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‘The desire for gold is the most universal and deeply rooted commercial instinct of 
the human race.’ 

 - Gerald Loeb, Founding Partner, E.F. Hutton & Co. 
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1. Introduction 

1.1 Bonding with Gold 

In India, gold is seen as a symbol of security and sign of prosperity. Unlike other gold 

markets, the love for gold has not only spread across many generations but across all social 

strata within the country. Indian consumers regard gold jewellery as an investment and are 

well aware of gold’s benefits as a long term investment. Gold is also recognised as a form of 

money, a fungible asset in India. It is one of the foundation assets for Indian households and 

a means to accumulate wealth. The demand for gold in India is boosted by rural India which 

generally accounts for nearly 2/3rd of the country’s gold consumption where jewellery is a 

traditional store of wealth for millions who have no access to the formal banking system.  

In the year 2009, Indian consumers’ price expectations were strengthened by the Reserve 

Bank of India’s purchase of 200 tonnes
1
  of gold from the IMF and the transaction reinforced 

the perception among local consumers that gold is reliable and safe as monetary asset.  

1.2 Historical account of gold policies in India 

Though stocks of gold in India are estimated to be over 20,000 tonnes, mostly this gold is 

neither traded, nor monetized. Several efforts have been made by the govt. in the past to 

bring privately held stock of gold in circulation, reduce the country’s reliance on import of 

gold and providing its owners with some income apart from freeing them from the problems 

of storage, movement and security of gold in their possession.  

The FICCI-WGC report on “Why India Needs a Gold Policy” elaborates on the differing 

approaches taken since independence and their respective consequences. This report assesses 

policies chronologically from 1947 to the present time dividing this period into four phases:
2
  

Phase One  

During the first phase, 1947-1962, policies were largely geared towards controlling the gold 

market in India. The stated objective behind a restrictive approach to gold was, to wean 

people away from gold, to regulate supply of gold, to reduce smuggling, to reduce the 

demand for gold and to reduce the domestic price of gold.  

Phase Two 

A restrictive approach persisted between 1963 and 1989. The Gold (Control) Act was 

introduced in 1968 and several restraints were placed on the gold business. At the same time, 

however, the government tried to mobilise gold by issuing gold bonds, gold auction schemes 

and through the Voluntary Disclosure of Income and Wealth (Amendment) Ordinance (1975). 

These efforts were designed to control the budget deficit, meet contingency needs and reduce 

gold smuggling in India.  

Phase Three 

Between 1990 and 2006, a different approach was adopted as the government introduced 

measures to deregulate the gold industry. First, the Gold (Control) Act was repealed. 

Smuggling had proliferated in India during the previous decades. Now the liberalisation of 

gold imports took priority. The NRI (non-resident Indian) scheme was introduced, alongside a 

                                                           
1
 Source: “India: heart of gold | Revival”, World Gold Council Report, Nov 2010, p. 2 

2
 Source: “Why India Needs a Gold Policy”, WGC-FICCI Report, Dec 2014, p. 41 
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Special Import Licence (SIL) scheme to facilitate entry of gold into India. In 1997, seven banks 

were authorised as official importers of gold. In 1999, the government tried to mobilise gold 

through the Gold Deposit Scheme (GDS), launched by State Bank of India to allow gold 

deposits at a specified interest rate. 

Phase Four 

The fourth phase began in 2007, just ahead of the global financial crisis. This phase has been 

marked by rising gold demand, rising imports, rising prices and a high current account 

deficit. 

In 2007, demand totalled 796.1 tonnes. It peaked at 1022.3 tonnes in 2010, reduced slightly in 

subsequent years and reached 975 tonnes in 2013. At the same time, the gold price (per ten 

grams) almost trebled from INR 9223.7 in 2007 to 26440.2 in 2013. To try and curtail the 

current account deficit and reverse the depreciation of the rupee, the government introduced 

restrictions on the gold market once more. On 17 Sep 2013 GoI increased the import duty on 

gold jewellery to 15 percent from 10 percent, in a move aimed more at protecting the 

domestic jewellery industry rather than stemming overseas purchases to narrow its current 

account deficit since jewellery accounts for only a small portion of the country's gold imports 

In aggregate, the efforts were concentrated on commercial banks and large holders of gold 

rather than the millions of individual holders of gold in India. Financial products linked to 

gold were poorly marketed. Many consumers were unaware of them and the products were 

not understood properly. If banks were able to include gold in their reserve calculations, they 

would be financially incentivised to innovate, market and explain gold-based products.  

In its policy proposals to allow gold to make a meaningful contribution to the Indian 

economy, the joint study conducted by World Gold Council and FICCI (December 2014) had 

made 7 recommendations to the government of India: 

1. Drive the standardisation of gold so that buyers and sellers can have faith in both the 

quality and price of their products. Introduce guidelines for compulsory quality 

certification of all forms of gold to encourage accountability and foster an environment 

of trust.  

2. Establish a Gold Exchange to ensure pricing standardisation, increase transparency and 

improve supply and demand analysis.  

3. Establish a Gold Board to manage imports, encourage exports and drive development of 

necessary infrastructure.  

4. Allow Indian banks to use gold as part of their liquidity reserves. This would incentivise 

them to introduce gold-based savings products.  

5. Revitalise Gold Deposit Schemes. It is estimated that 22,000 tonnes of gold is currently 

held in Indian households. If a fraction of this gold were deposited with banks, this 

would bring gold directly into the economy - benefiting the financial sector, benefiting 

the gold jewellery industry and reducing import levels.  

6. Encourage the development of other gold-backed investment and savings products.  

7. Create a more active marketing strategy for Indian handcrafted jewellery. This could 

boost exports and highlight India’s expertise in this highly-valued sector. The Swiss 

watch industry could provide useful lessons in this regard. 
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‘Although gold and silver are not by nature money, money is by nature gold and 
silver.’ 

  - Karl Marx 
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2. Economic Environment leading to Gold Policy 
2015 

2.1 Import and its impact on Indian economy 

The Economic Survey report 2014-15 projected that several reforms will help boost investment 

and growth in the coming months. The budget should continue the process of fiscal 

consolidation, embedding actions in a medium-term framework. Since the new government 

had taken over in May 2014 a number of new reform measures had been taken and 

eliminating the quantitative restrictions on gold was one of them. 

Elevated oil and gold imports fuelled a surge in current account deficit in the year 2012-13. It 

was estimated that “US$10 reduction in the price of oil helps improve the net trade and hence 

current account balance by US$ 9.4 billion. Moderated gold imports would also help sustain a 

manageable current account deficit. Since the elimination of restrictions on gold in 

November, gold imports have fallen well below the elevated levels seen in 2013. Declining 

international prices as well as moderating inflation have meant that gold imports averaged 

US$ 1.3 billion in December 2014 and US$ 1.6 billion in January 2015 compared with US$ 4.2 

billion in October 2014 and US$ 5.6 billion in November 2014.”
3
 

“The share of gold and silver imports in India’s total imports was 11.4 per cent in 2012-13 and 

7.4 per cent in 2013-14. Gold and silver imports that declined by 9.6 per cent and 40.4 per cent 

respectively in 2012-13 and 2013-14 grew by 8.0 per cent in 2014-15 (April-January)”
4
. 

“Gold imports contributed nearly 30% of the trade deficit of India between 2009–10 and 2012–

13. Faced with this unsustainably high trade deficit in 2013 the government imposed high 

excise duties and import payment restrictions on gold. This had a limited impact and towards 

the second quarter of 2013 after banning the import of gold coins and imposing tight 

restrictions on gold bullion imports, the imports were linked to the level of exports. The 80:20 

rule stipulated that 20% of all gold imported must be exported before further imports can be 

made. The new regulations resulted temporarily in imports of gold falling drastically even as 

unofficial gold continued to enter the country”
5
.  

Import duty on gold was raised from 1% to 10% within a span of 20 months in 2012 & 2013 as 

the government was worried about the Current Account Deficit (CAD) and the role played by 

swelling gold imports
6
. 

  

                                                           
3
 Source: “Economic Survey Report 2014-15”, Vol. 1, p. 15, accessed at 

http://indiabudget.nic.in/es2014-15/echapter-vol1.pdf  
4
 Source: “Economic Survey Report 2014-15”, Vol. 2, p. 15, accessed at 

http://indiabudget.nic.in/es2014-15/echapter-vol2.pdf  
5
 Source: “Gold Monetisation Scheme for India” by Errol D’Souza, Economic & Political Weekly, Vol. 

50 (12), 21 March, 2015, pp. 23-27 
6
 Source: “Gold import duty may be cut to 2% this year: GJF”. Financial Chronicle, National, 5 Nov 

2015,  p. 8 
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2.2 Gold Demand and Supply 

Gold Demand in India 

After China, India is the second largest consumer of gold in the world. Over the past few 

years, India accounts for approximately 26% of annual global gold demand and most of its 

demand is fulfilled by imports. On an average, India imports as much as 800-1000 tonnes of 

gold each year.  For the entire 2014-15 fiscal, gold was the third-largest commodity imported 

to India after crude oil and electronic items. Gold imports stood at USD 34.32 billion last 

fiscal.
7
 

 
Source: Gold Demand Trends: Full Year 2015 by World Gold Council 

Total Indian demand for gold jewellery, bars and coins expanded by 6% year-on-year (+14t) to 

233.2t in the fourth quarter of 2015. Total investment demand for Q4, was up at 60 tonnes 

compared with 57 tonnes last year.  Gold demand in 2015 was up just 3% from last year at 849 

tonnes against 828 tonnes in 2014. Total gold imports into the country in 2015 were at 897 

tonnes against 891 tonnes in 2014 while Dore imports were 223 tonnes. In aggregate in the 

year 2015, jewellery demand was up 5% at 654 tonnes (622 tonnes in 2014) while investment 

in gold was down 6% at 195 tonnes (as compared to 207 tonnes in 2014) according to the 

World Gold Council Report.
8
 

The investment sector exhibits great potential for further growth and will play an 

increasingly important role in the domestic gold market as it overlaps with gold jewellery 

consumption, boosted by increasing accessibility and opportunities in new gold investment 

products. The cost of these imports is partially responsible for today’s Current Account 

Deficit (CAD).  

