal  w eight  i n 2013 ( b)  Jewel ler y demand by cont ained met al valu e i n 2013  
G old 28%  
G old 87%  

Si lver  7 0%  
Si lver  6 %  
Pl ati num 2%   

Pl ati num 7%   
Sour ce: Pr ecious  Met als  Ins i ghts ,  Th omson Reuter s  G FMS  
32 The Si l ver In st it ut e, Thom son Reut ers  GFMS,  20 12 ( lat es t avail able data point ) .  

33 Preci ous  Met al s  I ns ig hts  es t im ate based  on Thom son Reut er s GFMS dat a and t r ade sour ces.   
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But  i t  w ould be w r ong t o exagger ate the speed at  w hich consum er s,  in general , wi ll  m i grat e t o ot her  j ewel ler y cat egor ies . Fi rs t ly,  ow nershi p l evels  of ‘ pure gol d’ jew ell ery ar e s ti l l low  even if  annual  d em and is  no w rat her hig h. Secondly,  C hinese con sum er s associ ate gol d w it h i ts  yell ow colou r - th e appeal of  ‘ whi te’  preci ous  m etal  i s  a long way fr om  bei ng t he sam e. The C hinese mar ket in t his  r egar d i s  qui te unli ke Japan or Ger m any w here the ‘ whi te look’  has a s t rong cr oss - gener at i onal appeal.  Fi nall y, m an ufact urer s  ar e w ell  aw are of  t he dem ogr aph ic chal l eng es  faci ng t hei r indus t ry  and ar e very acti ve i n devel opi ng new  s ty les  of  24 car at jew ell ery that  appeal  t o younger consumer s . Ind eed,  a compr ehens ive Wor ld Gol d C ouncil  u sage and at ti tudes  s tudy in Chi na f r om 2011 indi cates  t hat w hil e younger  consum er s are mo re open t o exper im ent ing wi th di ff er en t kinds  of jew ell ery , ‘pur e g old’  pr oduct s  eas il y r em ai n the mos t  f avour ed categor y (C hart  11).   

Fact ors  dri vi ng dem and  
Chi na’ s t ransf orm ati on over the pas t 30 year s  f r om rur al  pover ty  t o ur ban pr osper it y has  creat ed a new mi ddle class , wi th econom ic grow th pr oducing hundr eds  of  m il l ions  of new consumer s .  
Chi na’ s econom y has  gr ow n by an as t onishi ng 140%  over the pas t decad e. 34 Yet  t his  fi gur e i s ecli psed by spending on gol d jew ell ery,  w hich is  es ti mat ed t o have ri sen by 500%  i n r eal  

t er m s  over  t he sam e per iod. 35 Al though thi s  out per for m ance i mpl ies  that  ot her f act or s  have been at wor k,  t heir  posi t ive im pact on t he j ewel ler y mar ket has  been underpi nned by  t he huge st r ides  made by t he C hinese econom y. Econom ic gr owt h has  not only l if ted hundr eds of  m il li ons  of  Chi na’s  cit izens  o ut of pover ty36 but also helped creat e suf f ici en t weal th to dri ve a boom  i n expendi tu re on a wi de r ange of  co nsum er  di scr et ionar y g oods and ser vices .  A verage GD P per  capi t a i n Ch ina has incr eased t o over  RMB42, 000 ( ar ound U S$7, 000). 37 How ev er ,  i ncome dis t ri but ion betw een soci al  groups  and r egio ns is  very unequal . This  means  that  t here are a subs t an ti al number  of Chi nese cit i zens  whose incom es ar e a m ul ti ple of  t he aver age. Indeed,  t he ‘ m iddl e cl ass ’ , def ined as tho se households  wi th incom es  gr eater  t han RMB50, 000, now  cons is t s  of  al mos t  300 m il li on peopl e and i s f orecas t to  gr ow to 500 mi ll io n by 2020.38 Such people have suf fi cient  di sposable incom e t o pur chase hi gher  val ue non- essent i al  it ems ,  such as  jew el l ery and l uxur y goods .  T his  gr oup of  w eal t hier  i ndiv idual s has  expanded cons ider ably bot h i n absol ute ter ms  and i n spendi ng pow er . Mor eover , it s  pr esence has  al so gr own i n t hose par ts  of Chi na, such  as  t he West  and Nor th Eas t  of  t he count r y, wher e econom ic developm ent  has  hi s tor i cal l y l agged behi nd t hat of  B ei j ing and t he pr osper ous Eas t er n seaboar d.   
Char t  11:  C hinese consum er  sur vey: Which of th e f oll owi ng do you int end t o buy your self  in the next 12 m ont hs?  
%  30 25 20  15 10 5 0  

Pur e gol d/ 24k D esi gner  D esi gner  D esi gner  Si l ver  Plat im um  D iam ond D es igner  P al l adium   
j ew ell er y cl othes  shoes  bags  j ewell er y j ewel ler y j ewel ler y wat ches  jew ell ery   
Sour ce: TN S sur vey 13, 212 co nsum er s on behal f  of  t he Wo rl d G old Coun ci l  i n 2011  

34 IMF.   
35 Preci ous  Met al s  I ns ig hts .  
36 Based on off i cial  unem ploy ment  r ates  an d U N fi gur es on w or king age popul at ion we est im at e t hat  the number  o f people in empl oym ent incr eased  by around 200m  bet ween 1990 and 2010.  

37 IMF;  Wor l d B an k.  
38 Chi nese Academ y of  S ocial  Sci ences;  N ati onal  Bur eau of St at i st i cs ,  E rns t  &  Y oung, The gro wt h of  t he m i ddle class  i n em ergi ng mar kets .   
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O ver  the past  few  decades  C hina has been t r ansf or med f rom  a lar gel y agr ari an soci ety to an ur ban one. In 1980 agri cult ur e account ed  f or 30%  of  Chin a’ s  G DP ; it s  shar e i s now  l ess  than 10% .39 Thi s shif t i s even s t arker  i n ter ms  of wher e peo ple li ve. Whereas  t w ent y year s  ago 70%  of  the populat ion l ived in the countr ys i de now  over  50%  are urban r esi dents40 and over  600 m il l ion of t hese li ve i n ci ti es . Al tho ugh m ost of t hese new urban r esi dents  are or dinar y w or kers  that  send a good part  of  thei r surp lus  i ncom e back t o fam il y m em bers  who rem ain in  t heir  hom e vi l lages , incr eas ingl y they have put  dow n r oot s  i n t he ci ti es  and ar e spendi ng money local ly.  T he bet ter  of f  am ong t hem  ar e new  consum er s  f or  gol d jew el l ery.  T his  i s  a pr ocess  of ur ban isati on an d i ncome grow t h t hat in many r espect s  s tar t ed i n Shenzhen,  w hich was  the ‘t es t bed’ chosen f or  t he new  econom ic poli cy i ns ti t uted over thi r ty years  ago. It  has  s ince spr ead to other  par t s of  C hina and has  r esult ed in the rapi d econom i c develo pment  of  C hina’ s  i nt er i or.  Second t ier  ci ti es  such as  Chongj in g, Chengdu and Wuhan have becom e r egional  pow er houses  and t heir  grow ing weal th has  been ref l ect ed i n sur gi ng dem and f or  j ewel ler y.   

A n em bryoni c m i ddle class  i s  al so emer gi ng i n t he count r y’s  over 600 thi r d and four t h t ier  ci ti es , whi ch -  toget her wi t h w eal t hy l ocal entr epr en eur s  -  is  generat ing new demand f or gold  j ewel ler y i n t he l ar ger pro vinci al and count y l evel popul ati on cent res .  I ndeed, mos t  of  the grow th  i n 24 carat  gol d dem and seen over t he l as t  coupl e of  years  has occurr ed in these t hi rd and f our th  t ier  ci ti es , nearl y 140 of  w hich boas t mor e t han one m il li on inhabi tant s .41  
A  huge ex pan si on in manuf actur i ng capacit y and r etai l out let s has  pr ovi ded t he f oundati on for  ex plos i ve gr owt h i n jew el l er y demand.   
The im por tance of thi s  r etai l  expans ion should  not  be underes t im ated.  Whi le it  woul d be an exagger ati on t o cl ai m that  suppl y-s i de devel opment s  have dri ven the expansi on of the mar ket  i t is  tr ue t hat t hey  have pr ovi ded t he necessary f oundati on f or  t hi s to  occur . Mo reover , especi al ly in part s  of  the countr y w her e r etai l jew ell ery s tor es  bar ely  exi st ed t en year s  ago,  t he openi ng of new outl et s has  s ti m ulat ed dem and. Bes id es  pro vidi ng consum ers  wi th an avenue thr ough whi ch t hey can buy g old jew ell ery,  devel opm en t of the r et ai l inf r ast r uctur e has  in it self  di r ect l y cr eated addit ional  f abr icat ion demand.  T his  is  because new st or es r equir e i nvento ry.  T ypical ly a s t ore in a t hir d or f ourt h ti er cit y m ay need RMB4- 6m n s t ock.42 Al t hough at  cur r ent pri ces  t his  amount s  t o onl y abou t 20kg per  s t or e,  t hi s appr oxim ate ini t ial  s t ock  f igur e needs  to be m ul ti pli ed by th e m an y t housan ds of  new  out let s  t hat have been set  up i n Ch ina over recent  year s . Sim i lar ly,  t he exp ans i on i n the manuf actur i ng base t o ser ve t he l ocal m ar ket , wi th close to 4,000 f orm al m an ufact urer s  i n S henzhen  al one,43 has ti ed up an incr easi ngl y l arge amoun t of gold  i n com panies ’  w ork- i n- progr ess  i nventor i es  or  w holesale tr ade s t ocks . Thi s par tl y account s f or Chi na’ s gol d sur plus ,  w hich is  discussed i n m or e detai l  i n t he secti on on Suppl y - page 49.   

D em and has  benefi t ed f rom  a subs tant ial  i ncr ease in the wor ki ng age populat ion and a r ise i n the number  of  mar r iages : we es ti mat e t hat weddi ng d em and account s  f or  40%  of gold consump ti on.  
Bes i des t he pr ocess  of ur banisat ion ref er red to above, Chi nese j ewel ler y consum pti on has  also been s ti m ulat ed by the demogr aphi c di vidend of  a ri s ing wor ki ng age populat ion  ( unti l  2011)  and a r el at ed grow th in  t he num ber of  m arr i ages.  U N data shows that  w orki ng ag e popul ati on -  defi ned as  those aged f rom  15- 59 - j umped fr om  723 mi l li on i n 19 90 t o 944 mi l li on i n 2 010. Anal ys is  of  empl oyment  rat es in dicat es  an addi ti onal  200 mi ll i on peopl e f ound em pl oyment  dur i ng t hi s peri od.  The comb inat ion of m ore people in wor k and hi gher  aver age i ncomes  has  underpi nned grow th  i n t he num ber  of  j ewel ler y consum er s.  U N data f orecas t the 15- 59 age grou p at  938 mi ll i on i n 2015,  9 29 m il li on in 2020 and 908 mi ll ion  i n 2025.  S o al though thi s  pi l lar  of  suppor t  w il l wane,  i t wi l l not do so unti l  t he 2020s  and even then wi ll  be of fset  by ri s ing in com es .  
A  di spl ay of 24 car at bangles .   

39 Worl d B ank.  
40 Ibi d.  
41 Nat ional  B ureau of St ati s ti cs.   

42 Worl d G ol d Co uncil ; tr ade sour ces .  
43 Shenzhen G old and Jew elr y A ssoci ati on advised t hat  t here are mor e than 3,600 jew ell ery  cor porat i ons and anot her  5, 000 sel f- em ployed,  i ndivi dual  j ewel ler s  r egis t ered in Shenzen.  
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I t is est i mat ed t hat close t o 40% of  Ch inese 24 carat  j ewel ler y consum pt ion is  rel ated to weddi ngs .4 4 I n t he t hi rd and f our th ti er  ci ti es t his  p er cent age i s gr eat er . The gr ow th in th e num ber of  peopl e of  m ar ri ageable age t ogether  w it h, i n gener al,  i ncreas i ng w ealt h has  boos ted sal es  of  j ewel ler y for  t r adit ional  w eddi ng sets  and r i ngs.  T ypical ly a t hr ee- pi ece w edd ing set , know n i n Mandar in Chi nese as  j iehun san j ing m ight  cons i s t of a neckl ace/  pendant/ bracel et,  r i ng and ear r ing  com binat ion.  B racel ets  are especi all y pop ular  i n sout her n Chi na wher e w edding set s  ar e al so of t en  f ive-  r at her than thr ee- piece.  The num ber  of mar r iages ,  accor ding to th e m ai nl and’s  off i cial  dat a f or Chi na ( w hich incl udes  f igur es  f or  H ong K ong,  Macao and Tai wan)  has  i ncr eased by 60%  s ince t he mi ddle of t he l ast  decade to 13.2 m il li on at  t he end of  2012. 45 T his  has undoubt edly made an i mp ort ant contr i buti on to grow t h i n dem and f or  24 carat  gol d over the las t  decade ( Ch ar t  12) .  

I t mi ght  be thought , gi ven Chi na’ s  dem ographi c chal lenges ,  t hat thi s  pi ll ar  of  j ewel ler y off t ake wi l l weaken i n fut ur e. Such an observat ion is  corr ect , but the data suggest  t hat  t he i mpact  of  adver se dem ogr aphics  w i ll  be fel t mai nl y i n t he 2020s ,  and not t o any great  ext ent dur ing the peri od 2015 t o 20 17. Accor ding t o  
U N dat a, t he num ber of  f emal es i n t he 20- 29 ag e gr oup t ot al l ed  98 mi ll io n i n 2005,  r i si ng to 115 m i ll ion in 2010 and i s  f or ecas t  t o r each 114 m il li on i n 2015, 89 m il l ion in 2020 an d 73 mi ll i on i n 2025.   
G old’ s  soci al  r ol e i s  not  j us t confi ned to mar r iage;  i t is  oft en t he bas i s  of  gi f t givi ng for  ot her  i mpor t ant fam i ly occas i ons  and nati onal hol idays . The gif t ing mot iv e i s under pinned by gol d’ s  r ole as  a s t or e of  w ealt h.  

G old’ s  pl ace at  t he cent re of tr adi ti onal Chi nese w ed dings  is  an im por tant  m ani fes t at i on of  i t s cult ur al im por tance.  H owever , it s  hi s tor ical  appeal  goes  beyond t he par ti cul ar  domai n of  mar r iage.  For  i ns tance,  chi ldbi r th is  another  soci al occasi on wher e gi ft i ng of  gol d is  an obl igat ion f or many.  C hinese New Year ,  al so know n as  t he S pri ng F es t ival , i s the mo st  i m port ant hol iday in the countr y and al ways  sees  a m aj or  i ncrease in gif t- r elat ed pur chases  of  j ewel ler y and or nament s , the lat ter  usual ly comm em orat ing t he ani mal  associat ed w it h t he new  l unar  year . Val enti ne’s  Day has m ore recent ly become an i m port ant event in  t he t rade’ s  cal endar,  j oini ng the longer  es t abli shed Mot her’ s  D ay as  an  occas ion for  purchas i ng gol d jew el l ery.   
Char t  12:  N umber  of weddi ngs  and gold  j ewell er y dem and i n C hina  
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Sour ce: Mini s tr y o f Ci vil  A f fai rs ,  Th omson Reuter s  G FMS  
44 Preci ous  Met al s  I ns ig hts ;  Wor ld Gol d Counci l;  t rade sources .   

45 Mi ni st r y of  C ivi l  A ff air s .  
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Mor e gener all y, the Chi nese t radi ti onall y regar d gol d as a f or m of  m oney. Indeed,  t he char acter  for  go ld in Mandari n ( j in)  i s  al so a syno nym for  money.  T his  i s  an im por tant  f act wh en  i t comes  t o the mot ivat io ns behind  t he pur chase of  j ewel ler y. As i an buyer s  of  plai n, 22 or  24 car at jew ell ery have no doubt  i n t heir  mi nd t hat t hey ar e buyi ng go ld as wel l as  an object  of  beaut y t hat  can b e wor n.  T he per cep ti on of  v al ue i s  ver y im por tant  i n m ark et s  such as I ndia and C hina wher e pl ain,  ver y high carat  or  ‘pur e g old’  ar t icl es bought  on low - mar k-u ps compr i se t he m ajor it y of gold j ew ell er y consum pti on. As  such, the level  and dir ecti on of local  gol d p ri ces usuall y have an i m port ant beari ng on j ewel ler y consum pt ion.  Thi s  w as  ver y cl ear in 2013 when in Apr i l of th at  year  the su dden s lum p in pri ces  t ri gger ed an extr aor dinar y w ave of  buying in Chi na. Consum ers  percei ved t his  as  a u nique oppor tuni ty to exchange r enm inbi  f or  gol d at  a ver y f avour abl e r at e. It  w as  al so of  cour se a chance to br ing f orw ard pl ann ed pur chases  for  gif ts  or  w ed dings ,  especial ly as  t he consensus  w as  that  pr i ces wer e boun d, even tual ly,  t o m ove a good deal  higher .  

Wor ld Gol d C ouncil  co nsum er  r esear ch indi cates  t hat consumer s  r em ain very pos it ivel y disposed t owar ds  ‘ pur e gol d’  j ewel ler y.  
I t mi ght  be thought  t hat  t he di sapp oint ing pr ice tr end i n t he second half  o f 2013 had under mi ned t hi s opti m ism  as  w ell  as  the publi c’ s des ir e t o p urchase ‘ pur e gol d’  j ewel ler y. Thi s  does  no t seem  t o b e th e case. An extens iv e consumer  sur vey46 conducted tow ards  the end of  2013 on behalf  of the Wor ld Gol d C ouncil  i l lus tr at es how Chi na’ s popul ati on cont in ues  to vi ew  ‘ pur e gol d’  j ewel ler y as  a f or m of m oney, wi th li tt l e i ndicat ion that  t hi s t radi ti onal att i tude wi ll  change any t im e soon.  A sked w hether  t hey agr eed wi th the s tat ement  t hat 24 car at gol d j ewel ler y “…i s  as  m uch an i nvest m ent  as  it  i s  a fashi on i t em ” no  l ess  than 80%  of  t he sam ple agreed,  w hil e onl y 4% disagr eed ( 16%  hel d no vi ew ei t her way) . Agr eem ent level s wer e st r ong acr oss all  r espondent s.   
Mor eo ver ,  suppor t f or f utur e dem and i s  s t rong : in a separ at e sur vey o f over 10, 000 C hinese consum ers , 47 76%  of tho se aged bet ween 18 and 27 al so af fi r med ‘p ure gold’  jew el l ery’ s  i nves tm ent s tat us . And the maj or it y of  r espondent s pl ann ed  t o m aint ain or  i ncrease t heir  spen ding on 24 carat  go ld jew ell ery over  t he next  12 mont hs  ( 44%  and 35%  r especti vely - Char t  13) . For  t hose pl anning t o i ncrease t heir  sp end ing,  t he pr i ncipal  m oti ves  w ere that  t hey expect ed 24 carat  j ewel ler y to hold i ts  val ue over  the long- t erm  and anti cipat ed t hat  t hey w ould have a higher  level  of  di sposab le incom e.  

Char t  13:  C hinese consum er  sur vey: Com pared to th e l as t  12 m onths ,  do you t hin k you wi ll  spend mor e,  l ess  or th e same in the next 12 mont hs  on gold j ew ell er y?  
Mor e 44%   
Sam e 35%   

Less  15%   
D on’t  know  5%  
N ote:  Sur vey of 1,001 Chi nese consum er s  and  t heir  at ti t ude t owar ds  gol d conduct ed by t he Wor ld Gol d C ouncil  duri ng Januar y 2 014.  

