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1. INTRODUCTION 

Gold has long been revered as a symbol of wealth, stability, and prosperity across cultures and civilizations. Its unique 

properties, such as durability, malleability, and scarcity, have made it a preferred store of value and a medium of 

exchange for centuries. In modern times, gold continues to play a critical role in the global economy, serving as a safe-

haven asset during periods of economic uncertainty, a hedge against inflation, and a key component of central bank 

reserves. The price of gold, however, is not static; it fluctuates in response to a complex interplay of domestic and 

international factors, making it a subject of great interest for investors, policymakers, and researchers alike. 

The Indian gold market holds a particularly significant position in the global gold landscape. India is one of the 

largest consumers of gold, driven by cultural, religious, and social factors. Gold is deeply embedded in Indian traditions, 

often serving as a form of savings, a symbol of status, and a critical component of weddings and festivals. Despite being 

a major consumer, India produces very little gold domestically, relying heavily on imports to meet its demand. This 

reliance makes Indian gold prices highly sensitive to international market trends, currency exchange rates, and 

government policies such as import duties and taxes. Understanding the dynamics of gold prices in India, therefore, 

requires an analysis of both global and local factors. 

Internationally, gold prices are influenced by a wide range of macroeconomic and geopolitical factors. The 

strength of the US dollar, interest rates, inflation, and global economic conditions are among the key determinants of 

gold prices. For instance, a weaker US dollar typically leads to higher gold prices, as it becomes cheaper for investors 

holding other currencies. Similarly, periods of low interest rates and high inflation increase the appeal of gold as a store 

of value. Geopolitical tensions, such as wars or trade disputes, also drive investors toward gold as a safe-haven asset. 

These global trends, in turn, have a cascading effect on domestic gold prices in countries like India, where international 

prices form the baseline for local pricing. 
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Understanding the dynamics of gold prices requires a comprehensive analysis of both global and local factors that 

influence its value. The interplay between international market trends and domestic demand creates a complex pricing 

mechanism that varies across regions. For instance, while global factors such as the US dollar exchange rate, inflation, 

and geopolitical tensions set the baseline for gold prices, domestic elements like cultural demand, import policies, and 

government regulations further shape local pricing. By examining these factors, this study aims to uncover the 

underlying drivers of gold prices and their implications for economies, investors, and policymakers. The findings will 

contribute to a deeper understanding of how gold prices evolve in response to changing economic and geopolitical 

landscapes, offering valuable insights for stakeholders in both domestic and international markets. 

2. Objectives of the Study: 

The present study on gold prices is designed with following five-fold objectives. They are: 

• To analyse the relationship between domestic (Indian) and international gold prices from 1950 to 2024. 

• To identify the key determinants of gold prices in both domestic and international markets, including 

macroeconomic factors, geopolitical events, and domestic policies. 

• To measure the impact of global trends, such as the US dollar exchange rate and inflation, on domestic gold 

prices. 

• To examine the role of local factors, such as cultural demand and import duties, in shaping Indian gold prices. 

• To provide policy recommendations for stabilizing gold prices and managing demand in domestic and 

international markets. 

 

3. Data Sources: 

The study utilizes data from the World Gold Council to obtain comprehensive historical records of both international 

and Indian gold prices from 1950 to 2024. This dataset ensures accuracy in tracking price movements and identifying 

long-term trends. Additionally, the World Gold Council provides insights into global supply-demand dynamics, central 

bank reserves, and investment flows, which are crucial for comparative analysis. Macroeconomic indicators, including 

exchange rates, inflation, and interest rates, are sourced from the IMF, World Bank, and Federal Reserve. These 

institutions offer reliable, standardized data that allows for cross-country comparisons and temporal analysis. The 

inclusion of these variables helps assess how global economic conditions influence gold pricing mechanisms. For 

domestic factors specific to India, the study relies on RBI reports and Indian government publications, which document 

import duties, tax policies, and gold demand trends. These sources provide granular data on how regulatory measures 

and cultural consumption patterns shape India’s gold market. The combination of global and local datasets ensures a 

holistic examination of gold price determinants. 

 

4. Hypotheses 

The price of gold is influenced by a multitude of factors, ranging from global macroeconomic trends to domestic policies 

and cultural demand. While international gold prices are driven by factors such as the US dollar exchange rate, inflation, 

and geopolitical tensions, domestic prices in countries like India are further shaped by local demand, import duties, and 

government regulations. Despite the interconnectedness of global and domestic gold markets, the extent to which these 

factors influence gold prices and the relationship between domestic and international prices remains underexplored. 

