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A barrage of policy initiatives, aimed at purging
India of black money and instilling greater
transparency, have rocked the country’s
economy, including its gold market. The most
dramatic was the radical decision to demonetise
over Rs15 trillion, equivalent to US$220bn.
Other policies – such as the re-introduction of
excise duty – also affected the gold market. And
the forthcoming Goods & Service Tax (GST) will
change the shape of the industry. It’s clear that
India’s gold market faces short-term headwinds.
But looking ahead, these policies promise to
deliver a stronger and more transparent
economy. This will support gold demand, which
we expect to be between 650-750t in 2017.

Transparency
Transparency is at the heart of many initiatives undertaken
by India’s government. The government wants to
streamline its bureaucracy, clamp down on tax evasion,
and move India’s cash-based economy into the digital age
(Chart 2). While this has the potential to bring many
benefits, it will doubtless cause short-term disruption.
Chart 2: India is a cash-based economy
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Gold demand fell in 2016
India’s gold industry suffered last year. In H1, the 1% excise
duty on jewellery manufacturing prompted a 42-day strike.
The income disclosure scheme disrupted the black market
– fearing a backlash from tax officials, some consumers
postponed buying gold. And in Q4, the shock
demonetisation initiative caused a liquidity squeeze that
affected the entire economy. These policies, combined with
fragile rural sentiment and a soaring gold price, pushed gold
demand to its lowest level since 20091. (Chart 1).
Chart 1: Demand fell to its lowest level since 2009
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Demonetisation: the facts
On 8th November 2016, the government announced the
abolition of Rs500 and Rs1,000 notes, ordering them to be
tendered into local banks or the Reserve Bank of India by
30th December. This scheme has become colloquially
known in the market as demonetisation. Rs1,000 notes
were scrapped entirely, but new Rs500 notes and Rs2,000
notes have since been introduced. The government also
capped the value of old bills exchanged at bank counters,
as well as withdrawals from bank accounts and ATMs.
There was some flexibility. Certain payments using the old
notes were allowed for a limited period: for example,
purchases of petrol and airline tickets. And subsequent
measures freed up cash-flow for pensioners, armed forces
personnel and farmers seeking to plant crops.
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Please see Gold Demand Trends Full Year 2016 for more information on
Indian gold demand in 2016
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Short-term liquidity squeeze
The government’s objective of bringing black money into
the official economy is praiseworthy, but it dented
economic growth. A total of Rs15.44 trillion – or 86% of the
currency in circulation – was withdrawn from the economy
by the demonetisation ruling. And these notes were not
replaced quickly. According to the Reserve Bank of India
only Rs11.07 trillion of currency had been issued by 17th
February 2017 – equivalent to just 70% of the withdrawn
currency. 2
This liquidity squeeze had a short-term impact on the
economy. The informal sector – which is mainly reliant on
cash – accounted for a chunky 85% of non-agricultural
employment in 2012. 3 Demonetisation hit this part of the
economy hard. In December, domestic sales of motorcycles
– a good measure of the health of India’s cash-reliant rural
economy – halved in a month, falling to the lowest level in
over six years (Chart 3). In its recent publication, Global
Economic Prospects, the World Bank noted that the liquidity
shock weighed on growth in Q3 2016.4

recent comment from Reserve Bank Governor, Urjit Patel,
who claimed that the economic recovery would be ‘V’
shaped. 6
The push towards transparency will also improve India’s
public finances. At present, only 2% of the Indian
population pays income tax.7 As the government’s policies
take effect, the tax base should expand and tax revenues
should increase, bolstering India’s public finances.
Looking further ahead, India’s economy will likely benefit
from a demographic dividend – that is, the huge number of
young people who will enter the workforce over the coming
years. The World Bank thinks this will help India “regain its
momentum”, with economic growth reaching 7.8% by 2019
(Chart 4).8 Such growth will support India’s gold market in
the years ahead – as we noted in our recent report, India’s
gold market: innovation & evolution, income growth is the
primary driver of Indian gold demand.
Chart 4: India's economy will rebound
GDP growth (%)
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Chart 3: Motorcycle sales plummeted
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A brighter economic outlook
There are reasons to adopt an optimistic outlook for India’s
economy. Banks’ lending ability got a lift when savers
deposited their cash following demonetisation, which could
boost economic growth. An inflation-busting wage hike for
central government employees and pensioners will
underpin consumption. And 2016’s bumper agricultural
crop, following the best monsoon in three years, should
raise rural incomes. Rajesh Jejurikar, President and Chief
Executive of Mahindra and Mahindra’s Farm Equipment
and Two Wheeler Division, recently said “We see the
demonetisation impact to be short-term and expect
continued growth against the backdrop of improved
agriculture output.”5 His statement resonates with the