Sour ce: Wor ld Gol d C ouncil   
46 TNS  sur veyed  1, 000 C hinese consum ers  in Decem ber 2013 on behal f of  t he Wor ld Go ld Counci l.   
47 Kadence sur veyed over  12,000 Chi nese consumer s  bet ween May 2013 to Febr uary 2014.   
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O utl ook  

2014 is  li kely to be a year of  consol idat ion aft er  2013’ s  spect acul ar  gr owt h in demand,  al though m uch w il l depend on t he t rend in local  gol d pri ces . Over  t he m edium  ter m the expected incr ease i n r eal incom e and pur chasi ng power  w il l suppor t grow t h i n j ewel ler y consum pt ion.   
Fol low ing  l ast  year ’ s excepti onal  advance i t i s pr obable that  2014 wi l l see li t tl e gr owt h in jew ell ery consumpt io n. The i ncr ease in 2013 w as  so lar ge t hat a degr ee of  consol idat i on t his  year woul d be no sur pr ise.  To a cer tai n ext ent  t his  is  because som e pur chases  w il l have been broug ht for w ar d.  T his  w oul d have been  m ore a f uncti on of consumer s  buyi ng in advance f or mar r iages  or other  key event s in  2014 than the tr ade, as  shops  t ur n t heir  24 car at invent or y ver y q uickl y. Of  cour se, much wi l l depend on local  gol d pri ces i n 2014.  A  qui ck, subs tant ial  dr op in the pr ice m i ght encourage a new  w ave of  buy ing analogous  to that  seen las t year,  al t hough, one suspects ,  pr obabl y l ess  int ense as  pr i ce expectat io ns may not  be quit e so rosy the second  t im e r ound.  A nd, whi le Chi nese consumer s  w ere lar gel y i mm une t o ri s ing gold pr ices  i n the lead up t o 2012,  i f  gol d w er e t o m ove hi gher , an  el em ent  of  ‘ budget  cons t rai nt’  may be t ri gger ed t hat for  jew ell ery woul d be a m or e pow erf ul  i nfl uence t han any popul ar expectat ions  of hi gher pr ices  yet  t o com e. Under  such cir cum st ances  dem and coul d ease f r om 2013’ s  r ecord l evel  ( C har t  14) .   
A nother  dow nside ri sk i s  t he gr ow ing danger of  a ‘cr edit  cr i s is ’  i n C hina due t o t he r api d expans io n i n cr edit , whi ch woul d i n t ur n depr ess GD P grow th  and co nsum er  spendi ng. It  i s  of  co urse i m possi bl e t o be sur e abo ut the ti mi ng and i mpact  of  any bur s ti ng of  the ‘cr edit  b ubble’ , alt hough the medi um- t erm  f or ecast  i n thi s  r eport  does in cor por ate some im pact on bo th GD P gr ow th and t he l ocal gold  m arket . Agai ns t thi s , it  shoul d be bor ne i n m in d t hat the Year  of  t he Hor se i s an auspi cious  one f or  w ed dings  (as  a “doubl e spr ing” and i nter calar y S eptem ber in a l unar  year  i s  good f or mar r iages)  and that  consum ers’  i ncomes ,  bar r ing a m ajor  econom i c upset,  shoul d be gr owi ng at  cl ose t o 10%  thi s  year . Taki ng al l these f act ors  int o account , it  w oul d be prudent  t o assum e a mor e or  less  f lat  o utcom e f or  consum pti on i n 201 4.  

Looki ng fur t her ahead t o t he pr ospects  for  dem and over 2015- 17 i t is  pr obable that  t he m arket  w i ll  see decent  gr ow th.  The mai n bas i s  f or  t his  expect ati on is  the for ecas t incr ease in  consumer s’  pur chas ing power . Suppos i ng conser vati vely that  r eal  i ncomes  g row  on average by 7. 5%  per  annum ,  t he com poundin g ef fect  over  t he medi um- t er m  w ould l eave them  a th ir d hi gher  t han i n 2013 . Theref or e, barr i ng a maj or , unexpect ed econom i c setback it  i s  har d not to be opt i mi st i c about  gr owt h in Chi nese consumer s’ pur chasi ng power  over  t he medi um- t er m .  
Char t  14:  C hina’ s  j ewel ler y dem and and  %  shar e of  gl obal  j ewel ler y dem and  
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Sour ce: Pr ecious  Met als  Ins i ghts ,  Th omson Reuter s  G FMS,  Wor ld Gol d Counci l  
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Pr ice expectat ions  as wel l as  t he act ual level  and dir ecti on of pr ices  ar e ot her  f actor s  t o cons i der when it  com es  t o j ewel ler y consum pt ion.  T he aver age m ark- up on j ewel ler y w il l  r ise moder atel y ov er  2015- 17; thi s  m ay m argi nal ly dil ut e expendi tur e on gold .  

N at ur all y pr i ce wi l l be a key f actor  i n ad ding to or  subt ract ing f rom  t he pos i ti ve i ncom e-ef f ect  f or ecast  o ver  the medi um t er m . Ot her  cons ider at ions  wi ll  t end t o m i ti gate the pri ce or  budgetar y i m pact .  O ne of  t hese i s consumer s’ pr ice expect at ions ,  as  t he ant ici pati on of high er  or lo wer  pr ices  woul d -  al l  ot her thi ngs  bei ng eq ual  - at the mar gi n t end t o r esult  i n great er or  l esser  i m medi ate dem and,  r espect i vely.  O n t he ot her  hand,  t here is  a r equir em ent ,  especial ly f or weddi ngs , that  t he j ewel ler y chosen should m eet  cer t ai n cri ter i a i n t erm s  of  l ook and s i ze.  T his  tends  t o st abil i se the amoun t of gold  pur chased,  i ndependent  of  t he l evel of  gol d pr i ces.  N evert hel ess ,  i f gold  pr ices  w er e t o be sub st anti all y higher  or  low er th is  w oul d undoubt edly  be an i mpor tant  con si der at i on and could wel l have an im pact gr eater  t han t he i ncome- ef fect  di scussed above.  
Because of  fi erce compet it i on i n r et ai l  and fabr icat io n m arket s , aver age mar k- ups over  t he spot  pr ice have t ended t o be ver y l ow (a maj or  except ion was  t he Apr il  t o Septem ber per iod las t   
year ).  T his  coul d chan ge over  t he com ing year s and m ar k-ups  could r ise, but  t here is  very li tt l e chance t hat average mar k- ups  w il l r ise suf f ici entl y over  the medi um ter m  t o ‘ di lut e’ by v er y much expendit ur e on gold jew ell er y. Fir s t,  w hen i t  com es to  bas ic 24 car at pr oducts ,  m ass i ve pr oduct ion capaci t y and fi er ce compet i ti on at  t he r etai l  l evel  wi ll  pr event  any meani ngful  i ncr ease in mar gi ns . Second, the tr ade i s  f i nding it  ver y dif f icul t to sell  m or e sophi st icat ed 24 carat  p roduct s  on a per  pi ece bas i s.  F or exampl e, mos t  ‘ 3D  H ard Gol d’ , a new , el ectr of or med 24 car at pr oduct that  i s  as  har d as  18 car at gol d, is  st il l  sol d on a w eight  bas i s.  A nd,  al though thi s  subset  of  speci al  product s  can be sold  by wei ght on a high er  per- gr amm e m ark- up,  i t wi l l conti nue t o account  f or  onl y a smal l share of  t he ‘ pur e gol d’ m ar ket . Thi rd,  som e gr owt h in sal es  of  1 8 car at and gem -set  can be expected as  younger , m ore fashi on consci ous  buyer s  f avour  t hese pr oducts . Ho wever , the moneyed,  young  ur ban el it e i n a f ir s t ti er cit y li ke Shanghai  i s  not  r epr esen tat ive of the maj or it y of  younger consumer s  i n t hi rd and f our th t ier  ci ti es . Mor e conser vat ive tas tes  predom i nate her e even  am ong t he  

18- 25 age gr oup. In addit i on, the share of ‘ pure gold’  jew ell ery in  t he pr oduct m ix wi ll  be defended by the conti nued expans i on of  p lai n 24 carat  dem and i n t hi rd and f our th t ier  ci ti es  f rom  ‘f i rs t  t im e buyer s ’ .  
Sm all  gol d bar s  d es i gned f or  gi f ti ng at  C hinese New Year . The hor se s tat ue i s elect r oplat ed w it h gol d an d t ypical  of  t he t ype given as an auspi cious  New  Y ear  gif t.   
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A  1kg gif t ing bar and sm all er 100g and 50g bars .   

O ther  cat egori es  of  consum er expendi tur e m ay t ake som e m arket  shar e f r om gold j ew ell er y but  onl y at the mar gin.  24 car at jew ell ery f aces  incr easi ng compet it ion f rom  fi nancial  assets ,  al though thi s  i s  not  a new phenomenon .  
Com pet it ion f rom  non- j ewel ler y cat egori es  of  exp end it ure is  another  ar ea t hat  m ust  be cons ider ed when maki ng a medi um or  l ong t er m for ecas t for  demand.  L uxury goods , hol idays  and m obil e phones  are usual l y ci ted as th e obvi ous  com peti tor s  f or  j ewel ler y. Ho wever , when it  com es  t o C hina,  l ocal tr ade sour ces  ar e sur pri s ingl y sangui ne about  co mpet it ion f rom  t hese sour ces,  at  l eas t over t he next  f ew years .  ( Thi s vi ew is  suppor t ed by the resul ts  of Wor ld Gol d C ouncil ’ s consumer  sur vey discussed above. ) Thi s i s lar gel y because consum ers  regar d 24 car at  jewel l er y as bein g, fi r st ly , a uni que pr oduct,  whi ch i s pur chased f or both  ador nment  and i nvest ment  and , secondl y, of  t radi t ional  i mpor t ance f or weddi ngs  and ot her soci al  occas ions .  ‘ Pur e gol d’  j ewel ler y i s  not  j us t another  product  com peti ng for  a share of  t he consum er’ s  w all et,  al thoug h t his  woul d l arg el y be t rue of t he smal ler  gem- set and K -gol d jew el l ery categor ies ,  w here adorn ment  i s  t he pr inci pal cons ider ati on.  For  the medi um ter m  f utur e at leas t it  seem s t hat thi s  opt im i st i c vi ew  i s  cor r ect.  N evert heless , it  woul d s t il l be w ise to assum e t hat th er e wi ll  be mar gi nal att ri ti on fr om  t he ot her expendi tur e cat egori es  m enti oned abov e and t hat  t his  ef f ect may gr ow over ti m e.  D ur ing 2015- 17, however ,  t he dam pening eff ect on gold jew ell ery dem an d shoul d be fai rl y li mi ted.   
I t is  also wor th r ev iew ing the compet it i on ‘ pur e gol d’ jew ell er y w il l f ace in th e f utur e f r om f inanci al asset s.  ( Thi s  phenom enon is  cov er ed in great er det ai l  i n t he secti on on I nves tm ent -  page 29 -  as  it  i s  of  gr eater  rel evance t o i nves tm ent than to j ew ell er y.)  A s  di scussed ear l ier  i n thi s  secti on, dem and  i n C hina for  24 car at art icl es  i s,  to a l arge extent , dr iven by f in anci al cons ider ati ons  and t he r ecognit ion t hat  in extr emi s  ‘ pur e gol d’  j ewel ler y can easi ly  be exchanged f or cash . The gr ow ing avail abil it y and  pot enti all y bet ter  perf or mance of other  fi nancial  assets  could,  t her ef or e, have som e bear ing on dem and. I t woul d seem , though , that  t his  woul d l ar gely depend on the type of  f inanci al ins t r ument ; for  ins t ance,  o nly a m inor i ty of j ew ell er y consum ers  own equit ies .   
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A  m ove t o a pos it ive real  i nt er es t r ate regi me fo r saver s  w oul d r epresent  a mor e di r ect thr eat to ‘ pure gol d’ jew ell ery dem an d.  

A  l ar ger  i m pact  o n j ewel ler y consum pti on woul d be prob abl e f r om any shi f t to pos it ive r eal  i nt eres t  r ates  o n bank deposi t s.  T his  woul d af f ect  a m uch l arger  shar e of  the populat ion and repr esen t a m ore dir ect  f orm  of compet it i on f or  24 carat  gol d j ewel ler y.  H owever , even i n t hi s case,  t he ef f ect mi ght not  be that  ext rem e. So- call ed Weal th Managem ent Pr oducts  (WMPs)  of f ered by ban ks typ ical ly pay r ates  of 6% -pl us  and have boom ed as  fi nancial  i nt er m ediar ies ,  w eal t hy saver s and t he cr edi t- s tar ved have fo und w ays t o ci rcum vent of fi cial  cont r ols  on i nter es t rat es  and lendi ng. The extr aor dinar y gr ow th in these produ ct s , whi ch accor di ng t o t he C hina Banki ng R egulat ory Com m iss ion exceeded R MB 9tn ( US$1. 6tn ) at the end of  Septem ber 2013,  has  not  st opped t he boom in ‘ pure gold’  jew ell ery demand.  Mor eover , when it  com es  t o i nter es t r at e l i beral isat ion for  ordi nar y saver s i t is  u nli kely that  t he aut hor it ies  wi ll  per m it  t his  to happen qu ickl y or  t hat , in any case, rat es  w ould be al low ed t o fl oat high er  purel y i n li ne w it h m ar ket for ces . And any i m pact  i nt eres t  r ate li beral i sat ion m ay  have i s  unl i kely to aff ect r ural  saver s  w it h l im i ted access  t o ban ks,  w hose pr ef er r ed f or m of  saving  i s li kel y t o cont inue to  be gold.   
U nti l 2004 t he p urchase of  gold inves t ment  bar s  by pr ivat e i ndiv idual s was  not per mi tt ed i n C hina.  C oins  and gi f t bars  wer e an im perf ect m eans  of  ci rcum venti ng t hese r es tr ict i ons.  T he change in legi s lat ion aft er  t his  date gave banks  an oppor tuni t y t o cr eate a m ass  mar ket f or gol d bul li on p roduct s . In onl y a few  year s  t hey have overseen an explo si on i n demand for  gold bars ,  w it h purchases  i n 2013  es ti mat ed at  no  l ess  than 366t.  Whi l e m ost  buyers  of 24 car at j ew ell er y ar e acqui ri ng a pr oduct that  f ul fi l s bot h ador nment  and i nvest ment  cr i ter ia,  t he chi ef  m oti ve f or  a mi nor it y w il l  l argel y be inves t ment . Thi s  gr oup coul d be per su aded t o swi t ch away f rom  ‘ pur e gol d’  j ewel ler y by  t he l ower  m ar k-up on bar s  and,  i ncr easi ngl y, thei r mo re eff i ci ent  secondary m ar ket . An inves t ment  bar  of s tandar d w eight , sold t hrough a m ajor  bank on a l ow mar gi n on it s  gol d con tent , wi th a guar ant eed buy- back, is  undoubtedl y a mo re ‘ef f ici ent’  f or m of  gol d i nves tm ent t han  24 car at  j ewel ler y, ign ori ng t he l at ter ’s  aest heti c appeal . As  mor e bank br anches of fer  bu ll ion bars  and an incr eas ing numb er  of jew ell er y r etai ler s  al so sell  t hese pr oduct s,  i t  i s expected that  som e pot enti al  buyer s  of  ‘ pur e gol d’  j ewel ler y w il l  m igr ate to i nvest m en t bars .   
24 car at  gol d w edding gi ft ing  j ewell er y -  a Eur opean cr ow n s tyl e h ai r piece,  and hair  pi ns  f or  t he br i de.  
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Expansi on i n r et ail  and,  especial ly,  m anuf actur ing  capacit y w i ll  s l ow in the next f ew  year s  r educi ng i ts  supp ort  f or  m arket  g row th.   

‘ Suppl y s id e’  expansi on wi ll  be much less  o f a suppor ti ve f act or than it  h as  been over  t he l as t few  year s . I t is  p robabl e t hat the f renzi ed pace of new s tor e and outl et openi ngs w il l s lacken som ewhat . Per haps m ore im por tant ly,  i ncr eased compet it io n at  t he r etai l level  w il l  ‘ weed out’  the fi nancial ly weak.  I n addit ion,  t he t r ade i s f orecas t ing the pace of  consol idat ion t o i ncrease, par ti cular ly th rough m er ger s  and acqu is it i ons  of  r egio nal  ch ai ns . Never t hel ess , even  t hough t he r et ai l  expans ion  w il l be l ess hecti c t here is  s ti ll  som e r oom  f or  gr owt h i n shel f  space devot ed t o j ewel ler y,  above all  i n t he t hi rd and f our th ti er  ci ti es . In addit io n, ther e i s  a co nsensus  am ong indus t ry i nsi der s t hat  fr om  a low  l evel,  on- l ine sal es  of  gol d jew el l er y wi ll  devel op rapi dly.  I ndeed,  t he Wor ld Go ld Counci l is  act i vely looki ng to sup port  t hi s mar ket , having launched lovegol d. cn i n A ugus t 2013, to  m uch success.   
When i t  com es to  t he m anufact uri ng base,  i t i s pr obable that  expans i on w il l be f ar  m or e l im it ed i n 20 15-17 and t her e coul d even be som e att r it ion  f oll owi ng the sur ge in capaci t y l ast  year .  O veral l,  t her ef or e, the ‘ supp ly si de’  of  t he j ewel l er y indus t ry should  devel op at  a moder atel y pos i ti ve pace for  jew ell ery f ab ri cati on dem and, bot h i n t erm s  of  maki ng pr oduct  avai labl e t o consum ers  and i n t he f or m of  a som ewhat  hi gher  l evel of t rade st ocks .  
Jewel ler y consum pti on wi ll  r i se f urt her  by 2017 but  u nderper f orm  G DP  gr owt h and consumer  spendi ng over the same peri od. Consum pti on is  f or ecast  to reach 780t,  w hich wo uld repr esent a r ise of near ly 17% over  t he cur r en t 2013 f i gure.   

To sum up t he m edi um- ter m  out look , it  i s  ver y pr obabl e t hat jew ell ery consumpt io n gr owt h wi ll  s l ow mar kedly com par ed to 2010- 13. Whereas  duri ng t he ear l ier  f our -y ear  peri od dem and com f ort abl y out paced G DP gro wt h and the general  r i se in consumer  spendi ng,  t he expectat i on i s t hat over the next f our years  jew ell ery consump ti on w il l under perf or m these measur es.  A n i m port ant r eason is  the base ef fect : 2013 w as  an except i onal year.  I n ad dit ion,  condi t ions  over the next f ew  y ear s  m ay no t be as  f avour able as th ey wer e in 2010- 13. Relat i vely low  R MB  gol d pri ces com pared to 2011- 12 and real  i ncom e gr owt h w il l  pr ovi de suppor t for  gains  in demand but agains t  t his  tr ade expans i on w il l  s lo w and  com peti ti on f or  j ewel ler y wi ll , at the mar gi n, incr ease ( part icul ar ly fr om  bul li on) . The for ecas t also r ecogni ses  the pr obabil it y t hat  G DP grow t h w il l be bel ow cur rent  consensus  l evels  of aroun d 7%  per  ann um (an annual average of  6%  i s  assumed ins t ead).  T his  is  because the rat e of  g row th wi l l be l ower ed by the cos ts  of gr adu al l y shi ft ing t he econom y f ro m an i nvest m ent and expor t  l ed m odel to a m or e consum er - dr iven one. Al though  t he end resul t of th is  pr ocess  i s  l ikel y t o be f avo urabl e f or  j ewel ler y dem and ov er  the long r un, the tr ans it io n coul d cr eate ins t abil it y. I n par ti cular ,  at  som e poi nt over t he next  f our  year s t he ‘ credi t bubbl e’ in Chi na m ay bu rs t  and thi s  w il l r esul t i n s ign if icant  headw inds  for  the eco nomy.   
I n spi te of all  t he chal l eng es  li s ted above, the for ecas t fo r jew ell ery demand over  2014- 17 st i ll  show s good grow t h f or  t he per iod as  a whol e. By 2017 consum pti on i s  expect ed t o r each 785t  an d r ise by j us t over 17%  f r om 2013’ s hi gh w ater mar k. ( The f or ecast  i ncr ease in value ter m s i s about 20% .)  Because of  t he l oft y benchmar k i n 2 013 and li mi t ed gr owt h pr ospects  in 2014,  t he i ncrem ent by 2 017 i s  ‘ jus t ’ 116t  above the curr ent  es ti m at e f or  C hinese jew el l er y consumpt ion l as t  year , whi ch was  669t . Thi s  com pares  to the incr ease of  216t  bet w een 2010 and 2013 and t he 132 t gain recor ded i n the 2006-0 9 per iod.   
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I nvestm ent  

Si nce i nvest m ent in bull i on w as per mi tt ed i n 2 004 dem and f or  bar s  and coins  has soared fr om  a mer e 10t  to 397t in 2013.  Thi s  phenom enal i ncrease i s  connect ed t o t he r elat iv el y li mi ted set of i nvest ment  opti ons  f or  savers  in Chi na. I t is  al so a ref l ect i on of  i nves tor s ’  des ir e to diver s if y asset s away fr om  an over -r eli ance on vol at i le eq uit ies , i ll iqui d p roper ty  and bank depos i ts  t hat  pay negat i ve r eal rat es  of  i nt er es t.  We judg e t hat  medi um ter m  pr ospects  ar e ver y pos it ive and dem and coul d r each cl ose t o 500 t by 2017,  al tho ugh i n t he m eanti m e we expect 2014 t o be a year  of consoli dati on.   
I ntr oduct ion  
Bul l ion inves t ment  w as  ef fect ivel y pr ohi bit ed i n Chi na f rom  1950-200 4. Today t he count r y i s  t he w orl d’ s  l arges t  m arket  f or  gol d bar s , i n par t because of  successf ul  devel opment  i ni ti ati ves by the maj or banks .  

I n 2004 t he PB oC aut hor ised the purchase and  sale of gol d i n bul l ion for m  am ong pr i vate persons  for  t he f i rs t  t im e s i nce 1950.  I n the decade s ince thi s  hi s tor i c decis i on C hina has  becom e t he w orl d’ s l ar ges t m ar ket  f or  gol d bul l ion.  I n 2013 an est i mat ed 397t  of  bar s  and  coi ns bought  by local  i nves tor s  account ed f or  ar ound 2 3% of  gl obal phys ical  i nves tm ent demand (C har t 15).   
Char t  15:  C hinese i nves tm ent * dem and and the gold pr ice (R MB /gr am me)   
Tonnes   

RMB /gr amm e 45 0  
350 400 300 350 250 300 250 200 200 150 15 0 100 100 50 50 0 0  
1994 1996 199 8 2000 2002 20 04 2006 2008 2010 2012  

I nves tm ent* (t )   
Chi nese gol d pr i ce ( RMB/ gr amm e, rhs )   
*I nves tm ent incl udes  t otal  bar  and  coi n dem and.  