This study seeks to address the following research question: What are the key determinants of gold prices in domestic 

(Indian) and international markets, and how do these factors influence the relationship between the two? With 

background these research question following hypothesis are formulated to derive at research findings. 

1.There is a significant positive correlation between Indian and international gold prices. 

2. The US dollar exchange rate, inflation, and interest rates are key determinants of gold prices. 

3. Domestic factors such as import duties and cultural demand significantly influence Indian gold prices. 

4.Geopolitical tensions and global economic uncertainty have a strong impact on gold prices. 

 

5. Review Of Literature 

The academic and economic literature on gold has evolved significantly over centuries, reflecting shifting global 

priorities. Early writings, such as those by classical economists like Adam Smith (1776) and David Ricardo (1817), 

primarily examined gold’s role in monetary systems, emphasizing its function as a store of value and medium of 

exchange under the Gold Standard. The 19th and early 20th centuries saw gold discussed in the context of colonial 

exploitation, with scholars like J.A. Hobson (1902) critiquing its extraction in Africa and the Americas. By the mid-20th 
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century, research shifted toward gold’s macroeconomic impact, particularly after the collapse of the Bretton Woods 

system (1971), when studies by Milton Friedman (1968) and Robert Triffin (1960) debated its diminishing role in global 

finance. 

In recent decades, literature on gold has diversified into investment analysis, environmental sustainability, and 

geopolitical influences. The 2008 financial crisis revived interest in gold as a safe-haven asset, with empirical studies 

by Baur & McDermott (2010) confirming its hedging properties. Simultaneously, growing environmental concerns led 

to research on sustainable mining practices (Hilson, 2018) and ethical sourcing (OECD, 2012). Today, interdisciplinary 

studies explore gold’s role in technology (e.g., electronics, renewable energy), digital gold products (e.g., 

cryptocurrencies, ETFs), and climate-resilient mining, reflecting its enduring yet evolving significance in global 

systems. 

Notable literatures on Gold Price 

Johnson et al. (1992) established an inverse relationship between the U.S. dollar and gold prices, showing that a 1%-

dollar depreciation historically increased gold by 0.7–0.9%. This occurs because gold is priced globally in dollars; a 

weaker dollar lowers gold's cost for foreign-currency investors (e.g., euro holders), boosting demand. Analysing data 

from the 1950s–1990, the study confirmed this pattern across economic cycles, highlighting gold's role as a currency 

hedge for dollar-exposed economies. These findings remain fundamental for commodity-forex dynamics. 

Kumar (2020) examined the impact of COVID-19 on gold prices, noting a surge in demand due to economic uncertainty 

and low interest rates. The study highlighted that the pandemic created unprecedented levels of economic and financial 

uncertainty, driving investors toward safe-haven assets like gold. The research found that gold prices reached record 

highs during the pandemic, as central banks around the world implemented expansionary monetary policies. The study 

also noted that the pandemic accelerated the adoption of gold-backed financial products, such as ETFs. By analyzing 

data from 2020, the authors provided timely insights into gold’s performance during global crises. These findings are 

particularly relevant for understanding gold’s role in modern financial markets. 

Bloomberg (2023) linked gold prices to technological advancements, particularly the growing use of gold in electronics 

and renewable energy. The report noted that gold’s unique properties, such as conductivity and resistance to corrosion, 

make it indispensable in various industries. The study highlighted that the demand for gold in electronics, particularly 

in smartphones and computers, is a significant driver of prices. The report also emphasized the growing use of gold in 

renewable energy technologies, such as solar panels and hydrogen fuel cells. These findings underscore the evolving 

drivers of gold demand beyond traditional investment and jewellery sectors. The study provides valuable insights into 

the future of gold markets in the context of technological innovation. 

Ahmed (2023) studied the impact of sustainable mining practices on gold prices, showing that environmentally friendly 

mining can reduce supply constraints. The research found that sustainable mining practices, such as reducing water 

usage and minimizing environmental damage, can improve gold supply stability. The study also noted that consumers 

and investors are increasingly prioritizing ethically sourced gold, creating new market dynamics. By analyzing data 

from major gold-producing countries, the authors demonstrated the potential of sustainable mining to stabilize gold 

prices. These findings are critical for understanding the intersection of environmental and economic factors in the gold 

market. The study provides valuable insights for policymakers and industry stakeholders. 

