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US monetary policy stands in the way of rising gold prices 
 
Last year the price of gold took quite a hammering, 
plummeting by nearly 30% year-on-year in USD terms. 
This plunge took place amid rising interest rates 
worldwide and strengthening stock markets. By contrast, 
in Asia 2013 turned out to be a real boom year for 
gold. 
 
Gold bulls got off to a relaxed start in the new year. 
Fuelled by the latest rather disappointing labour market 
figures, the rise in US interest rates slowed down slightly 
in the short term, raising hopes that the Fed's low interest 
rate policy might be extended. Gold prices were given a 
further boost by the latest data from China, which 
increased its gold imports by an impressive 141% year-
on-year during the first eleven months of 2013, 
overtaking India as the world's biggest source of 
demand for the precious metal. The weakness of Indian 
demand was due to ever-increasing import taxes, aimed 
at persuading the public not to buy gold so as to prevent 
a further devaluation of the Indian rupee. As Indians 
persisted in buying gold on a massive scale against a 
backdrop of high inflation, last autumn even saw the 
country's central bank impose an outright ban on imports 
of gold coins. As a result of these interventions China 
moved into the lead in terms of Asian demand for gold 
and even overtook the US in terms of per capita 
consumption. China's robust demand for gold bullion 
was accompanied by investors' willingness to pay 
sometimes high premiums for the immediate acquisition 
of physical gold. Vietnam, Thailand and Indonesia also 
saw marked increases in consumers' appetite for buying 
gold. However, despite overall robust Asian demand 
gold prices still came under pressure. 
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Outflows out of fund vehicles 
In contrast with the boom in the Asian economies, 
investors in the West continued to sell gold as interest 
rates rose. The latest figures also confirm this trend. Thus, 
the major gold funds recently reported further outflows: 
holdings in the SPDR Gold Fund, the world's largest gold 
ETF, have recently continued to fall and have now 
reached a five-year low of 788 tonnes. Speculative 
investors have also switched to supposedly more 
lucrative markets. Falling long future positions confirm 
this trend. With interest rates tending to rise, this trend is 
unlikely to change. At the moment gold is not even 
enjoying much demand as a hedge against inflation, 
particularly as inflation rates remain low. For the time 
being, there is no sign of any change of trend in sight 
despite the massive expansion of the money supply. 
Large amounts of money are held by the central banks 
themselves and too little cash is circulating in the 
economy. As a result, wage pressure, one of the key 
drivers of rising inflation rates, also remains at a low 
ebb. 
 
Conclusion 
For the coming year, the question is which of the 
diverging factors in East and West will be stronger and 
whether net demand for gold will increase again. For the 
West, the picture still appears less than rosy, particularly 
since interest rates are likely to carry on rising. With the 
start of tapering in January 2014 a first step has already 
been taken to contain the policy of cheap money. 
Against this background, US monetary policy can be 
expected to prevent any fresh rise in gold prices. A 
further factor is that as the global economy has revived 
the high risk aversion of recent years has increasingly 
given way to an interest in higher-yielding asset classes. 
This means that two major drivers of the bullish trend of 
recent years are now out of the picture. Consequently, 
we do not expect the outflows in the West to be fully 
offset by the Asian emerging markets and therefore do 
not anticipate any demand overhang for the foreseeable 
future. However, the Asian gold boom does give prices 
good support against significant price falls. In this 
environment, we expect gold to continue trending 
sideways. We are leaving our price forecast unchanged 
at between USD 1,200 and 1,300 per ounce. 


