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This is a short summary of our fortnightly Degussa Marktreport.

A Sound Investment Rationale for Gold

Reading commentary released by the financial media, one might get the im-
pression that gold has kind of 'lost its shine': While stock prices keep rising to
ever higher levels, gold appears to move sideways at best, providing little inspi-
ration for investors to increase their demand for the yellow metal. However,
taking a closer look reveals a rather different picture.

To start with, gold is money. As such it competes with the official currencies as,
for instance, US dollar, euro, Chinese renminbi, Japanese yen, British pound
and the Swiss Franc. How did gold perform in relative terms? After the "big cor-
rection' from 2011 to around 2014, the price of gold has been increasing in vir-
tually all major currencies.

Rising gold price
Gold price in USD/oz and all other currencies excl. the US-dollar?
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Actual Change against (in percent):

(spot) 2W 3M 122M
1. In US-dollar
Gold 1.273.3 -1.4 -0.7 -3.2
Silver 14.8 -1.6 -4.1 -9.0
Platinum 891.4 -0.4 12.6 -1.3
Palladium ~ 1.384.5 1.1 9.8 43.5
Il. In euro
Gold 1.135.5 -1.4 1.6 4.3
Silver 13.2 -1.6 -1.7 -1.9
Platinum 794.9 -0.4 14.7 6.3
Palladium ~ 1.235.0 1.1 1.9 54.6
11l. Gold price in other currencies
JPY 142.444.0 -1.3 1.4 -0.9
CNY 8.552.7 -1.4 -3.0 2.7
GBP 984.2 -0.6 -2.0 3.1
INR 88.913.0 1.9 -0.3 1.8
RUB 81.518.8 -3.3 -8.8 -1.5

Source: Thomson Financial; calculations by Degussa.
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In all currencies, excl. US-Dollar

Source: Thomson Financial; calculations by Degussa.

In US dollar terms, the price of gold has increased by around 14 per cent in in-
flation-adjusted terms from January 2016 to March 2019. US-dollar deposits
with a 3-month interest rate, in contrast, lost about 2 per cent in inflation-
adjusted terms. In the period January 2014 to April 2019, the euro price of gold
was up 24 per cent in inflation-adjusted terms, while euro deposits with a 3-
month interest rate lost around 5 per cent in inflation-adjusted terms.

In other words: In recent years, gold has performed its store of wealth function
much better than its ‘currency competitors’. Again: It is important to note that
gold does not compete directly with e.g. stocks and real estate. The latter rep-
resent assets, so their ‘intrinsic value' typically goes up over time, thereby mak-
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Precious metal prices (USD/oz) in the
last 4 years
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Source: Thomson Financial; graphs by
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ing them more valuable. Such assets are rather different in comparison with
money when it comes to valuation and market price.

What is more, it seems that the price of gold has remained below potential. If
one relates the price of gold to its long-term determinants such as, for example,
the quantity of money, the real interest rate, and credit market conditions, we
find that gold would currently have upside potential to around 1.500 USD/oz.
However, it is hard to determine when this “price gap" might eventually close.

Gold appears to be cheap at current prices

(a) Gold price (USD/oz), actual and es- (b) Deviation of actual gold price from its
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Source: Thomson Financial; calculations by Degussa.

As we have pointed to in our last Degussa Market Report on 11 April 2019,
central banks have dulled investor risk aversion. As a result, the demand for
gold as portfolio insurance has remained subdued. But is this the end of the
story? Most likely not. Sound understanding of economics would tell us that
central banks’ monetary policy of keeping interest rates at ultra-low levels must
cause problems.

A policy of artificially suppressed interest rates can, in the short-term, orches-
trate a boom. However, such a boom will at some point turn into bust. Admit-
tedly, one cannot say with any scientific accuracy when this will happen. For
this very reason, one can make a case for gold as portfolio insurance — especial-
ly so if gold can be bought at a reasonably low price.