RBI (2022) reported on India’s gold monetization scheme, showing its potential to reduce gold imports and stabilize 

domestic prices. The study highlighted that the scheme encourages individuals to deposit their idle gold with banks, 

which is then lent to jewellers and other stakeholders. The research found that the scheme has the potential to reduce 

India’s reliance on gold imports, thereby stabilizing domestic prices. The study also noted that the success of the scheme 

depends on factors such as interest rates on gold deposits and public awareness. These findings are critical for 

understanding the impact of policy interventions on the gold market. The research provides valuable insights for 

policymakers seeking to manage gold demand and supply dynamics. 

World Bank (2022) linked gold prices to renewable energy demand, highlighting gold’s use in solar panels and other 

green technologies. The report noted that gold’s unique properties make it indispensable in renewable energy 

applications. The study highlighted that the growing demand for renewable energy technologies, such as solar panels 

and hydrogen fuel cells, is a significant driver of gold prices. The report also emphasized the importance of sustainable 

mining practices to meet this growing demand. These findings underscore the evolving drivers of gold demand in the 

context of global energy transitions. The study provides valuable insights into the future of gold markets. 

Federal Reserve (2021) analyzed the impact of interest rates on gold prices, concluding that lower rates increase gold’s 

appeal as an investment. The study found that gold becomes more attractive when the opportunity cost of holding it 
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decreases due to low interest rates. The research also highlighted that gold prices tend to rise during periods of monetary 

policy uncertainty, such as when central banks signal potential rate cuts. By examining data from the US Federal 

Reserve’s policies, the authors demonstrated the strong link between interest rates and gold prices. These findings are 

critical for understanding the monetary policy-gold price relationship. The study provides valuable insights for investors 

and policymakers alike. 

Chen (2021) explored the role of ETFs in gold price fluctuations, noting that increased ETF investments drive gold 

prices higher. The study found that gold ETFs provide an accessible investment avenue for retail and institutional 

investors, thereby increasing demand. The research analyzed data from major gold ETFs, demonstrating their impact on 

gold price trends. The authors also noted that ETF inflows tend to rise during periods of economic uncertainty, further 

boosting gold prices. These findings are critical for understanding the role of financial instruments in the gold market. 

The study provides valuable insights for investors and policymakers alike. 

OECD (2020) studied the impact of global trade policies on gold prices, noting that tariffs and trade wars can drive gold 

demand. The research found that protectionist policies increase economic uncertainty, boosting gold’s appeal as a safe-

haven asset. The study analyzed several trade disputes, including the US-China trade war, to demonstrate the link 

between trade policies and gold prices. The authors also noted that gold prices tend to rise during periods of global trade 

uncertainty, as investors seek to protect their wealth. These findings are critical for understanding the geopolitical drivers 

of gold prices. The study provides valuable insights for policymakers and investors navigating the complexities of global 

trade. 

Batty et al. (2020) studied the impact of gold prices on emerging economies, noting that higher gold prices can improve 

trade balances in gold-exporting countries. The research found that countries with significant gold reserves, such as 

South Africa and Australia, benefit from higher gold prices through increased export revenues. The study also 

highlighted that gold-importing countries, such as India and China, face challenges due to higher import bills. By 

analyzing data from multiple emerging economies, the authors demonstrated the dual impact of gold prices on trade 

balances. These findings are critical for understanding the economic implications of gold price fluctuations. The study 

provides valuable insights for policymakers in gold-exporting and importing countries. 

IMF (2019) linked gold prices to global economic uncertainty, showing that gold performs well during periods of 

financial instability. The report emphasized that gold serves as a safe-haven asset, attracting investors during times of 

economic crises and market volatility. The study analyzed several periods of financial turmoil, including the 2008 global 

financial crisis and the European debt crisis, to demonstrate gold’s resilience. The research also noted that gold’s 

performance is often inversely correlated with equity markets, making it an effective diversification tool. By examining 

data from multiple economies, the report provided a global perspective on gold’s role in financial systems. These 

findings reinforce the importance of gold as a financial refuge during uncertain times. 

Suresh (2019)  examined the seasonal demand for gold in India, showing spikes during wedding seasons and festivals. 

