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Since the latest the crisis in 2008/2009, central banks around the world have
been doing their best to expel risks from financial markets. By lowering interest
USD per ounce of silver rates, fixing them at extremely low levels, or issuing more credit and money,
monetary policymakers make sure that ailing borrowers are kept afloat. In fact,

> central banks have put a “safety net” under the economies and the financial

46 markets in particular. As it seems, this measure has been working quite effec-

41 tively over the last ten years or so.
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3 M Investors do no longer fear that big borrowers — be it governments, banks, or

6 ﬂ corporates — could default, as evidenced by the low credit spread environment.

) / \N.. Liquidity in basically all important credit market segments is high, and borrow-
M‘J PNy fj! ’ ers experience no trouble rolling over their maturing debt. What is more, stock

16 M/ ! market valuations have continued to increase, significantly propped up by cen-
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tral banks’ easy monetary policy. For low interest rates help drive stock prices
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and their valuation levels up.
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Decline in risk perception, rising stock valuation

1.6 Financial market stress indicator and price-earnings ratio of US stock market”
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Source: Thomson Financial; graphs by
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Precious metals prices

Actual Change against (in percent):
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Silver 14.8 05 3.0 119 Stress indicator (LS) Price earnings ratio (RS)
Platinum 861.2 -2.0 5.7 -3.7
Palladi 1.313.0 -7.3 -13.3 289 . H fal-
i oure Source: Thomson Financial; graph by Degussa.
Gold 1.144.4 0.1 -0.9 3.8
i:'avtf;um 5 o 28 ue Artificially suppressed interest rates lead to higher present values of firms' dis-
Palladium 11730 | -76 -12.9 353 counted future profits. Furthermore, the decline in credit costs tends to increase
lll. Gold price in oth: i . . . . .
R e ] =y corporate profits, thereby also boosting stock prices and their valuations. By no
oy L B o e means less important, the low interest rate regime has caused firms’ capital
INR 892714 | 0.1 1.7 21 costs to go down, encouraging additional investment activity, which is stoking
RUB 83.250.5 1.4 -3.3 1.9 . L .
Source: Thomson Financial: calculations by Degussa. investor optimism and feeding a buoyant stock market.
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Precious metal prices (USD/oz) in the
last 4 years
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(c) Platinum
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Source: Thomson Financial; graphs by
Degussa.

As a measure of risk perception, figure 1 shows a “financial market stress indi-
cator”, together with the price-earnings (PE) ratio of the US stock market. From
eyeballing the series, one can easily see that, since around 2009, the PE ratio
has been rising considerably, while risk perception, as measured by the financial
market stress indicator, has gone down substantially and has been hovering at
relatively low levels since around the middle of 2014. The message of the chart
is, therefore: Risk down, stock valuations up.

Of course, there is nothing wrong with this development per se, were it not for
the fact that the decline in risk perception does not come naturally, but has
been orchestrated by central banks’ many interventions in the credit and finan-
cial system. In particular, by artificially lowering market interest rates, central
banks have triggered a “boom”, which produces pretty-to-look-at official data
(on GDP, investment, employment, and such), but which is, and unfortunately
s0, built on quicksand.

The boom will only continue if and when market interest rates remain at sup-
pressed levels, or are lowered even further. For if interest rates were to rise,
many investment projects would turn out to be unprofitable; many loans would
default; banks would run up losses and would have to rein in their credit sup-
ply; unemployment would rise; and so on. In other words: Higher interest rates
would turn the boom into bust.

This is why central banks are most likely to continue with their “crusade against
risk”. That is, they will most likely keep their interest rates at current low levels
for a very long time, and investors have good reason to believe that the nega-
tive interest rates trend is not over yet. For if and when central banks want to
live up to their ‘implicit promise’ to keep the boom going, they have to suppress
interest rates to the lowest possible level. Such an outlook has significant con-
sequences for the savvy investor.

As far as asset markets are concerned, prices may go up further, leading to
more stretched valuation levels. However, this will presumably result in a
heightened risk of price and valuation level set-backs. What is more, the out-
look for returns in the fixed income markets dwindles, especially for less experi-
enced investors who are by and large limited to ‘buy and hold’ strategies. Inves-
tors’ plight would, of course, become more severe should higher inflation cause
negative returns in real terms.

As long as central banks continue their crusade against risk, long-term oriented
investing in stocks seems to remain a justifiable strategy for now — provided the
stocks are bought at not too elevated valuation levels. Also, a case for gold can
be made as part of a portfolio’s liquid means, because gold competes with the
established (unbacked) currencies like US dollar, euro, Chinese renminbi and the
like. However, the yellow metal has two significant advantages.

First, the purchasing power of gold cannot be debased by central banks’ mone-
tary policies. Second, unlike bank deposits, gold does not carry default risk. Giv-
en current prices, we think that gold is relatively cheap, making it a fairly liquid
portfolio insurance with (considerable) upside potential. In particular, in time
there may be a good chance to sell gold at a high price and invest the proceeds
in great assets trading at then-suppressed prices." This way, gold may even add
to the portfolio’s overall investment return.