Domestic supply of Gold in India: refining takes the centre stage 

In contrast to import statistics, the domestic supply of gold in India is minimal with mined 

gold volumes of just two tonnes in 2013. There has been significant change in the structure of 

India’s bullion market since 2013, as the market adapted to the changing policy landscape. 

Virtually non-existent two years ago, imports of gold doré have mushroomed as the country’s 

                                                           
7
 Source: “Gold imports up 85% to nearly $3 billion in January”, 16 Feb 2016, accessed at 

http://economictimes.indiatimes.com/articleshow/50998596.cms?utm_source=contentofinterest&ut

m_medium=text&utm_campaign=cppst 
8
 Source: “Gold demand up 3% at 849 tonnes”,  The Hindu Business Line, Mumbai, 11 Feb 2016 , p. 18 

Consumer demand in selected countries (tonnes)

2015 Q4'14 Q4'15

Q4'14 vs 
Q4'15, % 
change

China 984.5 243.7 250.6 ↑ 3
India 848.9 219.7 233.2 ↑ 6
United States 192.8 58.6 62.0 ↑ 6
Germany 123.8 36.5 32.9 ↓ -10
Thailand 90.2 31.5 24.6 ↓ -22
Saudi Arabia 84.5 21.8 21.0 ↓ -4
Turkey 72.1 35.3 19.2 ↓ -46
World total 3,426.5 938.3 934.9 → 0
Source: Metals Focus; World Gold Council
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burgeoning refining industry – which gained a foothold during the period of the 80:20 rule – 

sucks in ever greater quantities (Chart below). Refining capacity in India is currently 

estimated at 1,500t p.a., having doubled from 750t over the course of just one year. The scope 

and speed of these changes highlight the flexibility of the Indian gold industry, and its ability 

to adapt to new and changing circumstances and respond to new opportunities. 

 

Growth in doré imports mirrors the expansion of Ind ia’s refining industry 
 

 

 

Source: Gold Demand Trends: Full Year 2015 by World Gold Council 

  

2015 Q4'14 Q1'15 Q2'15 Q3'15 Q4'15

Q4'15 vs 
Q4'14, % 
change

Supply
Gross Bullion imports 1,048.9 326.5 245.7 221.1 300.6 281.4 ↓ -14

of which doré1
222.9 25.9 38.0 55.9 66.1 62.8 ↑ 143

Net bullion imports 897.5 279.5 216.7 188.1 258.7 233.9 ↓ -16
Scrap 80.2 22.5 18.0 24.0 18.2 20.0 ↓ -11

Domestic supply from other sources2
9.2 1.9 2.4 2.5 2.2 2.1 ↑ 11

Total supply3
986.9 303.9 237.1 214.6 279.1 256.0 ↓ -16

Source: Metals Focus; World Gold Council

Indian supply estimates (tonnes)

1 Volume of fine gold material contained in the doré.
2 Domestic supply from local mine production, recovery from imported copper concentrates and disinvestment.
3 This supply can be consumed across the three sectors – jewellery, investment and technology. Consequently, the total supply figure in the table will 
not add to jewellery plus investment demand for India.
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3. Gold Policy during Financial Year 2015-16 

Alarmed by the excessive gold imports by Indians despite the public holdings of gold, on 

February 28, 2015, in his speech for union budget 2015-16, the Finance Minister Mr. Arun 

Jaitley reiterated the need to revamp the gold policy and proposed 3 schemes which would 

monetise gold.
9
 

Gold Monetisation Scheme, which will replace both the present Gold Deposit and Gold Metal 

Loan Schemes.  The new scheme will allow the depositors of gold to earn interest in their 

metal accounts and the jewellers to obtain loans in their metal account.  Banks/other dealers 

would also be able to monetize this gold.  

Sovereign Gold Bond, as an alternative to purchasing metal gold.  The Bonds will carry a fixed 

rate of interest, and also be redeemable in cash in terms of the face value of the gold, at the 

time of redemption by the holder of the Bond.  

Indian Gold Coin, which will carry the Ashok Chakra on its face.  Such an Indian Gold Coin 

would help reduce the demand for coins minted outside India and also help to recycle the 

gold available in the country. The gold coins will be available in 5 and 10 grams and the 

bullion will be of 20 grams. 

The main objectives for the schemes were to bring down the future gold import and keep the 

Current Account Deficit in check; provide new investment avenue in gold; check purchases of 

gold coins and bars for investment; meet the demand from jewellers through gold mobilised. 

The Gold Monetisation and the Sovereign Gold Bond schemes were introduced by the Govt. of 

India on 9 September 2015. Reserve Bank of India released the master circular on Gold 

Monetisation Scheme on 22 October 2015, giving guidelines on how the scheme will be 

implemented. On 30 October 2015, Government of India issued a press note, wherein it 

declared that Government will issue Sovereign Gold Bond with effect from 26 November 2015, 

to be sold through banks and post offices. The borrowing through issuance of the Bond will 

form a part of market borrowing programme of Government of India. Hon’ble Prime Minister 

Mr. Narendra Modi formally launched both schemes along with Indian Gold Coin on 5
th
 

November 2015. 

                                                           
9
 Source: Budget Speech by Hon'ble Finance Minister accessed at 

http://www.indiabudget.nic.in/budget2015-2016/bspeecha.asp   
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P r e s s  I n f o r m a t i o n  B u r e a u  
G o v e r n m e n t  O f  I n d i a  

Cabinet 
(09-September, 2015 14:46 IST ) 

3.1 Introduction of Gold Monetization Scheme10 

The Union Cabinet chaired by the Prime Minister, Shri Narendra Modi, today gave its approval 
for introduction of Gold Monetization Schemes (GMS), as announced in the Union Budget 
2015-16. 

The objective of introducing the modifications in the schemes is to make the existing 
schemes more effective and to broaden the ambit of the existing schemes from merely 
mobilizing gold held by households and institutions in the country to putting this gold into 
productive use. The long-term objective which is sought through this arrangement is to 
reduce the country's reliance on the import of gold to meet domestic demand. 

GMS would benefit the Indian gems and jewellery sector which is a major contributor to 
India's exports. In fiscal year 2014-15, gems and jewellery constituted 12 per cent of India's 
total exports and the value of gold items alone was more than $13 billion (provisional 
figures). 

The mobilized gold will also supplement RBI’s gold reserves and will help in reducing the 
government's borrowing cost. 

The revamped Gold Deposit Scheme (GDS) and the Gold Metal Loan (GML) Scheme involves 
changes in the scheme guidelines only. The risk of gold price changes will be borne by the 
Gold Reserve Fund that is being created. The benefit to the Government is in terms of 
reduction in the cost of borrowing, which will be transferred to the Gold Reserve Fund. 

The scheme will help in mobilizing the large amount of gold lying as an idle asset with 
households, trusts and various institutions in India and will provide a fillip to the gems and 
jewellery sector. Over the course of time this is also expected to reduce the country's 
dependence on the import of gold. The new scheme consists of the revamped GDS and a 
revamped GML Scheme. 

Revamped Gold Deposit Scheme 

Collection, Purity Verification and Deposit of Gold under the revamped GDS 

Out of the 331 Assaying and Hallmarking Centres spread across various parts of the country, 
those which will meet criteria as specified by Bureau of Indian Standards (BIS) will be allowed 
to act as Collection and Purity Testing 1 Centres for purity of gold for the purpose of this 
scheme. The minimum quantity of gold that a customer can bring is proposed to be set at 30 
grains. Gold can be in any form (bullion or jewellery). The number of these centres is 
expected to increase with time. 

Gold Savings Account 

In the revamped scheme, a Gold Savings Account will be opened by customers at any time, 
with KYC norms, as applicable. This account would be denominated in grams of gold. 

Transfer of Gold to Refiners 

Collection and purity testing centres will send the gold to the refiners. The refiners will keep 
the gold in their ware-houses, unless banks prefer to hold it themselves. For the services 

                                                           
10

 Source: Press Information Bureau, accessed at  

http://pib.nic.in/newsite/PrintRelease.aspx?relid=126748  
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provided by the refiners, they will be paid a fee by the banks, as decided by them, mutually. 
The customer will not be charged. 

The banks will enter into a tripartite Legal Agreement with refiners and Collection and Purity 
Testing Centres that are selected by them to be their partners in the scheme. 

Tenure 

The deposits under the revamped scheme can be made for a short-term period of 1-3 years 
(with a roll out in multiples of one year); a medium-term period of 5-7 years and a long-term 
period, of 12-15 years (as decided from time to time). Like a fixed deposit, breaking of lock-in 
period will be allowed in either of the options and there would be a penalty on premature 
redemption (including part withdrawal). 

Interest rate 

The amount of interest rate payable for deposits made for the short-term period would be 
decided by banks on basis of prevailing international lease rates, other costs, market 
conditions etc. and will be denominated in grams of gold. For the medium and long-term 
deposits, the rate of interest (and fees to be paid to the bank for their services) will be 
decided by the government, in consultation with the RBI from time to time. The interest rate 
for the medium and long-term deposits will be denominated and payable in rupees, based on 
the value of gold deposited. 