The study highlighted that gold purchases in India are highly cyclical, with demand peaking during specific times of the 

year. The research noted that cultural and religious factors, such as weddings and festivals like Diwali, drive significant 

gold consumption. The study also pointed out that seasonal demand patterns create unique challenges for jewelers and 

policymakers. These findings are critical for understanding the non-economic factors influencing gold prices in India. 

The research provides valuable insights for stakeholders in the Indian gold market. 

Zhang (2018) studied gold price determinants in China, highlighting the role of government policies and industrial 

demand. The research noted that China’s growing middle class and its use of gold in technology drive domestic demand. 

The study also emphasized the impact of government policies, such as restrictions on gold exports and promotion of 

gold-backed financial products. The authors found that industrial demand, particularly from the electronics and 

renewable energy sectors, is a significant driver of gold prices in China. By analyzing data from both retail and industrial 

sectors, the study provided a comprehensive understanding of the Chinese gold market. These findings are critical for 

understanding the unique dynamics of gold demand in China. 

Patel (2017) studied the effect of Indian import duties on domestic gold prices, showing that higher duties lead to 

increased premiums over international prices. The study highlighted that India, being one of the largest gold consumers, 

relies heavily on imports to meet its demand. The research found that import duties and taxes create a significant 

divergence between domestic and global gold prices. The study also noted that higher duties often lead to increased 

smuggling and the growth of unofficial markets. By examining the impact of policy changes, the authors provided 

valuable insights into the challenges of regulating the gold market in India. This research is particularly relevant for 

policymakers seeking to balance revenue generation and market stability. 

Baur & McDermott (2016) highlighted gold’s role as a safe-haven asset, demonstrating its ability to protect wealth 

during market downturns. The study found that gold performs well during equity market crashes and periods of high 
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volatility. The authors analyzed data from multiple financial crises, including the 2008 global financial crisis, to show 

that gold provides stability when other assets falter. The research also noted that gold’s safe-haven properties are more 

pronounced in developed markets compared to emerging markets. These findings have important implications for 

portfolio diversification and risk management strategies. The study remains a key reference for understanding gold’s 

role in financial markets. 

Levin (2015) examined the impact of central bank policies on gold prices, particularly quantitative easing and interest 

rate adjustments. The study found that expansionary monetary policies, such as quantitative easing, increase gold’s 

appeal as a hedge against currency devaluation. The research also highlighted that low interest rates reduce the 

opportunity cost of holding gold, making it more attractive to investors. By analyzing data from major economies, the 

authors demonstrated that central bank actions have a significant impact on gold price trends. The study also noted that 

gold prices tend to rise during periods of monetary policy uncertainty. These findings underscore the importance of 

central bank policies in shaping gold market dynamics. 

Beckmann et al. (2015) examined the relationship between gold prices and exchange rates, finding that currency 

fluctuations significantly impact gold prices. The study highlighted that gold prices are inversely correlated with the US 

dollar, as a weaker dollar makes gold cheaper for international buyers. The research also noted that gold serves as a 

currency hedge, particularly for investors holding non-dollar assets. By analyzing data from multiple economies, the 

authors demonstrated the strong link between exchange rates and gold prices. These findings are critical for 

understanding the global dynamics of gold pricing. The study provides valuable insights for investors and policymakers 

navigating currency risks. 

Arouri et al. (2015) analyzed the impact of gold prices on stock markets in the Middle East, finding a weak but 

significant relationship. The study highlighted that gold prices have a limited impact on stock markets in the region, 

with other factors such as oil prices playing a more significant role. The research found that gold’s safe-haven properties 

are less pronounced in the Middle East compared to other regions. By analyzing data from multiple Middle Eastern 

stock markets, the authors demonstrated the unique dynamics of gold prices in the region. These findings are critical for 

understanding the interplay between gold and equity markets in emerging economies. The study provides valuable 

insights for investors and policymakers in the Middle East. 

Bampinas & Panagiotidis (2015) examined the hedging properties of gold against inflation and currency risks, 

concluding that gold is an effective hedge. The study found that gold provides protection against both inflation and 

currency depreciation, making it a valuable asset for risk management. The research analyzed data from multiple 

economies to demonstrate gold’s hedging properties across different economic conditions. The authors also noted that 

gold’s effectiveness as a hedge varies depending on the time horizon and economic context. These findings are critical 

for understanding gold’s role in financial markets. The study provides valuable insights for investors seeking to manage 

inflation and currency risks. 

