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CONSUMER DEMAND VS. WHOLESALE DEMAND 

- OUR DISCUSSION WITH THE WORLD GOLD COUNCIL 

 We are pleased to report that we just had an in-depth discussion with the Market Intelligence team of the World Gold 
Council (WGC). Our discussion focuses on how to explain the significant gap between China’s consumer demand of 
gold, as defined and reported by the WGC to be just over 1,000 tonnes in 2013, and China’s wholesale demand, as 
defined and reported by us to be about 2,200 tonnes based on the Shanghai Gold Exchange (SGE) vault withdrawals 
during 2013. The following are our takeaways from the discussion: 

 First, the WGC has revised up its estimate of China’s 2013 consumer demand to 1,275 tonnes, up from their initial 
estimate of 1,066 tonnes. All aspects of WGC’s data set are revised over time. This is not surprising. Revision of 
complex data sets is standard practice; we just need to look at GDP figures for most economies, which are regularly 
revised as new information comes to light. 

 Second, although official rules prohibit bullion exports, trade data in other countries show that China does export 
some amount of gold. Therefore, not every ounce of gold withdrawn from the SGE vault stays in the country.  Gold 
leaving the SGE may be exported overseas in various forms and accounted for as demand in other countries.  

 Third, gold leasing is an opaque practice that might increase China’s wholesales demand, but this is not a part of 
consumer consumption. Gold leasing has boomed in recent years. In a report earlier, the SGE noted that leasing 
amounted to 1,103 tonnes in 2013, up from 30 tonnes in 2007. 

 Fourth, recycling might also explain a small part of the gap. There are two types of recycling: “gold exchanged for 
cash”, which represents new supply, and “gold exchanged for gold”, which leaves the supply and demand balance 
unchanged. The WGC reports data on “gold exchanged for cash”, but excludes “gold exchanged for gold” from their 
supply and demand model, even though this amount of gold does flow through the SGE. In 2013, there were total 229 
tonnes of recycled gold that was withdrawn from SGE, among which “gold sold for cash” amounted to 144.7 tonnes. 
Therefore, we estimate that about 85 tonnes of gold were flowed through the SGE for “gold exchanged for gold” 
purposes.  

 Fifth, conceptually some amount of gold could be withdrawn from the SGE vaults directly by individual investors. 
These investors, as long as they do not care about the physical appearance of the bars, might prefer direct purchase 
from the SGE rather than from gold shops. Currently all the gold contracts on the SGE can be traded by individual 
investors. Physical withdrawal is for a minimum of either 100g, 1,000g or 3,000g, depending on the contract. That said, 
the WGC does not believe physical withdrawal by individual investors really occurs, because in WGC’s view, “the 
majority of trading by private investors is not related to taking physical delivery but rather to leveraged speculation on 
the price”. 
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 And last but not least, although we do not have any 
direct evidence, we cannot rule out institutional 
purchases of gold. Even though the Chinese central 
bank does not seem to purchase gold from the Shanghai 
Gold Exchange, other Chinese institutional investors 
and commercial banks in China might choose to 
increase their gold exposure. And not all institutional 
purchases are captured in WGC’s consumer demand 
estimate. (In our China Express dated April 15, 2014, 
based on financial reports of China’s listed banks, we 
calculated that their aggregate gold holdings increased 
by some 600 tonnes in 2013). 

 Both the WGC and we at CNC believe that more 
work needs to be done to understand China’s actual 
gold demand. The WGC stresses that the difference 
between their estimate of China’s consumer demand and our estimate of wholesale demand are captured in WGC’s 
“OTC Investment and Stock Flows” figure in their “Gold Demand Trend” report. In addition, the WGC suggests 
investors read their reports “Understanding China’s Gold Market” and “China’s Gold Market: Progress &Prospects” 
for a deeper analysis of China’s gold market. Both reports can be easily found on their website. 

 Our discussion with the WGC was fruitful and thought-provoking. We greatly appreciated the insights offered by the 
Market Intelligence Team. 

 In our view, investors should follow both WGC’s estimate of China’s consumer demand and our estimate of 
China’s wholesale demand. The WGC’s consumer demand figures reflect the organic, and therefore more 
sustainable, gold consumption trend in China. In contrast, although our wholesale figures are timelier (on a 
weekly basis) and cover a broader area, investors should note that some part of the wholesale demands, such as 
direct purchases from the SGE by individual or institutional investors, are more price-driven and/or sentiment-
driven in nature. 

 For instance, we observe that Chinese investors have shown a good level of price-sensitivity in recent years. When 
gold price declines, the SGE premium tends to climb, indicating investors in China tend to take advantage of the lower 
prices and bottom fish. 