Sour ce: Shanghai  G old Exchange, Thom son R euter s  G FMS, Wor ld Gol d C ouncil   
28_29  



  

These d at a show  i nves tm ent in  Chi na w as  i nit i al l y qui te modes t  f ol low ing mar ket  l iber ali sati on. I t took some ti me bef ore prod uct s  w ere developed and n et w orks  est abli shed by lo cal  r ef iner s  and banks  t o t ake advant age of  t he new  r egi me.  Li kewi se, inves t ors  needed t o be persuaded of th e m er i ts  of inves t ing i n gol d bul l ion,  w hich,  unl i ke j ew ell er y, had not  been avail able in Chi na f or  sever al generat ions .  I n fact , it  w as not  unt il  l at e 2005 that  t he I ndus tr i al and C omm erci al Bank of  Chi na (I CB C)  and the SGE  l aunched t he f i rs t  spot -t r adi ng produ ct  for  pr i vate inves t ors ,  know n as  ji hangji a. I n D ecem ber  2006 Chi na N ati onal Gol d Gr oup ( C NG G)  l aunched t he f i rs t  gol d i nves tm ent bar  t raded in li ne w i th pri ces  on the SGE , wi th a guar ant eed buy- back.48 (E ven t oday t he bu ying back of  bar s  i s  l im i ted in ter ms  of  t he out let s  or  bank br anches  of fer ing t his  ser vi ce,  al tho ugh t he num ber  i s gr owi ng.)  At  t he sam e t im e a range of bar s had s t art ed t o app ear  in jew ell ery s tor es , the maj or it y of  whi ch w ere aim ed at  t he gi f t mar ket and w ere th er ef ore sold at r el at ivel y hi gh m ar k-ups .  I t  t ook a whi le fo r a genui ne i nves tm ent bar m ar ket  t o devel op and,  i n thi s  r egard,  t he m aj or banks , especi all y t he I C BC,  pl ayed a cri t ical par t in developi ng the necessar y i nf ras tr uct ure thr ough thei r  br anch net wor ks  and i n pr omo ti ng br anded i nves tm ent  bar s  of  var io us s izes  t o thei r cus tom ers .   

A  f ull  r ange of 9999 i nves tm ent bar s i s now avail abl e t hrough an i ncr eas i ng nu mber  of  ban k br anches and j ewel l er y st or es . The bul li on mar ket is  domi nat ed  by inves t ment  bar s , alt hough t her e i s  al so a m ar ket  for  h igher -p ri ce ‘ gif t  bar s ’.   
Cur r entl y a f ull  r ange of  sm all  inves t ment  bar s  i s  avail abl e t o i nvest or s  pr im ar il y t hr ough m any t housands  of  b ank  br anches,  bu t also at  j ewel ler y st or es and,  m ore recent ly,  v ia the int ernet .  
These p roduct s  ar e 9999 bar s r ang ing in s ize fr om  1g thr ough to 1kg and sold at lo w prem ium s over  the SGE pr ice.  The mo st  pop ular  s i zes  are r epo rt ed t o be 50g and  100g.  C oins  ar e tr adit i onall y f ar  l ess  popular  than bars  in Chi na and not so w idel y avai labl e, alt hough an excepti on to thi s  i s  t he C hinese P and a bul li on coi n, whi ch is  of t en t o be fou nd on sal e. ( Tot al  Chi nese coin fabr i cati on cam e t o 39t  i n 2013, alt hough som e of  thi s  w ould have been export ed.)  The t hi rd ‘ leg’  of  the physi cal i nvest ment  product s  avai labl e t o C hinese consum er s is  that  of  ‘gi f t bars ’ . These bar s  ar e s t il l pr oduced i n 9999 gol d, usual l y i n s t andard s izes  but  al so i n tr adit ion al  tael wei ght s,  and ar e di st i nguished by t heir  b eaut i ful  f i nish an d t he m oti f s th ey spor t.  Par ti cul ar l y popul ar  i n t he l att er  case ar e t he pr evail i ng Spr i ng Fes t ival  sym bols ,  f or  exam ple in the curr ent  l unar New  Y ear hor ses  are the f avo ured anim als .  A lt hough ‘gi f t bars ’  ar e di s tr i buted mai nly th rough jew ell er y s to res , some banks  al so of fer  these pr oduct s . Gi ft  bar s  ar e usual ly sold on a per  gr amm e bas i s but  on a subs tant i al l y hi gher spread over  t he spot  pr ice than inves t ment  bar s  of  the sam e w eight .   

The bar mar ket  by wei ght is  incr eas ingl y do mi nated by i nves tm ent bar s,  as  local  i nvest or s  pr efer  the low er mar k- up, s tandar disat ion and secur it y of these branded pro ducts . Gi f t bars ’  shar e of  the tot al also decl i ned cons id er abl y i n 2013  due to the govern ment ’s  anti -cor r upti on progr am me.  I ndeed, the vol ume of gif t  bar s  i s  bel ieved to have dr opped las t year i n absolut e t er ms  as  wel l as  i n t heir  shar e of  the overal l bar  m arket . Es t im ates  var y consi der ably,  but  P reci ous  Metal s  I ns ight s  j udge t hat gi ft  bar s  account ed f or  l ess  than 20%  of  t he 3 66t bar mar ket  i n 2013.  I t  shoul d be noted that  a f ai r  par t of  t he i nves tm ent bar  dem an d i s essent i all y f or  gi ft i ng pur poses , be t hat fam il y or social  occas ions .   
48 Worl d G ol d Co uncil .  
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G old Accum ulat ion Pl ans have pr oved to be popul ar  s in ce thei r  l aunch i n D ecember  2010 , whi le gold ETF s – l aunched i n Jul y 2013 – have not  m et expectat ions .   

The comm it m ent of the banks  w as  al so a necessary condit i on f or  G old Accum ulat ion  Pl ans  ( GA Ps) to  be success ful l y devel oped i n C hina.  I n December  2010 I CB C,  w it h t he suppor t  of  t he Wor l d G old Counci l,  l aunched t he f i rs t  G AP,  w hi ch  w as  aim ed at  or di nary savers  who wer e i nter es ted in r eg ular ly accumul ati ng a cert ai n am ount of  gol d at  t he bank,  w it h the opti on of  eventual ly taki ng d el i very of  t he pr ecious  met al in bar f orm . I CBC ’ s GA P has  pr oved ver y popul ar  and the bank cont inues  to r oll  out  t he pr oduct  t o m or e of  i t s 17,1 25 br anches  acr oss  the countr y.  Four  other  banks  have s i nce launched s im il ar  G APs  as have som e l arge jew ell ery  r etai ler s , su ch as  B eij ing’ s  f am ous Cai Bai  s t ore.  I t i s tho ught that  t he t ot al  am ount  of  gold repr esented by t hese G AP pr oducts  n at i onall y now  exceeds  60 t49 and i s  ow ned by over t en  m il li on cus t omer s .  
I n June 2013 t he C hina Securi t ies  R egulat or y C omm iss io n gave per m iss i on f or  t wo Shanghai- based asset managem ent  
com panies , HuaA n and GuoT ai to launch dom est ic gol d ET F pr oduct s.  Much ti m e had b een spent on des i gning a go ld ETF that  w oul d appeal  t o i nves tor s  w hil e r especti ng f i nanci al  l egis l at i on t hat fo rbade the dir ect li nki ng of  secur it i es to phys ical  com m odit ies .  The solut ion was  to li nk the ETFs  to spot gold contr act s tr aded on t he SG E rat her  t han di rect ly to  bul li on s i tt i ng i n a vault . On 18 Jul y 2 013 t he H uaAn and G uoTai  gol d E TFs  w ere launched on t he S hanghai Stock Exchange,  w it h C hina Cons t ruct ion  Bank and I C BC the cus todi an banks  respons i ble for  backi ng the produ ct s  w it h spot  m et al .  The ETFs’  shar es  ar e quot ed i n yuan and each share repr esents  1/100t h of a gr amm e of gold.  F or bot h f unds  t he m ini m um inves t ment  i s  300, 000 shar es  ( equiv al ent  t o 3kg)  and  t he m axim um annual m an agem ent  f ee i s 50 bas i s  poi nts .  A t the end of  2013 t he s i ze of  t he H uaAn f und w as 2.4 t and t he G uoTai  f und 0. 4t .50 In bot h cases t he s ize of t he f und has  decl i ned s in ce the launch i n July . Mor e recent ly,  i n D ecember  201 3, a Shenzhen based asset  m anagement  cal led E- Fund launched an ET F and many m ar ket  par ti cipant s  expect  t his  mar ket t o gr ow.   

The fi nancial  d is tr i ct in Bei ji ng.  
49 Worl d G ol d Co uncil .  
50 Mor ni ngs tar .  
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Chi nese i nves tor s  have to- date shown a pr ef erence f or  ow ner shi p of phys ical  bul li on as opposed t o ‘ paper  pr oduct s’ ,  but  t he l att er  m ay pr ove t o be m ore success f ul when Chi na s t art s  t o devel op a lar ger  and mor e sophi s ti cated ins t it uti onal  i nvest or  base.  

Cl earl y these f unds  h ave not  m et expectat ions  - the tar gets  fo r ini ti al  f unding  w er e RMB 2-3bn  f or Hu aA n and RMB  1. 6bn f or  G uoTai . This  is  in part  due t o t he f act that  t hese pr oduct s are aim ed at  i ns ti t uti onal and hi gh net  wor th pr ivat e i nves tor s . It  appear s  t hat th e negati ve g old pri ce t r end and the rel ated dr op i n hi gh p rof i le ‘w est er n’ ETF  gol d hol di ngs dur ing mo st  of  2013 m ay have put of f such pot enti al i nvest or s.  I n ret r osp ect , t he t im ing of  t hese Chi nese pr oducts ’  l aunch w as  unf or tunat e. The gen er al  w idespr ead i nvest or  di s tr us t of  t he s t ock  m arket  f ol low ing a num ber  of  especi al l y poor  y ear s  f or  equi ti es  w il l also not have hel ped t he p rospect s f or what  i s , aft er all ,  a secur it y.  I n addi ti on,  i n t he l as t couple of year s weal thi er  i nvest or s ’ att enti on h as  been f ocused on Wealt h Management  Produ ct s  ( WMPs),  w hi ch of fer  att ract ive coupons  and percei ved l ow r isk.  ( Ri ghtl y o r wr ongl y, mos t  i nves tor s  bel ieve that  s t ate- owned banks’ WMPs ar e ul ti m at el y under wr i tt en by the gover nment .)  Mor eover , aft er t he dul l recept ion t hese gold ETF  pr oducts  recei ved asset manager s  have shif ted thei r  at tent ion to  ot her fu nds wi t hin thei r  s tabl es .  
I t may also be t hat thi s  t ype of  secur i ti sed i nst r ument , whi ch i s  a hybr id betw een ‘ phys ical ’ and ‘ paper ’ gol d i s s im pl y not  appr opr iat e f or  t he C hinese m ar ket at the mom ent.  T his  is  a r efl ecti on on t he t ype of  gol d inves t or curr ent ly acti ve and the percept ion  of  r i sk th ey t ypical ly have. Mo st  i nves tor s  i n Chi na t hat look to own  gol d w ant it  i n phys ical f orm  and  i n t heir  o wn dir ect possess i on because of  a lack of  t rus t  i n t hi rd part y cust odi ans.  T his  is  w hy - notw i ths tandi ng the success  of  GA Ps  and other  go ld savi ngs  pl ans  – the vas t maj or it y of  go ld inves t ment  i n C hina is  in the f orm  of  the dir ect phys ical  pur chase of  bu ll ion bars .  ( The reason why GA Ps and s im il ar pr oducts  have t aken of f t o t he ext ent that  t hey have is  because they are Cus t omer s  i n C henghuang j ewel ler y st or e i n Shangh ai .   
f lexi ble,  conveni ent and, cr ucial ly,  m arket ed and pr ovided by t he l ar ge s t at e- owned banks .)  I n spi te of  t heir  po or perf or mance to date,  as  Chi na devel ops a m or e sophi st i cat ed i ns ti t uti onal inves t or base i t is  pro bab le that  gol d E TFs  w il l  s tar t  t o at tr act mo re inf l ows , not  onl y f r om dedicat ed gol d or  comm odi ti es f unds but  al so f rom  manager s l ooking f or por tf oli o diver s if icat ion us ing gol d-backed secur i ti es  as  t heir  tool .  
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Specul ati ve i nves tm ent in gol d, especi all y vi a t he  

Shanghai  Fut ur es Exchange,  has  al so gr ow n t rem endous ly i n r ecent years .   
A  di ff er ent type of pr ivat e i nves tor , or  r ather  specul ator ,  i s acti ve i n the ‘paper ’  m arket s , be t hat the SGE  or , m ore notabl y, t he Shanghai  Fut ur es Exchange (S HFE) .  B y def ini ti on,  i n or der  t o access  t hese mar ket s even t hr ough i nt er m ediar ies  the inves t ors  need t o be lar ge and r el at ivel y sophi s ti cat ed.  They are also usuall y t aking pos it io ns based upon short - ter m pr ice expect ati ons . Un li ke phys i cal  bull ion wher e inves to rs  typi call y i nves t for  the long- t erm , these are acti vely tr aded go ld mar kets  not ‘ buy and hold’  ones.  A s  expl ained below , t hese mar kets  have t hri ved,  exper ienci ng a maj or  j ump in t urnover  in recent  year s . Gol d i s  a very high pr ofi l e, li quid and i nt er nat ional ly- t raded asset  t hat Chi nese speculat or s ar e i ncreas in gly keen t o t rade on d omes ti c bo urses , or  even loco- London or  Com ex.  These m ar kets  off er  a l ess  cos tl y an d m ore high ly lever aged m eans of  specul at i ng on gold t han, for  exam pl e, ETFs .   
The Shanghai Fut ures  Exchange ( SFH E)  s t art ed t r ading a 1kg gol d cont ract  i n 200 8. In 2013,  vol ume on t he exchange exploded to a no ti onal 40,176t ,  l argel y due to t o t he i ntr oduct ion of  eveni ng t radi ng h ours .  Thi s  s t il l l ef t  t he SH FE a cons i derabl e di s tance beh ind the Com ex’s  152,000t ,  al though wel l ahead of  t he Tocom wi t h i ts  12,225t  t ur nover las t  year  ( Char t  16) .5 1 The SHF E has  200 m ember s  of  whi ch 80%  ar e Futur es  C omm iss i on Mer chants  (FC Ms) . 52 I ndi vidual  pr i vat e i nves tor s  cannot  tr ade di rect ly but  do so vi a br oker age accounts  wi th t he FC Ms.  The m aj or it y of  gold f utur es  t radi ng on t he SH FE ori gi nates  f r om pr ivat e i nves tor s ’ or ders  thr ough thei r f utur es  br oker s.  C ur rent ly th er e ar e only tw o f ut ures  fund s in Chi na, whi ch both launched in 2012,  but  anot her 16 fut ur es  br okers  have been gr ant ed per mi ss ion to apply  f or asset  m anagement  li cen ces .  I t i s under st ood that  t heir  cl i en ts  w il l  be high net wor t h pr i vate i nves tor s .  

Char t  16:  Fut ur es  m arket s  and SGE t urnover   
Tur nover   
250, 000 200, 000 150,000 100, 000 50, 000 0  

2008 2009 201 0 2011 2012 20 13  
CO MEX TO CO M SG E MC X SHFE   
Sour ce: Thom son R eu ter s  G FMS  

51 Thom son Reut ers  GFMS.   
52 Shanghai Fut ures  Exchange.  
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Cl earl y the SHFE  i s  al ready prov idi ng an im por tant  pl atf or m f or a ver y lar ge num ber  of  C hinese i nves tor s  t o specul ate on gol d pri ces . The es t ab li sh ment  of  m or e Managed F utur es  Funds  wi ll  pr obabl y f ur ther  expand t he num ber of  cl ient s  t hat dir ectl y o r indi r ect l y t rade gold  f utur es . Thi s i s unl ikel y, however , to cannib al i se much demand f rom  the domes t ic physi cal gol d i nves tm ent mar ket because t he m oti vati on of a hol der  of  a long ( or short )  f utu res  cont r act is  typi call y qui t e di ff er ent  fr om  t hat of th e phys ical  gol d buyer.  Si m il arl y,  t he i nvest m ent hori zon tends  t o be ver y shor t ter m  com pared to t he m ajor it y of phys ical  bar  and coin pur chases ,  w hich are for  long- t erm  capi tal  secur it y and appr eciat ion.   

Shanghai  G old Exchange also sees  a very  l arge amount  of  pri vate in ves t or  act ivi ty via the mem ber  banks’  A gency G old Tr ading.   
The SGE  opened on 30 Oct ober  2002.  I t  i s t he sole phys ical  gol d t r ading mar ket  i n C hina and al l ‘new  go ld’  m us t be sol d on th e Exchange.  The SG E’s  tur nover  has  grow n s i gni fi cantl y s i nce i t comm enced t radi ng spo t,  and lat er spot- def err ed, gol d cont ract s . It  has  become an i mpor t an t plat for m  f or  C hinese i nves tor s  t o t ake po si ti ons  i n gold,  w hich they can do th rough openi ng account s wi t h com mer cial  banks  that  ar e m ember s  of  the Exchange. I n Jul y 2007 indi vi dual inves t ors  wer e al low ed t o s t art  tr ading Au9 999 and Au100g contr act s via comm er cial  bank int er medi ari es . (Pr i or to  t his  a pr oject  had been pi lot ed by  I CBC  but  the mi nim um  l ot s ize o f 1kg w as  a dis i ncent i ve t o pr iv at e i nves tor s .)  By 2010, accordi ng t o the then Chai rm an of  the Exchange, Mr Wang Z he, som e 1 .8 mi ll io n i ndivi dual i nvest or s accounted f or 19%  of  t he S GE’ s  gol d tr ading.  T hat year the SG E t r aded  5, 715t;  by 2013,  i t had gr ow n t o 10, 701t .53 The i m pli cati on i s  t hat pr ivat e i nvest or s  have probabl y t ended t o incr ease th ei r  t radi ng volum es  on the SGE  i n t he i nt er veni ng per i od. Such A gency G old Tr ading  t hrough  f inanci al ins t it uti ons  t hat  ar e m ember s  of  t he S GE has  been heav il y pr om oted in recent  year s  and off er s  i nvest or s  a low -cos t  m eans of  t radi ng wi th an opt io n t o t ake phys i cal  deli very.  C ur rent ly all  t he g old contr acts  on t he SG E can be tr aded by ind ivi dual inves t ors  wi th t he t hreshol d f or  t ransact ions  jus t  100g in th e case of  t he A u9999 and  A u100g cont r act s . Phys ical  del iver y is  f or  a mi ni mum  of  eit her 100g, 1, 000g or  3,000g,  dependi ng on  t he cont ract .54 How ever,  i t  i s  cl ear  that  t he m ajor i ty of t radi ng by pr ivat e i nves tor s  i s  not  r elat ed t o taki ng phys i cal deli very but  r ather  t o lever aged speculat io n on the pri ce.  
Fact ors  dri vi ng dem and  

D evel opm ent of th e supply- s i de i nfr as tr uct ure,  m aking pr oducts  avai l able to the publi c, has  been essent ial  f or  i nves tm ent demand gr owt h.  
Suppl y s i de devel opment s  have been essenti al for  the grow t h of  t he i nves tm ent m ar ket  i n C hina.  I f  i t wer e not  for  t he com m it ment  of  the banks  and other s  l ike CN GG  t o t he devel opm ent  of thi s  m ark et  it  i s  pr obable that  dem and woul d have st agnat ed at a m uch low er level . The inf r as t ru ct ur e and prod uct s  cr eated by t hese s t akeh older s , in sever al  i ns tances  w it h suppor t  f r om the Worl d Gol d C ouncil , has  i n a sho rt  t im e t r ansf or med t he gol d i nves tm ent mar ket  i n C hina.  Cu rr entl y inves t ors  in Chi na can purchase go ld bars  on t he t elephone,  vi a t he i nt ernet  and at over 100, 000 bank br an ches . 55 A n i ncr eas i ng num ber  of  C hin a’ s  es t im ated 100,0 00 j ewel ler y s t ores56 now also off er  i nves tm ent as  w el l  as  gi f t bars .  A nd t his  netw or k cont inues  to grow ,  m aking bull i on pr oducts  avail able in par ts  of  the countr y wher e f or mer ly th ey wer e absent .  
The Chi nese peopl e have a deeply ing rai ned f ear of  i nfl ati on due t o bout s  of  hyperi nf lat ion in th e count ry’ s  t ur bulent  pas t . The i nf lat ion spike in t he 1990s  l ed to an i ncrease i n unoff i cial  dem and f or  bar s .  

But  o f course the boom i n i nvest m ent demand could not have occur r ed sol ely due t o t he ‘ suppl y push’  r ef er r ed t o above.  L atent  dem and f or  gol d bu ll ion exis t ed i n C hina wel l befo re the mar ket was  opened i n 2004.  This  is  ap parent  f r om the level  of  bar demand in th e 1990s , wh ich in cer t ain years  reached quit e s i gnif i cant  number s  i n spi te of t he gover nment ’ s pr ohibi ti on of such act ivi ty.  I t  shoul d al so be res t at ed that  ‘ pur e gol d’ j ew ell er y dur in g t his  peri od w as , for  many local  i nves tor s  desper ate for  an i nfl ati on h edg e,  t he b es t  avai labl e pr oxy for  bull ion ( Char t 8 i n t he sect ion on Jew ell ery) .   
53 Thom son Reut ers  GFMS.   
54 Shanghai Gol d Exchange.  

