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About the World Gold Council 

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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Solid 2017 performance 
2017 saw the global economy pick up and risk assets rise 
in value. In the US, the S&P 500 was up 19%, in Europe 
the DAX and FTSE 100 were up 13% and 8% respectively, 
the Shanghai Shenzhen Composite 300 rose by 22% in 
China, and India’s SENSEX was up 28%.1  

At the same time, monetary policy tightened, pushing up 
short-term bond yields across the board. The US Federal 
Reserve (Fed) increased interest rates three times during 
the year, while the Bank of England (BoE) lifted its 
benchmark rate for the first time in ten years. The 
European Central Bank (ECB) declared victory over 
deflation and signalled that its monetary policy would 
become less expansionary.  

Against this backdrop, gold performed remarkably well. 
Investors continued to add gold to their portfolios, with 
inflows into global gold-backed exchange-traded funds 
totalling US$8.2bn.  

Over the course of the year the gold price rose across 
many major currencies. The Indian rupee and Chinese yuan 
gold price rose by 5.1% and 3.5% respectively, while in 
US dollars the gold price was up 13.5% – its biggest 
annual gain since 2010 – outperforming all major asset 
classes other than stocks (Chart 1). We believe four 
factors supported 2017’s price gains:  

1  Annual returns based on spot index levels in local currency. 

• The US dollar weakened, supporting the US dollar gold
price.

• Many assets, including major stock indices, made new
highs. As price/earnings ratios increased and valuations
became expensive, we believe many investors grew
nervous of a potential pullback, adding gold to their
portfolios to manage risk exposure.

• Despite historically low volatility across most asset
classes, geopolitical instability heightened investor
uncertainty and fuelled some flows into gold.

• Gold’s positive price momentum, in our view, reassured
investors that its price trajectory was well supported.

Chart 1: Gold outperformed major asset classes in 
2017* 

*Calculations based on total return indices except for spot DXY, gold and silver.

Source: Bloomberg, ICE Benchmark Administration, World Gold Council 
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The gold market in 2018 

In 2017, investors added gold to their portfolios as incomes 
increased, uncertainty loomed, and gold’s positive price 
momentum continued. As 2018 begins we explore four key 
market trends and their implications for gold:  
• synchronised global economic growth
• shrinking central bank balance sheets and rising rates
• frothy asset prices
• market transparency, efficiency, and access.
We believe that these trends will support demand and 
maintain gold’s relevance as a strategic asset. 
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Gold’s long-term returns 
Gold’s performance in 2017 was not an anomaly. It has 
provided competitive returns over the long run, growing by 
10% on average since 1971 – following the collapse of 
Bretton Woods and the end of the Gold Standard. It has 
also performed well compared to major stock indices over 
the past two decades (Chart 2). 

Chart 2: Gold has delivered positive returns over the 
long run, outperforming key asset classes 
Annual average returns over various time periods* 

*As of 31 December 2017. Annual return computations are based on total
return indices, except gold where the spot price is used. This arrangement 
more accurately reflects portfolio level performance. 

Source: Bloomberg, ICE Benchmark Administration, World Gold Council  

Major trends in 2018 
As we enter 2018, we identify four key themes that we 
expect will drive global financial markets and influence 
gold’s performance. 

1. A year of synchronised global economic growth
Ten years after the financial crisis the world is returning to 
economic normality. Global growth increased in 2017 and 
the market expects the trend to continue in 2018.  

2  In 2017, the University of Michigan consumer confidence index hit a 13-
year high, while the European Commission economic sentiment survey 
reached its highest level since 2000.  

3  China’s One Belt One Road initiative is a strategic policy to boost economic 
development and cooperation between China and over 60 countries, 
spanning Asia, Middle East, Africa and Europe.  

The European and US economies have expanded, and 
unemployment has fallen in recent years. Wages are rising 
yet inflation indices are low. Households and businesses 
are rebuilding their finances and are optimistic about the 
future.2  

We expect that China’s economy – home to the world’s 
largest gold market – will continue to grow, but the nature 
of growth is changing: its long-awaited transition from 
investment-driven growth to a consumption-led model is 
underway. This could affect the economic growth rate, but 
even if the Chinese economy grows at a slower rate than 
in the past, we see a more balanced model – aided by 
further global integration through its One Belt One Road 
initiative – as supporting a sustainable growth trajectory.3  

In India – the second largest gold market in the world – we 
believe that after their initial implementation shock, policies 
such as the demonetisation initiative and the new Goods 
and Service Tax (GST) will start to have a positive effect on 
the economy. These policies are designed to improve 
transparency, broaden the tax base, and draw the informal, 
cash-based economy into the formal sector.4 

Our research shows that continued economic growth 
underpins gold demand. As incomes rise, demand for gold 
jewellery and gold-containing technology, such as 
smartphones and tablets, rises. Income growth also spurs 
savings, helping increase demand for gold bars and coins.  