! See our article A Sound Investment Rationale for Gold, Degussa Market Report, 25
April 2019.


https://www.degussa-goldhandel.de/wp-content/uploads/2019/04/degussa-marktreport-engl-25-04-2019.pdf
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Precious metals prices and ETF holdings
Gold ETFs (million ounces) und gold price (USD/oz)
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Source: Thomson Financial; graphs by Degussa.
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Precious metals pI'1C€S
In US-dollar
Gold Silver Platinum Palladium
I. Actual 1280.6 14.8 860.0 1313.5
Il. Gliding averages
5 days 1278.9 14.8 864.0 1354.2
10 days 1279.9 14.9 875.7 1383.0
20 days 1281.3 15.0 882.9 1381.1
50 days 1292.6 15.2 865.3 1451.9
100 days 1295.2 15.4 835.5 1401.8
200 days 1254.2 15.0 826.6 1232.6
IIl. Bandwidths for 2019 Low High Low High Low High Low High
1223 1480 14.4 19.1 785 903 1204 1368
(6} -5 16 -3 29 -9 5 -8 4
IV. Annual averages
2015 1260 19.1 1382 800
2016 1163 15.7 1065 706
2017 1242 17.0 985 617
2018 1253 17.1 947 857
In Euro
Gold Silver Platinum Palladium
I. Actual 1144.8 13.3 768.8 1174.2
IIl. Gliding averages
5 days 1141.9 13.2 771.5 1209.2
10 days 11441 13.3 782.7 1236.2
20 days 11411 13.3 786.3 1230.0
50 days 1147.6 13.5 768.2 1288.7
100 days 1143.5 13.6 737.8 1237.8
200 days 1099.6 13.1 724.7 1081.8
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
o -7 13 -5 26 -11 3 -11 2
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.

O 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; graphic Degussa.

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

S&P 500 S&P 500
Nasdag Nasdaq
Euro STOXX 50 Euro STOXX 50
FTSE 100 FTSE 100
DAX DAX
Swiss Ml Swiss Ml
Nikkei Nikkei
Hang Seng Hang Seng
Bovespa Bovespa
Russia Russia
CRB Index CRB Index
Gold Gold
Silver Silver
Crude oil Crude oil
EURUSD EURUSD
EURJPY EURJPY
EURGBP EURGBP
EURCHF EURCHF
USDCAD USDCAD
USDGBP USDGBP 2,1
USDJPY USDJPY 0,4
US gov't bond 7 - 10 yrs 124 US gov't bond 7 - 10 yrs 4,8
US gov't bond 1 - 3 yrs 1.1 US gov'tbond 1 - 3 yrs 3,5
Euro gov'tbond 7 - 10 yrs 1.8 Euro gov't bond 7 - 10 yrs 1,8
Euro gov'tbond 1 - 3 yrs -0,2 Euro gov't bond 1 - 3 yrs 0,2
UK gov't bond 7 - 10 yrs 08 UK gov't bond 7 - 10 yrs 5,1
UK gov't bond 1 - 3 yrs 0.4 UK gov't bond 1 - 3 yrs 4,7
Japan gov't bond 7 - 10 yrs 0.1 Japan gov't bond 7 - 10 yrs -0,3
Japan gov't bond 1 - 3 yrs 0.0 Japan gov't bond 1 - 3 yrs -0,4

Source: Thomson Financial; calculations by Degussa.



Articles in earlier issues of the Degussa Market Report

9 May 2019

Issue Content

9 May 2019 The Crusade Against Risk

25 April 2019 A Sound Investment Rationale for Gold

11 April 2019 Be Prepared For All Possibilities. The Case For Gold

28 March 2019

Sword of Damocles Over Asset Prices

14 March 2019

The Big Central Banks Increase the Case for Gold

28 February 2019

The Fed Takes Full Control of the Bond Market — And Raises The Value of Gold

14 February 2019

Everything You Always Wanted to Know About Karl Marx and Central Banking (*But Were Afraid To Ask)

1 February 2019

Pay Attention, Gold Investor: ‘This Time is not Different’

17 January 2019

US Interest Rate Down, Price of Gold up

20 December 2018

Gold Money in a Digitalised World Economy

10 December 2018

The Fed Supports Gold

23 November 2018

The Fed Is Not Our Saviour

9 November 2018

The Missing Fear — And The Case For Gold

26 October 2018

President Trump is right: The Fed Is A Big Problem

12 October 2018

Here Goes The Punch Bowl

28 September 218

The Fed'’s Blind Flight

14 September 2018

How Fed Policy Relates to the Price of Gold

31 August 2018

Central Banks Enrich a Select Few at the Expense of Many

17 August 2018

The US dollar And Gold - Is this Time Different?

20 July 2018

Not All Is Well In Financial Markets

22 June 2018

Euro-Banks In Trouble. A Case for Gold

8 June 2018 Demand for Gold ETFs up Despite Higher Interest Rates
25 May 2018 Mind The Interest Rate

11 May 2018 Mr Buffett on Gold — Viewed Differently

27 April 2018 Moving Towards Higher Gold Prices

13 April 2018 The Risk of a Currency Crisis

29 March 2018

Walking the Tightrope

16 March 2018

Gold, Interest Rates, And Money

2 March 2018

Gold in Times of Boom and Bust

16 February 2018

The Fed Makes The Stock Market A Risky Place

2 February 2018

Central Banks Put a Safety Net Under Financial Markets

19 January 2018

Chances And Risks For Investors in 2018

21 December 2017

New Competition: Gold and Crypto Currencies Against Fiat-Monies

8 December 2017

It Is Just Another Inflationary Boom

24 November 2017

There Is, And Will Be More, Inflation

10 November 2017

Calm Markets: The Great Mystery

27 October 2017

The Interest Rate Becomes A “Crash Factor”

13 October 2017

The Great Complacency

29 September 2017

The German Election Outcome Might Turn Up The Heat On The Euro

15 September 2017

A Case for Gold in the Investment Portfolio

The Degussa Marktreport (German) and the Degussa Market Report (English) are available at:
www.degussa-goldhandel.de/infothek/marktreport



7 9 May 2019

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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