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Incentivise banks to promote gold monetisation: India Gold Policy Centre

The paper quotes a nation-wide survey-based study of 1,171 households as well as an interview-based
study of senior management of six banks, five gold refiners and one industry consultant

With the Government of India's (Gol) Gold Monetisation Policy yet to taste real success in triggering
increased circulation of gold in the economy, a research paper at India Gold Policy Centre (IGPC)
suggests the policy's effectiveness depends on incentivising banks and understanding consumer
sentiments. The scheme launched in November 2015 with a much fanfare to mobilise idle gold in the
country to use it for the economy has met with a poor response with a few tons fresh mobilisation.

Part of 14 such papers introduced at the recent Conference on Gold and Gold Markets, 2018
by IGPC at the Indian Institute of Management, Ahmedabad (IIM-A), the research paper was co-
authored by Priya Narayanan, Balagopal Gopalakrishnan, Arvind Sahay of 1IM-A.

The paper quotes a nation-wide survey-based study of 1,171 households as well as an interview-based
study of senior management of six banks, five gold refiners and one industry consultant. Titled as
'‘Gold Monetisation in India as a Transformative Policy: A Mixed Method Analysis', the paper also
uses an econometric analysis of gold consumption and its potential determinants were conducted
using household data from all 640 districts of the National Sample Survey for 2011-12.

Based on the results of the studies and analysis, the paper suggests that the effectiveness of the gold
monetisation policy depends on a "deeper understanding of consumers' interactions with and
sentiments towards gold".

"The effectiveness of the policy also depends on recognising the challenges faced and incentives
required by banks, refiners and other stakeholders in implementing this policy. This research is an
attempt at developing such an understanding," it further states.

Among the three methods in the paper, the nation-wide survey across 10 states constituting roughly
three-quarters of annual national gold consumption, was conducted to understand the consumer
associations with and attributions related to gold. According to the paper, the study showed that
family functions and festivals were triggers for gold purchase, indicating ingrained the habit and
planned accumulation.

"There is also high liquidity and safety association of gold (which is also not considered as having any
substitute) along with a clear reluctance to sell gold received as a gift. Rural consumers are more
reluctant to part with gold as compared to urban but are also ready to pledge gold as collateral
suggesting requirement related liquidity use of gold," it stated.

Further, discussions with different stakeholders in the interview-based study showed that banks would
promote products based on this policy if they had more control on the process and if there was a clear
separation of risks or effective mitigation of risks relating to the operationalisation of the policy.

Finally, the analysis showed that propensity to consume gold is positively correlated with the
proportion of females in the household and with a number of daughters in the household. "Also,
ceteris paribus, rural households have a higher propensity to consume gold, and Hindu households
have a higher propensity to consume gold," the paper stated.
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Gold imports may drop
to 650 tonnes this fiscal

GOLD IMPORTS

Investors’ shift to
other asset classes
reason for the dip

RUTAM VORA

Ahmedabad, January 12

The country’s duty-paid gold im-
ports for fiscal 201718 may
touch 650 tonnes at anaverage
price of $1,280 per ounce.

This, according to industry ex-
perts, would still be manageable
on the current account deficit
front, thanks to lower global
prices of the yellow metal as
compared to what they were in
2013-14.

Speaking on gold import
trends in India, Rajesh Khosla,
Chairman Emeritus, MMTC
PAMP, said that gold imports for
the financial year 2017-18 may
touch 650 tonnes — almost the
same level as last year.

Experts stated that the shift in
investment preference rom gold
to other asset classes coupled
with higher import duty may
curb imports, which were

Year Imports Avg price  Exch rate -
tonne 0 T ]

2013-14 665 1411 60.77

2014-15 915 1,266 §1.27

2015-16 98 1,160 65.60

2016-17* 660 1,250 £6.90 S

2017-18* 650 1,257 64.40

Sawre: RB), Kitco, Market estimades

earlier estimated to touch 700
tonnes.

Investment pattern
“The  younger  generation
doesn’t look at gold as haven.
Emerging asset classes such as
cryptocurrencies are turning
out to be the preferred invest-
ment avenue for people below
the age of 35,” said Joshy Jacob
of the India Gold Policy Centre.
“In the first nine months of
the fiscal (April-December 2017),
gold imports hovered at about
500 tonnes. We expect this to
touch 650 tonnes by the end of
the fiscal — almost at the same

* Estimated

level as that of last year. But the
imports will still be manageable
as the average international
gold price has come down as
compared to previous years,”
Khosla said.

According to Khosla, in the
past, average international gold
prices had touched $2,000/o0z,
while this fiscal the average gold
prices would hover around
$1,280-1,300. “It will be manage-
able as the spending on the im-
ports will reduce and the reven-
ues from the imports will go up.
Therefore, even if the volume
has not come down signific-
antly, the absolute value of im-

ports will come down. There-
fore, there will be less burden
on our pockets,” added Khosla,
who was in Ahmedabad for a
conference on Gold and Gold
Markets organised by the Indian
Institute of Management-
Ahmedabad on Friday.

Cut in duty unlikely

Khosla, however, expressed his
apprehensions over the possib-
ility of a reduction in the import
duty on gold, as widely deman-
ded by jewellers and bullion
traders. “Until we make stable
revenues from GST, there
doesn’t seem any possibility of
reducing import duty. There is
no point in cutting government
revenues from one source, be-
fore the other source of income
gets stable,” he added.

Notably, the import duty on
gold is 10 per cent, in addition
to the Goods and Services Tax of
3 per cent. This higher import
duty, as claimed by jewellers, is
prompting smugglers to resort
to illegal imports.
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‘Cut in Customs duty

on gold
@:mesaroup.oom

Ahmedabad: Despite in-
dustry expectinga cut in the
basic Customs duty (BCD)
on gold imports, experts
don’t foresee a reduction, at
least in this budget
session. BCD on gold §
imports is 10% in ad-
dition to 3% GST.
With more incidents
of gold smuggling,
analysts and bullion
traders want to see
BCD on the yellow
metal reduced.
Rajesh Khosla,
chairman emeritus, MMTC-
PAMP said, “A reduction of
BCD on gold imports is nee-
ded and jewellers and bul-
lion traders have asked for
it. However, unless GST re-
venue stabilizes, a cut in
BCD is not possible. It do-
esn’'t make sense to cut one
source of revenue when the
otherisn'tstable.”

unlikely’

Khosla was ata conferen-
ce on ‘Gold and Gold Mar-
kets’ at the Indian Institute
of Management, Ahmed-
abad on Friday. “We can look
forward to 5% cut in 6-8
months, when GST revenues
isinline with expectations,”
hesaid.

=a paid gold im-

| ports for the fi-
nancial year
2017-18 will hit
650 tonnes, at an.
average price of
US $1,300 per
ounce. Analysts
say this won’t hurt the cur-
rent account deficit, becau-
se international gold prices
are low, compared to 2013-14
financial year.

“From April to Decem-
ber 2017, 500 tonnes of gold
was imported. Imports will
hit 650 tonnes by the end of
the fiscal, at a par with the
2016-17 fiscal,” said Khosla.