Redemption 

For short-term deposits, the customer will have the option of redemption, for the principal 
deposit and interest earned, either in cash (in equivalent rupees of the weight of deposited 
gold at the prices prevailing at the time of redemption) or in gold (of the same weight of gold 
as deposited), which will have to be exercised at the time of making the deposit. In case the 
customer will like to change the option, it will be allowed at the bank's discretion. 
Redemption of fractional quantity (for which a standard gold bar/coin is not available) would 
be paid in cash. For medium and long-term deposits, redemption will be only in cash, in 
equivalent rupees of the weight of the deposited gold at the prices prevailing at the time of 
redemption. The interest earned will however be based on the value of gold at the deposit on 
the interest rate as decided. 

Utilization 

The deposited gold will be utilized in the following ways: 

� Under medium and long-term deposit 

o Auctioning 
o Replenishment of RBIs Gold Reserves 
o Coins 
o Lending to jewelers 

� Under short-term deposit 

o Coins 
o Lending to jewelers 

� Tax Exemption: Tax exemptions, same as those available under GDS would be made 
available to customers, in the revamped GDS, as applicable. 

� Gold Reserve Fund: The difference between the current borrowing cost for the 
Government and the interest rate paid by the Government under the medium/long 
term deposit will be credited to the Gold Reserve Fund. 

Revamped Gold Metal Loan Scheme 

� Gold Metal Loan Account: A Gold Metal Loan Account, denominated in grams of 
gold, will be opened by the bank for jewelers. The gold mobilized through the 
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revamped GDS, under the short-term option, will be provided to jewelers on loan, on 
the basis of the terms and conditions set-out by banks, under the guidance of RBI.  

� Delivery of gold to jewelers: When a gold loan is sanctioned, the jewelers will 
receive physical delivery of gold from refiners. The banks will, in turn, make the 
requisite entry in the jewelers’ Gold Loan Account. Interest received by banks: The 
interest rate charged on the GML will be decided by banks, with guidance from the 
RBI.  

� Tenor: The tenor of the GML at present is 180 days. Given that the minimum lock-in 
period for gold deposits will be one year, based on experience gained, this tenor of 

GML may be re-examined in future and appropriate modifications made, if required.  

 

NW/AKT/SH  

(Release ID :126748)  

Source: http://pib.nic.in/newsite/PrintRelease.aspx?relid=126748 
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P r e s s  I n f o r m a t i o n  B u r e a u  
G o v e r n m e n t  O f  I n d i a  

Cabinet 
(09-September, 2015 14:48 IST ) 

3.2 Introduction of Sovereign Gold Bonds Scheme11 
The Union Cabinet chaired by the Prime Minister, Shri Narendra Modi, today gave its 
approval for introduction of the Sovereign Gold Bonds Scheme, as announced in the Union 
Budget 2015-16.  

The scheme will help in reducing the demand for physical gold by shifting a part of the 
estimated 300 tons of physical bars and coins purchased every year for Investment into gold 
bonds. Since most of the demand for gold in India is met through imports, this scheme will, 
ultimately help in maintaining the country's Current Account Deficit within sustainable 
limits.  

The issuance of the Sovereign Gold Bonds will be within the government's market borrowing 
programme for 2015-16 and onwards. The actual amount of issuance will be determined by 
RBI, in consultation with the Ministry of Finance. The risk of gold price changes will be borne 
by the Gold Reserve Fund that is being created. The benefit to the Government is in terms of 
reduction in the cost of borrowing, which will be transferred to the Gold Reserve Fund.  

The salient features of the scheme are:-  

i. Sovereign Gold Bonds will be issued on payment of rupees and denominated in grams of 
gold.  
 
ii. Bonds will be issued on behalf of the Government of India by the RBI. Thus, the Bonds will 
have a sovereign guarantee. 

iii. The issuing agency will need to pay distribution costs and a sales commission to the 
intermediate channels, to be reimbursed by Government. 

iv. The bond would be restricted for sale to resident Indian entities. The cap on bonds that 
may be bought by an entity would be at a suitable level, not more than 500 grams per person 
per year.  

v. The Government will issue bonds with a rate of interest to be decided by the Government. 
The rate of interest will take into account the domestic and international market conditions 
and may vary from one tranche to another. This rate of interest will be calculated on the 
value of the gold at the time of investment. The rate could be a floating or a fixed rate, as 
decided. 

vi. The bonds will be available both in demat and paper form. 

vii. The bonds will be issued in denominations of 5,10,50,100 grams of gold or other 
denominations.  
 
viii. The price of gold may be taken from the reference rate, as decided, and the Rupee 
equivalent amount may be converted at the RBI Reference rate on issue and redemption. This 
rate will be used for issuance, redemption and LTV purpose and disbursement of loans. 

                                                           
11

 Source: Press Information Bureau accessed at 

http://pib.nic.in/newsite/PrintRelease.aspx?relid=126752  



12 

 

ix. Banks/NBFCs/Post Offices/ National Saving Certificate (NSC) agents and others, as 
specified, may collect money / redeem bonds on behalf of the government (for a fee, the 
amount would be as decided). 

x. The tenor of the bond could be for a minimum of 5 to 7 years, so that it would protect 
investors from medium term volatility in gold prices. Since the bond, will be a part of the 
sovereign borrowing, these would need to be within the fiscal deficit target for 2015-16 and 
onwards. 

xi. Bonds can be used as collateral for loans. The Loan to Value ratio is to be set equal to 
ordinary gold loan mandated by the RBI from time to time. 

xii. Bonds to be easily sold and traded on exchanges to allow early exits for investors who 
may so desire. 

xiii. KYC norms will be the same as that for gold. 

xiv. Capital gains tax treatment will be the same as for physical gold for an 'individual' 
investor. The Department of Revenue has agreed that amendments to the existing provisions 
of the Income Tax Act, for providing 'indexation benefits to long term capital gains arising on 
transfer of bond'; and for 'exemption for capital gains arising on redemption of SGB' will be 
considered in the next budget (Budget 2016-17). This will ensure that an investor is indifferent 
in terms of investing in these bonds and in physical gold- as far as tax treatment is 
concerned. 

xv. The amount received from the bonds will be used by Gol in lieu of government borrowing 
and the notional interest saved on this amount would be credited in an account "Gold 
Reserve Fund" which will be created. Savings in the costs of borrowing compared with the 
existing rate on government borrowings will be deposited in the Gold Reserve Fund to take 
care of the risk of increase in gold price that will be borne by the government. Further, the 
Gold Reserve Fund will be continuously monitored for sustainability. 

xvi. On maturity, the redemption will be in rupee amount only. The rate of interest on the 
bonds will be calculated on the value of the gold at the time of investment. The principal 
amount of investment, which is denominated in grams of gold, will be redeemed at the price 
of gold at that time. If the price of gold has fallen from the time that the investment was 
made, or for any other reason, the depositor will be given an option to roll over the bond for 
three or more years. 

xvii. The deposit will not be hedged and all risks associated with gold price and currency will 
be borne by Gol through the Gold Reserve Fund. The position may be reviewed in case 'Gold 
Reserve Fund' becomes unsustainable. 

xviii. Upside gains and downside risks will be with the investor and the investors will need to 
be aware of the volatility in gold prices. 

xix. In order to ensure wide availability, the bond will be marketed through post 
offices/banks/NBFCs and by various brokers/agents (including NSC agents) who will be paid a 
commission.  

***** 
NW/AKT/SH 
(Release ID :126752) 
Source: http://pib.nic.in/newsite/PrintRelease.aspx?relid=126752 
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Other Initiatives by the Government of India in Gold Sector 

3.3 Setting up of Gold Board and Gold Exchange 

Gold Board 

On 5 January 2016, the government floated the idea of setting up of gold board to ensure 

coordinated policy actions jointly by Directorate General of Foreign Trade, Reserve Bank of 

India and the customs department. The finance ministry had a round of discussions with 

stakeholders to have their views on a National Gold Board, a body on the lines of Financial 

Stability and Development Council. The final decision is likely to be announced in the next 

budget 2016-17.
12
 

Gold Exchange 

The World Gold Council and FICCI in its report Why India Needs a Gold Policy
13
 had 

recommended setting up a Bullion Corporation to formulate and implement an overall gold 

policy, including infrastructure for a monetisation programme and a gold exchange. If gold is 

traded on an exchange, it will reduce the potential for arbitrage and aid standardization, 

argued FICCI and WGC. It will improve price transparency, assess supply and demand better, 

improve gold-related infrastructure in India and bring-over the counter-trades on the 

exchange’s platform.  

Investors would also be able to lease their idle gold holdings for the short-to-medium term on 

the exchange's platform and earn interest on it. Currently, banks lease out gold to jewellers. 

It would be possible for willing investors to lease out their holdings on the exchange, on 

similar lines to their lending of shares on stock exchanges. This will help jewellers get gold, 

while investors will earn lease rent, without losing the opportunity to hold physical gold. 

Retail (small) investors, once allowed, will be able to buy even smaller denomination coins at 

market price without worrying about the purity and all local trades in bullion will shift to the 

exchange platform. 

In line with the Shanghai bourse, gold-importing agencies would be able to sell gold only on 

the exchange's platform, bringing transparency in pricing and premiums, and leading to a 

formal mechanism to measure the flow of imports into the country. 

At present, gold spot trading is not regulated, and trade is informal and spread in the country. 

There is no mechanism to record these transactions. For spot trading in gold, the exchange 

might require regulations. BSE has been a regulated entity but its regulator, the Securities and 

Exchange Board of India, does not have powers to regulate spot trading. The government is 

considering ways to solve this issue. Most stakeholders in the gold business and academia 

have proposed a National Bullion Board for regulating all gold-related policies. 