Lucey & Li (2015) studied the impact of investor sentiment on gold prices, showing that fear and uncertainty drive 

demand for gold. The research found that gold prices rise during periods of high investor fear, as measured by indicators 

such as the VIX (Volatility Index). The study analyzed data from multiple financial markets to demonstrate the link 

between investor sentiment and gold prices. The authors also noted that gold’s safe-haven properties are more 

pronounced during periods of extreme market volatility. These findings underscore the importance of investor sentiment 

in shaping gold price trends. The study provides valuable insights for investors and policymakers navigating volatile 

markets. 

Ghosh (2014) studied the relationship between gold prices and Indian stock markets, finding a negative correlation 

during periods of economic stress. The research showed that investors often shift from equities to gold during market 

downturns, highlighting gold’s role as a portfolio diversifier. The study analyzed data from the Indian stock market over 

a decade, demonstrating that gold provides stability when equities underperform. The authors also noted that this 

relationship is stronger during periods of high inflation and currency depreciation. These findings are particularly 

relevant for Indian investors seeking to balance risk and returns in their portfolios. The study provides valuable insights 

into the interplay between gold and equity markets in emerging economies. 

Erb & Harvey (2013) analyzed the historical performance of gold, concluding that its real returns are highly variable 

over time. The study found that gold’s performance is influenced by factors such as inflation, interest rates, and currency 

fluctuations. The research highlighted that gold’s real returns are often inconsistent, making it a less predictable 

investment compared to other assets. The authors also noted that gold’s performance is highly sensitive to 

macroeconomic conditions, particularly during periods of financial instability. These findings underscore the importance 

of understanding gold’s historical trends when making investment decisions. The study provides valuable insights for 

investors and policymakers alike. 
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Ciner et al. (2013) explored the relationship between gold prices and other commodities, finding that gold often moves 

independently of other markets. The study highlighted that gold’s unique properties make it a distinct asset class, with 

different drivers compared to commodities like oil and copper. The research found that gold prices are less influenced 

by industrial demand and more by investment demand and macroeconomic factors. By analyzing data from multiple 

commodity markets, the authors demonstrated gold’s role as a safe-haven asset. These findings are critical for 

understanding gold’s place in the broader commodity market. The study provides valuable insights for investors seeking 

to diversify their portfolios. 

Reboredo (2013) studied the impact of financial crises on gold prices, showing that gold performs well during periods 

of economic turmoil. The research found that gold prices surge during financial crises, as investors seek to protect their 

wealth from market volatility. The study analyzed several financial crises, including the 2008 global financial crisis, to 

demonstrate gold’s resilience. The authors also noted that gold’s performance during crises is often more stable 

compared to other assets like equities and bonds. These findings underscore the importance of gold as a financial refuge 

during uncertain times. The study provides valuable insights for investors and policymakers navigating economic crises. 

World Gold Council (2012) reported on global gold demand trends, noting that investment demand and central bank 

purchases significantly influence gold prices. The report highlighted that gold is not only a consumer good but also a 

financial asset, with demand driven by both retail and institutional investors. The study found that central banks, 

particularly in emerging economies, have been increasing their gold reserves as a hedge against currency risks. The 

report also emphasized the growing importance of gold ETFs, which provide an accessible investment avenue for retail 

investors. By analyzing data from various regions, the study provided a comprehensive overview of the factors driving 

global gold demand. This research remains a key reference for understanding the multifaceted nature of gold markets. 

Kapoor (2010) investigated the cultural drivers of gold demand in India, emphasizing the role of weddings, festivals, 

and traditions in shaping domestic gold consumption. The study highlighted that gold is deeply embedded in Indian 

culture, often serving as a symbol of wealth, status, and prosperity. The research noted that gold purchases in India are 

highly seasonal, with spikes during wedding seasons and festivals like Diwali and Akshaya Tritiya. The study also 

pointed out that gold is considered a form of savings and financial security, particularly in rural areas. This cultural 

significance creates a unique demand dynamic that distinguishes the Indian gold market from others. The findings are 

critical for understanding the non-economic factors influencing gold prices in India. 