For example, between Q1 and Q3 2017,5 China’s 
consumer demand increased 12%, US jewellery demand 
hit a seven-year high, and technology demand was on 
course to record its first year of growth since 2010. Our 
econometric analysis demonstrates that positive income 
growth has a significant effect on gold consumer demand 
(Chart 3 – next page). 

Increased consumer demand supports the investment 
case for gold and highlights its dual nature. Investors often 
focus on gold’s effectiveness as a hedge against financial 
shocks. But rising wealth underpins gold consumer 
demand, which, in turn, supports gold prices over the long-
run. The interaction between investment and consumption 
also results in gold’s lower correlation to other mainstream 
financial assets, making it an effective diversifier. 

4  See Market Update: GST’s impact on India’s gold market, June 2017. 

5   Full year data for 2017 will be published in February 2018 as part of Q4/Full 
Year Gold Demand Trends. 
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Chart 3: There's a positive relationship between gold 
demand and wealth 
(a) YoY change in jewellery demand as function price 
versus world GDP growth* 

 
(b) YoY change in bar and coin demand as a function of 
previous year’s demand versus EM GDP growth* 

 
*Based on data between 1992 and 2016.  

Source: GFMS-Thomson Reuters, Metals Focus, IMF, World Gold Council  

2. Shrinking balance sheets, rising rates  
Continued global economic expansion will likely result in 
tighter monetary policy. The Fed will take the lead as it 
seeks to shrink its swollen balance sheet – it plans to let 
US$50bn of treasuries and mortgage-backed securities 
mature each month, and it is anticipated that by 2020 its 
balance sheet will decrease to around US$2.5tn, having 
been at US$4.5tn since 2014. The Fed is also expected to 
raise rates further. Its ‘dot plot’ has three rate hikes 
pencilled in for 2018. The market is pricing in at least two 
hikes and a small chance of a third.  

 
6  According to the Institute of International Finance, in June 2017 the global 

stock of debt stood at US$217tn – equivalent to more than 327% of global 
gross domestic product. See Global Debt Monitor, June 2017. 

But while higher rates increase the opportunity cost of 
investing in gold, we believe the implications for gold are 
more nuanced.  

The actions that central banks took over the past decade 
have had substantial implications for the performance of 
financial markets. As they pumped trillions of dollars, 
pounds, euros and yen into the global economy and 
slashed interest rates to – and in some cases below – zero, 
asset values hit record highs, market volatility reached 
record lows and prices became increasingly correlated.  

It is reasonable to presume that as central banks rein in 
their expansionary policies, these trends will reverse. 
Government bonds – the chief beneficiaries of quantitative 
easing – may come under pressure and their multi-decade 
high returns decrease. Financial market volatility may pick 
up and idiosyncratic risk may re-emerge. 

And while interest rates are poised to increase, we believe 
that the overall level of rates will remain low from a 
historical perspective. Developed market debt remains 
stubbornly high and emerging market debt has further 
increased.6 This should make governments, corporates and 
households more sensitive to changes in interest rates 
than during periods of lower debt levels.     

In our view, the potential headwinds to gold may not be as 
strong as some think. Gold can help investors manage 
financial market risks. Our analysis of gold’s performance 
during different US real-rate environments reveals that 
when real rates are between 0% and 4% gold’s returns 
are positive, and its volatility and correlation with other 
mainstream financial assets are below long-run averages. 
These attributes can have a positive effect on portfolio 
performance (Table 1).  

Table 1: Gold returns in periods of negative real rates 
are more than twice their long-term average 
Gold performance in various real-rate environments*  
   Real-rate environment 

  Long term Low (<0%) 
Moderate 

(0%-4%) High (>4%) 

Monthly return 0.6% 1.4% 0.5% -0.7% 

Standard error 0.2% 0.5% 0.3% 0.7% 

Different from 0? Yes Yes No No 
 

*Based on nominal gold returns between January 1970 and December 2017. 
Real-rate regimes are based on the 12-month constant maturity T-bill minus the 
corresponding year-on-year CPI inflation. Standard errors refer to the standard 
deviation of monthly returns within each regime divided by the square root of 
the corresponding number of observations. Difference from zero is computed 
as a two-way T-test at a 5% significance level. 

Source: Bureau of Labor Statistics, Federal Reserve, ICE Benchmark 
Administration, World Gold Council 
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3. Frothy asset prices 
Asset prices hit multi-year highs around the world in 2017. 
In the US, the S&P 500 is at an all-time high and its 
cyclically adjusted price earnings ratio (CAPE) is at its 
highest level since the peak of the dot-com bubble in 2000. 

