
  

 

 

 
  O U R  T O P  I S S U E S    

This is a short summary of our fortnightly Degussa Marktreport. 

 

BE AWARE OF WHAT INFLATION 
REALLY IS 
 

In an effort to “fight” the consequences of the politically orchestrated “lock-
down”, the Fed pumps vast amounts of money into the economy. It injects 
base money into the banking system, and it also monetises outstanding debt 
and finances the US administration’s deficit spending policy by issuing new 
money. This does not only increase “excess reserves” in the banking system, 
but it also ramps up the money stock in the hands of firms and consumers. 

The goal is to keep people liquid, to make up for lost profits and incomes. The 
Fed’s money creation policy is already showing the first effects. In late April 
2020, the money stock M1 grew 28.5 per cent year-on-year, while the money 
stock M2 was up 17.8 per cent against last year. The central bank heavily in-
creasing the quantity of money, while economic output contracts – isn’t that 
inflationary? It sure is, and it would be false to think otherwise.  

 1   US money aggregates rise strongly   

(a) M1, y/y in per cent   (b) M2, y/y in per cent 

 

 

 

Source: Refinitiv, Fed St. Louis, calculation Degussa. Latest data point: 30 April 2020.  
 
In this context, it is key to understand what inflation really is. Most people 
these days think inflation is a rise in consumer goods prices of more than 2 per 
cent per year – a result of what mainstream economics has been teaching gen-
erations of students all around the world. However, equating inflation with 
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Source: Refinitiv; graphs by Degussa.  
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Precious metals prices

Actual

(spot) 2 W 3 M 12 M

I. In US-dollar

Gold 1.699.1 0.9 6.9 30.2

Silver 15.0 -0.9 -16.9 2.9

Platinum 756.4 -2.4 -20.9 -4.4

Palladium 1.796.0 -16.7 -21.2 35.5

II. In euro

Gold 1.572.0 1.5 9.7 34.7

Silver 13.9 -0.5 -14.7 6.5

Platinum 699.8 -1.3 -19.0 -0.8

Palladium 1.662.0 -16.2 -19.0 40.3

III. Gold price in other currencies

JPY 180.398.0 -0.4 4.7 27.6

CNY 12.060.3 1.3 9.4 33.8

GBP 1.373.2 1.9 14.0 32.9

INR 128.915.5 1.9 13.3 42.0

RUB 127.261.3 2.3 25.2 48.7

Source: Refinitiv; calculations by Degussa.

Change against (in percent):
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changes in consumer goods prices is inadequate and highly deceptive for vari-
ous reasons.  

Inflation of consumer goods prices ignores the price inflation of many other 
goods such as – most notably – assets. If and when the prices of, say, stocks, 
bonds, and real estate go up, and if and when these price increases are not ac-
companied by the decline of other goods prices, the purchasing power of mon-
ey falls. This is what happened in the last decades: Consumer goods prices have 
remained relatively tame, while asset prices inflated.  

Those holding assets were on the winning side when the prices rose, while 
those holding money and fixed claims denominated in money lost out. The for-
mer got richer at the expense of the latter. This became possible as central 
banks, in close cooperation with commercial banks, were allowed a monetary 
policy of churning out ever-greater amounts of credit and money, provided at 
ever-lower interest rates.  

The economic truth is that it is the increase in the quantity of money that de-
serves to be termed inflation, while changes in goods prices are just a possible 
symptom of an increase in the quantity of money. What an increase in the 
quantity of money really does is to bring about a redistribution of income and 
wealth among people. Some will gain at the expense of others. And this does 
not even have to go hand in hand with goods price increases!  

Consider the following case in which the economy contracts heavily. As de-
mand falls, goods prices are under downward pressure. In an effort to prevent 
prices from falling, the central bank increases the quantity of money in the 
hands of firms and consumers. Let us assume it succeeds in returning demand 
towards its original level with goods prices remaining unchanged. At first 
glance, it appears that there is no inflationary impact – as prices have remained 
constant. 

However, what has happened here is that the increase in the money supply 
kept the prices of goods from falling. As a result, it benefits the owners of 
goods who are protected from losses in the form of declining goods prices. This 
is detrimental for everyone who wishes to buy goods, the holders of money, as 
they are stripped off the opportunity to purchase goods at a lower price. But 
that’s not all.  

