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Gold:
An ultimate safe haven!

demand, its demand fell 38%
to 109 tons, while it rose 11%
in China, the second-biggest
buyer, to 89.6 tons. The WGC
said China could overtake
India as early as within the
next five years as China
would increase reserve
proportion in gold. Now, gold
only accounts for 2% of the
total reserves held by China’s
central bank. If China's
reserves continue to grow
rapidly, more gold would be
required to maintain a
constant proportion, let alone
the concern over the US
dollar. For the past 50 years,
the Chinese government has
controlled the distribution of
all types of gold, and forbade
citizens from owning or
trading any type of precious
metal. Now they are allowed
to buy gold bars. In 1950,
China had next to nothing in
gold reserves. Today they
rank in the top 10, and have
become the largest producer
of gold in the world. This
factor will ultimately have a
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The slow trading months of
summer are usually a time when
gold prices decline. However,
gold remains range bound at
levels above $900 per ounce
recently in the absence of any
fresh news that could have had
an impact on the precious metal.
Although there was a massive
short position from the bullion
banks, like JP Morgan and
HSBC, according to the World
Gold Council (WGC), concern
over inflation, dollar weakness,
and supply/demand
fundamentals are all positive for
the price of gold toward the end
of this summer. The Council
reported that gold demand fell
8.6% year-on-year to a six-year
low of 719.5 metric tons in the
second quarter as recession
curbed buying by jewelers and
electronics producers. Jewellery
demand declined 22% while
electronics, the biggest
industrial use for gold, slid 26%
too. In India, the largest buyer
which consistently accounts for
just over 22% of world
jewellery and investment
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regard to the overhang that
IMF and the European
Central Bank’s gold sale
plans, it appears that the
Central Bank Gold
Agreement (GBGA) limiting
gold sales will begin towards
the end of September. The
only difference between the
new CBGA Il and the
current CBGA I is that the
sales limit will be reduced
from 500 tons to 400 tons a
year. This lower sales figure
suggests that there are fewer
eager sellers in the market.
Sales of gold from 27"
September 2008 to end July
2009 have been just over 140
tons, far short of the 500 tons
limit. At the moment it
appears that the only sellers
are France and Sweden, but
the quantities have been very
small. With Central banks
now less inclined to sell their
gold reserves than they once
were, this changing attitude
will have also a positive

impact on gold. (I3
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In fact, demand for physical gold as
a store of value and hedge against
inflation has emerged as many
governments spend trillions  of
dollars to combat the worst recession
since World War Il. The US dollar
has long been considered as the safe
haven, this is not the case now. Many
investors/central banks continue to
hold gold as their safe haven asset to
protect themselves from worldwide
economic shocks or tensions. In
addition, the diversification in central
banks’ reserve is set to continue with
the US having such a large foreign
debt and weakening economic
conditions. Due to the inverse
relationship between gold and the US
dollar, many people are medium to
long term bullish on the gold price. It
can be indicated by the fact that
bullion holdings in gold-backed
exchange-traded products rose to
records in the second quarter. For
example, holdings in the SPDR Gold
Trust, the biggest exchange-traded
fund backed by bullion, were
1,120.55 metric tons on June 30, up
74% from a year earlier. Investment
in the fund, which reached a record
1,134.03 tons on June 1, was little
changed from the first quarter,
although has dropped back a little

since the end of the quarter. [X3)
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Interest rate spread is a powerful tool to
forecast recessions, derived by subtracting the
short term rate from the yield on the 10 year US
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markets will enter new territory. In case the
economic situation does not turn better, higher
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