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This is a short summary of our fortnightly Degussa Marktreport.

Sword of Damocles Over Asset Prices

Financial markets seem to have a great deal of confidence in the effectiveness
of central bank monetary policy that by bringing down interest rates, the econ-
omies will keep expanding and asset prices, in particular, will keep rising. There
is, however, good reason for the savvy investor to think carefully about the
truth value of such a proposition.

The key question is: What is the actual relation between the interest rate and
asset prices, stock prices in particular? To answer this question, it may be help-
ful to take a brief look at the well-known Gordon Growth Model. It shows the
functional relation between a firm's stock price and its profit level, the interest
rate, and the firm’s profit growth rate. The formula is:

Stock price =D/ (i—q),

whereas D = dividend, i = interest rate, and g = profit growth. If D =10, i = 5%

EURUSD o

and g = 0%, the stock price is 200 US$ [10/(0.05 — 0) = 200]. If then g = 2%,
1.6 the stock price rises to 333.3 US$. If the central bank lowered the interest rate
1,5 to 4%, the stock price goes up further to 500.0 US$. Should g then drop to
' . 1%, the stock price would decline back to 333.3, and if g falls even lower to

' 0,005%, the stock price falls to 285.7.
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Il. In euro
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Palladium 1.343.0 -0.3 29.0 76.5
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Source: Thomson Financial; calculations by DEGUSSA.

Source: Calculations DEGUSSA.
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Precious metal prices (USD/oz) in the
last 4 years
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Source: Thomson Financial; graphs by
DEGUSSA.

This little example shows that a central bank can drive up stock prices by lower-
ing the interest rate. However, what about the effect the interest rate has on
firms’ profit growth? From a Keynesian viewpoint one may argue: Well, lower
interest rates trigger new spending, and this should increase firms' profits.
While that may well be so in the short run, one might expect additional effects
emerging in the longer term: namely that a policy of extremely low interest
rates could sap the strength out of an economy.

For instance, artificially low interest rates keep unprofitable businesses alive,
making it harder for better producers to gain market shares. This, in turn, slows
down competitive pressure in factor and products markets, resulting in lower
growth and employment, and ultimately deteriorating firms’ profit situation.
Positive short-run effects on firms’ profits stemming from artificially lowered in-
terest rates might, therefore, be followed by rather negative effects on firms’
profit growth in the long-run.

Lower rates drive stock prices; more money drives the price of gold

(a) S&P 5000 and Federal Funds Rate in (b) Gold price (USD/oz) and money
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Source: Thomson Financial; graphs by DEGUSSA. @ Indexed.

The above points towards a rather uncomfortable scenario in which central
banks, via their policy of extremely low interest rates, have driven up stock pric-
es significantly, and then expectations regarding firms' profit growth start de-
clining. Once this begins, it would be fairly difficult to bring it to a stop. The en-
suing broad-based decline in prices would be a heavy burden on today's un-
backed paper money system, because declining prices would very well trigger a
massive round of credit default.

In fact, cracks in the credit system could make the unbacked paper money sys-
tem come crashing down, because if the credit market, due to default concerns,
drives up borrowing costs and makes credit less accessible, a bust is inevitable.
The only option left in such a case would be central banks falling back to out-
right money printing (via asset purchases and/or issuing ‘helicopter money’) in
an attempt to raise goods’ prices or asset prices in particular.

The point is that the monetary policy of extremely low interest rates is far from
harmless — even though it seems to support the business cycle and props up as-
set markets in the short-run, suggesting that all is well. Unfortunately, there is
economic reason to assume that central banks’ artificially low interest rate policy
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is self-defeating — and the risk that something will go terribly wrong increases,
the longer interest rates remain at suppressed levels. This is where gold comes
into play.

Gold is money — a rather rock-steady type of money, at that —, and it cannot be
debased by central banks' money printing. Thus it stands in sharp contrast to
bank deposits and short-term debt. Gold also does not carry any default or
credit risk. It cannot go bankrupt, so to speak. For thousands of years, gold has
already served as ‘premium money'. It would be surprising if gold were not to
withstand the ‘Sword of Damocles' (in the form of unbacked paper money) that
central banks have hung over the economies.
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Precious metals prices and ETF holdings
Gold ETFs (million ounces) und gold price (USD/oz)
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Precious metals prices