It could take a while before a full-fledged gold exchange starts functioning, with participation 

of retail investors but when it happens, it would make the bullion market far more 

transparent.
14
 

                                                           
12

 Source: “Govt floats idea of setting up gold board”, Business Standard, Mumbai, 6 Jan 2016, p. 19 
13

 Source: “Why India Needs a Gold Policy”, FICCI-World Gold Council Report, Dec 2014 
14

 Source: “Clarity likely soon in bullion market”, Business Standard, 8 Feb 2016, accessed at 

http://www.business-standard.com/article/markets/clarity-likely-soon-in-bullion-market-

116020800026_1.html  
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In Dec 2015, Economic Affairs Secretary Shaktikanta Das floated the idea of a gold exchange, 

asking stakeholders for their proposals.
15
 The India Bullion and Jewellers Association (IBJA) 

and the Bombay Stock Exchange (BSE), have proposed to setup an exchange in partnership. 

They appointed Ernst and Young (EY) as consultant to recommend a road map and operational 

areas. EY has given an interim report that this could be developed on the lines of the 

Shanghai Gold Exchange, and act as an official platform for all types of trade in the yellow 

metal, including sale of imported gold.  

However, on Feb 17, 2016 India Gold Policy Centre launched its research report on "Viability 

of a Spot Gold Exchange in India" by Prof. Joshy Jacob and Prof. Jayanth R Varma16. On 22 

February 2016, the Ministry of Finance, GoI called a meeting to finalise a proposal to set up a 

National Bullion Board as well as a gold spot exchange. Industry stakeholders, 

representatives from the Indian Institute of Management-Ahmedabad’s India Gold Policy 

Centre and officials from the commerce and finance ministries attended the meeting.
17
  

The finance ministry has already asked SEBI to take the gold exchange issue forward. With 

this, markets are expecting all regulations, including ownership related, to be as per SEBI 

norms.
18
 

3.4 Gold Mining Policy on the Anvil 

In India due to various regulatory hurdles and lack of clear policy no traction in gold mining 

has been observed. According to experts, if favourable policies are in place then over the next 

two decades, India could produce about 300 tonne per annum, similar to what China 

produces at present. 

After the introduction of three gold monetisation schemes, the government is all set to bring 

out a gold mining policy in the country. The government is said to follow the auction route 

for gold mining. At present the mining land is with Bharat Gold Mines Limited (BGML) of 

which the lease period has expired. Mr Kumar further added that we have a lot of potential 

gold reserves in the country and opening up the sector can help explore the untapped gold 

reserve. However, the gold mining policy in the country will allow foreign players to 

participate in bidding process. According to global mining expert, the gold exploration in 

India is cheaper than rest of the world. The global cost of mining is about 950-1000$ an 

ounce, for underground mines. But for instance a particular mine at Ganajur in Karnataka, 

since it is an open pit mine, the cost of mining would be 400-600$ an ounce. The Ministry of 

Mines is now all set to come up with the policy to auction 19 gold mines in India for 

exploration to Indian and global firms.
19
 

The first-ever auction of a gold mine in the country has already taken place in Chhattisgarh 

on 28 Feb 2016. Vedanta Ltd won the auction for Baghmara (Sonakhan) gold mine with its 

highest bid of 12.55 percent of IBM (Indian Bureau of Mining) price of Rs 74,712/ troy ounce (1 

                                                           
15

 Source: “Gold exchanges promise pricing transparency”, Business Standard, National, 30 Dec 2015,  

p. 9,  
16

 Available at http://www.iima.ac.in/users/webrequest/files/IGPC/Viability-of-gold-exchange-report-

final-edited.pdf  
17

 Source: “Centre finalising gold policy reforms: budget rollout likely”,  Business Standard, Mumbai, 

22 Feb 2016, p. 1 
18

 Source: “Sebi to regulate gold exchange”, 22 Feb 2016, accessed at http://www.business-

standard.com/article/markets/sebi-to-regulate-gold-exchange-116022200990_1.html  
19

 Source: “Govt to auction 19 gold mines, 8 iron mines and 70 mega blocks”, The Economic Times, 

Mumbai, 24 Feb 2016, pp. 1 & 19) 
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troy ounce = 31.10 gram). The production from the Baghmara mine can reduce the gold 

imports into the country that cost it $36 billion last year, the state mines department officials 

said. This was the first time a composite license for gold mining was given in the country, 

officials added. The mine is situated in Balodabazaar-Bhatapara district of Chhattisgarh, 130 

km north-east of the state capital Raipur. Vedanta, a unit of London-listed Vedanta Resources 

Plc, beat three other bidders in the auction of the Baghmara mine in Chhattisgarh, said the 

head of the state's Directorate of Geology and Mining, Reena Kangale, adding she expected 

mining for potential reserves of about 2,700 kilograms to begin in two years.
20
  

  

                                                           
20

 Source: “Vedanta wins Chhattisgarh gold mine in India's first-ever auction”, 28 february 2016, 

accessed at http://www.firstpost.com/business/vedanta-wins-chhattisgarh-gold-mine-in-indias-first-

ever-auction-2646716.html 



 

 

4. Market Response to the Gold Schemes 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

‘Much have I travelled in the realms of gold, and many goodly states and 
kingdoms seen.’ 

  - John Keats 
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4. Market Response to the Gold Schemes 

4.1 Gold Monetisation Scheme 

Gold Monetisation Scheme had a very lukewarm response, with only a few kilograms being 

collected (900 kg till January 2016
21
) so far. There seemed a challenge to deal with the 

consumer mind set to part with their gold along with several technical issues.  

The following developments took place after the launch of gold monetisation scheme: 

1. Currently, the gold refining business has been sagging due to shortage of scrap gold. 

Supply of gold to refiners has dropped 20% from the past year with people holding 

back from selling their possession of yellow metal due to steep price fall. At the time 

of announcement of the GMS only four refineries were BIS approved out to 15-odd 

refineries operating in the organised sector. With the announcement of the GMS, 

refiners geared up for the BIS certification.
22
  

2. Where there were high expectations on part of temple trusts, they barely seemed 

interested to take part in the scheme. However, Sidhhi Vinayak temple has agreed to 

deposit its 160 kg of Gold with the GMS
23
 and Tirumala Tirupati Devasthanam (TTD) 

trust has seemingly shown interest in short-term deposits instead of medium and 

long-term deposits as they can be redeemed in terms of gold rather than cash on a 

bargain for better interest rates with banks.
24
  

3. The government is now looking to rope in some of 13000 Bureau of Indian Standards-

accredited jewellers as collection and quality agents, which will be the interface with 

those looking to park yellow metal and earn some interest. In addition, the 

government is also looking to allow banks to enter bipartite tie-up with melting 

centres to get more people to deposit gold so that it can be recycled and imports are 

reduced.
25
 

4. To make a progress in the scheme the Indian Government is now resorting to tweak 

the scheme by paying banks a 2.5% commission including 1.5% handling charges for 

the first year. After the launch of the scheme, banks had shown little interest to 

popularise it because of negligible returns for them.
26
  

5. On 24
th
 January 2016, Government modified the gold monetisation scheme in a bid to 

make it more attractive.
27
 Under the new rules, i) the depositors may now be allowed 

                                                           
21

 Source: “More than 900 kg of gold mobilised under monetisation scheme”, Times of India, 23 Jan 

2016, accessed at  http://timesofindia.indiatimes.com/business/india-business/More-than-900-kgs-

of-gold-mobilised-undermonetisation-scheme/articleshow/50699118.cms  
22

 Source: “Gold rush for BIS mark”, The Economic Times, National, 2 Nov 2015,  p. 14 
23

 Source: “Siddhivinayak temple may give auspicious start to gold scheme”, Hindu Business Line, 

Mumbai, 10 Dec 2015, p. 4 
24

 Source: “TTD plays it safe on gold monetisation scheme”, The Hindu, 30 Dec 2015, accessed at 

http://www.thehindu.com/news/national/andhra-pradesh/ttd-plays-it-safe-on-gold-monetisation-

scheme/article8036463.ece  
25

 Source: “Govt readies national infra investment fund of Rs. 40k cr”, The Times of India, Jaipur, 29 

Dec 2015 , p. 11 
26

 Source: “Banks to get commission for unlocking household gold”, The Hindu, National, 23 Jan 2016, 

p. 18) 
27

 Source: “FinMin tweaks gold monetisation plan now”, The Economic Times, Mumbai, 25 Jan 2016, 

p. 25 
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a premature withdrawal. ii) Any medium term deposit will allowed being withdrawn 

after three years and any long term deposit may be withdrawn after five years, 

subject to reduction in the interest payable. iii) Gold depositors can now give their 

gold directly to refiners rather than only through the collection and purity testing 

centres. This will encourage the bilk depositors including institutions to participate 

in the scheme. iv) Bureau of Indian Standards has also modified the licensing 

conditions for refiners from the existing three years refining experience to one year. 

v) BIS has also published EoI (Expression of Interest) inviting application from more 

than 13000 licensed jewellers to act as CPTC in the scheme provided they have tie-up 

with BIS licensed refiners.  

4.2 Sovereign Gold Bond 

The government sold gold bonds through banks and post offices during 5-20 Nov 2015 and 

issued the bonds on 30 Nov 2015. The government had planned to distribute 50 tonnes of gold 

in this financial year 2015-16 as per the draft document prepared by the government in July 

2015. Bond prices were fixed at Indian Rupees on the basis of the previous week’s simple 

average of the closing price of gold 999 purity published by Indian Bullion Jewellers 

Association (IBJA). The quoted price for the first tranche was set at Rs.2,684 per gram. After 

the launch of the gold schemes on 5 Nov, 2015, sovereign gold bond scheme did fairly well. 

