
                                    

  
 
 

   

  

   

  Friday, May 11, 2012
 

C
om

m
od

it
ie

s 
R

es
ea

rc
h:

 G
ol

d 

 

  

Treasury Advisory 
Corporate FX & 
Structured Products  
Tel: 6349-1888 / 1881 

Fixed Income & 
Structured Products 
Tel: 6349-1810 

Interest Rate 
Derivatives 
Tel: 6349-1899 

Investments & 
Structured Products 
Tel: 6349-1886 

 
Barnabas Gan 
+65 6530-1778 
BarnabasGan@ocbc.com  

 
In a trading pattern that has become all too familiar, the resurgence of Eurozone 
concerns, and poor US economic data sent investors sprawling back to safe haven 
assets, while equity indices and commodities prices fell. Gold especially, saw its new 
milestone, with futures plunging below its psychologically important level of $1,600/oz, 
the lowest since Dec 2011. With technical indicators continuing to point towards lower 
prices at least in the short-term, the market sentiment on the bullion had slowly turned 
from bullish to severely bearish in the past 2 weeks. However, despite the recent 
lackluster gold performance, we remain unfazed over our long term year-end 
expectation of $1,800/oz with fundamentals continue to point towards higher gold 
prices in the medium to long term.  
 
In our view, the most important factor for higher gold prices is potentially higher gold 
demand from key gold consumers: India and China. In a recent move, the Indian 
government had decided to withdraw the additional 1% duty on gold jewellery 
previously proposed in the Budget, bowing to pressures from a 6-week strike from gold 
retailers. With gold imports plunging to 30 – 35 tons in April, as compared to 90 tons a 
year ago, we expect gold demand to pick up on the resumption of businesses ahead 
of a new wedding season in September. Likewise, China’s gold imports from Hong 
Kong had surged more than six-fold in 1Q12 to 135.53 metric tons, according to 
Bloomberg news. Moving away from Asia, central bank’s interest in gold has also 
picked up, illustrated by gold buying from Mexico (+541k ounces) and Russia (+532k 
ounces) in March.  
 

Asia interest in gold continues to rise
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Meanwhile, low interest rates in the G7, especially in the US where interest rates will probably stay 
accommodative till 2014, while a potentially expanding balance sheet size in the ECB, Fed, BOJ 
and BOE may allow for more upside in gold prices. In particular, we believe that the mid-June 
FOMC meeting will be key in influencing gold prices, given that Operation Twist is set to cease in 
end-June and additional monetary stimulus may be introduced should US employment numbers 
remain less than satisfactory for a sustained period. Additionally, Fed Chairman Bernanke had 
previously reassured that the Fed “remain prepared to do more as needed to make sure that this 
recovery continues and that inflation stays close to target” and reiterating that additional bond 
buying is still “very much on the table” in his last FOMC meeting.  

Balance sheet sizes in key economies continue to expand 
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May 2010: 
Greek First 
Bailout

Nov 2010: 
Irish Bailout

May 2011: 
Portugal Bailout

Nov 2011: 
Italian, Spanish 
Bond Purchase

Sep 2010: Asset 
purchase plans of 
JPY35 trillion

Oct 2011: 
Expansion of asset 
purchase program 
by JPY5 trillion

Sep 08: Asset 
Purchase of 
GBP50bn

Feb 12: Added 
JPY10tn of asset 
purchase and 
expanded asset fund 
to JPY30tn

Feb 12: Raised asset purchase 
target by GBP50bn

 

Source: Bloomberg, OCBC BANK 

Despite the fall in gold prices below its psychological important level of $1,600/oz, we remain 
constructive on gold demand and gold prices. However in the short-term, we may see further 
downside in gold prices due to sustained risk-off sentiments due to renewed Eurozone concerns, 
with immediate strong support at $1,522/oz. We then expect a quick recovery above its 200-day 
moving average in 3Q12 and look for gold to close above $1,800/oz at end-year.  
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Appendix 
 

OCBC Gold Forecast  
 

$/oz 2Q12 3Q12 4Q12 
Gold $1,650 $1,740 $1,830 

 

Gold prices were pressured down by a 
strong dollar
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Fall in gold prices were not accompanied by 
a fall similar fall in ETF holdings
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Gold - Fear Relationship Breaks Down
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Gold/Oil and Equities
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US CPIe and Gold Futures
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Source: Bloomberg, OCBC BANK 
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This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in whole or 
in part to any other person without our prior written consent. This publication should not be construed as an offer or solicitation for 
the subscription, purchase or sale of the securities/instruments mentioned herein. Any forecast on the economy, stock market, bond 
market and economic trends of the markets provided is not necessarily indicative of the future or likely performance of the 
securities/instruments. Whilst the information contained herein has been compiled from sources believed to be reliable and we have 
taken all reasonable care to ensure that the information contained in this publication is not untrue or misleading at the time of 
publication, we cannot guarantee and we make no representation as to its accuracy or completeness, and you should not act on it 
without first independently verifying its contents. The securities/instruments mentioned in this publication may not be suitable for 
investment by all investors. Any opinion or estimate contained in this report is subject to change without notice. We have not given 
any consideration to and we have not made any investigation of the investment objectives, financial situation or particular needs of 
the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever is accepted for 
any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on such information or opinion 
or estimate. This publication may cover a wide range of topics and is not intended to be a comprehensive study or to provide any 
recommendation or advice on personal investing or financial planning. Accordingly, they should not be relied on or treated as a 
substitute for specific advice concerning individual situations. Please seek advice from a financial adviser regarding the suitability of 
any investment product taking into account your specific investment objectives, financial situation or particular needs before you 
make a commitment to purchase the investment product. OCBC and/or its related and affiliated corporations may at any time make 
markets in the securities/instruments mentioned in this publication and together with their respective directors and officers, may have 
or take positions in the securities/instruments mentioned in this publication and may be engaged in purchasing or selling the same for 
themselves or their clients, and may also perform or seek to perform broking and other investment or securities-related services for 
the corporations whose securities are mentioned in this publication as well as other parties generally. 
Co.Reg.no.:193200032W 
 