Shafiee & Topal (2010) analyzed long-term trends in gold prices, identifying key drivers such as inflation, interest rates, 

and oil prices. The study found that gold prices are influenced by a combination of macroeconomic and geopolitical 

factors. The research highlighted that gold’s performance is closely tied to inflation and interest rates, with prices rising 

during periods of high inflation and low interest rates. The authors also noted that oil prices have a significant impact 

on gold prices, as they influence global economic stability. These findings underscore the complexity of gold price 

dynamics. The study provides valuable insights for investors and policymakers seeking to understand long-term gold 

price trends. 

Wang (2005) studied the impact of geopolitical tensions on gold prices, finding that conflicts and political instability 

drive demand for gold as a safe-haven asset. The research showed that gold prices surge during periods of war, terrorism, 

and trade disputes, as investors seek to protect their wealth from uncertainty. The study analyzed several geopolitical 

events, including the Gulf War and the 9/11 attacks, to demonstrate gold’s role as a financial refuge. The authors also 

noted that gold’s performance during crises is often more stable compared to other assets like equities and bonds. This 

makes gold a critical component of risk management strategies for both individual and institutional investors. The 

findings underscore the importance of geopolitical factors in shaping gold price trends. 

Greer (2005) discussed gold’s role in portfolio diversification, emphasizing its low correlation with other asset classes. 

The study highlighted that gold’s unique properties make it an effective tool for reducing portfolio risk and enhancing 

returns. The research analyzed historical data to show that gold often performs well when traditional assets like stocks 

and bonds underperform. The authors also noted that gold’s diversification benefits are more pronounced during periods 

of economic uncertainty and market volatility. These findings have important implications for investors seeking to build 

resilient portfolios. The study remains a key reference for understanding gold’s role in modern investment strategies. 

Johnson et al. (1992) analyzed the inverse relationship between the US dollar and gold prices, highlighting that a weaker 

dollar often leads to higher gold prices. The study explained that since gold is priced in US dollars globally, a 

depreciation of the dollar makes gold cheaper for investors holding other currencies, thereby increasing demand. This 

relationship is particularly significant for countries with large gold imports, such as India and China. The research also 

noted that the dollar-gold relationship is influenced by macroeconomic factors such as interest rates and trade balances. 

By examining historical data, the authors demonstrated that gold serves as a currency hedge, especially during periods 

of dollar weakness. This study remains a cornerstone in understanding the global dynamics of gold pricing. 
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Smith (1980) explored the role of gold as a hedge against inflation, concluding that gold prices tend to rise during 

periods of high inflation, making it a reliable store of value. The study emphasized that gold’s intrinsic value and limited 

supply make it an effective tool for preserving wealth during inflationary periods. Unlike fiat currencies, which can lose 

value due to excessive money printing, gold retains its purchasing power over time. The research also highlighted that 

gold’s performance during inflationary periods is consistent across different economies and timeframes. This makes 

gold a preferred asset for investors seeking protection against currency devaluation. The findings of this study have been 

widely cited in subsequent research on gold’s role in financial markets. 

This literature conclusively establishes gold as a multifaceted asset whose price dynamics are governed by an interplay 

of macroeconomic forces (USD, interest rates, inflation), geopolitical crises, and region-specific demand drivers. While 

its role as a crisis hedge (validated during pandemics, wars, and financial turmoil) and inflation protector remains robust, 

gold now faces transformative pressures from financialization (ETFs), industrial diversification (tech/renewables), and 

sustainability imperatives. Emerging economies like India and China further complicate pricing through cultural demand 

and policy interventions. Despite gold’s enduring strategic value, its future hinges on balancing tradition with 

innovation—navigating digital competition, ethical sourcing, and climate resilience—to retain relevance in a rapidly 

evolving global economy. 

 

6. Hypothesis Testing & Research Outcomes 

To test the first hypothesis that Indian and international gold prices move in tandem, the study employed Pearson 

correlation analysis and cointegration tests. The Pearson correlation coefficient of 0.89 (p < 0.01) indicates an 

exceptionally strong positive relationship, meaning that when global gold prices rise, Indian prices follow suit almost 

proportionally. This high correlation reflects India's heavy reliance on gold imports, which directly ties domestic prices 

to international benchmarks. The cointegration analysis further confirmed that these prices maintain a long-run 

equilibrium, despite short-term deviations caused by factors like import duties or currency fluctuations. Even when 

temporary disruptions occur—such as sudden policy changes or demand surges—the prices eventually converge, 

demonstrating the interconnectedness of global and Indian gold markets. The findings validate the first hypothesis, 

showing that Indian gold prices are fundamentally anchored to international trends. This has critical implications for 

policymakers and investors. For instance, the Reserve Bank of India (RBI) must account for global price movements 

when designing import regulations or monetary policies affecting gold. Similarly, Indian jewellers and traders can use 

international price trends to forecast domestic market movements, improving inventory and pricing strategies. However, 

the study also notes that while the correlation is strong, domestic premiums (due to taxes or cultural demand) can create 

temporary divergences, suggesting that local factors still play a supplementary role in pricing. 

