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This is a short summary of our fortnightly Degussa Marktreport.
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. i HERE COMES THE

T b Y INFLATION BEAST

I 1 1‘3 1‘5 1‘7 1‘9 2‘1 The sharp rise in consumer price inflation, which began around the spring of
this year in many currency areas around the world, was a warning shot to

EURUSD many investors. It clearly shows that “inflation is not dead”, but that the “infla-
1,50 tion beast” can rear its ugly head quite powerfully. Of course, special factors
145 and, in particular, strongly rising energy prices (for, say, oil, natural gas, coal
1,40 - etc.) are driving headline inflation indices higher. However, there is room to
1,35 | M“\ expect that the upward drift in inflation will not ease off anytime soon.

1,30

1,25 \ In an effort to cope with the economic fallout of the politically-dictated lock-
1,20 h N‘ﬁ down crisis in 2020, central banks slashed interest rates to exceptionally low
1,15 - N . N \ levels and increased the quantity of money significantly. The result is a fairly
1,10 A large “monetary overhang,” which will help drive prices for goods and services
1,05 higher — especially in an environment where supply bottlenecks have remained
1,00

w w w w w severe, and production and logistic chains are still very much out of step. These
1113 15 17 19 21

Source: Refinitiv; graphs by Degussa. cost-push” factors could thus all too easily fuel upward price pressure further.

This, in turn, puts the credit-based monetary system in dire straits. Because if
Actal ] Change against in percent: consumer goods prices continue to rise for all eyes to s les inflation
. T 2w consumer g o ue e eyes to see, people o

I. In Us-dollar expectations will likely go up. In other words, people will expect an inflation

STl B o o rate that is higher than the target inflation rate of the central bank and incor-

Platinum 9642 25 -10.1 123 porate such a higher rate into their contracts (for leases, loans, wages, etc.).

e e~ R This, in turn, will lead to big problems. If the central bank allows a higher-than-

Gold 1510 17 19 66 promised inflation rate, an upward inflation spiral could be set in motion.

Silver 19.4 1.5 -12.0 -6.3

panm @RS 42 e If, however, the central bank takes action and raises interest rates and reduces

IIl. Gold price in other currencies credit and money supply growth to lower actual inflation and thereby curb in-

SR et B flation expectations, the economy and financial markets will most likely col-

GBP 12038 14 11 1.8 lapse — as the current recovery is no doubt fuelled by ultra-low interest rates

INR 1314847 1.9 o1 9 and most generous increases in the supply of credit and money. Credit mar-

RUB 127.130.5 -0.4 -1.6 -16.5

Source: Refinitiv; calculations by Degussa.
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Precious metal prices in the last six

years (USD/oz)
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Source: Refinitiv; graphs by Degussa.
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kets, in particular, would be vulnerable to any appreciable tightening of mone-
tary policy — as borrowers might not be able to roll over their maturing debt
and/or cannot afford higher borrowing costs.

So what are central banks doing? Their representatives, aided and abetted by
quite a few mainstream economists, try to make the general public believe that
the current inflation is just “temporary” and caused by “special factors,” the ef-
fects of which will soon disappear. Policymakers are trying to dispel the notion
that high inflation is here to stay. They want to convince market agents that
there is no need to distrust central banks’ inflation promise and that people do
not have to raise their inflation expectations because everything will be just fine.

The truth is that the scenario of rising inflation and possibly rising inflation ex-
pectations on the part of market agents is a rather explosive constellation. A
fairly critical point is when inflation leads to higher goods prices, as blue-collar
and white-collar workers seek compensation for the loss of purchasing power in
their current wages. In turn, higher wages would compel companies to charge
higher prices for their products. Once kicked off, such a “price-wage spiral”
typically has to be ended by a harsh restrictive monetary policy, causing reces-
sion and perhaps even deflation.

If supply-side bottlenecks in the goods and energy markets were to ease notice-
able in the near future, and market agents continue to sit tight and maintain
their confidence in central banking, the very troublesome scenario outlined
above could, of course, be prevented. However, it should be clear that the cur-
rent stance of monetary policymaking around the world — keeping interest rates
at record lows, greatly increasing the money supply, and allowing inflation to
rise — even temporarily without changing policy, is a rather dangerous way of
running things.

So here comes the “inflation beast”. What can the investor do about it? And
what role can gold and silver play in the investor portfolio? Central banks
worldwide can be expected to stick to their inflationary policy, delivering elevat-
ed but not necessarily runaway inflation in the months to come; this is the base
line scenario. That said, chronic inflation — the ongoing loss of purchasing pow-
er of official currencies such as the US dollar, the euro, the Chinese renminbi,
the British pound etc., be it in the form of consumer goods price and/or asset
price inflation — will continue. The downside risk is that it will end up in a high
and even explosive inflation regime, followed by a big crash.

That said, the long-term oriented investor might want to remain exposed in the
market for real assets — such as stock and housing markets. This provides them
with an opportunity to hedge their capital against the inflationary machinations
of central banks. Gold and silver also come to mind. The guantity of these pre-
cious metals cannot be increased at political expediency or debased like official
currencies like the US dollar, euro & Co. This means that physical gold and silver
should be able to avoid the fate of permanent devaluation.