55 Worl d G ol d Co uncil .  
56 Chi na G old Associat ion .  
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Fear  of  i nf lat ion i s in f act  one of  t he m ajor  fact ors  behind t he gr owt h i n domes ti c i nves tm ent  dem and seen s i nce 2004.  I n Chi na t here is  to so me ext ent  a Ger man- s tyl e popul ar  m emor y of pas t hyperi nf lat ion th at  con ti nues t o i nfl uence at ti tu des  and behavi our  t oday. The ref erence here is  to the hyper inf lat io n t hat occurr ed i n the 1937- 49 per iod dur ing th e Second Sino- Japanese War  and the fi nal s tage of the subsequent Chi nese Ci vil  War .  For  a ti m e m oney l os t any r eal value and t her e was  a r esort  t o b ar t er.  G old , si lv er  and f or ei gn curr encies  wer e t he onl y m eans  of  preser ving fi nanci al  wealt h.  Chi na agai n saw  hi gh l evels  of i nfl ati on fr om  l ate 1992 t o ear ly 1996,  w it h of f ici al f igur es  showi ng an annual  aver age peak of 24%  i n 1994. 57 Since then inf l at i on has  t ended to rem ain under  cont rol ,  al though wi th  occas ional  hi gher  bl ips ,  specif i cal l y i n 2007- 08 and 2011.  H ow ever ,  t here is  a w idespr ead  bel ief  t hat the of fi cial  C PI  m easur em en t unders t ates  t he t r ue l evel of i nfl ati on i n the countr y.  A lt ernat ive measur es  of  pr i ce r ises , such  as  t he G DP def lat or,  have f rom  t i me- to- t im e suppor ted th is  bel i ef ,  not ably so i n 2010 -11.  Mor eover , it  i s  cl ear  that  f ood and  hous i ng cos ts  have bot h gener al ly been i ncreas i ng w ell  i n excess  of  t he headl i ne CP I inf l ati on r ate.  I ndeed,  i t is  perhaps  sur pr is i ng t hat  Chi na h as  not suff er ed f r om much high er  rat es  of  i nf lat ion given t he expl osi on in credi t and associat ed gr ow th in m oney suppl y over  r ecent year s.  I nves tor s  ar e aw ar e of  t his  and have,  i n i ncr eas i ng num ber s,  l ooked to gold f or pr otect ion not  j ust  agai ns t cur rent  m oder at e r at es of  i nfl ati on but also because they fear  potent ial ly mu ch hi gher r at es  i n t he f ut ure.   

N at ur all y, inf l ati on i s  of  p ar t icul ar concern w hen  i nter es t rat es  f or depos it or s ar e l ow.  I n C hina the r etur n on bank deposi t s is  contr ol led and l im it ed by s tat e decr ee. Fur ther m ore,  unt il  fai rl y recent ly,  econom ic poli cy has  expli cit ly  f avoured a hi gh rat e of  i nves tm ent i n t he econom y as  t he pri ncipal  dr i ver of  econom ic grow t h; in tur n thi s  i s hel ped  by a l ow int eres t  r ate envir onm ent that  p enal i ses  saver s  and rew ar ds bor row er s.  I ndeed,  i n spi te of tal k of  shi f ti ng t ow ards  a m ore consumpt ion- dr iv en econom ic model , s ince t he end  of  2008 and t he onset  of  the global  f i nancial  cr is i s Chi na has  seen bot h i nvest m ent’ s  shar e of  G DP j ump to a l it t le under 50% 58 and a near  t r ipl ing of  cr edit  out s tandi ng to non-f i nancial  i ns ti tut io ns59 ( Char t 3 i n t he sect ion on E conomi c D evelopm ent  and the Gol d Mar ket) . At  the sam e t im e, even on  t he bas is  of of fi cial  C PI  i nfl ati on,  r eal int er es t  r at es  for  saver s  have r em ain ed negati ve thr oughout  2010- 13.  Thi s  envi r onment  of  ult ra low  nomi nal int er est  r at es  that  ar e negat i ve i n r eal ter ms  has  under pinn ed t he m ass i ve gr owt h in demand fo r gold in ves t ment  product s  ( Char t 17) .  
Char t  17:  R eal  int eres t  r ates  an d consum er  demand*  
Tonnes   
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Consum er  dem an d* ( t)  Real in ter est  r at es on ban k depos it s  ( r hs )  
*Con sum er  dem and i ncludes  jew el l ery and t otal  bar  and coi n dem and.  
Sour ce: Nat ional  B ur eau of  St ati s ti cs , Pr eci ous  Met als  I ns i ghts ,  Thom son R euter s  G FMS, Wor ld Gol d C ouncil   

57 Nat ional  B ureau of St ati s ti cs.   
58 IMF.   
59 Bank f or  I nt ernat ion al  Sett lem ents .   

34_35  



  

The volum e and gr owt h of  pri vate savings  in Chi na i s  huge;  gol d’ s share of  t hese is  ti ny.  

I n spi te of th e t ri vial  r at es  of  i nter es t avai l able,  Ch inese househol ds  col lect ivel y i ncr eased thei r bank d epo si ts  by R MB 5 .49t n ( US $87bn)  i n 2013 accordi ng to the PBoC . Indeed,  t he I MF es t im at es  that  ur ban househ olds  i n Chi na save on average close to one-t hi rd of  t heir  di sposable incom e. The t r ansf or m at i on of  t he count r y’s  economy has  r emoved t he f orm er  so- cal l ed ‘ ir on ri ce bow l’ ,  w hich previ ous ly , on paper  at  l east ,  pr ovided cr ad le- to- gr ave secur it y. The coun tr y has  seen a m assi ve r educt ion in the num ber of wo rker s  on the publ ic pay rol l.  ( I t is  es ti mat ed t hat fr om  1995 t o 2001 some 65 m il l ion wor ker s i n St ate- owned and u rban coll ecti ve ent erpr i ses  los t  t heir  jobs . )60 Whil e t he pr i vate sect or  has  cr eated enough jobs  to absor b not onl y m any of  t hese w orker s  bu t al so new  ent r ants  t o the labour  f or ce, these n ew  p osi ti ons  com e w i thout  t he soci al benefi ts  on w hich th e pr evious  generat ion used t o r ely . An updated soci al  securi t y sys tem  t hat f it s  t he cur rent  econom i c r eali ti es  i n C hina is  st i ll  a long way off .  A s  such t he pub li c has  had to r aise i t s pr ecaut i onary sav ings  in case of i ll ness ,  unem ploy ment  or  t o provi de f or  ol d age,  and th e bul k of  t hese savin gs ar e i n bank deposi t s and r eal  es tat e. Fr om thi s  m assi ve and ever  r is i ng pool  o f savi ngs , a sm all  but  grow ing por ti on h as  been di vert ed i nt o phys i cal bull ion  and other  gol d product s . How ever,  i n spi te of  t his  grow th  i n gol d i nves tm ent,  aggr egat e bul li on ho ldi ngs  at  t he end of 2013 ar e est im at ed  by Preci ous  Met als  I ns i ghts  at  a li t tl e l ess  than 2,00 0t or some US$77 bn, repr esenti ng j us t a t in y f ract ion  of  over all  pri vate sav ings .   
Poor  s t ock m ar ket perf or mance has pr ovided a boos t  t o gol d inves tm ent .  
G old inves t ment  has  al so f ar ed w ell  because of  i nves tor s ’  di s il lus i onment  w i th the st ock mar ket.  Fo ll owi ng out s tandi ng ret urn s in 2006 and 2007 the Shanghai  C ompos i te Stock I ndex dr opped by  a h uge 65%  dur i ng 2008 ( Char t 18)  and,  al though it  rebounded in 2009,  t he t rend s ince then has  been disappoi nti ng, wi t h f or examp le a 6.7 % int r a-year  l oss  i n 2013. 61 B es ides  t hi s,  m any potent ial  pr i vate inves to rs  feel  t hat the s tock mar ket is  too eas il y m anipu lat ed  and that  l osses  have been d ispr oport i onatel y heavy for  those w ho are not ‘i ns id er s ’ . Gol d, in cont ras t , is  r egar ded as  an in ter nati onall y- tr aded com m odit y m uch l ess  pr one t o m ani pulat ion and w it h a clear  u nderl ying t rend higher  in it s  pr ice.  T his  has tended to benef it  gol d dem and at  the ex pen se of i nvest m ent  in the s tock mar ket.   

Char t  18:  St ock mar ket perf or mance and gol d i nves tm ent *  
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*I nves tm ent incl udes  t otal  bar  and  coi n dem and.  

Sour ce: Nat ional  B ur eau of  St ati s ti cs , Thom son  Reut er s GF MS  
60 Nat ional  B ureau of St ati s ti cs cit ed i n The C hina Quar ter l y, 2006.  
61 Nat ional  B ureau of St ati s ti cs.   
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The renm i nbi for ei gn exchange rat e has  no t been  a m aj or fact or  i nfl uencin g i nvest m ent demand,  al though  t he dr op i n the RMB pri ce l as t year was  p er cei ved as  a unique ‘ buying oppor tuni t y’.   

G iven st r ict  capi tal  cont ro ls  and t he ver y l im it ed ci r culat ion of  U S dol l ar s  or  other  f or eign cur renci es i n Ch ina,  t he gener al publi c i s  not  n ear l y as  sens i ti ve t o m ovement s  i n t he exchange r at e as  it  i s  i n ot her  devel oping countr i es,  such as  I ndia ( Char t 19).  Whi l e i nter nal pur chas i ng po wer  of  t he cur r ency i s  a maj or concern i ts  ext er nal  value has so f ar  onl y been an i ssue fo r the very weal thy  m inor i ty wi th asset s  abr oad. Thi s  s tat e of  af f air s  i s  al so r elat ed t o t he t i ght managem ent of t he exchange r at e by the PBoC , whi ch has  t ended t o perm it  a gr adual appreci ati on of  the yuan agai ns t the doll ar i n r ecent years .  The s tr ength eni ng curr ency t ook som e of the edge of f  gol d pr i ce r ises  bet ween 2009- 2012, whi ch m ade j ewel ler y a l it tl e m or e af for dabl e.  How ev er ,  w hil e C hina’ s  cur r en cy  r emai ns  non- conver ti ble,  t he yuan’ s  exchange rat e seem s to have had li t tl e i mpact  on genui ne gol d i nves tm ent,  al thoug h i t has cer tai nly been a fact or when i t comes  t o t he grow th i n pur ely f inanci al arbi tr age o per at ions  invol vi ng gol d.  
Char t  19:  R enmi nbi and r upee ex chang e r ates  agai ns t the US dol lar   
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The ri s ing pr ice of gol d -  i n nom i nal RMB ter m s the annual aver age r ose 3.5 t im es betw een 200 3 and 2012 – has  pl ayed an im por tant  par t in  t he gr owt h o f inves t or demand f or bul li on i n C hina ( Char t 20).  Whi l e t he pr im e m ot ive for  gold inves t ment  i s  w ealt h pr eservat ion , not too f ar  behind is  the pr ospect  f or  capi tal  gai n, even i f  t hat capit al gain never needs  t o be real ised.  I nter es ti ngl y, the close t o 17% f all  i n t he aver age r enm inbi  pr i ce las t  year  ( - 29%  on an i ntr a- year basi s ) 62 di d not  d em ol ish the bull ishness  on gol d of  m os t Chi nese i nvest or s . This  explai ns  w hy t he dr op in pr ice d uri ng A pr il  2013 actual ly  t ri gger ed  a m aj or li f t in phys ical  gol d dem and (f or  bot h bar s  and ‘ pure gold’  jew ell ery) :  buyer s  saw th is  as  possi bl y a ‘one off ’  oppo rt unit y to purchase gold at much low er  pr ices .   

I nves tor s  i n C hina beli eve t hat US econom ic poli cies  w i ll  event uall y under m ine the doll ar  and dri ve up t he i nter nati onal pr ice of gol d.  
The subsequent  l ack of  a sus tai ned r ecover y i n t he pr i ce wi l l have chal lenged such opt im ism  but , general l y speaking,  f ai th in gol d r emai ns  i ntact  despi te a r ecen t disappoi nti ng per f orm ance. Bes i des a t r adi t ional  bel ief  t hat  i n t he l ong t er m gold m ust  r i se i n pr ice and pr eserve it s  r eal value ther e is  a pr ev ai l ing ‘go ld fr i endly’  econom i c nar rat ive,  w hich is  wi dely beli eved b y Ch inese i nves tor s . In  essen ce,  t hi s is  that  t he U S doll ar wi l l inevi tabl y be under mi ned by Am er ica’ s  unsus tai nable gr owt h i n debt  and by the huge gr owt h in money supply and i nf lat ion th at  wi ll  event uall y r esult  fr om  Q uan ti tat ive Eas ing pol ici es.  T his  co ll apse of  t he dol lar  w i ll  nat ural ly  l ead t o a mass ive ri se i n t he i nt er nat ional  pr i ce of  gol d. These t heor ies  f i t wel l wi t h t he gener al wor l d-vi ew in Chi na t hat Am er ica’ s  pos t -C old War hegemony  i s on the wane.  
O utl ook  

I nves tm ent demand was  an excepti onal  397t  i n 2013 , up 38%  o ver  the previ ous  year . Whi le thi s  m ay dr op b ack in  2014,  i t should r emai n w ell  above 2012’ s level .  
The 397t of  phys i cal gold inves t ment  i n 2013 r epr esent ed a 109t or  38%  r i se over  t he pr evio us year’ s  l evel,  accor di ng t o t he l ates t  dat a f r om Thom so n Reut er s GF MS . Looki ng ahead t o 2017, what  ar e t he pr ospects  for  fur t her subs tant ial  gr owt h in Chi nese phys ical  i nves tm ent?  
Fi rs t , it  i s  w or th noti ng that  2013 was  a r ather  speci al year  for  demand,  above all  because of  the part icul arl y sud den  and maj or dr op i n pr i ces  dur ing Apr i l and June. Thi s  s t im ulat ed an above-t r end i ncrease i n demand that  i s  unl ikel y t o be r epeated in 2014. Second,  even i f  C hinese i nves tor s  r em ain a good deal mor e p osi t ive ab out gold’ s  pr ospects  than thei r  peer s  el sew here,  i t wo uld be danger ous  t o assum e t hat  they are enti rel y sangui ne about  the negat i ve pr ice tr end over the pas t 12 m onths .  Fu rt herm or e, it  i s  poss i ble that  s t ock  m arket  devel opment s  i n 20 14, in part  r el ated to the planned wave of I POs  (now  t he governm ent im posed m or ator i um has been l i ft ed),  m ay take the shi ne of f  i nves tor s ’  appet it e f or  gol d.  

Char t  20:  C hinese r eal  and nomi nal gol d pr ices   
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Sour ce: I MF  WEO , Nat ional  B ur eau of  St ati s ti cs , Preci ous  Met als  I ns i ghts , Shanghai  G old Exchange,  Thom son R euter s  G FMS, Wor ld Gol d C ouncil   
62 Shanghai Gol d Exchange.  
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Fi nall y, alt hough ther e i s  no way of know ing when or  even if  i t m ay happen,  t he danger  of  a credi t  cr is i s i n Ch ina is  gr ow ing.  A  f ul l- bl own credi t cr is is  could dampen gol d i nves tm ent demand,  at  l eas t ini ti all y,  because of  t he negat ive weal th ef fect  i t woul d b ri ng i n it s wake.  T his  al l  sugges ts  that  i t m ay be d if fi cul t for  dem and in 2014 t o beat  o r even m atch 2013’ s r ecor d level . More pr obable is  som e vol um e decli ne,  even t hough the annual f igur e shoul d s t il l be w ell  abov e 2012’ s  out come.   

Medium  ter m pr ospect s  ar e ver y pos i ti ve;  dem an d coul d r each cl ose t o 500t  by 2017 alt hough t hi s is  not wi t hout ri sks .  
O ver  the medi um t er m , in contr as t,  t he prospect s f or inves t ment  dem and ar e m uch bri ght er .  G old inv es t ment  per  capi t a i s s ti ll  low  ( jus t  over  0.29g in 2013) 63 and in r elat ion to gr owi ng per sonal in co me has  fal l en even f ur ther  over the las t  t wel ve m onth s.  F inanci al  ref or ms  o ver  the next f ew  year s  ar e unl i kely to change t he i nves tm ent landscape so r adi call y as to subs tant ial ly r educe t he on- going  r ati onale fo r gold in ves t ment . I nves tor s  w il l s ti ll  have to cope w i th low  and pr obably negati ve yi elds ;  t hey w il l  cont inue to fear  the potent ial  f or  m uch hi gher  i nfl at ion as a r esult  of  credi t and m oney supp ly grow th  and thei r access  to for ei gn m ark et s  w il l  s ti l l be heavi ly res t ri cted – i t  i s m ost  unli kely that  exchange contr ol s wo uld be l if t ed  by 2017. Fur ther m ore,  t he agei ng popul at ion’ s  pool  of  savi ngs  w il l  cont inue to gr ow and gol d shoul d benef i t fr om  t his  process  ( over  t he m edi um ter m Chi na w il l  s ti l l be som e w ay  f rom  the demogr aphic tu rni ng po int  t hat r equ ir es  a r unni ng do wn of savings) . Thi s should  be h el ped by t he m ajor  ban ks’  an d ot her f inanci al ins t it uti ons  cont inu ed com mi tm ent to  devel oping thei r  gol d bus i nesses .  Mor e bank branches  off er ing a w ider  ar r ay of  pr oduct s  r equir i ng t he di r ect  or  indi r ect  purchase of  phys ical  gol d w il l add t o Chi nese demand.  I n addit ion,  som e buyer s  w il l  m igr ate f rom  24  car at  jew el l ery to low er  m argi n g old bull io n pr oducts .  A n expect ed r ecovery i n t he gol d pr i ce, even i f it  w ere not  s tel lar  over 2015- 17, woul d provi de f ur ther  st im ul ati on t o t he inves tm ent  m arket . Al l t his  o ught to mean that  by  2017 inves t ment  dem and i n Chin a should  have r i sen t o near ly 25%  above it s  r ecord level  l as t year. 64  
What ar e t he m ajor  r i sk s to t his  p osi ti ve for ecast  for  inves tm ent ? Fi rs t , a w or se economi c or  fi nancial  cr is i s  t han al low ed f or  i n t he econom i c out look could l ead to  a m aj or des tr ucti on in weal th and col lapse i n li quidi t y, perhaps  even  r esul t ing in th e f orced li qui dati on of  g old asset s  by som e i nves tor s . Thi s  i s  by no m eans  i mposs ib le given the credi t and ho usi ng bubbles  that  exi st  in Chi na, even  t hough such a cr is i s m ight  j us t be t he pr eamb le to maj or ‘ saf e h aven’  buying of  gol d as  was  seen duri ng 2008/09 in ‘ wes ter n’  m ar ket s , and t hus  boo st  gl obal  gol d dem and.  

Second,  i f th e gol d pr ice downt r end w ere to conti nue over 2015- 17 t here is  a r isk that  i nves tor s ’  f ait h i n gold woul d be shaken. Thi s danger  cannot  be dism issed but  i t  i s unl ikel y t o r esult  i n a ‘ binar y outcom e’,  i .e.  som e i nves tor s  w ould r emai n pos i ti ve and other s  w oul d t ake advant age of  l ower  p ri ces to  buy mor e g old,  even if  t he gener al  m ood becam e r ather  pess i mi s ti c and demand was  hi t .  
Thi r d, alt ernat ive asset s  t o gol d mi ght become mor e at t ract ive:  t he s t ock m arket  m ay boom;  r eal i nter est  rat es m ight  becom e pos i ti ve; alt er nat i ve i nvest m ents  coul d blossom  as  capi tal  cont r ols  ar e l i ft ed and the yuan b ecom es  a convert ibl e cur r ency. In  t he l ong r un,  i t is  tr ue t hat t he f inanci al envir onm ent is  sur el y goi ng t o becom e m or e com peti ti ve for  go ld as f inanci al repr essi on gives  way to li beral isat ion.  H ow ever ,  t he aut hori t ies  w il l  ensur e t hat fi nancial  r ef orm  takes  pl ace onl y gr adual ly,  so over the medi um  t erm  t he op ti ons  f or or dinar y Chi nese inves t ors  are unli kel y t o be all  t hat dif f erent  f r om t hose on of f er t oday.  
Fi nall y, it  is  r ecogni sed th at  the devel opm ent of t he gol d i nves tm ent mar ket  i n C hina has t o-dat e been encouraged by t he gover nm ent and t he C omm uni st  P art y. I t is  unli kely but  i f,  f or  w hatever  r eason, the author i ti es  w er e to take an ant i- gol d l ine then the consequences  fo r gold i nvest ment  woul d be extr emel y n egat i ve.  An indi cati on of  thi s  i s t he cl ear  im pact of th e anti - corr upt ion campai gn l as t year,  w hi ch put  l im it ed p ressur e on dem and for  gold orn am ent s and ‘ gi ft  b ar s ’ .  