In addition, investors have been forced to take on 
additional risk to generate additional returns. In the credit 
markets, they have increased their exposure to lower 
quality companies. According to the St Louis Fed, the 
spread between BAA rated corporate bonds and 10-year 
US treasuries is the lowest since 2007, while the Chicago 
Fed has noted that credit conditions are at their loosest 
levels since 1994. Investors’ hunt for yield has fuelled 
rampant asset price growth elsewhere: in China, for 
example, property prices almost doubled in the period 
January 2015 to October 2017.7  

This bull market may continue throughout 2018. Analysts 
and commentators have been ringing the warning bell for 
some time, but equity markets have marched steadily 
higher and credit standards have slipped lower. Many 
investors, however, are understandably wary of these 
asset valuations and, in the context of changing central 
bank policy, cautious about their risk exposure. In China, 
for example, regulators have emphasised their efforts to 
curb financial risk and restrict leverage, and have 
intervened to cool the property market.  

Should global financial markets correct, investors could 
benefit from having an exposure to gold as it has 
historically reduced losses during periods of financial 
distress (Chart 4)  

Chart 4: The gold price tends to increase in periods of 
systemic risk 
S&P 500 and gold return versus change in VIX level* 

 
The VIX is available only after January 1990. For events occurring prior to that 
date, annualised 30-day S&P 500 volatility is used as a proxy. Dates used: Black 
Monday: 9/1987-11/1987; LTCM: 8/1998; Dot-com: 3/2000-3/2001; September 
11: 9/2001; 2002 recession: 3/2002-7/2002; Great Recession: 10/2007-2/2009; 
Sovereign debt crisis I: 1/2010-6/2010; Sovereign debt crisis II: 2/2011-10/2011. 

Source: Bloomberg, World Gold Council 

 
7  See Nomura, 2018 Annual Outlook, December 2017. 

4. Market transparency, efficiency, and access 
Over the past decade, financial markets have become 
more transparent and efficient, with new products 
broadening access to investors of all shapes and sizes.  

The gold market is no exception and over the past few 
years it has made great strides in terms of transparency. 
The London over-the-counter market – historically opaque 
– witnessed two key developments in 2017. The London 
Bullion Market Association launched a trade-data reporting 
initiative, which could bear fruit in 2018.8 And the London 
Metal Exchange launched LMEprecious, a suite of 
exchange-traded contracts intended to improve price 
transparency and efficiency of transacting in the London 
wholesale market.  

Plans are afoot to develop an exchange in India too. The 
world’s second largest gold market may also be one of the 
most complicated and fragmented. This creates challenges 
in quality assurance, price discovery and market liquidity. 
But momentum is building within the industry to develop 
and launch a national spot exchange and the government 
is introducing mandatory jewellery hallmarking which is 
intended to rid the country of under-carating incidents. We 
see such initiatives as helping to create a more efficient 
gold market and ensure that customers are well served by 
the gold industry.  

Elsewhere, there are signs of progress in reducing barriers 
to investing in gold. Currently, Russia’s tax rules virtually 
prohibit gold investment. Individual and institutional 
purchases of gold bars are subject to value added tax (VAT) 
of 18% – the highest rate in the world. This may change in 
2018. A draft amendment to the tax code proposing an 
exemption for gold has been submitted for consideration 
by the Russian government. If approved, it may herald the 
development of a new gold investment market. 

And gold-backed investment vehicles around the world are 
making it easier and cheaper to access gold. 

Four reasons to hold gold 
We believe that the confluence of the key trends we’ve 
highlighted for 2018 could be supportive of gold demand. 
And over the long run, there are also four attributes that 
make gold attractive as a strategic investment: 

• It has been a source of return for investors’ portfolios 
• Its correlation to major asset classes has been low in 

both expansionary and recessionary periods 
• It is a mainstream asset that is as liquid as other financial 

securities 
• It has historically improved portfolio risk-adjusted returns. 

 

8  LBMA - Delivering transparency and integrity, Gold Investor, September 
2017. 
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Copyright and other rights 
© 2018 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 are used with the permission of ICE 
Benchmark Administration Limited and 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 content is the intellectual 
property of the respective third party and all rights are reserved to them.  

Reproduction or redistribution of any of this information is expressly prohibited 
without the prior written consent of World Gold Council or the appropriate 
copyright owners, except as specifically provided below. 

The use of the statistics in this information 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 citation to World Gold Council and, where appropriate, to 
Thomson Reuters or other identified third party source, as their source. 

 World Gold Council does not guarantee the accuracy or completeness of any 
information. World Gold Council does not accept responsibility for any losses or 
damages arising directly or indirectly from the use of this information. 

This information is not a recommendation or an offer for the purchase or sale 
of gold, any gold-related products or services or any other products, services, 
securities or financial instruments (collectively, “Services”).  Investors should 
discuss their individual circumstances with their appropriate investment 
professionals before making any decision regarding any Services or 
investments. 

This information contains forward-looking statements, such as statements 
which use the words “believes,” “expects,” “may,” or “suggests,” or similar 
terminology, which are based on current expectations and are subject to 
change.  Forward-looking statements involve a number of risks and 
uncertainties. There can be no assurance that any forward-looking statements 
will be achieved.  We assume no responsibility for updating any forward-
looking statements.  
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