The study tested second hypothesis, whether macroeconomic variables like the USD exchange rate, inflation, 

and interest rates significantly influence gold prices—using a Vector Autoregression (VAR) model and Granger 

causality test. The results showed that the USD exchange rate Granger-causes gold prices (p < 0.05), meaning past dollar 

movements reliably predict future gold price changes. This aligns with established economic theory: since gold is priced 

in dollars globally, a weaker dollar makes gold cheaper for foreign buyers, boosting demand and prices. Meanwhile, 

inflation exhibited a delayed positive effect (lag = 2 years), as gold's appeal as an inflation hedge grows when consumers 

and investors observe sustained price rises. Conversely, higher interest rates reduced gold demand, as rising bond yields 

increase the opportunity cost of holding non-interest-bearing assets like gold. These findings confirm the second 

hypothesis, highlighting gold's dual role as both a currency hedge (against dollar fluctuations) and an inflation hedge. 

For investors, this implies that gold performs best in low-rate, high-inflation environments—a scenario common during 

economic crises. Central banks can also use these insights to anticipate how monetary policy shifts (e.g., rate hikes or 

quantitative easing) might impact gold markets. However, the study notes that these relationships are nonlinear; for 

example, during extreme crises (like the 2008 recession), gold may rise alongside the dollar as both become "safe 

havens," temporarily breaking the usual inverse correlation. 

To assess third hypothesis, the study ran regression analyses incorporating import duties and seasonal demand 

dummies (e.g., festivals, weddings). The results revealed that a 10% increase in import duties raised domestic gold 

premiums by 8%, confirming that policy interventions directly distort local prices. This aligns with historical 

observations—when India raised duties in 2013 to curb imports, smuggling surged, and unofficial market premiums 

widened. Additionally, wedding/festival seasons (e.g., Diwali, Akshaya Tritiya) caused 12–15% demand spikes, 

demonstrating how cultural traditions override purely economic pricing mechanisms. These seasonal effects are unique 

to India, where gold is deeply embedded in social and religious practices. The acceptance of third hypothesis underscores 

the dual nature of India’s gold market: while global prices set the baseline, domestic factors create significant deviations. 

For policymakers, this means import duties, while useful for revenue generation, can inadvertently fuel black-market 
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activity. For businesses, understanding seasonal demand patterns is crucial for inventory management and pricing 

strategies. The study recommends supplementing duties with demand-side measures, such as gold monetization 

schemes, to reduce import dependency without exacerbating price distortions. Future research could explore how digital 

gold products (e.g., sovereign gold bonds) might mitigate these issues by providing alternatives to physical purchases. 

The GARCH model, augmented with dummy variables for crises (COVID-19, Ukraine war), tested fourth hypothesis 

by analysing gold’s volatility and price responses. Results showed that geopolitical shocks increased gold price volatility 

by 20–30%, reflecting heightened market uncertainty. Notably, gold prices rose 15% during acute crises, as investors 

fled to safe havens. For example, during the initial COVID-19 lockdowns (2020), gold hit record highs amid equity 

market crashes, while the Ukraine war (2022) triggered similar spikes due to sanctions and commodity supply fears. 

The GARCH model’s volatility clustering also confirmed that gold remains turbulent long after the initial shock, as 

markets slowly digest risks. These findings validate the fourth hypothesis, proving gold’s status as a crisis commodity. 

For investors, this reinforces gold’s role in portfolio diversification—its low correlation with equities during turmoil 

provides critical downside protection. For governments, rising gold demand during crises signals declining confidence 

in traditional financial systems, prompting reassessments of reserve strategies. However, the study cautions that gold’s 

crisis performance isn’t uniform; factors like central bank interventions (e.g., selling reserves to stabilize currencies) 

can temporarily suppress prices. Future work could explore how cryptocurrencies (e.g., Bitcoin) now compete with gold 

as "digital safe havens" during modern geopolitical shocks. 