Not all people will, at the same time, obtain an equal share in the increased 
quantity of money. In fact, some will get more than others. The former are the 
beneficiaries; the latter miss out. Under the current circumstances, big banks 
and companies and other financial intermediaries (hedge funds, insurance com-
panies etc.) receive big money, while at the same time, small businesses and 
employees are fobbed off with a much smaller amount of money.  

What is more, some get the new money earlier than others. The first receivers 
of the new money are the winners: They can purchase goods at current prices. 
As the new money moves from hand to hand, thereby increasing goods prices, 
the late receivers are the losers of the game: They can only purchase goods at 
higher prices. That said, a policy of expanding the quantity of money undeniably 
causes income and wealth inequality.  

In the current environment, there is mass unemployment in the US, which 
should put wages under downward pressure. What is more, commodity prices 
have fallen sharply, in particular oil prices, dampening measures of consumer 

Precious metal prices (USD/oz) in the 
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Source: Refinitiv; graphs by Degussa. 
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goods price inflation. However, the quantity of money has increased sharply, 
largely due to the fact that the Fed is effectively sending newly created money 
to bank-held deposits.  

This development is accompanied by all the effects outlined earlier – no doubt 
about that. An interesting question is, however, whether or not goods prices 
will increase. Of course, if we assume that firms and consumers will hold on to 
their new money balances rather than spending them (meaning a decline in the 
velocity of money), price inflation may not occur, and even goods price defla-
tion might be the result.  

However, for many people the new money compensates for lost wage income, 
and so the likelihood that the new money will be spent on food, clothes, etc. is 
relatively high. In other words, the new money is likely to find its way into the 
demand for goods and services. In view of a reduced goods supply, there is 
good reason to fear that consumer goods price inflation is about to accelerate – 
despite the latest oil price crash.  

All the more so if and when the lockdown comes to an end sooner rather than 
later, letting the economy to return to “normal”. In such an environment the 
“monetary overhang” created by the increase in the quantity of money can al-
most definitely be expected to drive up consumer and producer goods prices – 
if and when firms and consumers return towards their original spending behav-
iour. 

 2  US monetary policy drives up the price of gold  
Fed balance sheet (US$ bn) and gold price (USD/oz)  

 
Source: Refinitiv; graph by Degussa.  
 
One thing, however, appears to the very likely: That the Fed’s monetary expan-
sion will drive up asset prices: the prices for stocks, real estate, etc. The latest 
co-movement of the Fed’s balance sheet expansion and the S&P 500 stock mar-
ket index suggests exactly that: The inflation policy is alive and kicking, as creat-
ed by the Fed in the past. This time, however, to an unprecedented extent. 

The lesson to learn for any investor is this: It is very likely that the US-dollar as 
well as all other unbacked paper currencies around the world will continue to 
suffer: The currencies’ purchasing power is the first victim of central banks’ 
“rescue policies”. The debasement will come either through asset price inflation 
and/or consumer price inflation or a combination of both. As things stand, it is 
difficult to imagine that this scenario will not occur. 
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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) -14 14 32 92 35 97 -27 -1

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

1360 1800 18.6 27.0 950 1390 1210 1650

(1) -13 15 34 94 36 99 -27 0

V. Annual averages

2017

2018

2019

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

1072 13 743 863

1235 14 770 1350

1 67 67 -14

1116 15 844 760

1401.4 15.4 801.9 1747.4

1580 23 1170 1430

1498.5 13.8 697.8 1933.1

1455.1 15.0 789.2 1987.0

1571.5 13.9 705.5 1775.2

1563.6 14.0 699.0 1865.2

Gold Silver Platinum Palladium

1571.6 13.9 699.5 1657.7

1268 15.8 880 1019

1382 16.1 862 1511

0 65 66 -14

1253 17.1 947 857

1545.4 17.0 884.8 1926.6

1695 25 1256 1536

1641.3 15.1 764.9 2119.5

1599.6 16.5 868.5 2185.0

1708.4 15.1 766.9 1929.8

1702.0 15.2 760.9 2030.5

Gold Silver Platinum Palladium

1698.1 15.0 755.8 1791.1
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BITCOIN, PERFORMANCE OF VARIOUS ASSET CLASSES   
Bitcoin in US dollars  

 
 

Source: Refinitiv; graph by Degussa.  