2017’s Budget
That gold was not mentioned in the Budget was somewhat
surprising, given the focus on the industry over recent
years. But implications for the industry are significant
nevertheless. From 1st April 2017, cash transactions over
Rs300,000 (US$4,500) are prohibited. This will have the
greatest impact in rural India, where people do not
necessarily have access to cheques and electronic
payments. It could curb gold purchases, it could just
encourage gold shoppers to buy smaller amounts of gold
spread over more transactions, or it could push a large part
of demand underground and encourage growth in the black
market. And while the government has made progress on
GST, there is still no clarity over what rate will be
implemented and whether customs duty will change to
compensate for any potential increase in GST. The
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government will start to engage with trade and industry
from 1st April 2017, at which time we might learn more.

Outlook for gold demand
After a challenging 2016, India’s gold market faces
headwinds. As well as the lingering effect of the policies
implemented last year, the industry has more to contend
with in 2017. The ban on cash transactions over
Rs300,000 could hurt rural Indian demand while GST could
adversely affect the industry in the short-term.
But after falling so sharply last year, demand is unlikely to
fall further. Headwinds will be off-set by strong tailwinds. A
banking system flush with liquidity, the bumper crop after a
good monsoon, and central government employees’ and
pensioners’ inflation-busting wage hike will all support
economic growth. GST will streamline India’s byzantine tax
structure which, as well as boosting the economy,
promises to make gold’s value chain more transparent.
Further ahead, the economy will benefit from the
groundswell of young Indians entering the workforce – a
demographic dividend similar to that which underpinned
the stellar growth of the Asian Tiger economies of the
1980s and 1990s. All these factors will boost India’s
economic growth and support gold demand.
It is likely that the impact of demonetisation will have a
behavioural impact too. The shock initiative will have tested
some peoples’ faith in fiat currencies and reinforced their
faith in gold. We conducted a large-scale piece of
consumer research in Q1 2016 in which 63% of
respondents in India agreed with the statement “I trust gold
more than the currencies of countries”. And 73% of
respondents in India agreed with the statement “gold
makes me feel secure for the long-term”. The
demonetisation programme will underpin these beliefs.
Demonetisation is also boosting large jewellery retailers,
and they will continue to grab a larger share of the market.
Over time, consumers will move away from cash towards
digital payments, and organised players should benefit
from this trend. This change in market dynamics will result
in more transparency and a better deal for consumers,
protecting them from shady practices such as undercarating.
India’s gold demand has fallen sharply in the past, but has
then recovered. Previous attempts by the authorities to
clamp down on gold have failed: gold is too intimately
ingrained in Indian society.
On balance, while demand is likely to improve, our view for
2017 is cautious: we expect consumers to buy between
650t and 750t. Over time, we anticipate that economic
growth and greater transparency within India’s gold market
will push demand higher: by 2020 we see Indian
consumers buying between 850t and 950t.
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About the World Gold Council
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The World Gold Council is the market development organisation
for the gold industry. Our purpose is to stimulate and sustain
demand for gold, provide industry leadership, and be the global
authority on the gold market.
We develop gold-backed solutions, services and products, based
on authoritative market insight and we work with a range of
partners to put our ideas into action. As a result, we create
structural shifts in demand for gold across key market sectors. We
provide insights into the international gold markets, helping people
to understand the wealth preservation qualities of gold and its role
in meeting the social and environmental needs of society.
Based in the UK, with operations in India, the Far East and the US,
the World Gold Council is an association whose members
comprise the world’s leading gold mining companies.
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10 Old Bailey, London EC4M 7NG
United Kingdom