 Lastly, we observe that latest trade data and wholesale demand data are both supportive for our positive view on the 
gold sector. Exhibit 1 shows that China’s net imports from Hong Kong strengthened again in October, and Exhibit 2 
shows that China’s wholesales demand, as measured by the SGE withdrawals, remains lofty. 

Exhibit 1: Net Gold Imports from Hong Kong (Tonnes) 
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Source: Census and Statistics Department, HKSAR. 

Exhibit 2: Weekly Withdrawals From Shanghai Gold Exchange Vaults (kg) 
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IMPORTANT NOTICE AND DISCLAIMER 

This publication has been prepared by an entity that is independent of and unaffiliated with The Bank of Nova Scotia and 
its subsidiaries and affiliates (individually or collectively, “Scotiabank”). For the time being, Scotia Capital Inc. is authorized 
by CNC to distribute this report on an exclusive basis. As such, unauthorized reproduction, distribution, transmission or 
publication without the prior written consent of Scotia Capital Inc. is strictly prohibited. 

This publication is intended for general information purposes only and should not be construed as an offer to sell, a 
solicitation for or an offer to buy, any products or services referenced herein. The information, opinions, estimates, and 
projections contained herein are subject to change without notice. Scotiabank has not independently verified and does not 
make any representation or warranty, express or implied, in respect thereof, takes no responsibility for any errors and 
omissions which may be contained herein or accept any liability whatsoever for any loss arising from any use of or reliance 
on the information, opinions, estimates, projections and other materials contained herein whether relied upon by the 
recipient or user or any other third party (including, without limitation, any customer of the recipient or user). 

Securities laws and regulations and the policies of Scotiabank that are applicable to Research Analysts may not be 
applicable to this publication and its author. The opinions and views expressed in this publication may differ from those of 
Scotiabank and any or all of its divisions and departments, including Research Departments. Information may be available 
to Scotiabank that is not reflected herein and it may engage in transactions in a manner inconsistent with the views 
discussed herein. Scotiabank may have positions, or be in the process of acquiring or disposing of positions, referred to in 
this publication. Scotiabank and any of its officers, directors and employees, may from time to time act as managers, co-
managers or underwriters of a public offering or act as principals or agents, deal in, own or act as market-makers or 
advisors, brokers or commercial and/or investment bankers in relation to the securities, contracts or financial instruments 
discussed herein. Neither Scotiabank nor any of its officers, directors, partners, or employees accepts any liability for any 
direct or consequential loss arising from this publication or its contents. Any securities, contracts or financial instruments 
discussed herein may be unsuitable for some investors. Investors should independently evaluate any issuer, security, 
contract or financial instrument that may be discussed in this publication and consult with an investment professional prior 
to making an investment decision. 

To European Economic Area (EEA) Residents: In the EEA this document is distributed by Scotiabank Europe plc which is 
authorized by the Prudential Regulation Authority (PRA) and regulated by the Financial Conduct Authority (FCA) and the 
PRA. The contents hereof are not intended for the use of and should not be issued or passed on to retail clients as defined 
by the PRA and FCA and has not been prepared in accordance with legal requirements designed to promote the 
independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of 
investment research. 

For U.S. Investors: Any transactions by U.S. Institutional Investors in connection with a security referenced herein must 
be executed with a U.S. broker-dealer, including Scotia Capital (USA) Inc., an affiliate of Scotia Capital Inc. 

™Trademark of The Bank of Nova Scotia. Used under license, where applicable. Scotiabank, together with “Global 
Banking and Markets”, is a marketing name for the global corporate and investment banking and capital markets 
businesses of The Bank of Nova Scotia and some of its subsidiaries, including Scotia Capital Inc., Scotia Capital (USA) 
Inc., Scotiabanc Inc., Citadel Hill Advisors LLC, The Bank of Nova Scotia Trust Company of New York, Scotiabank Europe 
plc, Scotia Capital (Europe) Limited, Scotiabank (Ireland) Limited, Scotiabank Inverlat, S.A., Institucion de Banca, Multiple, 
Grupo Financiero Scotiabank Inverlat, Scotia Inverlat Casa de Bolsa, S.A. de C.V., and Scotia Inverlat Derivados, S.A. de 
C.V. – all members of Scotiabank and authorized users of the mark. The Bank of Nova Scotia is incorporated in Canada 
with limited liability. Scotia Capital Inc. is a member of CIPF. Scotia Capital (USA) Inc. is a registered broker-dealer with the 
SEC and is a member of FINRA and SIPC. The Bank of Nova Scotia is authorized and regulated by the Office of the 
Superintendent of Financial Institutions Canada. The Bank of Nova Scotia and Scotiabank Europe plc are authorized by 
the PRA. The Bank of Nova Scotia is subject to regulation by the FCA and limited regulation by the PRA. Scotiabank 
Europe plc is regulated by the FCA and PRA. Details about the extent of The Bank of Nova Scotia’s regulation by the PRA 
are available from us on request. Scotiabank Inverlat, S.A., Scotia Inverlat Casa de Bolsa, S.A. de C.V., and Scotia 
Derivados, S.A. de C.V., are each authorized and regulated by the Mexican financial authorities. 
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APPENDIX A – IMPORTANT DISCLOSURES 

