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This is a short summary of our fortnightly Degussa Marktreport. 

 

ASSET PRICE INFLATION AND 
THE PRICE OF GOLD  
 

Central banks around the world have been pushing market interest rates to ev-
er lower levels. Even the Federal Reserve (Fed), the world’s de facto central 
bank, has now returned to pursuing a policy of lower interest rates and mone-
tary expansion. There should be little doubt that central banks have succeeded 
in pushing market interest rates below “natural interest rate levels” – as evi-
denced by the fact that most interest rates have become negative in real terms.  

Initially, ultra-low market interest rates can be a boost to economic activity, en-
couraging consumption and investment spending. However, over time, an arti-
ficially lowered market interest rate causes over-consumption and malinvest-
ment: As the market interest rate goes down, people save less and consume 
more out of their current income, and, at the same time, firms increase their in-
vestments. This makes the economy live beyond its means. 

 1  World stock prices at record highs 
MSCI stock market index (in USD) 

 
Source: Thomson Financial; graph by Degussa.  
 
What is more, artificially suppressed market interest rates drive prices for assets 
such as, say, stocks and housing up. For instance, future earnings are discount-
ed with a lower rate, and that increases present value and thus, market price. 
This effect may well explain a great deal of why the world stock market has 
been in an upswing in the last decade and is now trading at a record level. At 
the same time, stock valuation measures (such as for instance, the price-
earnings ratio) have also grown in recent years.  

600

800

1000

1200

1400

1600

1800

2000

2200

2400

06 07 08 09 10 11 12 13 14 15 16 17 18 19 20

USD per ounce of gold  

 
 

USD per ounce of silver  

 
 

EURUSD  

 
Source: Thomson Financial; graphs  
by Degussa.  
 

 
 
 
 
 

800
900

1000
1100
1200
1300
1400
1500
1600
1700
1800
1900

09 11 13 15 17 19

11

16

21

26

31

36

41

46

51

09 11 13 15 17 19

1,0

1,1

1,2

1,3

1,4

1,5

1,6

09 11 13 15 17 19

Precious metals prices

Actual

(spot) 2 W 3 M 12 M

I. In US-dollar

Gold 1.470.9 -2.8 4.1 20.4

Silver 17.1 -5.3 5.4 20.9

Platinum 917.4 -3.0 6.7 15.0

Palladium 1.764.2 -2.3 16.3 49.8

II. In euro

Gold 1.328.3 -2.0 4.1 23.1

Silver 15.5 -4.4 5.4 23.6

Platinum 828.5 -2.6 6.4 17.6

Palladium 1.593.0 -1.5 16.3 53.0

III. Gold price in other currencies

JPY 159.750.0 -2.5 3.9 15.2

CNY 10.346.6 -2.9 6.3 21.7

GBP 1.138.1 -2.8 -2.1 18.8

INR 105.523.9 1.9 8.4 24.0

RUB 93.894.1 -2.4 4.4 14.6

Source: Thomson Financial; calculations by Degussa.

Change against (in percent):
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In addition to artificially lowered interest rates, there is another force at work: 
Central banks have put a “safety net” under the economies and the financial 
markets, essentially promising to take care of economic growth and financial 
stability. Investors expect central banks to stand ready to fend off any unfa-
vourable development that could lead to a recession or crash. As a result, inves-
tors have put aside their risk aversion.  

As long as central banks continue to pursue such an inflationary monetary poli-
cy – that is continuously expanding the quantity of credit and money at sup-
pressed market interest rates –, chances are that asset prices will edge higher 
and with them the valuation measures. For as market interest rates go down, or 
even approach the zero line, it makes economic sense that stocks and real es-
tate trade at higher valuation levels. 

The critical point here is, however, that market interest rates have been artifi-
cially lowered, and so higher asset prices and higher asset valuations measures 
represent a distortion, a misalignment. This may well become even more prob-
lematic if and when investor confidence drives asset prices into a speculative 
bubble period – that is period in which prices and valuations become excessive-
ly overvalued in the face of artificially lowered market interest rates.  

Against this backdrop, it should already have become evident that financial 
markets are becoming an increasingly dangerous place. While the asset price in-
flation may well continue for quite some time, the risk that economic disequilib-
ria will become ever more severe and that there will be a “very hard landing” at 
some point increases. The savvy investor may well ask: What am I going to do 
about it? One option is to remain invested, but take some risk off the table by 
adding portfolio insurance in the form of gold.  

The “gold currency” does not have a credit default risk (as for instance bank 
deposits do), and its purchasing power cannot be debased by monetary policy 
action. What is more, the historical correlation between the price of gold and 
stocks was close to zero. This suggests that gold may well help to reduce a 
portfolio’s price volatility without compromising a portfolio’s return – as the 
price of gold can be expected to keep trending upwards in the years to come. 
In this sense, Ray Dalio argued on 17 July 2019, when he said to Bloomberg: “I 
believe that it would be both risk-reducing and return-enhancing to consider 
adding gold to one’s portfolio.” 

 2  Monetary expansion drives gold price 
US bank credit (USD bn) and gold price (USD7oz) 

 
Source: Thomson Financial; graph by Degussa.  
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Precious metals prices 

 
  

In US-dollar per ounce

I. Actual

II. Gliding averages

5 days

10 days

20 days

50 days

100 days

200 days

III. Estimate for end 2020

Bandwidths Low High Low High Low High Low High

1440 1840 16 26 780 990 1380 1650

(1) -2 25 -5 54 -15 8 -22 -7

IV. Annual averages

2016

2017

2018

In euro per ounce

I. Actual

II. Gliding averages

5 days

10 days

20 days

50 days

100 days

200 days

III. Estimate for end 2020

Bandwidths Low High Low High Low High Low High

1350.0 1730.0 15.3 24.8 730.0 930.0 1290.0 1550.0

(1) 1 30 -1 60 -12 12 -19 -3

IV. Annual averages

2016

2017

2018

Source: Thomson Financial; own calculations and estimates. Numbers are rounded.
(1) Estimated return against actual price in percent. 

1116 15 844 760

1072 13 743 863

1249.4 14.5 773.6 1359.2

1120 15 888 557

1351.9 16.0 824.3 1544.9

1335.3 15.5 800.7 1447.9

1329.4 15.4 806.8 1576.0

1338.9 15.7 819.4 1589.2

1330.1 15.5 829.4 1595.9

1330.7 15.4 798.7 1562.2

1268 15.8 880 1019

Gold Silver Platinum Palladium

1480.9 17.2 888.0 1605.7

1395.7 16.2 864.4 1518.5

1483.7 17.4 908.1 1761.0

1492.7 17.6 910.1 1706.1

1469.8 17.0 882.2 1725.4

1467.8 17.0 890.8 1740.1

Gold Silver Platinum Palladium

1472.8 17.1 918.4 1767.1

1690 22.9 930 1570

1580 22 870 1470

1242 17.0 985 617

1253 17.1 947 857
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Bitcoin, performance of various asset classes   
Bitcoin in US dollars  

  

Source: Thomson Financial; graph by Degussa.  

 

Performance of stocks, commodities, FX and bonds  

(a) In national currencies  (b) In euro  

 

 

 
Source: Thomson Financial; calculations by Degussa.   
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