Against the target of selling Rs 15000 cr worth of gold bonds (50 tonnes of gold) by March 

2016, government could sell bonds with total subscription value amounting to 246 cr, or in 

gold terms, 916 kg only with total 63,000 applications in the first trance. The scheme could 

have been more popular and successful if more touch points and agents such as NBFCs and 

jewellers were allowed to market it where consumers could find it comfortable to go. The 

quoted price for the first tranche was set as RS 26840 per 10 gram which was high against the 

then ruling market price during the application period. IBJA prices hit a low of Rs 25355 per 10 

gram during that period and investors were pessimistic. Also, conservative rate of interest, 

longer duration, exclusion of NRIs and tradability in exchanges were the other mind blocks 

speculated for low performance of the scheme.
28
 The RBI is expected to revise gold bonds’ 

pricing mechanism to boost demand and help the govt meet its target.
29
  

The second tranche of gold bonds was made open between Jan 18-22, 2016 and were issued on 

8 Feb 2016. The second tranche of the scheme saw a rise of more than 200 percent over the 

first tranche announced in November. The scheme attracted 3.3 lakh applicants for 3071 kg of 

gold worth Rs 798 crore.
30
 

4.3 Indian Gold Coin 

While unveiling the gold deposit schemes on 5 Nov 2015, the Prime Minister Mr Narendra 

Modi also unveiled the first gold coin minted in India by Security Printing and Minting 

Corporation of India Limited (SPMCIL) and hallmarked by Bureau of Indian Standards (BIS) 

                                                           
28

 Source: “Government's Gold Bond Scheme may not attain target”, The Hindu, National, 4 Dec 2015, 

p. 16 
29

 Source: “RBI may Revise Gold Bonds' Pricing Mechanism to Boost Demand”, 23 Dec 2015, Economic 

Times, Delhi, p. 9 
30

 Source: “Second tranche of gold bond scheme 200% more successful over first tranche”, 1 Feb 

2016, accessed at http://zeenews.india.com/business/bullion/bullion-news/second-tranche-of-gold-

bond-scheme-200-more-successful-over-first-tranche_1850768.html  
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bearing national emblem Ashok Chakra on one side and Mahatma Gandhi’s image engraved 

on the other side. Government has mandated MMTC Ltd., a Government of India Enterprise, 

under the Ministry of Commerce and Industry, Department of Commerce to launch the 

Indian Gold Coin and the Indian Gold Bullion. The World Gold Council is the marketing 

associate in this venture to create awareness about the coin and the bullion. Initially the 

coins are supposed to be available in denominations of 5 gm and 10 gm. A 20 gm gold bar will 

also be available through 125 MMTC outlets across the country. The coins were priced at Rs. 

14,600, 28,900 and 57,600 respectively excluding VAT and other taxes. Initially, the coins will 

be available at 18 outlets of MMTC and then all banks will market Indian coins. Aligned with 

the ‘Make in India’ priority of the government as it will be minted in India, the Indian gold 

coin will become a part of the international basket of coins and could be an important 

contributor of exports and will also reduce dependence on imported coins which amounts to 

60 tonnes annually.
31
  

After its first launch, Indian Gold Coin was next launched on 4 Dec 2015 by MMTC Limited in 

association with the Punjab Small Industries and Export Corporation (PSIEC) at Chandigarh 

and is presently retailing the coins through Phulkari Emporium in Punjab and Chandigarh. To 

strengthen its marketing network for selling Indian Gold coins MMTC wished to enter into 

tie-ups with SBI, ICICI Bank and India Post. Thereafter, a full-fledged national rollout of the 

coins could take place. The MMTC at the time of launch was having 22 outlets in the country 

and planned to expand further to about 150-200 retail outlets across the country through 

collaborations.
32 

The Reserve Bank of India (RBI) on 21 January 2016 allowed banks to sell gold coins 

manufactured by public sector MMTC Ltd, through bank branches as the gold procured for 

making the coins are from the domestic market.
33
 

On 18 February 2016, Kochi became the third region after Delhi and Chandigarh and the first 

in south India to sell Indian gold coins. The state-owned MMTC Ltd. is expecting to collect Rs 

30 crore in the first year from Kerala through the sale of Indian gold coins.  

MMTC Ltd has tied up with Indian Overseas Bank and India Post for distribution of coins and 

is looking forward to partnering with other banks too and is also exploring the options of 

online sales and tie-up with Kerala State Financial Enterprises and Ernakulam District 

Cooperative Bank and even jewellers later. 

Since the coin was launched in Delhi in November, around 75 kg worth around Rs 25 crore 

have been sold in the country. The coins were initially sold by MMTC alone. The sales through 

banks began after the RBI circular giving sanction for it a month ago. As per MMTC officials, 

the reduction of VAT on this gold coins from 5 per cent to 1 per cent in the recent state 

budget will help in the sales of coins in Kerala.
34
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 Source: “Gold coins may jingle with investors”, The Economic Times, National, 6 Nov 2015, p. 15 
32

 Source: “MMTC in collaboration with PSIEC to sell gold coins”, The Pioneer, Delhi,5 Dec 2015, p. 11 
33
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5. Policy Recommendations  
by India Gold Policy Centre 
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Workshop on Gold Monetisation by India Gold Policy Centre 

  

   

 

  
  

Prof. Jayanth R Varma, Head IGPC felicitating 
Guest of Honour Mr. Erkan Kilimci, Executive 
Director for Markets Department, Central Bank of 
the Republic of Turkey 

Prof. Jayanth R Varma, Head IGPC with Guests 
of Honour – (Centre) Mr. Erkan Kilimci, 
Executive Director for Markets Department, 
Central Bank of the Republic and (Right) Dr. 
Saurabh Garg, Joint Secretary, Department of 
Economic Affairs, Ministry of Finance, Govt of 
India 

Prof. Errol D’ Souza-Dean Faculty, IIMA and GC 
Member, IGPC moderating the panel discussion on 
‘Role of Banks in the Monetisation of Gold’ 

Mr. PR Somasundaram- MD WGC India moderating 
the panel discussion on ‘Integrating the Gold Value 
Chain into the Monetisation of Gold’ 
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5. Policy Recommendations by India Gold Policy 
Centre 

5.1 Workshop on Gold Monetisation by India Gold Policy Centre35 

IGPC organized its signature workshop on Monetization of Gold at Mumbai on 27 October 

2015 with wide participation and ovation from the gold industry and policy makers including 

Guests of Honor Dr. Saurabh Garg, Jt. Secretary DEA, MOF-GOI and Mr. Erkan Kilimci, 

Executive Director for Markets Department, Central Bank of the Republic of Turkey. The 

workshop witnessed participation from the entire gold value chain comprising Bankers, 

NBFCs, Hallmarking Agencies, Bullion Traders, Key Govt. Officials from MOF and CBRT, 

Jewellers, Logistics and Securities agencies other delegates. 

There were two panel discussions during the workshop. The first panel discussion was on 

integrating the gold value chain into the monetisation of gold, while the second panel was on 

the role of banks in the monetization of gold.  

The panels included bankers, academics, industry bodies and participants as listed below in 
the table:  

Panel 1: Discussion on ‘integrating the gold 
value chain into monetization of gold’ 

Panel 2: Discussion on ‘role of banks in 
monetization of gold’ 

1 Mr. P R Somasundaram, MD 
World Gold Council (Moderator) 

1 Prof. Errol D'souza, GC Member 
IGPC, IIMA (Moderator) 

2 Mr. Rajesh Khosla, MD 
MMTC-PAMP 

2 Mr. Pradeep Nagori, Senior VP 
Edelweiss Commodities 

3 Mr. Samir Hosangady, MD 
Brinks Global 

3 Mr. Arindam Sarkar, Executive 
VP  
Axis Bank Ltd. 

4 Anil Kansara, CEO 
Gujarat Gold Centre 

4 Ms. Shilpa Kumar, Senior GM 
ICICI Bank 

5 Mr. Rajkumar Jain, Chairman 
Vigilance Committee 
India Association of Hallmarking 
Centres 

5 Mr. Sanjeev Agarwal, CEO 
Gitanjali Jewellers 

  6 Mr. Rajan Venkatesh, MD 
Scotia Bank 

A white paper was submitted to the MOF, GOI based on the workshop on the way forward 

to making gold monetization scheme a success which can be accessed from IGPC website.36 

                                                           
35

 Details are available at http://www.iima.ac.in/faculty-and-research/research-

centers/igpc/workshop.html  
36

 Available at http://www.iima.ac.in/users/webrequest/files/IGPC/Whitepaper_GMS_to_GOI.pdf 
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5.2 IGPC’s recommendation at India Gold Forum Chennai on 23 
January 2016 

  

Prof. Arvind Sahay, (Dean, Alumni and External Relations & 

Member IGPC) addressing the delegates at IGF, Chennai 

Ms Neerja Nigam (DGM-Precious Metals, State Bank 

of India) facilitating Prof. Arvind Sahay at IGF, 

Chennai 

Bullion Bulletin from Foretell Solutions in partnership with World Gold Council (WGC) and 

MMTC-PAMP India organized "India Gold Forum" at The Leela Palace, Chennai on January 23, 

2016. Association of Gold Refineries and Mints, Indian Association of Hallmarking Centre and 

the Madras Jewellers and Diamond Merchant’s Association supported the forum. The forum 

was designed to bring stakeholders together to set the roadmap for making the Gold 

Monetization Schemes successful. 

Members of IGPC at India Gold Forum 

1. Prof. Arvind Sahay, Dean Alumni & External Relations IIMA and Member IGPC 
(Designate Head) as Keynote Speaker at the Inaugural session 

2. Ms. Ruchi Agarwal, Manager IGPC for outreach in Gold Industry for enhancing 
contacts (developing database support for research) and due diligence for IGPC 
activities such as workshops, research projects, future collaborations, enhancing 
knowledge base for reports, marketing communication/ brand building and the like. 

A summary of the outcome of brainstorming sessions of IGF was presented by Bullion 
Bulletin from Foretell Solutions in response to which Prof. Arvind Sahay provided a feedback 
to Dr. Saurabh Garg, IAS, DEA, Ministry of Finance (GOI) which is presented on the following 
pages: 

Summary of the outcome of brainstorming sessions of India Gold Forum: 
  

S. 
No. 

Issue/Problem Impact Request / Suggestion 

A Technical Challenge 

1 Contamination of gold/ 
gold alloys with PGM 
(platinum group 
metals) elements such 
as Ruthenium, Iridium 
and Osmium. 

