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This is a short summary of our fortnightly Degussa Marktreport. 

 

GOLD-ETFS VERSUS PHYSICAL 
GOLD: DIFFERENCE MATTERS 
According to the World Gold Council, gold-backed Exchange Traded Funds 
(ETFs) and gold-backed Exchange Traded Commodities (ETCs) recorded an in-
flow of 76.2 tonnes from the beginning of January to 7 February 2020. Gold-
ETFs/-ETCs in North America added 39.3 tonnes, those in Europe 37.4 tonnes, 
those in other regions 1.0 tonnes, while there was a net outflow in Asia of 1.5 
tonnes. In sum, the total gold holdings of Gold-ETFs/-ETCs rose to a record of 
2,961.2 tonnes. 

While having amounted to just 2.4 per cent of the total demand for gold in the 
last decade on average, Gold-ETFs holdings have been showing a positive and 
relatively close relation to the price of gold: Increases (decreases) in Gold-ETFs 
holdings were accompanied by increases (decreases) of the price of gold. Of 
course, this does not tell us anything about the possible causation: We cannot 
say that a rise in the gold prices encourages the demand for Gold-ETFs, or 
whether it is the other way round. 

 1  Close relation between gold price and Gold-ETFs holdings   
Price of gold (USD/oz) and Gold-ETFs holdings (in million oz)  

 
Source: Thomson Financial, World Gold Council; graph Degussa.  

But what it suggests is that the demand for Gold-ETFs might hold some valua-
ble information as far as price action in the gold market is concerned. An inter-
esting question is therefore: What are the factors that drive the demand for 
Gold-ETFs in the first place? Clearly, regulatory restrictions can be expected to 
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Precious metals prices

Actual

(spot) 2 W 3 M 12 M

I. In US-dollar

Gold 1.564.4 -0.4 3.4 19.2

Silver 17.5 -3.0 -3.2 12.4

Platinum 962.5 -3.9 3.3 10.6

Palladium 2.332.2 -3.9 30.0 51.1

II. In euro

Gold 1.433.6 0.7 5.7 24.2

Silver 16.1 -2.0 -0.9 17.5

Platinum 882.1 -3.1 5.5 15.9

Palladium 2.137.0 -3.0 32.7 57.6

III. Gold price in other currencies

JPY 172.032.0 0.3 5.3 17.6

CNY 10.903.6 0.1 2.4 24.1

GBP 1.204.5 0.3 3.1 21.7

INR 111.547.0 1.9 3.9 19.9

RUB 98.586.6 1.2 1.6 13.8

Source: Thomson Financial; calculations by Degussa.

Change against (in percent):
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play a rather important role, for quite a few institutional investors are not al-
lowed to buy physical gold but must, if they want exposure to the gold market, 
rely on Gold-ETFs/ETCs.  

Under such conditions, interest rates can be expected to become highly im-
portant. Generally speaking, interest rates typically have a negative relation to 
the price of gold: High (low) interest rates lower (increase) the demand for 
gold, translating into a lower (higher) price of gold (ceteris paribus). This is be-
cause holding gold causes opportunity costs – which, of course, decline (rise) as 
interest rates fall (rise).  
 
 2  Demand for Gold-ETFs reacts to interest rates   
US 2 year interest rate (in %) and Gold-ETFs holdings (in million oz)  

 
Source: Thomson Financial, World Gold Council; graph Degussa.  

As figure 2 shows, there has been indeed a negative (trend) relation between 
US interest rates and the demand for Gold-ETFs, i.e. Gold-ETFs holdings: As in-
terest rates have come down, Gold-ETFs holdings have gone up. Of course, 
other factors have been at work as well. For instance, people might find it more 
convenient and cost-efficient to seek exposure to the gold market via Gold-ETFs 
than through buying physical gold in the form of coins and bars.  

What is more, a great many investors these days can be expected to enter the 
gold market not to seek an insurance against a potential breakdown of the 
monetary system; they simply want to participate in the upward trend of the 
gold price. Whatever advantages they ascribe to Gold-ETFs: We should note 
that holding Gold-ETFs and holding physical gold is not the same! Depending 
on their particular structure, Gold-ETFs tend to carry various risks.  

For instance, the Gold-ETF issuer’s gold may be subject to fraud, loss, damage, 
theft, or restricted access. Or redemption orders might be subject to postpone-
ment, suspension, or rejection by the trustee under certain circumstances. Or 
the Gold-ETF share may trade below the NAV per share due to, say, market de-
velopments on the day Gold-ETF holders wish to sell their shares. 

Here is another risk factor: Because neither the Gold-ETF’s issuer nor its custo-
dian oversee or monitor the activities of sub-custodians who may temporarily 
hold the Gold-ETF issuer’s gold until transported to the predetermined vault; 
possible failure of the sub-custodians to exercise due care in the safekeeping of 
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the Gold-ETF issuer’s gold could result in a loss – especially so if and when the 
ability to take legal action against sub-custodians is limited.  

To cut a long story short: In a period of a real crisis, in case of massive market 
turmoil, the investor would indeed be served best if and when he has direct ac-
cess to physical gold. Purchasing physical gold is fairly easy, and storage facili-
ties can be obtained at reasonable costs. It may well be that Gold-ETFs meet in-
stitutional investors’ preferences and match their regulatory requirements. For 
all other investors, however, there is no compelling reason why Gold-ETFs 
should trump holding physical gold. 
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Precious metals prices 

 
  

In US-Dollar per ounce

I. Actual

II. Gliding averages

10 days

20 days

50 days

100 days

200 days

III. Estimates, end 2020
(1)

Band width Low High Low High Low High Low High

1459 1931 19.8 28.8 1020 1492 1300 1772

(1) -7 23 13 64 6 55 -45 -24

V. Annual averages

2017

2018

2019

In Euro per ounce

I. Actual

II. Gliding averages

10 days

20 days

50 days

100 days

200 days

III. Estimates, end 2020
(1)

Band width Low High Low High Low High Low High

1390 1840 18.9 27.5 970 1420 1240 1690

(1) -3 28 18 71 10 61 -42 -21

V. Annual averages

2017

2018

2019

Source: Thomson Financial; calculations and estimates Degussa. Numbers are rounded.
(1) On the basis of actual prices.

1570.1 17.7 970.0 2340.6

1566.2 17.8 987.2 2363.0

Gold Silver Platinum Palladium

1564.6 17.5 963.9 2342.9

1461.8 16.8 892.4 1701.7

1695 25 1256 1536

1529.6 17.6 960.7 2117.4

1506.8 17.5 931.0 1930.9

1268 15.8 880 1019

1382 16.1 862 1511

8 42 30 -34

1253 17.1 947 857

1427.4 16.1 881.9 2128.0

1419.2 16.2 894.4 2141.2

Gold Silver Platinum Palladium

1433.9 16.1 883.4 2147.3

1315.0 15.2 802.9 1531.4

1610 24 1190 1460

1379.3 15.9 866.3 1910.0

1361.5 15.8 841.1 1744.6

1072 13 743 863

1235 14 770 1350

12 47 35 -32

1116 15 844 760
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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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The Degussa Marktreport (German) and the Degussa Market Report (English) are available at:  
www.degussa-goldhandel.de/de/marktreport.aspx.  
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