2. Fall In Gold Prices — Economy

Building on the dynamics of the global bullion market, here is an elaborated and structured analysis of
gold as an international commodity, its status in India, and the factors influencing its current price
volatility.

1. Background

What is Gold as a Commodity?

Gold is a unique financial asset that functions simultaneously as a global currency, an industrial metal,
and a luxury good. Unlike fiat currency, it has intrinsic value and is not a liability of any government.
Uniformity - Gold is traded based on standardized purity (typically 24-carat or .999 fineness), making it
a ‘fungible’ asset accepted worldwide without re-testing.

Pricing Anchor - It is priced globally in U.S. Dollars (USD). Therefore, the price of gold in India is a function
of the international dollar price and the USD-INR exchange rate.

Store of Value - Historically, gold has maintained its purchasing power over centuries, acting as a
"hedge” against the devaluation of paper money.

2. Gold Reserves and Mining in India

India’s relationship with gold is primarily driven by consumption, as domestic production remains
limited.

Geological Distribution

Gold reserves in India are found in auriferous hard rocks (primary) and alluvial/placer deposits
(secondary) in river sands. These are primarily concentrated in the Peninsular Plateau.

State-wise Resource Share

Bihar - 44% (Largest resources, primarily untapped).

Rajasthan - 25%.

Karnataka - 21% (The leader in actual production).

Others - West Bengal (3%), Andhra Pradesh (3%), Jharkhand (2%).

Key Mining Hubs

Hutti Gold Mines (Karnataka) - Established in 1947; the only major producer of primary gold in the
country today.

Kolar Gold Fields (KGF) - Operated from 1880 to 2001. It was once the premier source of gold globally but
closed due to environmental and cost concerns.

Jonnagiri Gold Mine (Andhra Pradesh) - Poised to become the first large-scale private sector gold
mine in independent India.

3. The Dual Nature of Gold Performance

Gold behaves differently depending on the economic climate. Under FIT (Flexible Inflation Targeting)
regimes, central bank interest rate decisions are the primary driver of gold's attractiveness.
Comparison - Crisis vs. Current Market Dynamics

Feature Typical Crisis Behavior (Bullish) Current West Asian Conflict Context
(Bearish)

Investor Safe-Haven Demand - Investors flee | Profit Booking - Investors sell gold to lock in

Sentiment to gold to preserve wealth. gains after record highs.

Interest Rates | Low Rates - Central banks cut rates to | High Expectations - Markets expect "higher
stimulate the economy. for longer” rates to fight inflation.

Bond Yields Falling Yields - Makes non-yielding Rising Yields - Fixed-return bonds offer
gold more attractive. better competition against gold.

U.S. Dollar Weak Dollar - Makes gold cheaper for | Strong Dollar - Inflow into USD assets makes
international buyers. gold more expensive.

Opportunity Low - You don't lose much "“interest” High - Investors forego high interest from

Cost by holding gold. banks/bonds to hold gold.




4. Why are Gold Prices Falling despite the Conflict?

While geopolitical tension usually pushes prices up, the following macroeconomic ‘counter-forces” have
led to the decline from 21.9 lakh to 21.3 lakh (per 10g of 24-carat) -

Monetary Policy Tightening - Persistently high inflation has forced central banks to maintain high
interest rates. Since gold pays no interest, its opportunity cost rises when bank rates are high.

The "Dollar Trap” - Because gold is priced in USD, when the U.S. economy remains resilient and the dollar
strengthens, gold becomes prohibitively expensive for Indian and Chinese buyers, leading to a drop in
demand.

Bond Market Dominance - Government bonds are currently providing attractive, low-risk “fixed returns.”
Investors prefer an asset that pays a coupon (Bonds) over one that simply sits in a vault (Gold).
Technical Correction - After reaching historic peaks in early 2026, the market was “overbought.”
Professional investors engaged in profit booking, increasing the supply of gold in the market and driving
prices down.

5. Drivers of Global Gold Demand

The demand for gold is categorized into three distinct pillars -

Investment Demand - Includes gold ETFs (Exchonge Traded Funds), bars, and coins. This is the most
"volatile” segment.

Central Bank Purchases - Central banks (like the RBI) buy gold to diversify their foreign exchange
reserves and reduce reliance on the U.S. Dollar.

Jewellery Consumption - Cultural demand, specifically in India and China, provides a “floor” for gold
prices, ensuring they don't crash completely even when investment demand wanes.

6. Summary of Legal & Market Framework

Gold is traded on major international exchanges which ensure transparency and liquidity -

LBMA (London Bullion Market Association) - Sets the global “fix" for gold prices.

COMEX (New York) - The primary futures and options market for gold trading.

McX (Multi Commodity Exchange) - The primary platform for gold trading in India, tracking
international movements while adjusting for local taxes and duties.

Source - https -//indianexpress.com/article/business/commodities/war-in-west-asia-gold-prices-
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https://indianexpress.com/article/business/commodities/war-in-west-asia-gold-prices-crash-on-inflation-concerns-dollar-emerges-as-safe-bet-10605506/
https://indianexpress.com/article/business/commodities/war-in-west-asia-gold-prices-crash-on-inflation-concerns-dollar-emerges-as-safe-bet-10605506/