63 Preci ous  Met al s  I ns ig hts .  
64 Ibi d.  
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I ndustr ial  d em and  

O ver  the next fo ur years  it  i s  pr obabl e t hat  ther e w il l be a mod er at e i ncrease i n o ther  f abr icat ion demand fr om  2013’ s  6 6t. 65 D ri vi ng t his  wi ll  be conti nued grow th  i n C hina’ s  G DP and i ndus tr i al product i on, even i f in bot h cases  t he advance i s  at  a mor e m odes t pace t han i n r ecent  year s.  G ol d use i s  al so expect ed t o r eceive a boos t  f rom  the product i on of  bas i c semi - fabr i cat ed m at er i als  bei ng rel ocated fr om  ot her  count ri es  t o C hina.  D ecorat ive appli cati ons  shoul d see mor e gr ow th than elect roni cs  end- uses , as  incr eases in  t he l att er wi ll  be cons tr ai ned by su bst it ut ion to alt er nati ve m ater ial s  i n cer tai n ar eas .  
O ver vi ew  
I ndus tr ial  d em and for  g old has gr own s tr ongl y but  i s  t iny compar ed to jew ell ery and i nves tm ent dem an d.  

G old use i n a v ar i ety of i ndust r ial  appl icat ion s accounted for  around 5. 5% of  t otal  pr i vat e sect or demand and 8% of  Chi nese f abr icat ion demand in 2013.  A round t wo- thi r ds of  i ndus tr i al  demand in Chi na i s  r elat ed t o el ectr oni cs,  w it h the balance l ar gely requi r ed f or  a v ar i ety of decor at i ve uses .  
O ver al l indus t ri al  dem and has  gr ow n s t rongl y in the past  decade,  cl im bi ng f r om 16t in  2003 to arou nd 66t  i n 20 13. This  is  in li ne w it h Chi na’s  ri se t o pr om inence as  the wor l d’s  manuf actur i ng hub.  D ata on i ndus tr i al prod uct i on show  t he same tr end,  w it h out put  i n 2013  over  2. 5 t i mes  gr eater  than it  w as  i n 2004 ( Char t 21). 66 In the int er im , Chi na has  becom e the wor ld’ s  do mi nant pro ducer  of elect ro nics  good s,  t he w or ld’ s  l arges t  m anuf act ur er of  aut omobi les67 and a grow i ng cent re for  the prod uct i on of  b randed luxur y goods .  
Char t  21:  C hinese i ndus t ri al fabr i cati on  
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Sour ce: Oxf or d E conomi cs , Preci ous  Met al s  I ns ig hts , Thom son R euter s  G FMS, Worl d Gol d C ouncil   
65 Preci ous  Met al s  I ns ig hts  es t im ate based  upon Thom so n Reut er s GF MS  dat a.  
66 Oxf or d Econom i cs.   

67 Chi na A ssoci ati on of  Aut omobi l e Manufact ur ers .   
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El ectr oni cs   

El ectr oni cs  is  the domi nant  sour ce of  i ndus tr i al  gold demand.   
The tr ansfor m ati on of  raw  gol d i nt o m ater ial s  f or  t he el ectr onics  indus t ry  has  becom e an incr eas ingl y i m port ant bus iness  i n Chi na. Over  t he pas t  decade t he qu ant i ty of gol d r equir ed for  gold potass iu m cyanide (G PC)  and , especi all y, bondi ng w ir e ( G BW)  has  gr ow n f our -f ol d t o 48t  in 2012 ( t he l ates t data avail able) .  Major  sou rces  of  demand for  electr oni cs  us in g gol d-p lat ed  com ponents  or semi -conduct or s  w it h G BW ar e the autom obil e and t he consumer  electr oni cs  i ndus tr ies .  C hinese aut omo bil e out put has  r isen fr om  13. 8 m i ll ion vehicl es  i n 2009  ( passenger  and comm er cial  com bined)  to 22.1 mi l li on vehi cles  in 2013.68 I n addi ti on,  t he num ber of  el ect r onics  component s  per  vehi cle has  gr own cons ider ably . Al though m anu fact urer s  ar e al ways  tr ying  t o r educe t he cos t  of  com ponent s and subs t it ute gold  w it h l ower  cos t  al ter nati ves , thi s  cannot  be done w her e opt im um per for m ance and, especial ly,  saf ety concerns  ar e to the fo re.  A ir bag connect or s,  f or  exam ple,  use durabl e and r eli able gold- pl ated ter mi nals .  C hina pro duces  over 1 bil li on m obi le phones  each year ,6 9 m ore than half  the global  t ot al .  O n aver age each pho ne wi l l contai n ar ound 0.03g of  gol d.70 Loadi ngs  ar e on average much gr eat er  f or l ap tops  and ot her comput er s,  w hi ch  cont ain chips  tr adit ion al l y us i ng G BW and  ci rcui t boar ds that  ar e ful l of  gol d pl ated pi ns and connect or s.  C hina pr oduced ar ound 350  m il li on com put ers  and s i mi lar  devi ces  i n 2012. 71  
D em and grow th also ref l ect s  t he r el ocat i on of  pr oduct ion t o Chi na and , incr easi ngl y, local  consum pti on of  prod uct s .  

But  g row th in  gol d el ectr onics  demand is  not jus t  r el at ed t o output  gr ow th fr om  t hese var ious  indus t ri es . I t is  al so a fun ct i on of  t he shi f ti ng of  com ponent s  and mat eri als  product i on f ro m other  count r ies  to Chi na. In the pas t a l arge share of elect r onics  com ponent s and g old mat eri als ,  w hich wer e r equi red by m anuf actur ers  in Chi na, wer e i m port ed f r om Eur ope, Japan and the US.  F or exampl e, Chi na w ould i mpor t  m ost  of the GPC  used for  electr oni cs  and deco rat ive plat ing or  bondi ng wi re used f or  com puter  chi ps . Thi s m eant  that  t he associat ed gol d f abr icat ion demand was  locat ed out s ide Chi na. The pas t   
Fi ne gol d w ir i ng i s  used ins i de m icr ochips  (bon ding wi r e)  and t hin gol d pl ati ng on cont act s  and connector s .  
( Copyr ig ht:  Wor ld  G old Counci l)   

decade has  seen pro ducti on of  b as i c m ater i al s  r equi red for  elect roni cs  com ponents  manuf actur i ng i ncreas i ngly mo ve t o Ch ina.  Thi s  i mpo rt  subs t it uti on p rocess  has  b een dr iven by t he sear ch f or  gr eater  m anuf act ur ing ef fi ciency and per mi t ted by t he gr adual  el im inat ion of  t he pr evio usl y subs t anti al quali t y gaps  bet ween mat er ial s pr oduced i n C hina and t hose pr oduced i n the ad van ced economi es . It  is  al so a ref l ect i on of  t he gr ow ing im por tance of Chi nese dom es ti c dem and t o t he pr oducer s  of  t hese m anufact ured goods . For  exam ple,  w hereas  in the pas t output  o f mobi l e phones  w as  f our -f if t hs  pl us  f or expor t,  t hese days  t hat  f igur e h as  fal len t o about  t wo- t hir ds .72  
68 Chi na A ssoci ati on of  Aut omobi l e Manufact ur ers .   
69 Mi ni st r y of  I ndus t ry and I nf or mat ion Technol ogy.  

70 Tech Page One,  par t  of  D ell .  
71 Mi ni st r y of  I ndus t ry and I nf or mat ion Technol ogy.  
72 Di sp lay Search;  Mi nis t ry of  I ndus tr y and I nf orm ati on Technology.   
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D ecor at ive uses   

G old use i n decor ati ve appl icat ions  is  mai nly f or elect ropl ati ng.   
Chi na’ s use of  g old in decorat iv e appl icati ons  has  also ri sen f our -f ol d over  t he pas t  decade, r eachi ng over 19t  i n 2012 ( the lat est  avai labl e f i gure)  and  t aking the countr y to fi r s t posi t ion glob al l y, wel l ahead  of  Sou th Kor ea i n second place. D ecor at ive gold demand is  lar gely  f or elect r oplat ing that  r equi res  GPC  as  t he i nt erm ediat e pr oduct . A wi de r ange of  co nsum er  pr oducts  made in Chi na ar e pl at ed wi t h gol d, in cl udi ng bel t buckles ,  w atch cases ,  sungl asses  and other  fashi on accesso ri es . The j ewel ler y i ndus t ry also uses  gold f or f lash pl at ing of carat  go ld and cos tu me jew el l ery and f or  el ectr ofo rm ed pr oduct s and o rnam ents .  I n m os t cases  the outp ut of plat ed ar t icl es m anu fact ured in Chi na has  grow n subs t anti all y. Thi s  i s  par tl y a r ef l ecti on of  b urgeoni ng consum er  dem and abr oad and in th e dom est i c m ar ket . It  i s  al so because m ajor  int ernat io nal  brands  produce many of  t heir  l ess  expens ive li nes  i n C hina r ather  t han i n F rance,  I tal y or  the US,  w her e l abo ur cos ts  ar e a m ult ipl e of  those i n Chi na.  In addit io n, demand in Chi na has  grow n because m anuf actur ers  of t hese goods  ar e us i ng m or e l ocall y pr oduced m at er i als :  f orm er ly mos t  of  the GPC  used w as  i mpor t ed because t he l ocall y pr oduced plat ing salt s  w ere of in fer ior  quali ty.  T his  quali ty gap has ,  t o a lar ge ext ent,  no w been clo sed and so ther e has  been  a shi f t to suppli ers  locat ed i n C hina.   
O utl ook  

D em and over the medi um  t erm  w il l  depend on econom ic and i ndus tr i al  product io n gr owt h, m anufact urer s ’  s tr at egies  and technol ogi cal  dev el opm ents .   
Econom ic developm ent  w il l be a moder atel y posi t ive fact or over  t he next  f our  year s . Of fi ci al  bodies  such as  t he I MF expect  an accel erat i on of  gl obal  G DP gro wt h f oll ow ing a subdued peri od i n the wake o f the global  f i nancial  cr is i s . This  should be good news  for  Chi na’s  export s  of  p roduct s  t hat contai n gol d.  O n t he ot her hand,  Chi na’ s  ow n G DP gr owt h r ate is  expected to fal l over  2014- 17 compar ed t o t he pr evi ous  f our  year s.  Jus t  as  i m port ant ly,  t he com pos it ion of  C hinese G DP gr owt h shoul d shi f t tow ards  a gr eater  r el iance o n consum er  sp end ing ins t ead  of  f i xed  i nvest m en t as a dr i ver.  T ogether , these dif f er ent  i nter nati onal  and domes t ic tr ends  shoul d s t il l pr ovide an envi ron ment  conduci ve t o gr ow th in Chi nese i ndus tr ial  dem and f or  gol d but pro bab ly less  so than in the pas t decade.   
Rel ocati on o f prod uct i on w il l pr ovide less  of  a boos t  t o dem and t han i t  has  i n t he pas t .  

Chi na shoul d con ti nue t o benef it  fr om  som e f urt her  r elocat ion of  m anufact ur ing,  bot h f or  f i nished product s  and component s . Yet  t his  is  li kely to be m uch less  i mpor t ant than it  w as  i n t he pas t  10- 20 year s . Chi na’ s labou r cos ts  have r isen such that  ot her  devel oping countr i es ar e now  m ore compet it i ve f or  cer tai n l ow- end m anuf actur ed good s.  N evert hel ess ,  Ch ina’ s  pos i ti on i n i ndus tr i es pr oducing mo re sop his t icated pr oducts  such as  aut omobi l es  and el ectr oni cs  is  very s tr ong and out put should r ise fur th er ,  w it h t hi s par ti cular ly r elat ed  t o t he r oom  f or  gr owt h i n domes t ic con sum pt ion of such goods .  Fo r exampl e, mobi l e phone penet r ati on and,  above all , car  ow nershi p l evels  in Chi na ar e s t il l low  com par ed  t o devel oped count r ies .  
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The urb ani sati on of Chi na w il l also conti nue at  a s teady rat e. How ever,  i t  w ould seem  that  i n som e m ore mat ur e i ndus tr ies  at leas t,  t he per i od of  mos t  r apid advance has  passed. I ndus tr ial  p roduct ion gr owt h w il l  s lo w in fut ur e even if  t he base is  of  course now much high er .  Fi nall y,  t here is  som e scope for  domes t ic manuf actur er s to  sour ce gol d-speci fi c m ater i al s  l ocall y r at her than f rom  ov er seas , part icul ar ly GPC , alt hough m uch of thi s  has  alr eady been done. On balance,  t heref or e, the re- l ocat i on of  pr oduct ion to  Chi na w i ll  be less  of  a dr iver  of  indus t ri al gol d dem and t han i t used t o be in  t he pas t.   

Subs t it uti on and  econom isati on wi ll  l im i t gro wt h i n el ectr onics  demand.  B ut,  over  the medi um ter m , indus t ri al dem and  shoul d i ncrease m odes tl y, wi t h m os t of th e gain  com ing fr om  gr ow ing use i n decor ati ve appl icat ions .   
Technol ogical  change is  mor e of  an i ssue for  elect roni cs  t han decor ati ve dem and. I t is  in elect roni cs  w here ther e i s  a thr eat f rom  subs t it ut ion and, to a l esser  ext ent , econo mi sat i on i n gol d u se.  R ecent  year s  have seen  i ncreas ing  subs ti tut i on of  G BW by m or e econom ical  copper  or  pall adium - plat ed copper  w ir es . Thi s  t rend wi ll  con ti nue. Fur ther mor e,  w here su bst it ut ion may be i m poss i ble manuf act urer s  ar e gener all y t r ying to  econom ise i n thei r gold  use. Sur face areas  pl at ed or  pl ati ng t hi ckness  tends  to decli ne over  t i me.  Technol ogi cal  devel opm ents  w i ll  t heref or e pr ovi de an im port ant  ‘ headwi nd’  t o f ur ther  gr ow th in gold  use i n el ectr oni cs.   
To sum up, it  is  pr obabl e t hat Chi nese elect r onics  dem and for  go ld wi ll , at bes t,  onl y see li mi ted gain s in t he next  f our  year s.  D ecor at i ve uses , on t he ot her  hand,  shoul d per f orm  f ar  m or e s tr ongl y because of  higher  dem and f or  gol d- plat ed ar t icl es  and f i tt ings  and an incr ease i n j ewel ler y pl ati ng an d el ect r ofor m ed j ewel ler y pr oduct ion.   
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O ff ici al sector   

Chi na’ s of fi cial  m onet ar y gold r eser ves , accordi ng t o data suppl i ed t o t he I MF, t otal led 1,054t  at  t he end of  2013.  T his  fi gur e has  been unchanged s i nce 2009,  w hen r epor ted gold r eser ves  j umped f rom  a lo ng-s t anding level  of  600t.  N otw it hs tandi ng thi s  pi ctur e of  st abi li ty,  i n r ecent year s th er e has been m uch specul ati on over  whet her Chi na m ay have incr eased i ts  of f ici al gol d hol dings .  T his  h as  been encour aged by the ju xtapos i ti on of  C hin a’ s  ver y low  shar e of  gol d in it s  t otal  r eserves  (j us t 1.1%  at mar ket pr ices  at  end 2013)  and occasi onal  ‘ pro -gol d’  and ‘ant i- dol lar ’  s t at em en ts  f r om senior  o ff ici als  and ot her  i mpor t an t personal it ies  in the countr y.  I n addi ti on,  t he l arge and gr ow ing apparent  ‘ sur plus’  i n the local  m arket , aft er  t aking int o account  suppl y,  dem and and net im por ts ,  has  been suggest ed as  point i ng t o unr epor ted accumul ati on of  gold by t he st ate.   
I ntr oduct ion  
Chi na’ s out si zed- ex posur e to the US dol lar  com pels  it  t o di ver si f y i ts  reser ves ; incr easi ng it s  gol d hol di ngs wo uld help thi s  pr ocess .  

Chi na’ s wei ght  i n t he i nter nat ional  m onetar y sys t em has  gr own subs tant ial ly and w il l  i ncrease i n the fut ur e as  t he yuan becomes  mor e i nt er nat ional ly t radabl e i n t he r un- up t o an eventu al  li ft ing  of  f or eign exchange and cap it al contr ol s.  A ccordi ng to the Bank for  Int er nati onal Sett l em ent s,  t he yuan i s now t he wo rl d’ s nin th mos t  t raded cur rency,  al though US $/C NY  vol umes  are st i ll  t iny com par ed to the lar ges t curr ency pair s  such as  US$/ EU R and U S$/JPY . Chi na’ s semi -f i xed exchange rat e and int erv ent i on pol icy is  one of  the mai n r easons behi nd i ts  accum ul at i on of  r eserv es .  I n add it ion,  t he w or ld’ s  l arges t  t r adi ng nati on s t il l i nvoices  m ainl y in US dol lar s , al t hough f r om a l ow base m ore of  i ts  tr ade i s  bei ng set tl ed i n yuan.  T his  fact , coupled wi th Chi na’ s mass i ve t rade and cur r ent  account  sur pl uses ,  has  resul ted in the countr y amass ing a huge s tock of US  dol lar s .  
I n t he pas t , these have usuall y been recycl ed back int o U S governm ent  debt  obl igat ion s.  H owever ,  i n r ecent years  Am eri ca’s  grow i ng publ ic debt,  and exper im ental  m onetar y poli cy, namel y Q uanti t ati ve Eas i ng ( QE ),  h as  li kely s tr et ched t he pat ience of  it s  l arges t  cr edit or . Indeed,  t here is  a school  of  t hought  i n C hina that  U S poli cy i s  a deli berat e at tem pt t o pl ace t he bur den of  econom i c adj ust m ent onto oth er  countr i es  and t o m ain tai n i ts  st r ategi c hegem ony. For  som e vocal  i ntel lect uals  and pol icy- maker s  C hina’ s  r esponse shoul d be to reduce it s  exposur e t o t he U S doll ar and d iver s if y i ts  fo rei gn exchange reser ves. 73 A great er r ole for  d omes ti c consum pt ion,  as  op posed to expor ts  and i nves tm ent in Chi nese G DP,  w ould also reduce the countr y’ s  vul ner abi l it y t o t he w or ld’ s  l ar ges t  debt or  nat ion.  G ol d cl ear l y has  b een assi gned an  i mpor t an t part  i n t hi s pr ocess .  I t i s no coi nci den ce that  t he governm ent lo oks f avourabl y on  dom est i c gol d pur chases by the gener al  publ ic.  T here is  also m uch specul ati on that  t he pr o- gold poli cy of the author i ti es  goes  beyond  encour aging the developm ent  of  t he dom es ti c m ar ket  and  i ncludes  t he acqui s it i on of  gol d by t he s t at e i t sel f .  
73 For examp le,  speech by Sun Zhaoxue, f orm er Pr es ident  of  C NG G and C GA , 28 June 2013; Xi nhua com m entar y, 13 O cto ber  2013.  
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H istor i cal and cur r ent  si t uat i on  

Success ive year s  o f lar ge cur r ent account surpl uses have r esult ed i n a bui ld up of  for ei gn exchange r eserv es ,  som e U S$ 3. 8t n at  t he end of 2013.   
Chi na’ s f orei gn exchange r eser ves  t otal led a m ere US $2.3bn at the end of  1980, the year it  assum ed t he count r y’s  seat  at  t he I MF.  By t he end of 2013, i n cont ras t , the fi gur e had cli mbed to an as t ounding  U S$3.8t n74 (C hart  22) .  Thi s  t r ansf or mat io n has  com e about  because of the rapi d econo mi c devel opment  and opening  up of the Chi nese econom y t o t he r es t of  t he w orl d,  w hich was  i ni ti ated by t he r ef orm  pr ogr amm e ov er  thi r ty years  ag o. Since then ther e has  been a huge r ise in it s  t rade and cur r ent acco unt surpl us ; as  Chi na h as  become the wor kshop o f the wor l d, the countr y has  under gone an inves t ment  boom  and dom es t ic savings  have expl oded. The cur r ent account surpl us  peaked in 2008 at  U S$420. 6bn, equal t o 9. 2% of  G DP. 75 S ince then it  has  decl i ned shar ply to a s t il l subs tant ial  U S$189bn las t year , alt hough due to  t he m uch l arger  si ze of  t he econom y thi s  r epresent ed j us t 2.1%  of GD P. The maj ori t y of  t he gr ow th in r eser ves  i mpl i ed by these sur pl uses  was  i n US doll ar s as , unti l r ecent l y, near l y al l tr ade was  conduct ed i n t hi s cur rency.  C hina used t hese doll ar s to  buy Am eri can debt  secur it i es ,  m os tl y but  not exclus i vely US Tr easur i es.   
Managing th ese reser ves i s dif f icul t.  A recent  paper  by the Of f ici al Monetar y and Fi nanci al  I ns ti tut io ns For um l ooking at the r ole of gold , the renm inbi  an d t he m ult i- cur rency sys tem , discusses in  det ai l  t he econom ic and f in anci al chall enges  f acing Chi na and it s  m onetar y sys t em. 76 I n addit ion  t o t hese chall enges , Chi na’s  appeti te for  taki ng on m ore US doll ar  exposur e has  w aned i n recent  year s,  par t icul arl y so s ince the global  f i nancial  cr is i s  and the beginni ng of  QE.  T he per cepti on i s  t hat th e m ass i ve i ncrease i n the Federal  R eser ve’ s balance sheet  wi ll  event uall y r esult  in a m ajor  i ncr ease in US m oney suppl y t hat,  t ogether  wi th a r etur n to r api d credi t gr owt h, wi ll  d ri ve up inf l ati on i n t he US,  w it h t he f al l in pur ch as i ng po wer  of  t he do ll ar for  for ei gn hol der s being exagger at ed b y a st eep deval uati on of  the Am eri can cur r ency.  

