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This is a short summary of our fortnightly Degussa Marktreport. 

 

The Big Central Banks Increase the 
Case for Gold 
Monetary policy is an important impact factor for price action in the precious 
metals market, as it determines monetary conditions in particular: the supply of 
money and credit, market interest rates, liquidity conditions, credit risk, etc. By 
doing so, central banks' monetary policies have a significant influence deter-
mining gold's competitive position compared to the world’s unbacked paper – 
or: fiat – currencies: Gold money competes with US dollar, euro, renminbi, 
Swiss Franc and so on.  

As things stand, the US Federal Reserve (Fed) seems to have ended the interest 
rate hiking cycle it started in December 2015. Investors have even started whis-
pering about the possibility that the Fed might sooner or later return to a more 
expansionary stance to support the economy and financial markets. The US 
central bank has already announced that it will not be shrinking its bloated 
bond portfolio further, thus leaving plenty of excess reserves in the interbank 
market.   

The Peoples' Bank of China (PBOC) announced that it would take action in light 
of China's slowing economy and lower bank lending. To this end, it may cut in-
terest rates and/or reduce banks' reserve requirements. (Note that the PBOC 
has cut reserves five times in the past year to encourage bank lending to small 
businesses. The reserve requirement for big banks is now at 13.5 per cent, the 
ratio for small- to medium-size banks at 11.5 per cent.) 

On 7 March 2019, the council of the European Central Bank (ECB) has made a 
rather momentous decision: It not only decided to keep borrowing costs at ze-
ro, but it also agreed to provide euro area banks with a new series of longer-
term credits as from September 2019 until March 2021. While details have yet 
to be announced, it is very likely that the new euro bank refinancing operations 
will come with most favourable conditions. 

In fact, t new funding can be expected to be unlimited, and it will presumably 
carry an interest rate of between zero and minus one per cent – corresponding 
to the ECB's main refinancing rate and deposit facility rate, respectively. If this is 
the case, it will have a far-reaching effect on euro area credit market condi-
tions: It will bring down interest rates in the euro area and, given the size of the 
euro area banking industry, exert downward pressure on interest rates in other 
markets as well.  

The Bank of Japan keeps pursuing a monetary policy that effectively controls 
the yield curve: It has set short-term rates at minus 0.1 per cent, and through 
bond purchases, it has put the 10-year government bond yield to zero. No end 
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Precious metals prices

Actual

(spot) 2 W 3 M 12 M

I. In US-dollar

Gold 1.306.6 -1.6 6.9 -2.6

Silver 15.5 -2.7 9.2 -6.8

Platinum 837.8 -0.3 5.0 -9.9

Palladium 1.542.3 3.0 30.9 65.0

II. In euro

Gold 1.156.5 -1.2 7.1 6.1

Silver 13.7 -2.3 9.4 1.5

Platinum 741.5 0.1 5.2 -1.9

Palladium 1.365.0 3.4 31.1 79.4

III. Gold price in other currencies

JPY 145.486.0 -1.0 4.9 2.5

CNY 8.766.4 -1.6 3.1 4.1

GBP 994.0 -2.3 3.8 4.1

INR 90.838.7 1.9 6.8 4.0

RUB 85.629.4 -1.3 4.5 11.1

Source: Thomson Financial; own calculations.

Change against (in percent):
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of this monetary policy is in sight.  

Considering the world's major central banks' monetary policies, there must be 
growing concern on the part of the investors about the wider consequences 
these central banks' actions might entail. For instance, with interest rates head-
ing toward or even below zero in many credit market segments, enormous price 
distortions in financial assets can be expected. What is more, the attempt to 
ramp up credit and money supply must raise concerns about the future purchas-
ing power of the currencies. 

