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. THE INFLATION SHAM
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31 The world over people are told that central banks pursue “price stability” by
-6 ﬂ making sure that consumer goods prices do not rise by more than 2 per cent
5 f \N.‘ per annum. This is, of course, a big sham. If the prices of goods rise over time,
M ALl ! m! " \ it does not take that much to understand that prices do not remain stable. And
16 if the prices of goods increase over time, it necessarily means that the purchas-
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ing power of the money unit declines.

EURUSD As money loses its purchasing power, income and wealth are stealthily redis-
tributed. Some individuals and groups of people are enriched at the expense of
others. For instance, savers and workers are swindled out of their deserved in-
15 14 come and retirement benefits, while those who own goods that rise in price or
borrow money typically reap a windfall profit. Clearly, the banking industry is a

1,4 lA | hl
3 # 5 N “I h ﬂ“\ major beneficiary of monetary debasement.
1.2 | \ M ‘INFLATION’ IS A RISE IN THE QUANTITY OF MONEY

11 M“ w ' Central banks are the very source of the phenomenon that all prices of goods
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1,0 : : : ; : tend to rise over time. They hold the money production monopoly and increase
09 113 15 1719 — in close cooperation with commercial banks — the outstanding quantity of
Source: Thomson Financial; graphs money through credit expansion, an increase in the supply of credit that is not
by Degussa. backed by real savings. It goes without saying that it is rather profitable to be
active in the money production business.
Actual Change against (in percent):

t) 2W 3M 122M . . . . . . .
e The increase in the quantity of money results, and necessarily so, in higher pric-
Gold 14729 | 07 36 15.0 es compared to a situation in which the quantity of money had not been in-
ohver i ° > creased. This is no arbitrary assertion but stems from logical reasoning: A rise in
Platinum 931.3 3.5 0.2 17.6 . ) y - - 9 - g ]
Palladium  1.946.4 | 5.7 27.1 54.3 peoples’ money holding lowers the marginal utility of the additionally received
Il. In euro . . . A
o TR = e money unit, meaning the marginal utility of other goods that can be exchanged
Silver 15.2 1.3 9.6 13.0 against money rises.

Platinum 837.2 2.5 -1.2 20.8

Palladium 1.750.0 4.7 254 58.5 . . . . .

I, Gold price in other currencies Consider the case in which the quantity of money in the hands of market
Y 1615560 06 06 150 agents rises. People will then exchange money balances (which have, from the
CNY 10.325.2 0.2 -5.9 171 . . . . oA . .
o v1oes | o6 o 1o y|ewpomtlof the money hglder, Iolst in rr'1f'arg|nal utility) against other vend@le
INR 104677.9] 1.9 49 17.4 items (which have gone up in marginal utility). As people exchange money units
RUB 92.105.4 -2.4 -9.8 3.1

Source: Thomson Financial; calculations by Degussa.
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Precious metal prices (USD/oz) in the
last 4 years
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against other goods, money prices go up (compared to a situation in which the
guantity of money had not been increased).

THE MAINSTREAM EXPLANATION AND ITS PROBLEMS

Of course, in real life additional factors (such as, for instance, demand changes,
market introduction of new products etc.) interfere with the link between the
increase in the quantity of money and rising prices of goods. This, however,
does by no means refutes the economic insight that a rise in the quantity of
money in the economy leads to goods prices that will be higher than had the
guantity of money not been increased.

The increase in the quantity of money is what deserves to be called inflation;
rising prices are just a possible symptom of an increase in the quantity of mon-
ey. However, mainstream economists typically define inflation as rising consum-
er goods prices. This, however, is problematic for at least two reasons. First, by
equating inflation with rising prices, the real reason for higher prices, namely
the rise in the quantity of money, is obscured.

This, in turn, gives rise to arbitrary explanations of why goods prices may go up:
sheikhs that force up oil prices, unions that cause wages to rise, an overall
buoyant economy that creates shortages in production factors, and so forth. All
these pseudo-explanations deflect from the real culprit — namely that it is the
central bank, in cooperation with commercial banks, that issues new money, so
that people do no longer understand who, in fact, harms them.

Rising money stock inflates assets prices
S&P 500 US nominal GDP, and US money stock M2
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Source: Thomson Financial; calculations Degussa. (" Series are indexed (Q1 1996 = 100).