Char t  22:  G old share of  t otal  r eserves  an d f orei gn ex change r eser ves   
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Sour ce: I MF , People’ s  B an k of  C hina,  Pr eci ous Metal s  I ns ight s , Worl d G ol d C ouncil   

74 People’ s  B ank of  C hina.   
75 Stat e A dmi ni st r ati on f or  For ei gn Exchange;  O xf ord Econom ics .   
76 For a m or e det ail ed anal ys is  of  the reser ve m anagement  chal lenges  Chin a f aces  please see Gol d, the renm i nbi and t he m ult i -cur r ency r eser ve sys t em by t he O f fi cial  Monet ary and F inanci al Ins t it ut ions  Forum .   
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I ncreased p oli ti cal fr i cti ons  w it h t he U S ar e al so gr ounds  for  Chi na t o r educe i ts  exposure to the US dol lar . Ther e ar e al ter nati ve r eser ve cur renci es,  but they off er  onl y a par ti al solut ion to  Chi na’ s ‘ diver s if i cat i on di lem ma’ .   

I n addi ti on,  Chi na is  w ar y of  i ts  over- exposur e t o U S f i nancial  assets  for  p oli ti cal reasons . Geopo li ti cal ri val ry betw een t he t wo countr i es has  gr ow n, wi th a par ti cul ar  focus  being Chi na’s  ri s ing chall enge t o Am eri can dom inance in th e Pacif i c. The shi f t in Am eri ca’ s mi l it ary and di pl omat ic eff or ts  tow ards  As i a i s a cl ear s ignal  t hat th e US  i s concer ned  about  C hina’ s  des ir e for  mor e i nf luence i n the Eas t As i an and South Eas t A si an r egi ons.  A l though it  may be t hought th at  the US is  vulner able to a ‘ buyer ’ s s tr i ke’  led by i ts  lar ges t credi t or,  C hina’ s  l eadershi p l ooks  at  t he i s su e somew hat dif f erent l y. In thei r  vi ew the credi tor  countr i es  are mor e vulner able to US  uni lat eral i sm  and de f act o def ault , the lat ter  exem pl if ied by cent r al bank debt  m onet isati on and  t he pol icy goal of  hi gher in fl ati on t o reduce the real  val ue of  d ebt  obli gati ons . Chi na al so vi ews  t he p ri ncipal  gl obal  cur rency mani pul ator  as  the US.  A nd, Chi na has  noted how the US  has  used it s  f inanci al muscl e and domi nant  r eser ve cu rr ency t o i m pose sancti ons  t o puni sh i ts  enemi es , such as  I r an,  Nor th Kor ea and ot hers .   
For  bot h econ omi c and poli ti cal r easons ,  t heref or e, Chi na has  sought  t o diver s if y i t s f orei gn r eserv es .  H owever , th is  i s  not  an easy t ask gi ven t he scale of i ts  U S doll ar hol dings  and t he l ack of  ‘ r isk fr ee’  al ter nati ves  avai labl e. In par t Chi na has  exchanged doll ar  assets  f or  eur os  but  it  i s  al so war y of the s ingl e E uropean curr ency because of it s  i nher ent fl aw of  not  bei ng a s ingl e sover eign s tat e and the associ ated ri sk of  break- up. Such concer ns  hav e gr own cons ider ably s ince the so ver ei gn debt  cr i si s  expl oded i n E uro pe i n 2009.  E ven t hough t he E CB has  hi ther t o m aint ained a m or e conser vat i ve pol icy s tance t han the Fed, the euro i s vuln er abl e t o debasement  as  Eur ope s t ruggl es  w it h sever e and int er rel ated fi scal and banki ng cr i ses .  Ch ina has,  i n p as t  year s , pur chased Japanese governm ent bonds  bu t because of Japan’s  huge publ ic debt and fr aught Si no- Japanese r el at i ons  t he yen is  an even l ess att r acti ve l ong- ter m doll ar  hedge than the euro.  Ot her curr enci es ,  such as s ter li ng,  t he A ust r ali an dol lar  or the Sw iss  f r anc,  ar e too smal l to pr ovide much in th e way of  di vers i fi cati on wi thout  ov er - concentr ati ng ri sk i n i l li quid asset s .  
The People’ s  B ank of  Chin a,  B eij in g.  
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D iver sif ying i nto other  asset s is  fr aught  w it h di f fi cult i es,  but  gold can cl ear l y pl ay a ro le.  

The pro blem  f acing Chi na i s  t he sheer  s ize of  i ts  reser ves ,  w hich makes  diver s if yi ng aw ay f ro m the US doll ar  i nto any ot her  assets  or curr enci es a di f fi cult  chal lenge.  T he i mpact  of  subs t anti al sales  of  doll ar asset s  t o buy any other  assets  on a si gni fi cant scale (not  j us t gol d) woul d p otent ial ly spil l over  i nto oth er  mar kets .  For  exam pl e, it  coul d eas i ly have a negat i ve ef fect  on the value of  C hina’ s  r emai ning  U S dol lar - denomi nated asset s . Lar ge-scale pur chases  of oth er  asset s f or whi ch t he mar kets  ar e less  l iqui d,  i ncludi ng go ld,  coul d eas il y dri ve up t he pr ices  o f those alt ernat ive asset s . When i t comes  to gold pur chases  speci f ical ly,  C hina could be accused of  m ani pulat ing it s  f or eign tr ade account  ( as  w as  Tai wan in t he 1990s)  and,  m or e seri ous ly , rel ati ons  w it h t he U S co uld be har med by a hi gh pr of il e dum ping  of  dol lar  asset s i n f avour of  gol d or  even ot her cur renci es.  C hina,  t her efor e, wou ld have t o be very caref ul  about  any lar ge- scal e shi ft  out  of US dol lar s  and int o gol d.   
N ever t heless , the argum ent s in  f avour of  di vers i f ying int o go ld are s tr ong. Gol d is  n ot sub ject  t o t he same economi c and pol it ical  l im i tat ions  that  af fect  ot her  asset classes.  I ndeed,  i t is  an asset that  i s  nobody else’ s  l iabi li ty . It  cannot  be creat ed ‘ out  of  t hi n ai r’  at  the whi m of  centr al  banks .  N or can i t be m anipu lat ed  f or t he benef it  of  i t s i ssuer . I t al so has  a l ong pedi gr ee as  a st or e of  val ue t hat  pr ovides  prot ecti on agains t i nfl ati on.  Whi le the gold mar ket  i s r elat ivel y sm all  com pared to  t he dol lar , eur o, yen and,  even the pound s t erl i ng, when consi der ed agai nst  other  assets  for  whi ch i t may be vi ewed as  a subs t it ut e – incl uding gover nment  bonds  – i t com par es  qu it e f avourabl y.   
Chi na’ s l eader s  r egar d t he publ ic’ s  gol d holdi ngs  as  par t  of  t he nat i on’s  reser ves  t hat could be cal led upon i n an emer gency.   

O ne way t hat  the author it i es could t ry to square the cir cl e wo uld be f or  Ch ina to encourage domes t ic absor pt ion of  gol d by t he pr ivat e sect or.  T he r easoni ng woul d be that  i n ext r emi s  t hese ‘ reser ves’  held by t he popul at ion could alw ays  be cal l ed upon by t he s t ate.  ( Sout h K orea’ s  m obi li sat i on of  t he pub li c’s  gold s tocks  d uri ng t he A s ian f inanci al  cr i s is  i m pressed t he C hinese. )77 Thi s  s tr at egy w ould also play to Chi na’s s tr ength s:  a huge pop ulat ion wi th a ver y high savings  rat e. Moreover , in  t he m ean ti me it  w ould  br ing t he added b enef i t of r educing money supply and t her eby i nfl at ionar y pr essures .  Thi s  m ay hel p t o ex plai n w hy t he s t ate has to - dat e ‘ blessed’  t he r apid accumul ati on by t he pr i vate sect or of  near ly 2,00 0t of bul li on s t ocks. 78  
Char t  23:  A verage dail y v olum e i n U S d oll ars  for  vari ous  assets   
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Sour ce: Agence Fr an ce Tr esor,  B IS , Blo omber g, Ger m an Fi nance A gency, Japanese MO F, SI FMA,  U K DMO , Worl d Gol d C ouncil   
77 At  t he hei ght of  t he A si an fi nancial  cr is i s  i n t he l ate 1990s , the Kor ean H ous ing and Com mer cial  B ank and a s tat e- owned tel evis i on s t at i on s t ar t ed a gold coll ecti on cam paign . Num erous  Kor eans  vol untar i ly donated thei r  j ewel ler y or  other  val uables  to the s tat e. Af ter  jus t  t wo days,  t he donati ons  am ounted to ten t onnes of  gol d.  
78 Preci ous  Met al s  I ns ig hts .  
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Based on a decl ar ed s to ck of  1, 054t Chi na i s  t he w or ld’ s  s i xth lar ges t hold er  of bul li on but  t hi s onl y r epresent s  1%  of  it s  t otal  of f ici al reser ves.   

I n f act,  t her e have been thr ee occas i ons  i n t he r ecent pas t when Chi na has  r epor ted a sudden incr ease i n i ts  off i ci al m onetar y r eserves  to the IMF.  In 2001 r epor ted mo net ar y gol d ho ldi ngs  i ncreased f r om 395t  t o 500t  and i n 2002 to 600t  ( Char t 24) . Then in Apr il  2009 gol d h oldi ngs  j umped to 1, 054t,  a level  t hat has  been mai ntai ned s i nce t hen  t hrough  t o t he end of 2013.  The mo st  r ecent i ncrease i n r epor ted gold  hol dings  has l ed  t o C hina beco mi ng t he w or ld’ s  s i xth lar ges t holder  of gold  behi nd t he U S ( 8, 134t) ,  G er m any ( 3, 387t) , t he I MF ( 2,8 14t) , I tal y ( 2,45 2t)  and Fr ance ( 2,435t ) .80  
H owever , due t o t he m uch m or e r apid gr owt h i n the co untr y’ s f orei gn exchange reser ves , the shar e of gold i n over all  r eserves  has,  i n fact , decli ned, in spit e of  t he subs t anti al incr ease i n gol d p ri ces over  t he pas t  decade. I n t he ear ly 1990s  C hina’ s  gol d r eserves  repr esented betw een 14% - 18%  of  t he t otal  b ut thi s  f igur e dropped t o j ust  over 2%  by the end of  t hat  decade ( Char t  22) . The 2% l evel  w as  m aint ained in  t he ear ly part  of  the las t  decade but  then the grow th  i n f or eign exchange r eser ves  out s tr i pped t he i ncrease in the gold pr ice such that  t he shar e of  gold in t otal  r eser ves  f el l to a l ow of  0. 9% at th e end o f 2008. The incr ease in  r eport ed r eser ves  in 2009,  t ogether  w it h a r ecovery in gol d pr ices ,  r esult ed i n gol d’ s  share ju mpi ng t o 1 .5%  at  t he end of  t hat year.  H igher  gold pr ices  i n 2010 -12 subsequ ent l y l ed t o a smal l ri se i n t hi s per cent age, in spit e of  conti nued gr ow th in Chi na’s  fo rei gn exchange holdi ngs . How ever,  at  t he end  of  2013 gol d’s  sh ar e of reser ves  had fal len to j ust  1. 1% , due t o a f urt her subs tant ial  r i se in f orei gn cur r ency assets  plus  the valuat ion eff ect  of  t he s l ump in t he gol d pr i ce.   
The maj or  i ncrease i n g old su pply to the Chi nese m arket  i n 2 012 and especi all y 20 13 coul d be part l y r elat ed t o l ar ge- scale of fi cial  pur chases.   

N otw it hs tandi ng t he s t abil it y of repor t ed m onetar y gold holdi ngs , th er e has been m uch di scussi on in recent  year s  about  poss i ble Chi nese off i cial  sector  purchases . I n par t thi s  i s  because of  gold’ s  l ow share of t otal  r eser ves  j uxt aposed wi t h f r eq uen t st atem ents  in th e l ocal  m edi a l ament ing Chi na’s  exposure to th e US  dol lar  and advocati ng a bui ld- up in nati onal gol d s to cks .   
Bet ween 2012- 13 such specul ati on h as  gro wn because of th e r is i ng appar ent surpl us  of  gold in th e Chi nese m arket . As  detai led in the secti on on Suppl y – page 49,  i n recent  year s supply  of  gol d h as  ri sen even fas t er than demand because of  a surge in bul li on i mpor t s . This  has  f uell ed t alk of  poss ibl e C hinese off i cial  gol d pur chases i n t he dom es ti c m arket . I ndeed , ev en t ak ing int o account  ver y subs t anti al amou nts  o f fi nancial  ar bi tr age, gold  expor ts ,  s t ock  bui ldi ng and ot her phenomena,  t her e s ti l l rem ains  a l arge ‘r es idual  sur pl us’  in the mar ket , whi ch som e have int erpr et ed as  r epr esent ing an i m pli ed bui l d-up in of fi cial  sect or or  s tat e hol di ngs  of  non- m onetar y g old.  Whi le it  shoul d b e s tr essed  t hat as of  Febr uar y 2014 ther e has  been no acknowl edgement  by t he PB oC or  other  C hinese author i ti es of  an incr ease in nat ional  gol d r eserves ,  pas t  pr acti ce sugges ts  that  any new data rel ease wou ld occur at a t im e of  thei r own choos ing  and cer t ainl y not  b e in  r esp onse to any m ar ket rum our s .  
Char t  24:  C hina’ s  of f ici al monet ary gol d r eserves  volum e and value (end- year )  
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Suppl y  

D omesti c go ld sup ply cons is ts  of m ine produ ct i on and recycl ed gol d. Al t hough l ocal supply has  r isen su bst anti al ly in the pas t decade it  has been out paced by the gr owt h of  domes t ic dem and.  A s a r esult , t he Chi nese m arket  has  swung fr om  a sm al l ‘sur plus’  t o a m ass i ve ‘ def ici t’ , r esul ti ng in a huge ri se i n gol d im por ts . Al t hough C hina’ s  bul li on im por ts  ar e dis to rt ed by gol d r equir ed for  pu rel y f i nan ci al oper ati ons  and possi bl y, too,  of f ici al pur chases , t he under lyi ng incr ease in gol d shi pment s  t o t he count r y i s genui ne and rel ated to r eal  gr ow th in dem and  f rom  co nsum er s and i nves tor s .  
I ntr oduct ion  
The supply of  gol d t o t he C hinese mar ket has  gr own m ass i vely in r ecent  year s , especi all y fr om  bul li on i m port s . I n r ecent years  tot al supply to th e m ar ket  has  exceeded local  dem and f or  j ewel ler y, in dust r ial  f abr icat ion and bul li on inves t ment .  

Suppl y of  gold to t he Chi nese m arket  com es  f r om thr ee m ain  sour ces :  l ocal mi ne p roduct ion , recycl ed  gol d and im por ts ,  t he l att er mo st ly  i n bul li on for m . Dom est i c suppl y has  gr ow n subs tant i al l y over  t he pas t  decade,  f rom  som e 13 7t in 2004 t o 563t las t  year  ( Char t  25) , dr iven mos t ly by a boom  i n m ine pr oducti on, alt hough recycl ing has  al so i ncreased over  the sam e per i od. Chi na does  no t regul arl y publi sh s t ati st i cs on i t s gol d bul li on i m port s  but  b ased on H ong K ong and ot her count ri es’  tr ade dat a and non- publi c dom ai n sour ces  it  i s  cl ear that  f r om a r el ati vely low  l evel these have i ncreased cons i derabl y.  I mpor t s wer e par t icul arl y high in 2013,  m os t of thi s  gol d being shipped fr om  H ong K ong.8 0  
Char t  25:  C hinese do mes ti c suppl y o f gold in  t onnes  
Tonnes  600 550 500 450 400 350 3 00 250 200 15 0 100 50 0  

1994 1996 199 8 2000 2002 20 04 2006 2008 2010 2012  
Mine pr oducti on ( t )  
Recycl ed gol d ( t )  

Sour ce: Thom son R eu ter s  G FMS, Worl d Gol d C ouncil   
80 Onl y banks  wi th PBoC -i ssued i mpor t  l icenses  can im por t gold.  T hey can only im por t LBMA  good deli ver y bar s  and these m us t  be t r aded t hro ugh t he SG E.   
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U p unt il  2010  t he r ise in im por ts  was  r elat ed t o grow th i n dem and out pacing incr eases in  dom est i c suppl y. The w ideni ng gap bet ween t he tw o had to be f i ll ed by met al sourced fr om  abr oad. Thi s  i s  s ti l l an under lyi ng cau se of t he gr owt h i n bull ion i mpor ts  to Chi na. How ever,  over the pas t few  year s  t he t otal  suppl y of  gold to t he Chi nese m arket  has  incr eased  t o w ell  above the apparent  l evel of  dem and f r om the pri vat e sector  f or  j ewel ler y,  i nvest m ent and i ndus tr i al  ap pli cati ons . As  di scussed lat er  i n t his  sect ion , the resul ti ng l ocal mar ket  sur plus  is  thought  t o b e m ai nl y t he r esult  of  gold eit her  bei ng used i n fi nancial  oper at ions  r el ated to Chi na’s  grow i ng ‘ shadow banking’  act i vit y or  undeclar ed addi ti ons  t o t he s t ate’ s  non- m onetar y gol d holdi ngs . To a l esser  ext ent,  dom es ti c i nvento ry accumul ati on by  t he j ewel ler y t r ad e and as  a r esult  of  t he b ank s’  OTC  pr oduct s also explai n t hi s phenom eno n. This  has  gi ven r ise to an i ncrease in gold vault i ng capacit y in mai nland Chi na, especi al ly in the Shanghai  Fr ee T rade Zone. As  an exam ple,  i n N ovember  2013 Mal ca- A mi t Gl obal  Lt d opened a 2, 000 met ri c t onnes  f acil it y,  al mos t  doubl e C hina’ s  2013 gol d dem and.81  

Mine pr oducti on  
I n t hir t y year s  C hina has gone f r om bein g a mi nor pr oducer to t he w orl d’ s lar ges t sour ce of  m ined gold.   
A t the ti me economi c r ef orm s  w ere launched in 1978 annual gold pr oducti on i n Chi na was  less  t han 10t  per annum.  Measur es wer e t aken t o boost  output  i nclud ing the set t ing up of  the for er unner of  C hina Nat ional  G old Gr oup Cor por ati on ( Chi na G ol d G roup)  and t he es t abl i shm ent  of  a speci al Go ld Mi ni ng U nit  o f the People’ s  L iber ati on Ar my ( PLA)  that  w as  t asked wi th  pr ospect i ng f or  gol d and developi ng gold mi nes . These and other  new poli cies , t ogether  w it h t he inves tm ent  i n t he sector  prov ided for  in the 1981- 85 and 1986- 90 f ive year pl an s,  had by t he ear l y 1990s  resul ted in Chi na’s  gold  pr oducti on ri s ing to over  100t . Thi s  s ign if icant  gr ow th was  ecl ipsed,  how ever,  by t he m ore than 300t  sur ge i n out put  t hat took place betw een 1994 and 2013 . In the pas t ten years  alone product i on has  j um ped f r om 217 t o 43 7t.  C hina,  w hich in 1994 account ed f or  a li t tl e over  9%  of global  m i ne pr oducti on,  becam e t he w orl d’ s lar ges t pr oducer in 2007 and has  ext ended i t s lead,  account ing f or nearl y 15% of  gl obal outp ut las t year  ( Char t 26) .  

Char t  26:  C hinese go ld mi ne pr oduct ion  
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Sour ce: Thom son R eu ter s  G FMS  

81 Chi na has  an extens i ve vaul ti ng i nf ras t ruct ur e r un by t he bul li on banks .  T here are 55 vaul ts  across  37  ci ti es and t hese ar e act ivel y m oni tor ed by th e SG E.  
Chi na’ s gol d m arket : pr ogr ess  an d pr ospects   



  

Pr oducti on in Chi na com es m ainl y f r om over 600 pri m ar y mi nes  i n w hat is  a f ragm ent ed  m arket ; the top  t en pr oducers  account for  about half  of the countr y’ s  out put.   