Sound economic reasoning suggests that current monetary policies will not end 
well. Of course, it is impossible (at least for us) to predict when things are going 
to turn sour, and what might trigger an extensive correction of all the misalloca-
tions heaped up in the course of many years of extremely expansionary mone-
tary policies. From an investor's view, this is where gold comes into play. As in 
the current monetary environment, gold stands out for several reasons. 

The purchasing power of gold – in sharp contrast to bank deposits and short-
term debt papers – cannot be debased by central banks' monetary policies. 
What is more, gold does not carry a credit default- or counterparty-risk. Against 
this backdrop, gold recommends itself not only as an attractive substitute for 
bank liabilities in the form of time- and savings deposits, it can also be viewed 
as portfolio insurance against the potential loss of purchasing power through in-
flation and/or payment defaults. 

The critical question is: What about the current price of gold? Is it cheap 
enough to justify a purchase recommendation? Yes, we think so, especially for 
long-term-oriented investors who wish to hold onto liquid means in the years to 
come. If central banks keep exaggerating their money printing schemes, it is 
hard to imagine that gold will not become increasingly competitive in the uni-
verse of liquid assets.    

 

Gold price per ounce in US dollars and all world currencies (excl. the US 
dollar)* 

 
Source: Bloomberg; own calculations. *Calculated from the gold price (USD/oz) and the 
nominal trade weighted exchange rate of the US dollar. The timeline was indexed at 5 
September 2011 with a value of 1.900.  
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Precious metals prices and ETF holdings 
Gold ETFs (million ounces) und gold price (USD/oz) 

 
Silver ETFs (million ounces) and silver price (USD/oz) 

 
Platinum ETFs (million ounces) and platinum price (USD/oz) 

 
Palladium ETFs (million ounces) and palladium price (USD/oz) 

 
Source: Thomson Financial.   
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Precious metals prices 

 
  

In US-dollar

I. Actual

II. Gliding averages

5 days

10 days

20 days

50 days

100 days

200 days

III. Bandwidths for 2019 Low High Low High Low High Low High

1223 1480 14.4 19.1 785 903 1204 1368

(1) -6 13 -7 23 -6 8 -22 -11

IV. Annual averages

2015

2016

2017

2018

In Euro

I. Actual

II. Gliding averages

5 days

10 days

20 days

50 days

100 days

200 days

III. Bandwidths for 2019 Low High Low High Low High Low High

1067.5 1292.2 12.6 16.7 685.4 788.2 1050.9 1194.7

(1) -8 12 -8 22 -8 6 -23 -12

IV. Annual averages

2015

2016

2017

2018

Source: Thomson Financial; own calculations and estiamtes.
(1) Estimated return against actual price in percent. 

1120 15 888 557

1116 15 844 760

945 14 1035 601

1044 14 955 633

1116.8 13.3 719.3 1139.5

1085.2 13.2 716.1 990.9

1159.7 13.8 732.0 1327.4

1146.5 13.8 717.4 1238.7

1148.0 13.5 731.7 1353.7

1147.4 13.5 743.2 1356.8

Gold Silver Platinum Palladium

1156.8 13.7 741.9 1364.4

1242 17.0 985 617

1253 17.1 947 857

1260 19.1 1382 800

1163 15.7 1065 706

1269.9 15.1 817.9 1295.5

1247.3 15.2 823.3 1137.2

1312.0 15.6 828.3 1501.9

1303.3 15.6 815.5 1407.8

1292.2 15.2 823.6 1523.8

1297.4 15.3 840.4 1534.1

Gold Silver Platinum Palladium

1306.5 15.5 838.0 1541.0
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Bitcoin, performance of various asset classes   
Bitcoin in US dollars  

  

Source: Thomson Financial.  

 

Performance of stocks, commodities, FX and bonds  
(a) In national currencies  (b) In euro  

 

 

 
Source: Thomson Financial; own calculations   
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The Degussa Marktreport (German) and the Degussa Market Report (English) are available at:  
www.degussa-goldhandel.de/de/marktreport.aspx.  
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