Fire Assay does not 
quantify PGMs and hence 
overstates gold content. 

BIS to come out with new 
standards. 

B Operational Challenges 

1 Economy of moving 
gold from CPTC to 
refinery  for a certain 
minimum quantity 

Dramatic variation of cost, 
depending on location 

Centres be permitted to 
accumulate minimum quantity or 
quantity accumulated up to 
certain period before moving to 
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refineries 

2 Banks find it difficult to 
quantify the risk 
exposure of CPTCs. 
Besides, CPTCs can 
strike deals with 
multiple Banks. 

Banks are reluctant to sign 
contract. Also, the 
guarantees demanded by 
banks are perceived to be 
very high by CPTCs. 

IBA should come out with 
guidelines on evaluation of CPTCs 
and basis for bank guarantee. A 
tool to measure and monitor real-
time risk exposure of CPTCs to be 
developed. 

3 Temple trust is open to 
keeping the gold under 
medium or long term 
deposits provided they 
have the option to get 
their gold back. 

Temple trust gold is a 
steady flow. Medium to 
long term gold would be 
more suitable for banks to 
lend. 

Provision should be made to 
include gold as repayment options 
for medium term and long term 
plans for temple trust and 
institutions. 

4 Inter-state movement 
of gold (from CPTCs to 
refinery and from 
Refinery to bank vault) 

Local body tax, local levies, 
states vat would make the 
system unworkable. 

Movement of gold under GMS 
should be treated similar to 
movement of currency for tax 
purposes. 

C Growth/ Business Challenges 

1 Reaching out to 
general mass 

The current structure of 
CPTCs, Refiners and Banks 
has limited reach and 
hence mobilisation of gold 
could be limited. 

13,000 BIS certified jewellers be 
allowed to buy-back their own 
Hallmarked jewellery. The 
jeweller in turn can deposit fine-
gold equivalent of gold with the 
bank and the bank could issue 
certificates basis. Jeweller would 
do KYC. 

2 Direct incentive to 
banks 

Substantial and direct 
incentive to banks should 
be given to push the 
scheme from a long term 
perspective. 

Priority financing status could be 
an option 

3 Public awareness Long term public 
awareness to be created 

Government should promote GMS 
in mass media for at least three 
years. 

 
Opinion Executive Summary and feedback by Prof. Arvind Sahay on brainstorming session 
sent to Dr Saurabh Garg (IAS), Joint Secretary (Currency & Investment), Department of 
Economic Affairs, Ministry of Finance: 

Executive summary 

“Like most situations, the gold monetization scheme has a few “choke points.”  The scheme 
will succeed or fail based on how these choke points are addressed. In my view there are 
three.  

1. The consumer’s willingness to part with the gold (assuming that we would want a 
reasonable chunk of the gold kept as jewellery to come into the system). 

a. Consumer must see an accurate and credible measure of the gold that he is 
putting into the system at a large enough number of easily accessible outlets. 
Fire assay is not good enough and the XRF is too costly – and even then it will 
still require the refiner certificate – so on this count the scheme is on thin 
ice.  

b. Consumer education on why it is beneficial to him / her… just announcing 
the scheme is not enough and I doubt that the tonnage that has come so far 
is “actual” retail gold. Much more needs to be done here.  
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2. Banks’ willingness to look for “gold deposits;” what is their incentive or benefit? 
a. In the current scenario, arguably being able to use these deposits as part of 

their CRR requirement? Not sure – but there has to be a draw here – right 
now, the banks are reluctant and this scheme will likely fail because there is 
no compelling reason for the banks to come on board.  
 

3. Role of Jewellers, CPTCs and refiners in the collection and certification – one of 
these entities need to be the point of gold deposit and certification… not clear just 
now who will be. CPTCs with a fire assay are not good enough. Refiners do not trust 
the CPTCS and jewellers and the banks trust only the refiners.  

a. This is the most critical part… my sense is that if the jewellers can work with 
the refiners then we have a good chance. What should be the contours of the 
scheme? Not clear at this juncture.  

b. Perhaps, the jewellers can collect the gold and take the risk - as per notes 
later… this is possibly the most feasible route – but will mean leaving out the 
CPTCs”. 

Feedback in detail 

A. Technical challenge 

I. Statement of problem by Bullion Bulletin 

Gold jewellery, and to some extent gold coins, have a propensity for gold purity dilution / 

contamination with PGM (platinum group metals) elements such as Ruthenium, Iridium and 

Osmium. Unlike gold that melts at 1064
o
C, these trace elements have very high melting point 

(over 2000
o
C), hence are distributed randomly in the article. Sampling for fire assay can easily 

miss the PGM content; also operator skills are critical to establish presence of such elements 

in the fortuitous event the sample does contain PGM. However, high end XRF can detect the 

presence of PGM trace elements, provided a set pattern of XRF positioning is established 

through field trials for such random detection. Once detected, the only way to eliminate such 

elements is through initial aqua regia process, followed by electro-refining to achieve 9999 

gold purity 

BIS specifies IS 1418 (2009) -Determination of gold in gold bullion, gold alloys and gold jewellery 

/artefacts - cupellation(fire assay) method-  states that if the sample contains PGM, the 

accuracy and precision cannot be achieved. 

(refer https://law.resource.org/pub/in/bis/S10/is.1418.2009.pdf ).  

Impact: 

Where jewellery contains PGM elements, its gold content measured using fire assay at CPTCs 

gets overstated (to the extent of PGM trace elements). Final recovery at the refinery would be 

lower. Hence refiners assay must be treated as final, which is also the global practice.  

Solutions proposed by Bullion Bulletin: 

I. Short-term: 

1. The gold content in the gold deposited by a customer should be based on the final 

recoveries achieved at the refinery (globally accepted practice) and not based on fire assay 

results of CPTCs. 

2. Alternatively, CPTCs should be equipped with high-end XRFs (each would costs upwards of 

Rs. Fifty lakhs), have a set of Calibrated Reference Materials (CRMs), establish proficiency and 

develop the competency to detect and quantify these trace element, and make suitable 

adjustments. Even then such result can only be treated as a provisional result. 
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Suggestions made by Prof. Sahay: “I agree with this assessment for the reasons stated in the 

Executive Summary”.  

II. Medium to Long-term: 

3. BIS should develop guidance and standards for dealing with it, not only for GMS but also 

for its current hallmarking programmes. There is a widespread usage of these elements even 

in locally produced bullion bars. 

4. Expertise of international organisations and institutions can be sought for hastening the 

process. 

Suggestions made by Prof. Sahay: “This is a red herring. If the intent is to achieve something (say 

200 tonnes mobilized) in the next 12-18 months then getting international involvement will likely 

delay things”.  

B. Operational challenges 

Statement of problem by Bullion Bulletin:  

1. The cost of moving gold from collection point to refineries can be economical for a certain 

minimum quantity. Whereas such costs are part of the 1.5% allocated by RBI to Banks, they 

can vary dramatically, depending on location. 

Solutions proposed by Bullion Bulletin: Centres to be permitted to accumulate a minimum 

quantity of say 500 gm before moving to refineries, or quantity accumulated up to 15 days, 

whichever is earlier. 

Suggestions made by Prof. Sahay: “Agree”.  

2. While tri-partite agreement or bi-partite agreements have been conceptualized, Banks have 

to address risk exposure to CPTCs and/or Refineries. The scheme also provides for both 

refiners and CPTCs to work with multiple banks. This poses additional challenge to bank in 

assessing cumulative risk exposure for a single party. 

Suggestions made by Prof. Sahay: “Please see my comments in the Executive Summary”.  

Solution proposed by Bullion Bulletin: An online system that tracks the cumulative exposure 

of CPTCs and Refiners should be created. Banks need to issue guideline on security 

requirement based on the size of exposure and entity specific risks. 

Suggestions made by Prof. Sahay: “Will not work. Does not address the basic issue of a lack of 

trust between CPTCs and refiners; also a tendency of the refiners to want to “corner” the market”.  

3. Temples are eager to deposit gold under GMS. However, most of them want their gold 

back, which is feasible only under a Short-term Gold Deposit option (less than 3 years). 

However, the interest rate in the STGD is a Bank prerogative, and has yet to be announced. 

This is limiting ability of temple trusts to participate in the GMS.. 

Solution proposed by Bullion Bulletin: Repayment option in gold for any deposit made by a 

temple trust, irrespective of tenure of deposit, needs to be permitted. 

Suggestions made by Prof. Sahay: “No comment – mainly because temple gold is a small amount”.  

4. Inter-state movement of deposited gold for refining and subsequent vaulting may attract 

VAT or other local levies. Movement of gold under GMS needs to be treated on par with 

movement of currency for taxation purposes. 

Solution proposed by Bullion Bulletin: Movement of gold deposited under GMS from CPTCs 
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to Refineries and from Refineries to Bank or custodian's vaults should be on par with 

movement of currency. 

Suggestions made by Prof. Sahay: “Agree”. 

C. Growth / Business challenges 

Statement of problem by Bullion Bulletin:  

1. The scheme does not envisage a role for BIS approved jewellers in mobilisation of deposits 

from customers. There are about 13,000 BIS certified jewellers in the country. 

Solution proposed by Bullion Bulletin: In the first phase, permit all 13,000 BIS certified 

jewellers to mobilise their own hallmarked jewellery for deposits. The jeweler can deposit 

pure gold (based on the fine weight) equivalent to the fine gold content in the jewellery and 

Bank can credit the charges it would otherwise pay the refiner. GJF has proposed the scheme 

and has taken the responsibility of educating its eligible association members and integrating 

them into the process, if provided with an opportunity. The Federation would also carry out 

the KYC of all customers that deposit gold under the scheme. 