A ccor di ng t o of f ici al pr oducti on dat a f or  2012, 82 som e 85 % of gol d m ine pr oducti on com es  f ro m pri m ar y mi nes  and 15% i s a by- pr oduct of  ot her m et al s’  mi ning.  P ri mar y output  com es  f r om over 600 mi nes  t he m ajor it y of whi ch ar e ver y sm al l,  pr oducin g on average only about 300kg of gol d each year .  N ev er t heless , the indu st r y has  seen a w ave of  consol idat ion and even some closur es i n t he pas t decade. In 2002,  f or  i ns tance, th e num ber of  pr oducers  exceed ed 1, 200 ( a f i gure back t hen cons i dered by som e t o be very  conserv at i ve).  B y 2012 the wave of  consoli dat ions  resul ted in the top ten pr oducing comp ani es  i ncreas i ng t heir  shar e o f the countr y’ s  t otal  of f ici al gold pr oducti on t o 49%,  accor di ng t o t he Mi nis t ry of  I ndus tr y and I nf orm ati on Technology ( MII T) . I t woul d appear  t hat  t he s ing le lar gest  producer  i s  C hina Gol d G r oup, whi ch i n 2013 pr oduced 3 9.4t  f r om it s  ow n m ines .  ( The company clai ms  a 20%  shar e of  Chin ese prod uct i on but  i t  w ould seem  t hat  t his  fi gur e i ncludes  o utput  f r om other  producer s  t hat is  ref i ned by Chi na G old Gr oup. ) Shandong is  his t ori call y t he hear t land of Chi na’ s gol d m ini ng indus t ry and i t r emai ns  t he l arges t  pr oducin g pr ovin ce in t he count ry.  Z haoyuan C ounty is  in tur n the gold m ini ng capi tal  of  Shandong and i t alone host s  som e 68 gol d m ines  t hat  i n 2012 pr oduced 33t . Accor di ng t o t he MI I T, Chi na’s  top f ive gold mi ni ng r egio ns are th e pr ovinces  of Shandong,  H enan, Ji angxi , Yunnan and t he aut onomo us r egion of I nner Mongoli a, wi t h t hese to get her  account ing fo r 61.4%  of of fi cial  gol d mi ne pr oduct ion in 2012.  
J inf eng,  an open pi t and under gr ound gold mi ne l ocated in Chi na’ s souther n Gui zhou Pr ovi nce.  
( Copyr ig ht:  El dor ado G old Cor por ati on)   

82 Mi ni st r y of  I ndus t ry and I nf or mat ion Technol ogy, 2012, l at es t avail able data point .   
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Pr oducti on doubled in t he pas t decade t o r each a recor d 4 37t in 2013 but ther e ar e dou bts  i t  can b e sus tai ned at  t his  level : the reser ve base d oes  not appear t o suppor t out put of 400t  or  m or e per  annum  o ver  the long r un.  

A lt hough out put  w as up by an est im at ed 24t  i n 2013 t here are indi cati ons  t hat the extr aor dinar y grow th  i n pr oduct ion recor ded i n the past  t hr ee decades  w il l not  be mai ntai ned and that  a plat eau – if  not a peak – m ight  b e r eached in  t he next  f ew years .  Thi s  i s  due to the nar row  and poss ibl y decl ini ng reser ve base, fal li ng grades  and  r is i ng pr oduct ion cos ts  o f the indus t r y i n C hina,  pl us  t he pr ospect of s tr i ct er  enf or cem ent  of  r ul es  and r egul ati ons , especi all y envi r onment al contr ol s r elat ed t o gol d m i ning.   
Chi na’ s gol d r eserves  ar e es t im ated by the US Geol ogical  Su rvey (U SG S) t o t otal  j us t 1,900t  out of th e wor l d t otal  o f 52,000t .  A ccor di ng t o t hi s body,  w hil e C hina acco unts  f or  15%  of gl obal mi ne pr oduct ion it  h olds  l ess  t han 4%  of  the wor l d’s  gold reser ves . Al ter nati vely , whi le the res t  of  t he w or ld’ s  r eserves  accoun ted for  an aver age of  19. 7 year s  of  pr oduct ion ( based on 2 013 out put) ,  f or  C hina thi s  aver age f igur e was  a mer e 4. 3 year s . Anecdot al evidence is  that  expl or at i on success in  Chi na, as  i n m any par t s of  t he w or ld,  has  been conspicuous  by i ts  absence in the pas t decade. Al though a nar r ow and decl ini ng r eser ve base w ould appear t o be a genui ne i ssue for  many pro ducer s  i n Chi na, other  dat a sugges t  t hat Chi na m ay not  r un out of gol d so quickl y. Fi rs t , Chi na’s  own gold r eser ves  and resour ces  s tat i st ics  sh ow much higher  tonnages  t han the USG S dat a ( w hich have r emai ned unchanged for  many years ) . The Mi ni st r y of  L and and Resour ces clai med in 2012 that  C hina’ s  gol d r eserv es  wer e about  6, 000t , whi le the Chi na G eologi cal and Mi neral  S urvey Bur eau es t im ated in 2008 that  r esources  wer e i n a 15,000- 20, 000t r an ge.  Seco nd, so me of the lar ger  pr oducer s in t he count ry r eport  subs t anti al reser ves  r elat ive to thei r  pr oduct ion,  f or  exam ple Chi na G old Gr oup’ s  1, 820t.  A nd, f inal ly,  i t  i s comm on for  gold pr oducers  to develop resour ces  i nto r eser ves  on an on- goi ng bas i s in  l ine wi th thei r  m ine plans .  U su al l y, ther e i s  no need t o spend lar ge sum s on prov ing up r eserves  that  w il l onl y be exploi ted many year s ahead.  
A ver age grades  h ave f all en, in part  b ecause sm all  producer s  l ook t o make maxi mum  pr of it s  over  the shor t  t erm .  A nd i n com mon w it h ot her count ri es , cost s  have ri sen subs tant i all y i n r ecent years .   

Whatever  thei r s ize,  t he qual it y of  Chi na’s  reser ves does  appear  on average to be i n decl i ne. This  is  apparent  f r om the admi t tedl y sket chy  but  cons i st ent anecdotal  evi dence poi nt ing to a dr op in average grades .  Mor eover,  t hi s dr op i n gr ades  has  not occurr ed t hr ough com pani es mi ni ng t o a low er gr ade because of  t he, unt il  r ecentl y, r is i ng gol d pr i ce. Qui te the oppos it e i n f act:  al l  t he evi dence i s th at  the sm all er  oper ati ons  i n par t icul ar cons is t entl y ‘ hi gh gr ade’ t heir  m ines .  Th is  i s  because f or  m any sm all - scal e pr oducer s th e obj ect i ve i s to  get  as  m uch ou t of the mi ne as  quickl y as  possi bl e. A good exam ple of t he dr op i n g rades  com es  f r om Zhaoyuan Count y, wher e t he l ocal gold  i ndus tr y m anagement  bu reau st ated in  O ct ober  2013 t hat  av er age grades  have f al l en f rom  4g/t  i n t he p as t  t o ar ound 2g/t  cur r entl y. I f th is  i ndeed w er e a gener al ised pr obl em,  t hen i t w ould appear to r ep resent a m aj or thr eat t o Ch ina’ s  pr oducti on co nti nuing above t he 4 00t level  over  t he m edi um ter m .  
Bes i des f all ing gr ad es ,  pr oducer s i n Ch ina have t o deal  w it h r i si ng cos t s . Mini ng equi pment ,  pow er,  f uel and labour  cos t s have al l r isen a good deal fas t er  than average CPI  i nf lat ion.  I n comm on w i th wes ter n mi ning com panies , a r i si ng gold pri ce dur i ng 2002 -12 all eviat ed t he pr obl em but now  w it h gol d p ri ces subs tant ial ly lo wer , average cash mar gi ns wi l l have pl umm eted.  T here is  a dear th of  cons is t ent data on pr oduct ion cos ts  in Chi na but  t her e i s li t tl e doubt  t hat m an y smal l er ,  i neff i cient  oper ati ons  m us t now be l ossmaki ng. I t woul d appear  t hat t his  coul d accel erat e cl osures  and shor ten mi ne l i ves.   
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Scr ap suppl y  

G old recycl ed f r om domest ic so urces  i s  m ainl y fr om  j ewel ler y, wher eas  i mpor t ed scrap i s pr inci pall y f r om elect ron ics  m ater i al s . The volum e of  domes t ic recycl ing has  i ncreased as  Chi na’s  st ock o f jew ell ery has  gr own .  
Recycl ed gol d i n Chi na i s f rom  t wo  m ain so urces : dom est i c,  m ai nly jew ell ery scrap;  and im por ted mat er ial s,  m os tl y el ectr oni cs  scrap.  T here wi ll  al so be a s i zeabl e am ount  of  pr ocess  scrap ( as opposed t o o ld scr ap)  r ecycled mai nly i nter nall y by  t he j ewel ler y i ndus tr y.  The data fo r Chi nese scrap should,  i n theor y, exclude all  pr ocess  and im por ted scr ap, t he l att er appeari ng i n the st ati s ti cs  f or  t he count r y of  or i gin.  H owever , as  can be deduced f r om t hese dif f erent  sour ces  i t is  dif f icul t alw ays  t o be sur e about the or igi n of  scr ap f l ows . For  i ns tance,  even when ref i ner s  can segregat e scr ap f ro m gold mi ne p roduct ion i n t heir  i ncom ing mat eri al an addi t ional  f il t eri ng f or  t he pr eci se ori gi n of  t hi s scrap may be i m poss i ble.  C ompl i cat i ng m att ers  is  the exch ang e by the publi c of  old jew ell ery pr oducts  for  new  o nes  - somet hi ng i ncreas i ng f r om a l ow base i n Chi na.  Such exchange m ay be a cl osed loop  or , less  f r equentl y, r esul t  i n gol d bei ng recycl ed  by a t hir d par t y.  
Whatever  the potent ial  shor t com i ngs  of  t he scr ap dat a, it  i s  not  sur pr is i ng t hat recycl ing  has  gr ow n i n r ecent years  because of  a com bi nati on of  higher  l ocal gol d pr ices  an d a r i s ing s tock of jew ell er y i n t he hands  of the general  p ubli c. Al though  aver age RMB  pr ices  decl i ned i n 2013 th ey wer e st il l  45%  up  on 2008’s  level . The countr y’ s j ew ell er y s t ock  has  al so gr own cons ider abl y over  t he l as t 20 year s . Back in 1994, jew ell ery  s tocks  are est i mat ed t o have tot all ed a li t tl e over  2, 500t  w hereas  at  t he end of  l ast  year  the fi gur e w as close to 7,600t ,  accor ding to es ti mat es  by Preci ous  Met als  I ns i ghts  ( C hart  27) .  By  2017 the publi c’ s j ew ell er y s t ock s are li kel y t o have grow n to not far  shor t  of  10,000t . The im pli cati on i s  t hat -  i ndependent of  poss ibl e pr i ce ef fect s -  j ewel ler y r ecycli ng is  li kely to gr ow in absolut e t erm s . I t may also see som e tr end i ncr ease as  the f ashi on cycl e speeds  up and as  a younger  g ener at ion inher i ts  p ieces  t hey do not car e f or.  I n both cases  thi s  shoul d boos t  ol d f or  new  exchange,  w hich is  the expectat ion of  t he t rade in Chi na.  

Char t  27:  Jewel l er y s tock and r ecycled gold supply  
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Si nce 2008 ther e has  been a rapi dly gr owi ng un der l ying ‘ defi cit ’  i n t he C hinese do mes ti c m ar ket that  has  had t o be fi ll ed by i mpor t s,  l ar gely fr om  H ong K ong,  w hich is  ver y wel l placed to supply Chi na’ s lar ges t phys ical  gol d h ub Shenzhen.   

Bet ween 2000 and 2007 domes t ic supp ly and dem and w ere evenly mat ched i n C hina,  bo th tendi ng t o grow  at  a moder ate pace. Sin ce 2008,  how ever,  j ewel ler y and i nvest ment  dem and have i ncreased m or e r apidl y than local  suppl y f r om mi ne pr oduct ion and scr ap. Thi s has  r esult ed i n a ver y l arge underl yi ng ‘ def ici t’  em er ging in the Chi nese m arket  ( Char t  28) , whi ch has  been f il l ed by a s teadi ly  hi gher level  of  gold im por ts ,  m os tl y i n t he f or m of  bul li on shi pm ents  fr om  H ong K ong.  
H ong K ong i s  t he m os t im por tant  gol d ent r epot in th e r egion.  Mor eover,  Hong Kong I nter nati onal Ai r port  is  a mer e 3 0 ki lom etr es  f r om Chi na’s  mos t  i mp ort ant gol d m anufact uri ng cen tr e, Shenzhen. The SAR  has  t op cl ass  t ranspor t i nfr as tr uctu re,  l ogis t ics  ex per t ise and  i s one of  the wor l d’s  mos t  i mpor t ant fi nancial  cent r es .  H ong K ong is  al so hom e t o cou ntl ess  Mai nl and C hinese com panies ’  of f shore enter pr ises  and it  i s  t he m os t im por tant  cent r e f or of fshor e r enm inbi  t r ading.  H ong K ong ex port  dat a and oth er  sou rces  conf i rm  t hat  shipm ent s t o Chi na fr om  t he SA R have expl oded i n r ecent years .   
Char t  28:  C hinese do mes ti c suppl y and dem an d  
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1 Dem an d com pri ses j ew ell er y f abr icati on,  bar  and coin,  and ot her fabr i cat i on.  

2 Supply com pri ses mi ne p roduct ion  and recycl ed gol d.  
Sour ce: Thom son R eu ter s  G FMS  
Chi na’ s gol d m arket : pr ogr ess  an d pr ospects   



  

H ong K ong bul l ion tr ade dat a capt ures  the maj or it y but  no t all  of  C hina’ s  gol d im port s . These have surged in r ecent  year s ; of fi cial  shi pment s  of  bull ion t o Chi na fr om  H ong K ong al one r eached 1, 490t  i n 2013.   

O ff ici al shipm ents  of  bul li on f r om Hon g K ong ar e not  t he sol e sour ce of  b ull ion im por ts  int o C hina.  F or exampl e, ther e ar e al so gr ow ing dir ect  f low s  t o Shangh ai  that  ar e m os tl y not  p icked up i n t he avai labl e bul li on export  d at a ( t he l arger  b il ater al fl ow s are f rom  count r ies  that  suppr ess these st ati s ti cs , alt hough r ecent  m oves by the UK  and Swi tzer l and  t o r epor t tr ade dat a shoul d pr ovi de gr eater  vi s ibi l it y).  S uch di rect  i m port s  i ncreased in 2013 f r om a ver y low  base. Moreover ,  Chi na is  al so i mpor t ing a not  ins i gnif icant  am ount  of  gol d el ectr oni cs scrap every year . To t hi s can be added a fur t her,  al thou gh sm al l er ,  quant it y fr om  gol d and s il ver dor e and base met als  concentr ates  that  ar e r efi ned in Chi na.  
I t is  clear  f r om publi shed s t ati s ti cs th at  Chin a’ s  i m port s  of  gold have soar ed i n t he l as t few  year s . Las t year,  i n par t icul ar,  saw  except ional ly lar ge shi pment s  t o C hina f rom  H ong Kong,  t hese r is i ng t o 1, 490t  f ro m 830t in 2012. 83 I m port s  on thi s  scal e ar e wel l  i n excess  of  w hat is  requi r ed t o f i ll  t he under l ying ‘d ef i cit ’ t hat  was  di scussed previ ous ly  ( Char t 28) . Thi s has  i nevit ably pr ovoked m uch di scussi on ab out what  i s  goi ng on i n t he Ch inese m ark et .   
Bef or e em barki ng on an an sw er t o t hat dif f icul t ques ti on i t  i s necessar y t o bear  in mi nd cer t ain key f acts  about the tr ade dat a. Fi rs t , data is  incom plet e: Chi na does  not publi sh bul l ion im por t and expor t  s t at i st i cs  and nor  do sever al  of it s  t radi ng part ners .  Second,  n ot all  r elevant  f l ows  ar e capt ur ed i n t he avai labl e bul l ion tr ade dat a. Thi rd,  i t  i s alw ays  i mpor t ant to analyse outf l ows  as  wel l as i nfl ows  of met al.  C hin a,  f or  exam ple,  expor t s  a subs t anti al amount  of gold,  m uch of it  i n non-bu ll ion fo rm , as  di scussed in the sect io n on Jew ell er y and the sect ion  on Inves t ment . As i de f r om genuine expor ts , a goo d par t of  H ong K ong expor t s t o Ch ina repr esents  t he ‘ r ound tr ipp ing’  of  gold that  w as  pr eviou sl y i m port ed.  

H ong K ong har bour  at  sunset.   
( Copyr ig ht:  C ozyta)   
83 Hong Kong Census  and St ati st i cs Depar tm ent .  
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‘ Sur plus’  gol d i n the Chi nese mar ket   

The ‘sur pl us’  in the Chi nese m ar ket  m ainl y s t ems  fr om  ei ther  po ss i ble off i cial  pur chases or  t he ext ensi ve u se of gol d f or  f inanci al oper at i ons .  
A s indi cated above, gol d i mpor t s exceed by some mar gin  w hat is  r equi red to  pl ug t he l ocal mar ket  ‘ defi cit ’  i n C hina.  I ndeed, t ak ing these i m port s  i nto account t he Chi nese m arket  ef f ecti vely swi ngs  i nto a ver y l ar ge and grow ing  ‘ surpl us’ dur ing 2011- 13. What then expl ai ns  t hese appar ent ‘sur pl uses’ ? A s  sugges ted in t he secti on on  t he O ff ici al Sect or - page 44 -  par t of  t he expl anati on m ay w ell  be of fi cial  sect or pur chases  of gold  i n t he dom es ti c m arket . These have not been conf i rm ed by  any off i ci al s tat is t ics  but thi s  w ould not  be sur pr is i ng as  any gol d t hat m ay have b een pur chased by t he s t ate could be cl assi f ied as non- monet ar y hol dings  and not  par t  of  t he f or mal  m onet ary reser ves . Chi na w ould under st andably onl y w ant to r ecor d any such p urchases  i f and w hen t hey wer e r e-cl assi f ied and added to the of fi cial  m onetar y gold s tock.   
I mpor t ed com modi ti es  ar e used in Chi na f or  f inanci ng p urposes  -  mos t  not ably copper  but  al so , incr easi ngl y, gold.  R es tr ict ions  on f i nance and lendi ng have boos ted thi s  m arket .  

Whi le ther e i s  som e uncer tai nty about whet her  t here have been off i cial  pur chases  of  gol d i n t he dom es ti c m ar ket,  such do ubts  d o not  exi s t when it  com es  t o t he l arg e- scale use of  gol d f or  pu rel y f in anci al oper ati ons  i n C hina.  R est r ict ions  on cr edit  and cr oss - bor der capit al f low s cr eat e an incent iv e f or the use of  hi gh value,  i nter nati onal ly- tr aded comm odit i es  as  a m eans  of  b ypass i ng such res t ri cti ons  by bot h com panies  and speculat or s.  C opper has  been a ver y hi gh prof i le vehicl e f or such act ivi ty. 84 In r ecent  year s  gol d has  incr eas ingl y been used i n a s im il ar f ashi on,  al though thi s  i s  m uch sm all er and has  recei ved m uch l ess publ ici ty.   
The use of  gol d f or  pur el y f inanci al oper ati ons  i s a f or m of  dem and t hat r epr esents  a sm al l  par t of  t he m uch w ider  grow th in  shadow banki ng, whi ch w hil e ent ir el y l egal,  i s  cons ider ed a gr ey ar ea. Not  sur pr is i ngly,  t here is  li tt l e har d dat a on the shadow banking sector  but  J. P.  Mor gan r ecentl y es t im ated it  at  R MB46t n ( US $1.7t n),  equ al  t o about 84%  of  C hina’ s  G DP. 85 No st ati s ti cs  ar e avai labl e on the outs t anding  am ount of gol d t ied up i n fi nancial  oper ati ons  l i nked t o shadow  banki ng but  P reci ous  Metal s  I ns ight s  bel ieves  it  i s  f easi bl e t hat by t he end of  2013 thi s  coul d have r eached a cum ulat ive 1,00 0t,  equal  t o a nomi nal val ue of  near ly $40bn. 86  
I mpor t ed gol d i s  bei ng used via gold lo ans  and l ett er s of  cr edit  t o r ai se low  cos t  f unds  f or  bus i ness in ves t ment  and  speculat ion.  B or row ers  typi call y h ed ge t he gol d r isk and t her e i s no net  physi cal m ar ket  i mpact .  

Most of t his  h as  been bui lt  up s in ce 2011,  w hen gol d has  been i ncreas ing ly used as  t he bas i s f or a var iet y of fi nancial  o per at ions  in Chi na t hat have r equi red the im por tat ion of  ver y l ar ge quant it ies  of phys ical  bul li on.  These operat ions  fal l in to tw o br oad cat egor ies , alt hough ther e i s  som e over lap betw een t he t wo.  F ir s tl y, th er e is  t he u se of gol d vi a l oans  and thr ough let ter s  of  cr edi t (L Cs) as  a for m  of  f i nancing.  Secondl y, t here is  the use of  gol d f or  f in anci al ar bit rage oper at i ons t hat wi ll  al so be based upon gold loans  or LC s.  I n mos t  cases  t he gol d i s  qui ckly r e- expor t ed t o H ong K ong, of ten as ver y cr ude j ewel ler y or  ornam ent s to get r ound t i ght contr ol s on b ull ion expor ts .  ( Thi s is  the pr act i se comm onl y r efer r ed t o as  ‘r ound- tr i pping’ .  Mor eover,  because near l y al l gold f low ing int o Chi na goes  t hr ough t he S GE,  r ound- tr i pping can i nf lat e t he SG E deli very f igur es .)  I n other  cases  t he m etal  i s  s t ockpil ed i n vaul t s in Chi na or  Hong Kong.   
84 For examp le,  ht tp: // ww w. r euter s .com /ar ti cle/ 2013/ 07/15/ chi na- copper - fi nancing- i dUSL 3N0F22D 220130715  
85 J. P. Mor gan,  Econom i c Resear ch N ote;  T o def ault  or  not to def aul t : shad ow banking in Chi na.  

