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This is a short summary of our fortnightly Degussa Marktreport.

The Boom That Will Have It Coming

The current boom is built on credit. This is why: In today’s fiat money regime,
central banks, in close cooperation with commercial banks, increase the quanti-
ty of money by extending loans — loans that are not backed by ‘real savings'.
The artificial increase in the supply of credit pushes market interest rates
downwards — that is below the levels that would prevail had there been no arti-
ficial bank credit supply increase.

As a result, savings decline, consumption increases and, investment takes off.
This “boom”, however, can only last so long. Its continuation rests on more
and more credit being fed into the system, provided at ever lower interest rates.
The Fed's lowering of interest rates and monetary expansion in the course of
the financial and economic crisis 2008/2009 has helped the banking industry to
get back to its business of churning out more and more credit.

Low interest rates and credit expansion drive up asset prices
(a) US bank credit (y/y in %) and Fed (b) US stock and housing prices
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Precious metals prices

Actual

19

Change against (in percent):

(spot) 2W 3M 12M
I. In US-dollar
Gold 12744 -0.8 -2.9 0.7
Silver 14.4 -3.1 -6.3 -11.4
Platinum 813.5 -6.3 -3.6 -5.9
Palladium 1.319.0 -0.6 -15.7 40.4
Il. In euro
Gold 1.141.6 -0.5 -1.6 5.6
Silver 12.9 -2.9 -5.0 =71
Platinum 728.7 -6.0 -2.3 -1.7
Palladium 1.181.0 -0.4 -14.5 46.9
Ill. Gold price in other currencies
JPY 140.877.0 -0.5 -2.4 1.5
CNY 8.794.6 1.1 -0.3 6.4
GBP 1.003.3 2.2 1.0 53
INR 88.739.5 -0.8 -2.3 3.0
RUB 82.090.2 2.2 -3.2 3.4

Source: Thomson Reuters; calculations by Degussa.
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As credit recovered, stock and housing prices started to rise again. (Note that
from March 2009 to the May 2019, the S&P 500 gained 317 per cent, that is
having compounded at a remarkable 15 per cent per year!) In December 2015,
however, the Fed started taking away the punch bowl by beginning to raise in-
terest rates. Until December 2018, it had brought back the Federal Funds Rate
to a band of between 2.25 to 2.5 per cent. Where to go from here?



Precious metal prices (USD/oz) in the
last 4 years
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The Fed has signalled that it wants to take a break as far as any further interest
rate decisions are concerned. Financial markets have their own view: They ex-
pect that the Fed’s hiking cycle is already over and that the central bank will
sooner or later lower interest rates. The likelihood that this expectation will turn
out to be true is quite high: As the Fed wishes to keep the boom going, it has
no choice but to return to the policy of suppressing interest rates.

Financial markets are optimistic that the Fed will succeed in preventing the
boom from turning into yet another bust. Indeed, if the central bank keeps the
lid on market interest rates, a fundamental correction mechanism that could
potentially turn the boom into bust — the return of market interest rates to
“normal levels” — is effectively disabled. That said, it might not be all too sur-
prising that investors have become quite unconcerned regarding potential risks.

This, of course, has been a drag on the price of gold. At the same time, howev-
er, we should note that the price of the yellow metal has gained around 20 per
cent since the beginning of 2016 — an appreciation well outperforming US dol-
lar cash and short-term bank deposits (see Fig. 2 a). In this context it is im-
portant to note that the direct competitor of gold is not the stock or housing
market, but all unbacked fiat currencies.

Upside price potential for gold

(a) Performance of gold price and 3 mth (b) US bank credit and M2 (US$bn)
bank deposit, inflation-adjusted and the price of gold (USD/0z)
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Source: Thomson Financial; calculations by Degussa.  Adjusted for CPI inflation.

Seen from this perspective, gold deserves consideration if and whenever an in-
vestor makes portfolio decisions. The natural place for gold is in the liquid, the
monetary portion of the investment portfolio, especially when the investor
wishes to hold liquid assets in the medium to long term. Bought at a fair price,
gold can be expected to keep its purchasing power over the years to come — in
contrast to unbacked paper currencies.

In times of crisis, there is a good chance that the price of gold goes up. This, in
turn, allows the investor to exchange expensive gold against attractive assets
trading at suppressed prices. Holding gold would, therefore, help to improve
the overall return on investment. In other words: Gold promises to protect the
portfolio against lasting losses in terms of a decline in the purchasing power of
money as well as potential credit defaults.
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As noted earlier, investors currently see little risk that the boom could turn into
bust any time soon. On the one hand, this is quite understandable, given that
central banks are willing, now more than ever, to keep market interest rates
from rising. On the other hand, unlimited trust in the ability of central banking
to fend off the inevitable appears to be misplaced because in the end “this time
will not be different”. This is just another credit boom that will get what is com-
ing for it.
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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
|. Actual 1274.5 14.4 813.5 1319.0
II. 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
@ -4 16 0 32 -4 11 -9 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
|. Actual 11421 12.9 729.0 1182.0
II. 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
@ -7 13 -3 29 -6 8 -11 1
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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Performance of stocks, commodities, FX and bonds
(a) In national currencies (b) In euro

S&P 500 S&P 500
Nasdaq 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

USDJPY

US gov't bond 7 - 10 yrs
US gov't bond 1 - 3 yrs
Euro gov't bond 7 - 10 yrs
Euro gov'tbond 1 - 3 yrs
UK gov't bond 7 - 10 yrs
UK gov't bond 1 - 3 yrs
Japan gov't bond 7 - 10 yrs
Japan gov't bond 1 - 3 yrs

Source: Thomson Financial; calculations by Degussa.
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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 Gold GmbH. The manner in which this document is distributed may be further restricted
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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