Suggestions made by Prof. Sahay: “Workable if the jeweler is willing to take the risk of gold 

shortfall. In the meeting, the jewelry association president made the verbal claim that they would 

be willing to take that risk. Please see my executive summary”.  

2. The capacity of banks to deal with metal needs to be enhanced and incentivised. 

Solution proposed by Bullion Bulletin: Direct incentive such as priority financing benefits to 

the extent of value of gold deposits mobilised should be extended to Banks. 

Suggestions made by Prof. Sahay: “Please see my comments in Executive Summary”.  

3. Gold Monetisation Scheme is a very new concept for the country. There are at least four 

stakeholders in the system besides government and the customer. 

Awareness level needs to be created at various levels. Awareness at Banks, Refiners and CPTCs 

level could be created through workshops, associations, newsletters and so on. The biggest 

challenge would be to win the confidence of the customer who would deposit his / her gold. 

Solution proposed by Bullion Bulletin: Government should run a series of awareness 

campaign using mass media to Mobilise positive opinion about the GMS. This would infuse 

highest level of trust among the customers and would motivate them to deposit their gold. 

Mass-media campaign for Sovereign Gold Bond Scheme is a classic example of government 

promoting the scheme. Similar initiative from the Government at least in the initial years is 

needed for GMS. 

Suggestions made by Prof. Sahay: “Agree up to a point. Please see my comments in Executive 
Summary”. 

5.3 Engagement with Policy Makers - Ministry of Finance, GOI  

a) IGPC’s participation at meeting by Ministry of Finance on 22 December 2015 

Prof. Arvind Sahay, Designate Head of IGPC and Dean External Relations of IIMA attended the 

meeting with Secretary, Economic Affairs, Shri. Shaktikanta Das on 22 December, 2015 at 

North Block where the agenda was to discuss the progress in the gold exchange program and 

how more consumers and holders of gold could be persuaded to bring their gold into the 

system. The President of the Bullion Association made an interesting observation that setting 
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up centres which could provide an on the spot assay and receipt / exchange would work and 

that the Bullion Association was happy to work to create these centres with the help of the 

government. Prof. Sahay’s observation had to do with the fact that every comment that was 

coming in was from the supply side perspective - the creation of the infrastructure to enable 

the monetization of gold - which is of course required - but is only one side of the equation. 

The demand side - that of looking at what would persuade holders of gold to bring that gold 

into the monetary system was the missing link and he suggested that this should also be 

worked on. That without such work the timelines would get extended in terms of getting any 

scale in the amount of gold drawn into the system - because holding of gold had deep 

cultural and behavioral habits associated with the metal and achieving behavior change was 

a non-trivial task as had been demonstrated in other areas such as “Swachh Bharat”. 

b) IGPC’s participation at meeting by Ministry of Finance on 22 February 2016 

A Note Verbale from Shri Akhilesh Kumar Mishra, Director-Foreign Trade was addressed to 

Prof. Jayanth Varma, Centre Head of IGPC last week. This was inviting participation for a 

meeting from the gold industry under the chairmanship of AS (I), DEA, Shri Ajay Tyagi on 22nd 

February, 2016 at North Block, New Delhi to discuss the issues regarding Gold Board and Gold 

Spot Exchange. Dr. Saurabh Garg, Joint Secretary Investment, DEA along with Shri Tyagi 

presided over the meeting. 

Ms. Ruchi Agarwal, Manager represented IGPC at the meeting. The meeting was 

predominantly in the form of a presentation by Pahle India Foundation (PIF) on –“The Role of 

Financial Institutions in Monetising Gold” based on a survey of banks, assayers and refineries. 

The study covered aspects on feedback of GMS, regulations, new gold products as GML, 

operations and logistics and recommendations to make it work better. (Soft copy of the 

presentation has been shared separately.) 

The presentation also included issues related to gold exchange viz. Bullion movement from 

State list to Centre, Vault Infrastructure, Regulation of Spot Exchange, Participation by Banks, 

Refineries, Jewellers etc. PIF proposed a structure for Gold Board on a PPP model. Functions 

of the board were also outlined. Gold swaps and new gold products were also mentioned.  

Viewpoints from various participants was sought and noted by officials of the Ministry. 

Officials announced a discussion with SEBI in the coming days on legal aspects of the 

proposed Spot Gold Exchange as there were no SEBI representatives present at the meeting. 

Apropos of the objectives of the forum, Manager of IGPC announced the release of IGPC’s 

research study on “Viability of Gold Spot Exchange in India” on IIIMA website highlighting its 

benefit to the gold industry and trade. Copies of the reports were presented to the officials 

from MoF. They were receptive of the pioneering work by Centre faculty and observed that 

they would look at the study and its recommendations. 

Stakeholders from the industry were familiar and appreciative of IGPC and its initiative in 

research related to gold sector. Soft copy of the report and link to IGPC’s webpage with the 

uploaded report has been shared with many participants. Representatives from various 

organisations were aware of IGPC and its recent activities as IGPC has had traction with 

many stakeholders at several industry events and an active presence in meetings called by 

policy makers.   
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6.1 Gold Monetisation Scheme for India♦37 
Prof. Errol D’Souza (March 2015) 

Abstract: Currently India is the largest consumer and importer of gold in the world. 
Monetising the gold within the country is therefore important for macroeconomic stability 
and it requires a credible scheme for valuing, storing, and tracking the metal. 

Gold imports contributed nearly 30% of the trade deficit of India during 2009-10 to 
2012-13. Faced with this unsustainably high trade deficit in 2013 the government imposed high 
excise duties and import payment restrictions on gold. This had a limited impact and towards 
the second quarter of 2013 after banning the import of gold coins and imposing tight 
restrictions on gold bullion imports, the imports were linked to the level of exports. The 80:20 
rule stipulated that 20 per cent of all gold imported must be exported before further imports 
can be made

38
. The new regulations resulted temporarily in imports of gold falling 

drastically
39
 at the same time as unofficial gold continued to enter the country

40
. 

In spite of all the measures put in place by the government to restrict gold imports, 
Indian demand for gold at 842.7 tonnes in 2014 was the highest worldwide, at 26.2 per cent of 
the world demand for gold. The gold monetisation that the Union Budget proposes is 
therefore an important instrument to contain the impact of high demand for gold on the 
economy.  

6.2 Viability of a Gold Exchange in India41 

Prof. Joshy Jacob and Prof Jayanth R. Varma (February 2016) 

Executive Summary 

Despite being the second largest importer of gold in the world with a demand of nearly 1,000 

tonnes, India lacks many key elements of the gold ecosystem. Many jewellers and traders 

import gold in refined form from markets like Dubai and Singapore. Further, the gold market 

remains fragmented in India and non-trivial price arbitrage exists across the channels of gold 

buying and selling. A gold spot exchange in India could be a national channel to buy and sell 

standardized quality gold in India and to create a national pricing structure of gold. The 

exchange could provide quality storage and vault facilities, and facilitate the financing of gold 

inventory at internationally competitive rates. 

To evaluate the viability of setting up a spot gold exchange in India, we carried out a survey of 

a wide range of participants in the gold value chain, organized a focus group discussion with 

the key players in the market, and analysed the experience of international gold exchanges. 

                                                           
♦ This article originally appeared in Economic & Political Weekly. Vol. 50(12), pp. 23-27 on 21 Mar 

2015 
37

 Full-text article available at http://www.iima.ac.in/faculty-and-research/research-

centers/igpc/research-and-publications.html 
38

 Gold re-exports as a per cent of total gold imports have been declining even before the new 

regulations from 41 per cent in 2008-09 to 29.2 per cent in 2011-12. 
39

 The sharp depreciation of the rupee as well as the Hindu inauspicious period of Shradh during July 

and August when purchases of valuables are postponed also contributed to the decline in imports. 
40

 There were reports that a gold market for ten tola bars has surfaced again due to the ease with 

which they can be concealed ( a tola in India is around 0.375 troy ounces).  
41

 Research study available at http://www.iima.ac.in/faculty-and-research/research-

centers/igpc/research-and-publications.html  
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International Experience 

As the global gold market continues to shift from West to East, several Asian countries have 

set up global scale physical infrastructure required for refining, storage, transport and trading 

of gold. Across the different international markets examined, gold exchanges and related 

infrastructure appear to have significantly contributed to the development of an efficient 

market for gold by way of: efficient price discovery; assurance in the quality of gold; active 

retail participation, use of gold bars, gold coins and gold linked financial products for 

investment instead of jewellery; greater integration with financial markets through gold 

leasing and lending; and acting as a channel for gold recycling. 

Field Survey and Brainstorming Session 

To understand the gold market in India and the scope for a Gold Exchange, we conducted a 

field survey which yielded the following key conclusions: 

• Most of the demand for physical gold in India is routed through hubs outside India, 

particularly Dubai. The quality of gold available and the price in various parts of the 

country vary significantly. 

• Large players procure gold directly from miners and traders in overseas gold hubs, but 

some of them have expressed keen interest in using a gold exchange set up in India. 

While we do not disbelieve the large players who indicated that they would source gold 

from an Indian gold exchange, we have accounted for the possibility that their 

participation might be lower than their stated intention. 

• The medium and small jewellers are often forced to dependent on large players and face 

significant price disadvantage. They are keen to source gold through a gold exchange. 

• Resellers constitute a significant part of the demand from jewellers and refiners. There 

is no transparency in the activities associated with the reselling of gold into the market. 