ASSET PRICE INFLATION

Second, changes in consumer goods prices do not tell us by the entire story for
they do not take into account asset prices such as, for instance, stock prices,
housing prices, and land prices. However, the newly injected money can be ex-
pected to not only push up consumer goods prices, it may also drive up asset
prices. And like rising consumer prices, rising asset prices diminish the purchas-
ing power of money.



In other words: Asset price inflation destroys the purchasing power of money in
the same way as price inflation of consumer goods does. Take, for instance,
stock market prices. If prices rise from, say, 100 US$ to 200 US$, the purchasing
power of the money unit would drop by 50 per cent. The owner of the stock
becomes richer, while the holder of US$ become poorer. In fact, this is precisely
what has been happening in the last decades.

For illustrative purposes, let us take a look at the chart above. It shows the de-
velopment of the US quantity of money, nominal GDP, and stock prices from
1996 to autumn 2019. In the period under review, the US nominal GDP has in-
creased by 4.3 per cent per annum on average. The quantity of money rose by
6.1 per cent, while stock prices expanded by 8.1 per cent. To the attentive ob-
server, these numbers contain an important message.

The increase in the money supply does not only raise prices of consumer goods,
but it also tends to raise all prices. For instance, in the period under review, on
average, the real GDP in the US rose around 1.9 per cent per year, while prices
of goods and services that are included in US GDP went up by 2.4 per cent. The
remaining “excess money” obviously pushed up stock prices and other asset
prices such as for instance, housing prices.

DON'T PUT YOUR TRUST IN TODAY’S MONEY

The lessons to learn are this: Always think of inflation as a rise in the quantity of
money. Be aware that central banks and commercial banks provide a kind of
money that does not keep its purchasing power — that most people suffer losses
when holding it for the purpose of storing wealth. Better do not put your trust
in today’'s money and keep your transaction balances as small as possible. Don’t
be taking in by the inflation sham.

The insights outlined above should encourage all of us to join the call for better,
for sound money: Money that lives up to the highest economic and ethical
standards. This can be achieved by simply opening up a free market in money,
where people are free to choose the kind of money they would like to use; and
where entrepreneurial spirits are free to make their fellow people sound money
offers.

A free market in money — which would be tantamount to putting an end to cen-
tral banks’" money production monopolies — is actually easy to come by. Just strip
the official currency from its privileged ‘legal tender’ status and remove all capi-
tal gain and sales taxes on all media that stand an excellent chance to compete
for becoming money — most notably gold and silver but potentially also crypto
units.

A free market in money will work wonders. Many of the evils that haunt our
world today — be it chronic price inflation, financial and economic crises, boom-
and-bust-cycles, oppressive government (“deep state”), loss of liberty and free-
dom, war, and even overuse of natural resources would be effectively cured.
One of the biggest challenges of our times is to reform our money. The solution
is opening up a free market in money.

19 December 2019
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Precious metals prices

In US-dollar per ounce

Gold Silver Platinum Palladium
|. Actual 1474.7 17.0 931.2 1946.0
Il. Gliding averages
5 days 14721 16.9 932.6 1946.8
10 days 1469.6 16.8 917.4 1910.4
20 days 1466.5 16.9 909.1 1858.1
50 days 1477.9 17.3 904.7 1794.3
100 days 1491.2 17.5 901.2 1668.2
200 days 14111 16.3 872.4 1554.1
IIl. Estimate for end 2020 1690 22.9 930 1570
Bandwidths Low High Low High Low High Low High
1440 1840 16 26 780 990 1380 1650
(1) -2 25 -4 55 -16 6 -29 -15
IV. Annual averages
2016 1242 17.0 985 617
2017 1253 17.1 947 857
2018 1268 15.8 880 1019
In euro per ounce
Gold Silver Platinum Palladium
|. Actual 1326.3 15.3 837.5 1750.2
Il. Gliding averages
5 days 1323.1 15.2 838.2 1749.7
10 days 1323.7 15.2 826.3 1720.7
20 days 1324.7 15.3 821.1 1678.2
50 days 1334.6 15.6 816.9 1620.2
100 days 1347.6 15.8 814.5 1507.8
200 days 1265.9 14.6 782.5 1394.3
IIl. Estimate for end 2020 1580 22 870 1470
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) 2 30 0 62 -13 11 -26 -11
IV. Annual averages
2016 1120 15 888 557
2017 1116 15 844 760
2018 1072 13 743 863

Source: Thomson Financial; own calculations and estimates. Numbers are rounded.