Mukesh Kumar
Manager, Market Intelligence
Mukesh.Kumar@gold.org
+91 22 6157 9131
Louise Street
Manager, Market Intelligence
Louise.Street@gold.org
+44 20 7826 4765
Sheela Kulkarni
Director, Public Policy
+91 22 6157 9114
Alistair Hewitt
Director, Market Intelligence
Alistair.Hewitt@gold.org
+44 20 7826 4741

T +44 20 7826 4700
F +44 20 7826 4799
W www.gold.org

Copyright and other rights
© 2017 World Gold Council. All rights reserved. World Gold Council and the
Circle device are trademarks of the World Gold Council or its affiliates.
All references to LBMA Gold Price have been provided for informational
purposes only. ICE Benchmark Administration Limited accepts no liability or
responsibility for the accuracy of the prices or the underlying product to which
the prices may be referenced.
Other third party data and content is the intellectual property of the respective
third party and all rights are reserved to them.
Any copying, republication or redistribution of content, to reproduce, distribute or
otherwise use the statistics and information in this report including by framing or
similar means, is expressly prohibited without the prior written consent of the
World Gold Council or the appropriate copyright owners except as provided
below.
The use of the statistics in this report is permitted for the purposes of review and
commentary (including media commentary) in line with fair industry practice,
subject to the following two pre-conditions: (i) only limited extracts of data or
analysis be used; and (ii) any and all use of these statistics is accompanied by a
clear acknowledgement of the World Gold Council and, where appropriate, of
Thomson Reuters, as their source. Brief extracts from the analysis, commentary
and other World Gold Council material are permitted provided World Gold
Council is cited as the source. It is not permitted to reproduce, distribute or
otherwise use the whole or a substantial part of this report or the statistics
contained within it.
While every effort has been made to ensure the accuracy of the information in
this document, the World Gold Council does not warrant or guarantee the
accuracy, completeness or reliability of this information. The World Gold Council
does not accept responsibility for any losses or damages arising directly or
indirectly, from the use of this document.
The material contained in this document is provided solely for general
information and educational purposes and is not, and should not be construed
as, an offer to buy or sell, or as a solicitation of an offer to buy or sell, gold, any
gold related products or any other products, securities or investments. Nothing
in this document should be taken as making any recommendations or providing
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any investment or other advice with respect to the purchase, sale or other
disposition of gold, any gold related products or any other products, securities or
investments, including without limitation, any advice to the effect that any gold
related transaction is appropriate for any investment objective or financial
situation of a prospective investor. A decision to invest in gold, any gold related
products or any other products, securities or investments should not be made in
reliance on any of the statements in this document. Before making any
investment decision, prospective investors should seek advice from their own
financial advisers, take into account their individual financial needs and
circumstances and carefully consider the risks associated with such investment
decision.
Without limiting any of the foregoing, in no event will the World Gold Council or
any of its affiliates be liable for any decision made or action taken in reliance on
the information in this document and, in any event, the World Gold Council and
its affiliates shall not be liable for any consequential, special, punitive, incidental,
indirect or similar damages arising from, related to or connected with this
document, even if notified of the possibility of such damages.
This document contains forward-looking statements. The use of the words
“believes”, “expects”, “may”, or “suggests”, or similar terminology, identifies a
statement as “forward-looking”. The forward-looking statements included in this
document are based on current expectations that involve a number of risks and
uncertainties. These forward-looking statements are based on the analysis of
World Gold Council of the statistics available to it. Assumptions relating to the
forward-looking statement involve judgments with respect to, among other
things, future economic, competitive and market conditions all of which are
difficult or impossible to predict accurately. In addition, the demand for gold and
the international gold markets are subject to substantial risks which increase the
uncertainty inherent in the forward-looking statements. In light of the significant
uncertainties inherent in the forward-looking information included herein, the
inclusion of such information should not be regarded as a representation by the
World Gold Council that the forward-looking statements will be achieved.
The World Gold Council cautions you not to place undue reliance on its forwardlooking statements. Except in the normal course of our publication cycle, we do
not intend to update or revise any forward-looking statements, whether as a
result of new information, future events or otherwise, and we assume no
responsibility for updating any forward-looking statements.
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