In addition to the field survey, we organized a brainstorming session that brought together 

leading jewellers, refiners, bankers, commodity exchanges and other participants in the gold 

value chain to discuss the need for and the design of a spot gold exchange. Participants were 

of the view that as gold does not have a standard price in India, a national-level spot 

exchange would benefit all stake-holders by ensuring transparency in pricing and 

standardization. It would also help India evolve as a gold trading hub. The session envisaged a 

domestic and an international exchange which would allow two-way trading in physical gold 

and also have other derivative products for hedging purpose. The exchange could utilize 

existing infrastructure and could be launched by promoters who already have the experience 

of operating other exchanges in India or abroad. The consensus was that the exchange would 

be feasible if it attracted a minimum trade quantity of about 100 tonnes and this was feasible 

given the annual demand of about 1,000 tonnes in India. The participants felt that it is ideal 

to have the following infrastructure as part of the exchange: gold vaulting facilities set up by 

experienced promoters, logistic arrangements to achieve T+1 delivery across 21 major 

locations in India, quality assurance of gold and standardization. 

Setting up a Gold Exchange in India 

Our assessment based on conversations with a wide variety of potential stakeholders and 

participants is that if 10% of India’s gold imports flow through the exchange, this 100 ton 
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volume would provide the minimal liquidity to sustain a contract. This minimal liquidity 

would attract larger participation and snowball into a vibrant contract that becomes the 

dominant forum for price discovery and for investment in physical gold. Our assessment 

based on our survey is that this minimal initial volume is eminently feasible. Survey 

participants indicated that their participation in the spot exchange is likely to be well above 

10%, and even if we discount these stated intentions (particularly for large players, 10% 

appears to be quite feasible). Our survey also showed that there are significant segments that 

are under served by the existing market structure, and they would be keen on the greater 

transparency afforded by the exchange. 

The gold exchange should offer a wide range of contracts to meet the needs of the gold 

industry: 

• Domestic Spot Gold Contract 

• Global Spot Gold Contract denominated in US dollars based on delivery outside the 

Domestic Tariff Area (DTA) 

• Dore Swap Contract 

• Gold Lending and Borrowing Mechanism (GLBM) 

A separate clearing corporation only for the Gold Exchange or for the global contract would 

not have the scale and resources to achieve global acceptance. A large global clearing 

corporation or a leading domestic clearing corporation would be preferred. It would also be 

advantageous to provide a facility for dematerializing the gold held in the Exchange vaults. 

Promoters of the exchange should be neutral players to ensure transparency and integrity. 

Participants in the gold industry (like jewellers, refiners and traders) would suffer from 

conflicts of interest in promoting and operating a gold exchange. The neutrality requirement 

means that existing commodity exchanges, stock/derivative exchanges, banks and other 

financial entities are natural candidates for promoting a gold exchange in India. 

The whole complex of domestic and global gold contracts would benefit immensely from 

global collaboration and partnerships: partnership with gold markets in Singapore, London 

and Shanghai; minority equity participation by multilateral financial institutions like the ADB 

and the BRICS bank; and technical collaboration with professional bodies like the LBMA. 

We would like to emphasize that governance is one of the key things that an Indian Gold 

Exchange would bring to the table. Governance measures would include: an India Responsible 

Gold Policy, Gold Quality Assurance, Risk Management, Clearing and Settlement, and 

Regulation and Supervision. 

To provide gold vaults inside and outside the DTA in close proximity, the Gold Exchange must 

be located in or close to an SEZ. An International Financial Services Centres (IFSCs) has two 

big advantages: a regulatory regime that provides global credibility, and sufficient exemptions 

from capital controls to make the global contract feasible. Based on our survey, the 

geographic location of the Exchange within India is not a critical factor. 

Exchange Trading and Capital Controls 

For the domestic gold contracts, the participation rules could be as follows: 
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Domestic Participants Foreign Participants 

All domestic entities 

(jewellers, refiners, traders, banks, financial 

institutions, individual investors) 

Foreign Portfolio Investors (FPIs) on 

lines similar to stock markets 

 

Participation in the global contracts would be subject to different rules: 

Domestic Participants Foreign Participants 

Domestic players who are allowed to trade or 

hedge in global markets in accordance with 

FEMA. 

Resident individuals within the $250,000 limit 

under the Liberalized Remittance Scheme for 

investment outside India. 

All foreign participants and not just FPIs. 

Taxation 

As in other Asian countries like China and Singapore, investment grade gold traded on the 

exchange should be exempted from indirect taxes like VAT and GST, but should be subject to 

Commodity Transaction Tax (CTT). This proposal to levy CTT in lieu of VAT/GST is likely to be 

broadly revenue neutral (if not revenue accretive) for the government. 

Conclusion 

A spot Gold Exchange in India is eminently viable and would help create a vibrant gold 

ecosystem in India commensurate with India’s large share of global gold consumption. The 

Gold Exchange would lead to efficient price discovery, assurance in the quality of gold, active 

retail participation, greater integration with financial markets, and greater gold recycling. 

The Gold Exchange would also help in the gold monetization efforts of the government. 

The Gold Exchange must set high standards of governance and aim at achieving leadership in 

Asian gold markets. To this end, it must be promoted by neutral players who do not suffer 

from conflicts of interest and must be regulated by SEBI, which is the regulator for stock, 

derivative and commodity exchanges in India. It must also seek global partnerships and 

collaborations to increase its global reach. 

A Gold Exchange located in an International Financial Services Centre would offer the 

greatest benefits in terms of ability to offer domestic and global gold contracts, gold vaults 

inside and outside the Domestic Tariff Area, and ability to attract international participants. 

Within the constraints of capital control regulations, both the domestic and global contracts 

on the Gold Exchange must be open to the widest range of participants. 

6.3 Influence of Reference Prices on Purchase Intentions and 
Hedonic Valuation of Gold in India42 
Prof. Arvind Sahay and Dr. Sumitava Mukherjee (March 2016) 

                                                           
42

 Research study available at 

http://www.iima.ac.in/users/webrequest/files/IGPC/2016/gold%20report%20AS%20SM%202016%20

%281%29.pdf  
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1. Executive Summary 

In India, gold is entwined emotionally, culturally and socially. As one of the largest 

consumers in the world, Indians consistently purchase gold (75% is in the form of jewellery) 

mainly during festivities. Such purchases are sometimes preceded by periods of deliberation 

and discussion while at other times, the purchases are unplanned. Due to a dynamic nature 

of the gold market, prices change everyday and are often displayed on popular media sources. 

There has been considerable changes in price within 5 years and sometimes even within a 

year. It was not clear whether and to what extent price plays a role in gold purchases, 

although it has often been tacitly assumed that it does. In a previous research project by the 

World Gold Council (WGC) that investigated “the role of gold in India” conducted in 

September 2006
43
, it was observed that gold demand is quite price-inelastic so Indian demand 

is not necessarily negatively affected by increases in gold prices. The question thus becomes, 

what then lends value to gold and to what extent does price factor in the decision making 

process regarding gold purchase. In 2014, sampling Indians through surveys by the WGC 

showed that most respondents say they would do nothing in response to changes in the price 

of gold. This was meant to suggest that gold demand is not dependent on price fluctuations 

but it was nevertheless pointed out in the study that higher volatility of prices reduce 

purchases. Thus, we realized that the nuances of thinking and affective valuation of gold has 

multiple aspects. It is colored by customer segments (or persona), occasions and fore-

planning. People discuss about prices but report a marginal effect in surveys.  

 To comprehensively examine and understand the affective valuation of gold by 

Indians, we used a mixed method approach. First, 16 people who had purchased gold in the 

past and belonged to a varied demographic background were interviewed (Qualitative study). 

Subsequently, using the themes from the qualitative analysis, we conducted an online survey 

on another group of 61 random people to lend more support for certain aspects of thinking 

about gold.  

 Among one group of people, who were not regular investors, we found a marginal 

effect of price and the actual purchase was mostly driven by occasions. For investors though, 

price played an important role. Accordingly, we created two persona that capture these two 

different mindsets. 

 While the initial aim of this study was focused on price, many other interesting 

aspects of gold emerged which are important for the Indian gold market and strategizing 

sales. The qualitative analysis brought out multiple important aspects of gold. It turned out 

to be a social asset which resonated with almost all of our participants. Quite specific to the 

Indian culture, gold was conceived to be a “stree-dhan” literally meaning a lady’s wealth. 

Participants also discussed about the hedonic value associated with such an asset and the 

norms of passing it on in the family. On a socio-cultural side, gold was a gift almost 

mandated for socially close ceremonies, especially weddings; as it was quite clear that gold 

was a more valuable asset to be gifted. Importantly, the valuation and perception of gold 

being an asset is related to it being an investment. We tried to dig up reasons why gold was 

seen as a good investment. Beyond being an investment, there were also hedonic and 

normative roots associated with gold which did not allow it to be normally traded as other 

commodities. Some also discussed physically separating gold into mental buckets (mental 

accounting) where part of the gold was for trading and part of it was a non-tradable social 

investment. Price emerged as a nominal marker and most people perceived gold as a stable 

long-term investment which appreciates over decades. While the dominant understanding 

                                                           
43

 Available at https://www.gold.org/research/role-gold-india 



32 

 

was that gold will appreciate more in the future, irrespective of the purchasing price, the 

experiences of gains and losses was also evident. Thus, we realized that the importance of 

price is colored by purchase occasions, motives, goals, future intentions and there is a 

hedonic value beyond the economic aspect. These nuances were possible to unearth through 

informal interviews with a variety of people. Additionally, a follow-up online survey helped us 

compare and corroborate the reasons underlying certain aspects of thinking. For example, we 

were able to compare different sources about the value of gold, how does gold get reflected 

as an asset, what is really meant by “stree-dhan”. We could also compare different market 

scenarios based on differing reference prices to examine what kind of markets are preferred 

by people for purchases. People wanted to purchase more when the price was reducing after 

being stable for some time. 

 Thus, this project helped us gain some reasonable understanding not just about the 

role of price and economic valuation of gold, but also the cultural, hedonic, normative and 

social associations among Indian customers which would be an important input for gold 

marketing. 
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