In US-dollar
Gold Silver Platinum Palladium
I. Actual 1314.6 15.4 865.4 1518.4
Il. Gliding averages
5 days 1311.8 15.5 858.8 1574.6
10 days 1307.6 15.4 848.2 1567.3
20 days 1302.5 15.4 844.3 1550.7
50 days 1307.2 15.6 823.3 1459.6
100 days 1277.7 15.2 818.2 1341.6
200 days 1248.0 15.1 820.8 1165.2
IIl. Bandwidths for 2019 Low High Low High Low High Low High
1223 1480 14.4 19.1 785 903 1204 1368
Q] -7 13 -6 24 -9 4 =21 -10
IV. Annual averages
2015 1260 19.1 1382 800
2016 1163 15.7 1065 706
2017 1242 17.0 985 617
2018 1253 171 947 857
In Euro
Gold Silver Platinum Palladium
|. Actual 1166.6 13.6 767.9 1347.4
II. Gliding averages
5 days 1158.9 13.6 758.7 1391.0
10 days 1154.9 13.6 749.1 1384.2
20 days 1151.2 13.6 746.2 1370.5
50 days 1152.4 13.7 725.8 1286.9
100 days 1124.3 13.4 720.0 1180.7
200 days 1087.8 13.2 715.2 1017.1
IIl. 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 11 -8 22 -11 3 -22 -11
IV. Annual averages
2015 945 14 1035 601
2016 1044 14 955 633
2017 1120 15 888 557
2018 1116 15 844 760

Source: Thomson Financial; calculations and estimates by DEGUSSA.

) Estimated return against actual price in percent.
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Bitcoin, performance of various asset classes

Bitcoin in US dollars
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Source: Thomson Financial.
Performance of stocks, commodities, FX and bonds
(a) In national currencies (b) In euro
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S&P 500 12,4
Nasdaq
Euro STOXX 50
FTSE 100 6,8
DAX 8,3
Swiss Ml 11,4
Nikkei
Hang Seng
Bovespa 8,4
Russia 55
CRB Index 8,9
Gold 2,5
Silver
Crude oil
EURUSD
EURJPY
EURGBP
EURCHF
USDCAD
USDGBP 3,7
USDJPY 0,8
US gov'tbond 7 - 10 yrs 125
US gov't bond 1 - 3 yrs 1,0
Euro gov't bond 7 - 10 yrs 1,5
Euro gov't bond 1 - 3 yrs -0,2
UK gov't bond 7 - 10 yrs | 1,5
UK gov't bond 1 - 3 yrs 0,4
Japan gov't bond 7 - 10 yrs 0,3
Japan gov't bond 1 - 3 yrs 0,0

Source: Thomson Financial; own calculations
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Disclaimer

Degussa Goldhandel GmbH, Frankfurt am Main, is responsible for creating this document. The authors of this document certify that the views expressed
in it accurately reflect their personal views and that their compensation was not, is not, nor will be directly or indirectly related to the recommendations
or views contained in this document. The analyst(s) named in this document are not registered / qualified as research analysts with FINRA and are there-
fore not subject to NASD Rule 2711.

This document serves for information purposes only and does not take into account the recipient's particular circumstances. Its contents are not intend-
ed to be and should not be construed as an offer or solicitation to acquire or dispose of precious metals or securities mentioned in this document and
shall not serve as the basis or a part of any contract.

The information contained in this document was obtained from sources that Degussa Goldhandel GmbH holds to be reliable and accurate. Degussa
Goldhandel GmbH makes no guarantee or warranty with regard to correctness, accuracy, completeness or fitness for a particular purpose.

All opinions and views reflect the current view of the author or authors on the date of publication and are subject to change without notice. The opin-
ions expressed herein do not necessarily reflect the opinions of Degussa Goldhandel GmbH. Degussa Goldhandel GmbH is under no obligation to up-
date, modify or amend this document or to otherwise notify its recipients in the event that any circumstance mentioned or statement, estimate or fore-
cast set forth in this document changes or is subsequently rendered inaccurate.

The past performance of financial instruments is not indicative of future results. No assurance can be given that any views described herein would yield
favorable returns on investments. There is the possibility that said forecasts in this document may not come to pass owing to various risk factors. These
include, without limitation, market volatility, sector volatility, corporate actions, the unavailability of complete and accurate information and/or the cir-
cumstance that underlying assumptions made by Degussa Goldhandel GmbH or by other sources relied upon in the document should prove inaccurate.
Neither Degussa Goldhandel GmbH nor any of its directors, officers or employees shall be liable for any damages arising out of or in any way connected
with the use of this document and its content.

Any inclusion of hyperlinks to the websites of organizations in this document in no way implies that Degussa Goldhandel GmbH endorses, recommends
or approves of any material on or accessible from the linked page. Degussa Goldhandel GmbH assumes no responsibility for the content of and infor-
mation accessible from these websites, nor for any consequences arising from the use of such content or information.

This document is intended only for use by the recipient. It may not be modified, reproduced, distributed, published or passed on to any other person, in
whole or in part, without the prior, written consent of Degussa Goldhandel GmbH. The manner in which this document is distributed may be further re-
stricted by law in certain countries, including the USA. It is incumbent upon every person who comes to possess this document to inform themselves
about and observe such restrictions. By accepting this document, the recipient agrees to the foregoing provisions.
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