 

Performance of stocks, commodities, FX and bonds  

(a) In national currencies  (b) In euro  

 

 

 
Source: Refinitiv; calculations by Degussa.   

0

2000

4000

6000

8000

10000

12000

14000

16000

18000

20000

12 13 14 15 16 17 18 19 20

-11,2 
-1,8 

-16,8 
-22,1 
-19,3 

-9,8 
-16,3 
-14,4 

-31,3 
-13,0 

-34,4 
12,1 

-15,7 
-42,2 

-3,6 
-5,8 

3,3 
-3,0 

8,5 
-6,7 
-2,3 

10,8 
2,9 
2,1 
0,2 
3,7 
0,8 
0,2 
0,0 

-80 -60 -40 -20 0 20 40 60

S&P 500
Nasdaq

Euro STOXX 50
FTSE 100

DAX
Swiss MI

Nikkei
Hang Seng

Bovespa
Russia

CRB Index
Gold
Silver

Crude oil
EURUSD
EURJPY

EURGBP
EURCHF

USDCAD
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't bond 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

-7,6 
1,8 

-16,8 
-25,4 

-19,2 
-6,8 

-10,5 
-12,6 

-66,6 
-29,6 
-30,8 

15,7 
-12,2 

-38,6 
-3,6 
-5,8 

3,3 
-3,0 

8,6 
-6,7 
-2,3 

14,4 
6,5 

2,1 
0,2 
0,4 

-2,5 
2,5 
2,3 

-100 -80 -60 -40 -20 0 20 40 60

S&P 500
Nasdaq

Euro STOXX 50
FTSE 100

DAX
Swiss MI

Nikkei
Hang Seng

Bovespa
Russia

CRB Index
Gold
Silver

Crude oil
EURUSD
EURJPY

EURGBP
EURCHF

USDCAD
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't bond 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



6 7 May 2020 

   

 

Articles in earlier issues of the Degussa Market Report    
Issue Content  

7 May 2020  Be Aware of What Inflation Really Is 

23 April 2020  The Undesirable Effects of the Corona-Virus Relief Package  

9 April 2020 The Boom And Bust Theory That Does Not Crash  

26 March 2020 With Mega Bail Outs, Governments Are The Big Winners 

12 March 2020  The Truth About Money – Past, Present, Future 

27 February 2020  Inflation Policy And Its Supporters 

13 February 2020 Gold-ETFs Versus Physical Gold: Difference Matters 

30 January 2020  Do Not Think The Era Of Boom And Bust Has Ended 

23 January 2020 Bull Markets, No Bubble Markets: Gold And Silver In 2020 

19 December 2019  The Inflation Sham 

5 December 2019 Why the Feared Crash Keeps Us Waiting  

21 November 2019 Asset Price Inflation and the Price of Gold 

7 November 2019  ETFs Drive Gold Demand  

24 October 2019  The Inflationary Supply Of Unbacked US Dollars And The Price Of Gold  

10 October 2019  Let’s Get Physical With Gold And Silver  

26 September 2019  The US Dollar Beast  

12 September 2019 The Inflationary Tide That Lifts all Boats but One 

29 August 2019  The Disaster of Negative Interest Rate Policy  

15 August 2019  The Gold Bull Market Is Back 

1 August 2019  Gold And Silver Prices – Get Going!  

19 July 2019 Facebook’s Fake Money 

4 July 2019  It Looks Like A Gold Bull Market, It Feels Like A Gold Bull Market – Maybe It Is A Gold Bull Market? 

19 June 2019 Good Money, Bad Money—And How Bitcoin Fits In 

6 June 2019  Gold Outshines The US Dollar  

23 May 2019  The Boom That Will Have It Coming 

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 

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



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: 7 May 2020
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/marktreport/

7 7. May 2020

mailto:info@degussa-goldhandel.de
mailto:muenchen@degussa-goldhandel.de
mailto:muenchen@degussa-goldhandel.de
mailto:muenchen-altgold@degussa-goldhandel.de
mailto:nuernberg@degussa-goldhandel.de
http://www.sharpspixley.com/