86 Es ti mat e based on pool  of  met al accum ul ated over 2011- 13.  
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I n t heor y onl y j ewel ler y m anuf actur er s or  ot hers  act i ve i n t he gol d t r ade can take o ut gold loans ,  al though  i t appears  that  t he r ules  can be ci r cumvent ed ei ther  by sett i ng up a ‘ gol d ent erpr i se’  or by us i ng t he ser vices  of an exi s ti ng com pany i n the gold tr ade.  The sam e i s  t r ue f or  f orei gn cu rr ency L Cs  t hat ar e used t o i m port  gol d.  The gol d bor r owed/ im por ted is  u sual ly sold spot and r epur chased f orw ar d t o cr eate a synt het i c cur rency loan wel l bel ow mar ket r at es  f or  cash. Thi s  i s because t he shor t - ter m  i nter es t rat es  on gold or  H ong K ong/ US doll ar s ar e wel l  bel ow renm inb i ones and, m oreover , th e gol d cont ango i s  ver y l ow . (Most users  of t hese gold l oans and L Cs  w ant to eli m inat e gol d pr i ce r isk. ) I n addi ti on, i t may be t hat it  i s  not  j us t th e pr ice of,  but  al so access  t o, credi t  t hat is  mot ivat ing t he bor ro wer : the fi r m may not  ot herw ise obtai n l oan f i nance f rom  the for m al  banking syst em . Gol d l oans  or  L Cs  used to im por t gold t heref or e of fer  w ealt hy indi vidual s  and compani es  a for m  of  cheap sh ort - ter m fi nanci ng ei ther  f or  bus i ness or  speculat ion . They can also be used t o ci r cumvent  capi tal  cont r ols  t o bri ng funds  int o C hina.  I n som e i ns tances  gold is  being used as  l ow- cos t col lat er al  by bor row ers  to f und f inanci al oper ati ons  i n C hina.   

G old is  used to r aise f unds  for  r eal  es tat e pur chases,  specul ati on i n higher  yi eld ing asset s,  and  i nter es t rat e or  cur r ency ar bit r age. Of f ici al  sect or  at tem pts  to rei n i n shadow  banki ng have gener all y f ail ed.  
A s ment i oned above,  bes ides  it s  use f or  f undi ng, gold  i s also being used f or  a vari ety of  f inanci al arbi t rage operat ions  and specul ati ve i nves tm ents .  To some extent  t her e has  been so me shor t ing of  gol d, alt hough thi s  does  not  seem  t o r epr esent  a l ar ge shar e of acti vit y. ( As  m ent ioned above, pos it ions  are typi call y cov er ed thr ough gold pur ch ases  i n the fut ur es m ar ket .)  F ar  mor e of t en gol d i s  used to fi nance i nves tm ent in WMPs or  real  es tat e, or  t o ar bit r age i nter es t rat e di f fer enti als  or  t hose betw een on- shor e and off - shore renm i nbi exchange r ates . These o per at ions  are general ly f ai r ly short  ter m as  t he t erm  of  the funds  bor row ed i s  al mos t  al ways  l ess  t han 12 mont hs  and may of ten be as  l i tt le as one m ont h.  
The author i ti es have becom e concer ned at  t he r api d gr owt h in shadow banking and i n i t s m ani f est ati ons  such as  WMPs and comm odi ty- based f inanci ng. I nfor m al pressur e i n May 2013 l ed t o som e banks  reduci ng t he t er ms  of LCs  issued t o jew el l ery compani es . Fr om 1 June 2013 new  r ul es  wer e i ntr oduced to ti ght en m anagem ent  of  f or eign exchange l ending and t he types  of  cli ents  wi th access  to these l oans . How ever,  i t  appear s th at  lender s  and borr ow er s  found ways  to cir cum ven t the new contr ols  whi le s ti ll  r especti ng the let ter  of  the law . Indeed,  t he evi dence poi nts  to a s i zeabl e r i se l as t  year  i n the amount  of  ad dit ional  gol d li quidi t y r equir ed to fund t he r ange of  f i nancial  oper ati ons  descr ibed above. It  shoul d be not ed t hat att empt s , mor e g ener al ly,  t o r ei n i n shadow  banki ng have not succeeded.  I n part  t hi s is  because the in ter est ed par t ies  f i nd new  w ays  of  doi ng the sam e bus i ness.  B ut it  al so r ef lect s t he di lem ma faci ng t he aut hor it ies  as th ey t ry to l ower  r isk in th e f inanci al sy st em wi t hout reduci ng access  t o cr edi t so  m uch t hat they ti p the countr y i nt o a fi nancial  cr i si s  and recess ion.  I n the meant im e, unl ess  eit her the PBoC  cr acks  dow n m or e severel y and ef fect ivel y on comm odi ty fi nanci ng or  t he cr edi t all ocati on and pr ici ng sys tem  i n Chi na i s im pr oved, subs tant ial  am ounts  of gol d m ay cont inue to  be im port ed and  t ied up i n f i nancial  oper ati ons .  

I nventor y accum ul ati on by the jew ell er y t rade and t he banks  absor bed so me ad dit ional  gol d in 2013.  
The fi nal  pi ece of  t he j igsaw  expl aini ng t he sur pl us in  t he Chi nese m arket  r el ates  t o the mor e pr osaic is sue o f st ock buil ding . As  expl ained in  t he secti on on  Jewel ler y, l as t  year ’ s s igni f icant  i ncrease i n the number  o f jew ell ery m anu fact urer s  and ret ail  outl ets  in Chi na m eant that  t her e was  a r equir em en t for  mor e w or k-i n- progr ess  m ater ial  and s tar t- up invent or y t o be put i nto new s tor es . In addit i on, fol l owi ng t he cl eari ng ou t of whol esale and r etai l jew ell er y s to cks  in th e second quar ter  re- or deri ng w as  heavy,  i n par t  because of  t he t r ade not  w anti ng t o run- out  of  pr oduct  as  they did in Apr i l and June.  A lt hough the shor t  i nventor y cycle in Chi na w il l have l im i ted the tonnage invol ved,  evi dence poi nts  to ther e s t il l being a f ai rl y subs t anti al incr ease i n j ewel ler y t r ade s tocks  by year - end.  
Chi nese banks  wi ll  al so have want ed  t o avoi d not  havi ng bars  avai l able for  sal e, especi all y i n the run- up to Chi nese N ew  Y ear.  Wh il e t his  seasonal  ef fect  i s  com mon every  year  and the banks  do not want  t o h old idl e gol d bal ances , it  appear s  t hat some fur t her s tock buil di ng di d t ake pl ace i n 2013.  F inal ly,  t he banks  wi ll  have r eq uir ed addi ti onal  bul li on, t hat does not  f eatur e i n t he bar  inves t ment  s t ati st i cs f or Chi na, to suppor t the fi nancial  pr oduct s  t hey sell .  Most im por tant ly i n t his  regar d w oul d have been t he addi ti onal tonnage r eq uir ed t o back a s i zeabl e i ncr ease in thei r  aggr egate Gol d A ccumul ati on Plan hold ings .   

56 _57  



  

G lossary  

A gen cy gol d t radi ng  
Pr ivat e i nves tor s  cannot  t r ade gol d di r ect l y on the Shanghai Go ld Exchange ( SG E) . How ever,  com mer ci al  banks t hat  ar e mem bers  of th e SG E of f er agency gol d t r ading pr oducts  that  al low  pr i vate inves to rs  to tr ade gol d con tr acts  o n t he SG E via the banks’  prop ri etar y t r ading plat f orm s . Accor din g t o t he Ex change in  2010 (t he l at es t  dat a avai labl e) pr ivat e i nves tor s  account ed f or  19%  of  annual tur nover .  
Fi rs t , secon d, thi rd  and four t h t ier  ci ti es   

Chi nese ci ti es  ar e di vided int o four  (som eti mes  fi ve) t ier s dependi ng upon var ious  econom i c, poli ti cal and soci al fact ors .  H igher  pres t ige is  associ ated wi th being placed in a hi gher  t ier . Mor eov er ,  m ember ship of  a given ti er i s not f ixed for  mos t  ci ti es . This  helps  to explai n w hy t her e i s  no perm anent of fi cial  l is t  based on s t an dar d cri ter i a. Beij i ng and Shanghai have al ways  been  Ti er 1 ci t ies  and t hey  ar e cur rent l y j oined by G uangzhou and Shenzhen.  I n t he second ti er ar e t he m unici pali ti es  of  C hongqi ng and Ti anj i n pl us  pr ovi ncial  capi tal s li ke C hengdu and  K unmi ng. The thi rd  t ier  t ypi cal ly  encom passes  pr ef ectur e ci ti es  ( e.g.  Fo shan,  G uil i n, Tangshan) and t he f our t h, county level  ci ti es . Accor ding t o a s t udy by D eloi tt e, Ti er 2 cons i st s  of  som e 3 4 ci ti es,  T ier  3 249 cit ies  and Ti er 4 3 68 ci ti es.   
G old accum ul ati on pl ans   
G old accum ul ati on pl ans  ( GA Ps)  ar e saving s plans  that  al low  i nves tor s  t o regul arl y accum ul at e a specif ied amoun t of gold . Once a cert ain t hreshol d i s  r eached t he i nves tor  can choose t o t ake del iver y of  the met al.  T hese plans  are usu al l y of f er ed by f inanci al i nst it ut ions  but some jew ell ery r et ai ler s  al so have s i mi lar  GA P pr oduct s.   

G old bonding w ir e  
G old bonding w ir e, usuall y r ef er r ed t o as  GB W,  is  used in the semi conductor  indus t ry f or chip to  package w ir i ng. Ul tr a- thi n, usuall y 9 999 f ine,  gol d wi res  are st i ll  t he m os t comm on int erconnect  t echnology  but  ar e bei ng i ncr eas i ngly subs ti tut ed b y l ower  cos t  copper  w ir es .  
G old loans   

Loans  wher e t he pr i nci pal  i s denom inat ed i n gol d.  The int er es t  paym ent( s )  m ay be in gold  or  set tl ed i n cash.  G old loans  (al so know n as  leases)  are general ly used f or  m ine f inanci ng, manuf actur er s’  wor ki ng capi tal  or  specul ati on on gol d. Somet i mes , however ,  gol d l oans  m ay be used  f or ot her pur poses ,  especial ly when gol d l ease rat es  ar e w ell  bel ow mo ney  r ates  or  if  access  t o cr edi t is  eas i er thr ough a gol d l oan.   
G old potass ium  cy ani de  
G old potass ium  cy ani de,  com monl y abbr evi ated as  GPC  or  PGC , is  a chemi cal comp ound, typi call y cont ai ning 68%  gol d. It  is  used in elect rop lat ing solut ions  for  sel ecti ve depos i ti on of gold  m ainl y i n el ectr oni cs or  f or  decor ati ve end- uses.   

I nves tm ent bars / gif t  bar s   
I nves tm ent bars  are 99.99%  gold content  ( 9999 f ineness ) ingo ts  of  st andar d w eight s  ( r ang ing fr om  1g to 1kg)  t hat ar e sold on low  m ark- ups  o ver  the gold cont ent .  The maj or it y of  these bar s  ar e pur chased f or  i nves tm ent pur poses ,  al though some may be bou ght as gi ft s .  
G if t Bar s  ar e t ypical ly 99. 9% or  99. 99% gol d cont ent (9 99 or  999 9 f ineness )  i ngots  of bot h s tandar d and non- s tandar d weig hts  ( t radi t ional  t ael si zes  ar e al so f air ly  com mon) , wh ich incor por ate speci al des igns  or mot i fs  an d t hat are manuf actur ed to a ver y hi gh st andar d of  f i nish.  These bar s  ar e sol d at  prem ium  p ri ces.  A s  such,  t hey ar e usual ly pur chased as gi ft s  or  f or  com mem or ati ve pur poses .  

I nves tm ent (i n physi cal bul li on)   
I nves tm ent cons is ts  of t he m easur abl e,  n et  pri vate sect or  dem and f or  bar s  and coins .  I t excludes  over- t he-count er  ( OTC )  i nvest m ent in gold,  i ncl uding thr ough ETF s and s i mi lar  ‘paper ’  pr oducts .   
Jewel ler y f abr icat ion/ j ew ell er y consum pti on  

Jewel ler y f abr icat ion m easur es  t he am ount of  f ine gold  used i n t he local  m anufact ure of  j ewel ler y dur i ng t he per i od concer ned. Jew ell er y consum pti on m easures  ap par ent  consum pti on at  t he t r ade l evel.  I t i s the pr oduct of j ew ell er y f abri cati on plus  im por ts  m i nus expor ts .   
Chi na’ s gol d m arket : pr ogr ess  an d pr ospects   



  

‘ K- gol d’ jew ell ery  

‘ K- gol d’ jew ell ery i s 18 car at j ew ell er y ( yell ow  or  w hit e i n co lour )  of  75. 0%  gol d cont ent ( 750 f i neness ) .  
Let ter  of  credi t  
D ocu ment  f r om a f inanci al ins t it ut ion guarant eeing ( usu al l y i rr evocabl y) that  a buyer ’s  payment  w il l be on t im e and for  the ful l  am ount.  L et t er s  o f credi t ( LCs)  ar e t ypi cal l y pr ovid ed by Chi nese banks  t o aut hor ised com pani es  that  w ish to im por t com modi ti es  i nto Chi na.  

Mark- ups   
U nless  ot herw ise speci f ied,  m ark- ups  in thi s  r epor t ref er  t o t he gr oss  m argi n over the value of t he f ine gold cont ent  of jew ell ery or  i nves tm ent pr oducts  at  t he fi nal r et ail  sal es  l evel.   
Mine r eser ves   

The amount  of  resour ces  t hat can  be recover ed f r om a depos i t wi th a r easonable level  of  cer t ai nt y us i ng a basi s  of  t echni cal , econom ic and  l egal  cr i ter ia.  T hese cri t eri a ar e par tl y sub jecti ve,  w hich helps  t o explai n di f fer ent es ti mat es  of  r eserves  for  t he sam e depos i t or  gr oup of  deposi t s,  especi all y at  an aggregat e or  cou ntr y l evel.   
Monetar y/ Non- m onetar y gol d  
The OE CD def ines  m onet ar y gold as  gol d ow ned by  t he aut hori t ies  ( or  by oth er s  subj ect to t he ef fect ive contr ol  of  t he aut hor it ies )  and held as  a reser ve asset .  N on-m onet ar y gold is  gold not  hel d as  r eser ves  asset s  ( mon et ar y gol d)  by the author i ti es.   

O re grade  
Concent r ati on of  g old in the or e, typi call y m easured in gr amm es per  t onne.  
Pr ivat e sect or gold  dem and  

For  t hi s r eport  pr i vate sect or  gol d dem and i s  def in ed as  t he sum  of  j ewel ler y consum pt ion,  i nves tm ent ( in phys ical  bul li on)  and other  fabr icat ion  dem and ( namel y, f or elect ron ics  and other  indus t ri al appl icati ons) .  
‘ Pur e gol d’ jew ell er y  
‘ Pur e gol d’ jew ell er y, known as  Zu J in in Put onhua and Chuk Kam  i n C antonese is  24 car at jew ell ery,  t ypi cal l y of  99. 9%  gol d cont ent  ( 999 f i neness ) . I t is  the mai nst ay of Chi nese j ew ell er y f abri cati on and consum pti on.  

Shadow  banki ng  
O ff ici al contr ol s  on int eres t  r ates  and on credi t  cr eat i on have led to the developm ent  of  shadow  banki ng i n C hin a.  A  n umber  of  dif f er ent  m eans ar e used by non- bank i nter m ediar ies  (and ind ir ectl y by the banks  t hemsel ves)  to bypass t he af orem enti oned off ici al cont rol s  on the pr ici ng and all ocati on of  cr edi t.  J . P. Morgan r ecent l y es ti m at ed t he si ze of  t he shadow  banki ng sect or  i n C hina as equival ent t o 84%  of  countr y’ s  annual  G DP.   
Speci al admi nis t rat ive r egion  

The Hong Kong  and Macao sp eci al admi ni st r ati ve r egio ns ( SAR s)  are autonom ous  t err i tor i es wi th in the People’ s  R epubli c of  Chi na t hat enjoy a hi gh degr ee of  autonom y. The Hong Kong  and Macao SAR s w er e for m ed  at  t he t im e of  t he tr ansfer  of  sover ei gnty to Chi na f r om,  r especti vely,  B ri t ain in 1997 and Por tug al  in 1999.  
Tael   
The tael  i s  a tr adit ion al  Chi nese wei ght measur e. In  Mainl and C hina s ince 1959 a tael  has  been equi valent  t o 50g.  I n Hong Kong one t ael i s 37.79 9g and in Tai wan 3 7.5g.  H ong K ong’ s Chi nese G old and S il ver Exchange Societ y t rades  a 100- t ael s  99 gold  cont ract .  

Wealt h m anagem ent  product s   
The off i cial  cap on bank depos it  i nter es t r at es  ( whi ch is  set  at  a low  l evel)  h as  encouraged banks  and other  f i nancial  i ns ti tut i ons to  devel op w eal t h m anagement  pr oduct s ( WMP s)  that  of f er  much higher  rat es  of  r etur n for  those prepar ed t o m ake a mi ni mum  i nves tm ent i n t he same.  T ypical ly WMPs ar e of f -bal ance sheet secur i ti es  backed by a revenue st r eam fr om  t he i nter es t and pr i ncipal  f r om one or  m or e of  t he b ank  or  f i nanci al  i nst i tut ion’ s  bo rr ower s .  
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K ey f orecas t  assumpt ions   

The for ecas ts  for  jew el l er y consumpt ion and i nves tm ent  dem and pr epared f or thi s  r epor t by P reci ous  Metal s  I ns ight s  ( PMI ) are based on sever al  key assum pti ons :  
Chi nese G DP gr owt h s l ows  t o an annual  aver age r ate of 6%  bet ween 2014-1 7. As  t he C hinese eco nomy becomes  lar ger and m or e m atur e i t s natur al  r ate of gr owt h w il l  decli ne.  Si nce 2009 the mo st  i m port ant sour ce of  gr owt h has  been cr edit - dri ven f i xed i nves tm ent.  T his  has  become a l ess  eff i cient  m eans of  gener ati ng addi t ional  gai ns  i n G DP.  T he t rans i ti on t ow ar ds  an  econom ic model  w here consumpt ion  pl ays a gr eat er  rol e i n G DP  i s  l ikel y t o r esult  i n low er GD P grow th r ates .  
Pr ivat e consum pti on is  f or ecast  to grow  at  an average 7.5%  per annum  over  2014- 17.  Th e gr adual shif t tow ar ds a m or e consum pti on dr i ven econom ic model  w il l  r equir e the rat e of  pr i vate consu mpt ion gr owt h t o exceed that  f or  over all  G DP . Gr owt h in pri vat e consumpt i on w il l be cons t rai ned by  an o nly s low  decl ine in Chi na’s  excep ti onall y hi gh househo ld savi ngs  r at e.   

The pro bab il it y of  a f inanci al cri s is  occu rr in g over  t he m ediu m ter m is  cons ider ed hi gh and gr owi ng. Thi s  r isk s tem s f rom  over- r apid credi t gr owt h and s igni f icant  ‘ mal - inves tm ent ’.  A  f i nanci al  cr is i s is  fo recas t to l ower  bot h G DP  and pri vate consumpt i on gr owt h over the 2014- 17 per iod . (T he pr ecise t i mi ng and im pact in  any one year  i s  i mposs ibl e t o for ecas t and so a l oss  of 2%  of  G DP  i s aver ag ed out  over  t he f our  year s  i n ques t ion. )   
I nfl ati on is  exp ect ed t o rem ain under  cont rol  ( bel ow 5%)  over the m edi um  t erm  b ut inf lat i on expect at i ons coul d w ell  gr ow because of  t he m assi ve m onet ary easi ng that  w ould alm os t cert ai nly be under taken in  t he w ak e of  a fi nancial  cr i si s  occur r ing in Chi na.  
N o m ajor  change to th e RMB  exchange r at e i s f orecas t over  t he m edium  t er m.  A  m odes t appreci ati on i s  expect ed i n 2014  but  i n 2015 -17 ther e coul d be a shi f t to a m oder at e depr eci at i on. Thi s can be expected because (i ni ti all y) t here may be a peri od of  general  U S do ll ar appreci ati on.  I n addi ti on,  a fi nancial  cr is i s  m ay i mpact  t he r enm inbi  negat ivel y. The author i ti es coul d al so use cur r ency  depr eciat ion as a m eans  of  sof t en ing the blow  f r om such a cri s is ,  as  t his  woul d ass i st  t he expo rt  sect or.   

PMI ’s  gold pr ice assum pti on f or  t hi s f orecas t i s that  2 014 sees  a gen er al ly ‘w eak’  t rend.  H owever , t he expectat io n i s t hat  duri ng the fol low i ng t hree years  gold pr ices  w il l  t end t o r ecover,  reachi ng an annual average of aro und U S$1,50 0 i n 2017.   
Chi na’ s gol d m arket : pr ogr ess  an d pr ospects   
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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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