 

7. Policy Implications & Recommendations 

To mitigate the economic vulnerabilities tied to gold imports, India should prioritize gold monetization schemes that 

incentivize households to deposit idle gold with banks, reducing reliance on foreign supplies. This approach not only 

eases pressure on the trade deficit but also mobilizes domestic reserves for productive lending. Additionally, the 

government must stabilize import duties to minimize price distortions and curb smuggling. Frequent duty hikes, while 

fiscally appealing, have historically fuelled illicit trade, undermining official market stability. A calibrated, long-term 

duty framework—paired with public awareness campaigns—could balance revenue goals with market efficiency. 

Beyond fiscal measures, promoting digital gold instruments (e.g., sovereign gold bonds) could democratize access while 

reducing physical demand. These tools offer price transparency and eliminate storage risks, appealing to younger 

investors. Simultaneously, policymakers should collaborate with the jewellery industry to standardize pricing and curb 

exploitative premiums during peak demand seasons. Such reforms would align India’s gold market with global 

benchmarks while respecting cultural imperatives. 

Gold’s empirically proven role as a hedge against inflation and currency risks underscores its value in 

diversified portfolios. Investors should allocate a strategic percentage (typically 5–15%) to gold, adjusting exposure 

based on macroeconomic signals like rising inflation or dollar weakness. For instance, gold tends to outperform during 

Fed rate-cutting cycles, making such periods optimal for accumulation. ETFs and digital gold products offer liquidity 

and lower transaction costs compared to physical holdings, though the latter retains appeal for crisis scenarios. To 

optimize timing, investors should monitor leading indicators such as real interest rates (nominal rates minus inflation) 

and geopolitical risk indices. Tools like the GARCH model’s volatility forecasts can further guide entry/exit decisions. 

However, gold’s non-yielding nature demands caution—overexposure during low-inflation, high-rate environments 

may erode returns. A balanced approach, combining gold with equities and bonds, maximizes its stabilizing benefits 

without sacrificing growth. 

Central banks, particularly in emerging economies, should diversify reserves with gold to hedge against dollar 

volatility and sanctions risks. The IMF (2019) and World Gold Council (2022) have documented how gold bolsters 

financial sovereignty during crises, as seen in Russia’s post-sanctions reserve strategy. Advanced economies like the 

U.S. and EU, while less reliant on gold, could use it to anchor confidence during monetary policy transitions, such as 

quantitative tightening. On the supply side, sustainable mining policies are critical to addressing environmental and 

social criticisms. Initiatives like the World Gold Council’s Responsible Gold Mining Principles can reduce supply chain 

disruptions while attracting ESG-focused investors. Recycling and urban mining innovations should complement 

primary production, easing pressure on finite reserves. Finally, international coordination to standardize gold trade 

reporting could curb illicit flows and enhance market transparency, benefiting both producers and consumers. 

 

8. Conclusion: 

This study systematically demonstrates that gold prices are shaped by a complex interplay of global macroeconomic 

forces—such as the US dollar exchange rate, inflation, and interest rates—and domestic factors, including cultural 

demand and policy interventions like import duties. India’s gold market exemplifies this duality, closely tracking 
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international price trends while exhibiting unique deviations due to its socio-economic fabric. The application of 

advanced econometric models, including VAR, GARCH, and cointegration analysis, not only validates the study’s 

hypotheses but also provides a nuanced understanding of gold’s behaviour across different economic conditions. These 

findings equip policymakers, investors, and economists with actionable insights, emphasizing gold’s dual role as a safe-

haven asset and a cultural commodity. 

Looking ahead, future research could explore two transformative trends reshaping gold markets. First, AI-

driven forecasting models could enhance price prediction accuracy by integrating real-time geopolitical risk indicators, 

central bank policies, and consumer sentiment data. Second, the rise of digital gold alternatives, such as gold-backed 

cryptocurrencies and tokenized assets, may disrupt traditional demand patterns, particularly among younger investors. 

Additionally, comparative studies on African and Latin American gold markets could reveal regional nuances 

overlooked in current literature. By addressing these gaps, scholars and practitioners can better navigate the evolving 

dynamics of gold in an increasingly digital and volatile global economy. 
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