M 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; graph by Degussa.
Performance of stocks, commodities, FX and bonds
(a) In national currencies (b) In euro
40 20 O 20 40 60 -20 0 20 40 60
S&P500 274 S&P 500 30,3
Nasdaq 33,0 Nasdaq 35,9
Euro STOXX 50 23,1 Euro STOXX 50 23,2
FTSE 100 FTSE 100 17,6
DAX 25,7 DAX 25,7
Swiss Ml 25,8 Swiss Ml 28,9
Nikkei 21,2 Nikkei 24,2
Hang Seng Hang Seng 8,8
Bovespa 28,1 Bovespa 26,3
Russia 27,2 Russia 40,0
CRB Index CRB Index 12,0
Gold 15,3 Gold 18,2
Silver Silver 12,9
Crude oil Crude oil 15,4
EURUSD -2,9 EURUSD -2,9
EURJPY -3,1 EURJPY -3,1
EURGBP -5,5 EURGBP -5,5
EURCHF -3,0 EURCHF -3,0
USDCAD -3,6 USDCAD -3,6
USDGBP 2,8 USDGBP 2,8
USDJPY -0,1 USDJPY -0,1
US gov't bond 7 - 10 yrs : 7,6 US gov't bond 7 - 10 yrs 10,5
US gov'tbond 1 - 3 yrs 3,2 US gov'tbond 1 - 3 yrs 6,2
Euro gov't bond 7 - 10 yrs 2,6 Euro gov't bond 7 - 10 yrs 2,6
Euro gov't bond 1 - 3 yrs -0,6 Euro gov't bond 1 - 3 yrs -0,6
UK gov't bond 7 - 10 yrs ! 3,7 UK gov't bond 7 - 10 yrs 9,2
UK gov't bond 1 - 3 yrs 0,9 UK gov't bond 1 - 3 yrs 6,4
Japan gov't bond 7 - 10 yrs -0,6 Japan gov't bond 7 - 10 yrs -0,5
Japan gov't bond 1 - 3 yrs -0,3 Japan gov't bond 1 - 3 yrs -0,1

Source: Thomson Financial; calculations by Degussa.




6 Deg ussa _:(‘> 19 December 2019

Articles in earlier issues of the Degussa Market Report
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The Fed Takes Full Control of the Bond Market — And Raises The Value of Gold
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Everything You Always Wanted to Know About Karl Marx and Central Banking (*But Were Afraid To Ask)
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Pay Attention, Gold Investor: ‘This Time is not Different’
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US Interest Rate Down, Price of Gold up
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Gold Money in a Digitalised World Economy
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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
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28 September 218
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How Fed Policy Relates to the Price of Gold

31 August 2018
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17 August 2018
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Not All Is Well In Financial Markets
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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.

Imprint

Marktreport is published every 14 days on Thursdays and is a free service provided by Degussa Goldhandel GmbH.

Deadline for this edition: 19 December 2019

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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Nuremberg (shop & showroom): Prinzregentenufer 7 - 90489 Nuremberg
Phone: 0911-669 488 — 0 - nuernberg@degussa-goldhandel.de
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Phone: 07231-58795 - 0 - pforzheim@degussa-goldhandel.de
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Retail buying and selling outlets in Germany:
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Phone: 0821-508667 — O - augsburg@degussa-goldhandel.de
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Frankfurt (shop & showroom): Kettenhofweg 25 - 60325 Frankfurt
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Phone: 0711-305893 - 6 - stuttgart@degussa-goldhandel.de

Retail buying and selling outlets around the world:

Zurich (shop & showroom): Bleicherweg 41 - 8002 Zurich
Phone: 0041-44-40341 10 - zuerich@degussa-goldhandel.ch

Geneva (shop & showroom): Quai du Mont-Blanc 5 - 1201 Genéve
Phone: 0041-22 908 14 00 - geneve@degussa-goldhandel.ch

Madrid (shop & showroom): Calle de Velazquez 2 - 28001 Madrid
Phone: 0034-911 982 900 - info@degussa-mp.es

London Sharps Pixley Ltd. (member of the Degussa Group)
Phone: 0044-207 871 0532 - info@sharpspixley.com
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