This report is prepared and published by CNC Asset Management Ltd. (CNC). CNC is independent of and 
unaffiliated with The Bank of Nova Scotia and its subsidiaries and affiliates (individually or collectively, 
“Scotiabank”). For the time being, Scotia Capital Inc. is authorized by CNC to distribute this report on an exclusive 
basis.  

The views expressed in this report represent the views of CNC, and do not represent the views of Scotiabank. 
Scotiabank has no right to exercise any control over CNC’s business and operation, and CNC retains full 
autonomy on how, where, and when CNC conducts its business, expands its operation, manages its investments, 
solicits its potential clients, uses sub-contractors, and produces its products including this report. Therefore, this 
report is prepared without any knowledge of Scotiabank's security positions and transactions, as well as 
Scotiabank's compliance procedures. The policies and procedures of Scotiabank do not apply to this publication 
and its author. CNC takes full regulatory, compliance, and financial risks for preparing and publishing this report. 

This report only discusses geographic markets and industry or commodity sectors, and it does not assess 
individual issuers. Therefore, it is not an equity research report. Consequently this report is not governed by rules 
applicable to the publication and distribution of research reports, including relevant restrictions or disclosures 
required to be included in research reports. 

Information, opinions, estimates, projections, statements and other materials contained herein are provided as of 
the date hereof, intended for information purposes only, and are subject to change without notice. In addition, the 
opinions and statements contained herein are based on information taken from sources believed to be reliable, 
but no representation or warranty, express or implied, is made as to their accuracy, completeness, or timeliness. 
CNC takes no responsibility for any errors and omissions which may be contained herein, and accepts no liability 
whatsoever for any loss arising from any use of or reliance on such information.  

No part of this report constitutes a recommendation that any particular investment or investment strategy is 
suitable for any specific person. This report is not intended as investment advice tailored to the particular 
circumstances, investment objectives, and risk tolerances of any entity or individual. CNC does not continuously 
follow any investment vehicles or any issuers even if mentioned in this report. Accordingly, readers of this report 
must regard the report as providing stand-alone analysis as of the date of publication and should not expect 
continuing analysis or additional reports on any topics of the report. This report should not be construed as 
investment advice/recommendation or as a solicitation for or an offer to buy or sell any securities or other financial 
instruments.  

If this report discusses any industry or commodity sectors, it should be noted that the views on industry or 
commodity sectors do not always align with CNC’s views on individual equities related to the industry or 
commodity sectors. For example, this report might express positive views on a particular commodity, but CNC, its 
directors, officers, employees, clients, or its managed accounts/funds may be bearish on a single issuer whose 
value generally rises and falls with the value of the commodity. CNC, its directors, officers, employees, clients, or 
its managed accounts/funds may decide to sell positions in that issuer, either because of concerns about any 
company-specific issues (such as management, debt level, geographic risk, and etc) of the issuer or because 
CNC, its directors, officers, employees, clients, or its managed accounts/funds may have determined that the 
issuer’s stock price is inflated even relative to CNC’s positive view of the value of the underlying commodity.  

To make it clear, CNC, as a principal or advisor, and CNC’s directors, officers, employees, clients, or its managed 
accounts/funds may hold or may later acquire or sell securities of issuers tied to the industry or commodity 
sectors this report is commenting on. Although this report may be bullish (or bearish) on a particular industry or 
commodity sector in general, CNC, its directors, officers, employees, clients, or its managed accounts/funds may 
still determine that a particular issuer’s securities are overpriced (or underpriced) and may determine to sell (or 
buy) securities of that issuer. The readers of this report should understand that CNC, its directors, officers, 
employees, clients, or managed accounts/funds may be buying or selling securities that might appear contrary to 
the views expressed in this report.  

All rights reserved. Unauthorized reproduction, distribution, transmission or publication of this report without the 
prior express written consent of CNC is strictly prohibited. If you believe that this report was sent to you in error, 
please forward a message to that effect as soon as practicable to na.liu@cncam.ca. 