In times of crisis, gold may even help to increase the investor's portfolio return:
If and when the price of gold goes up, expensive gold can be converted into at-
tractive assets trading at then-suppressed prices. That said, one does not have
to be 'gold bug' to pay attention to gold. Sound investment rationale suffices.


https://www.degussa-goldhandel.de/wp-content/uploads/2019/04/degussa-marktreport-engl-11-04-2019.pdf
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Precious metals prices and ETF holdings
Gold ETFs (million ounces) und gold price (USD/oz)
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Palladium ETFs (million ounces) and palladium price (USD/oz)
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Source: Thomson Financial; graphs by Degussa.
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Precious metals prices
In US-dollar
Gold Silver Platinum Palladium
I. Actual 1273.4 14.8 891.4 1383.8
Il. Gliding averages
5 days 1273.6 15.0 888.4 1386.6
10 days 1282.8 15.0 890.1 1379.1
20 days 1289.1 15.1 881.1 1387.5
50 days 1302.0 15.4 853.4 1469.2
100 days 1291.6 15.3 826.8 1388.1
200 days 1251.5 15.0 824.2 1209.2
lIl. Bandwidths for 2019 Low High Low High Low High Low High
1223 1480 14.4 19.1 785 903 1204 1368
(1) -4 16 -3 29 -12 1 -13 -1
IV. Annual averages
2015 1163 15.7 1065 706
2016 1242 17.0 985 617
2017 1253 171 947 857
2018 1268 15.8 880 1019
In Euro
Gold Silver HEY ) Palladium
|. Actual 1135.7 13.2 795.0 1234.2
Il. Gliding averages
5 days 1132.1 13.3 789.7 1232.5
10 days 1138.2 13.3 789.8 1223.7
20 days 1145.8 13.4 783.0 1233.2
50 days 1153.1 13.6 755.9 1301.1
100 days 1138.6 13.5 728.9 1223.9
200 days 1094.9 13.1 720.9 1059.2
IIl. Bandwidths for 2019 Low High Low High Low High Low High
1098.8 1330.2 13.0 17.2 705.5 811.3 1081.7 1229.7
Q) -3 17 -2 30 -11 2 -12 0
IV. Annual averages
2015 1044 14 955 633
2016 1120 15 888 557
2017 1116 15 844 760
2018 1072 13 743 863

Source: Thomson Financial; own calculations and estiamtes.

) 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

20 40

17,0

S&P 500 S&P 500

Nasdaq Nasdaq

Euro STOXX 50 Euro STOXX 50

FTSE 100 FTSE 100

DAX DAX

Swiss Ml Swiss MI

Nikkei Nikkei

Hang Seng Hang Seng

Bovespa Bovespa

Russia Russia

CRB Index CRB Index

Gold Gold

Silver Silver

Crude oil 28,1 Crude ol

EURUSD -2,2 EURUSD

EURIPY -0,2 EURJPY

EURGBP -3,6 EURGBP

EURCHF 1,5 EURCHF

USDCAD -1,4 USDCAD

USDGBP 1,4 USDGBP

USDJPY 2,1 USDJPY

US gov't bond 7 - 10 yrs 1,6 US gov't bond 7 - 10 yrs

US gov'tbond 1 - 3 yrs 0,9 US gov'tbond 1 - 3 yrs

Euro gov't bond 7 - 10 yrs 1,3 Euro gov't bond 7 - 10 yrs

Euro gov't bond 1 - 3 yrs -0,2 Euro gov't bond 1 - 3 yrs
UK gov't bond 7 - 10 yrs 0,5 UK gov't bond 7 - 10 yrs 4,0
UK gov't bond 1 - 3 yrs 0,3 UK gov'tbond 1 - 3 yrs 3,8

Japan gov't bond 7 - 10 yrs 0,0 Japan gov't bond 7 - 10 yrs 2,1
Japan gov't bond 1 - 3 yrs 0,0 Japan gov't bond 1 - 3 yrs 2,1

Source: Thomson Financial; calculations by Degussa.
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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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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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Publisher: Degussa Goldhandel GmbH, Kettenhofweg 29, 60325 Frankfurt, Tel.: (069) 860068-0, Fax: (069) 860068-222
E-Mail: info@degussa-goldhandel.de, Internet: www.degussa-goldhandel.de

Editor in chief: Dr. Thorsten Polleit

Degussa Market Report is available on the Internet at: http://www.degussa-goldhandel.de/infothek/marktreport/
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