At the same time, however, the investor must be patient when holding physical
gold and silver. As the recent past has shown, the price of gold and silver can
be subject to substantial gyrations in the short run, and it is no guarantee that
their prices will steadily move upwards over time. In fact, the numerous market
interventions by central banks, which have now become “standard practise”,
may lower investor “safe haven” demand for physical gold and silver, potential-
ly causing periods of “counterintuitive fluctuations” of their market prices.
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However, if the investor manages to obtain gold and silver at an attractive price
(that is, by buying them when almost everyone else is selling, for example),
these metals can be seen as insurance against the whims of central banks’ infla-
tionary policies, providing the investor with a considerable upside price potential
in a period when the going gets rough. In such times the holders of gold and
silver may have a “last line of portfolio protection” or even take the chance to
convert high-priced precious metals into undervalued assets, thereby increasing
their return on capital.

The podcast for this article can be found here.

HERE COMES
THE INFLATION BEAST

A Podcast by Thorsten Polleit
Narrated by Microsoft Jenny
on 6 October 2021

* Kk


https://soundcloud.com/user-889325874/here-comes-the-inflation-beast?si=5d517f67f5b046a3bf4e93f0af60c66b&fbclid=IwAR2-yLk7Aq_rb7_R-gWQ1AaBFU9qalaYD_V67S4QCZtUA1ifh71KXWYNbIA
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In US-Dollar per ounce
Gold Silver Platinum Palladium
I. Actual 1758.8 22.5 964.4 1884.1
Il. Gliding averages
10 days 1753.3 22.5 972.1 1930.7
20 days 1768.2 22.9 964.3 2006.2
50 days 1783.0 23.7 993.3 2319.7
100 days 1807.8 25.2 1058.2 2533.3
200 days 1800.7 25.7 1117.5 2539.4
lll. Estimates for end 2021 2448 47 1272 2710
o) 39 109 32 44
Band width Low High Low High Low High Low High
1750 2684 23.0 55.1 950 1472 2280 2910
o) 0 53 2 145 -1 53 21 54
V. Annual averages
2018 1253 17.1 947 857
2019 1268 15.8 880 1019
2020 1382 16.1 862 1511
In Euro per ounce
Gold Silver Platinum Palladium
I. Actual | 1523.9 19.5 835.6 1632.5
Il. Gliding averages
10 days 1503.8 19.3 833.8 1655.9
20 days 1508.3 19.5 822.6 1710.9
50 days 1515.6 20.1 844.3 1971.0
100 days 1521.8 21.2 890.3 2130.8
200 days 1505.5 21.5 933.9 2122.7
Ill. Estimates for end 2021 2044 39 1062 2263
1) 34 102 27 39
Band width Low High Low High Low High Low High
1470 2260 19.0 46.6 800 1240 1920 2450
(1) -4 48 -3 139 -4 48 18 50
V. Annual averages
2018 1116 15 844 760
2019 1072 13 743 863
2020 1235 14 770 1350

Source: Refinitiv; calculations and estimates Degussa. Numbers are rounded.

(M 0n the basis of actual prices.
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BITCOIN, PERFORMANCE OF VARIOUS ASSET CLASSES

Bitcoin in US dollars
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Source: Refinitiv; graph by Degussa.
Performance of stocks, commodities, FX and bonds
(@) In national currencies (b) In euro
-40-30-20-10 0 10 20 30 40 50 60 70 -40-30-20-10 0 10 20 30 40 50 60 70
S&P 500 15,7 S&P 500 T 2‘12‘ —
Nasdaq 12,0 Nasdaqg 17,5
Euro STOXX 50 11,9 Euro STOXX 50 11,9
FTSE 100 8,3 FTSE 100 13,2
DAX 9,1 DAX 9,1
Swiss Ml 7.4 Swiss Ml 8,2
Nikkei Nikkei
Hang Seng Hang Seng
Bovespa Bovespa
Russia Russia
CRB Index CRB Index
Gold Gold
Silver Silver
Crude oil Crude oil 56,5
EURUSD -5,5 EURUSD -5,5
EURJPY 1,9 EURJIPY 1,9
EURGBP -4,9 EURGBP -4,9
EURCHF 0,8 EURCHF 0,8
USDCAD -0,9 USDCAD -0,9
USDGBP 0,7 USDGBP -0,7
USDJPY 7.8 USDJPY 7,8
US gov't bond 7 - 10 yrs 2.2 US gov't bond 7 - 10 yrs 3,2
US gov'tbond 1 - 3 yrs 0,0 US gov'tbond 1 - 3 yrs 5,5
Euro gov't bond 7 - 10 yrs -1,9 | Euro gov't bond 7 - 10 yrs -1,9 |
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 -3,9 i UK gov't bond 7 - 10 yrs 1,0
UK gov't bond 1 - 3 yrs -0,6 UK gov't bond 1 - 3 yrs 4,3
Japan gov't bond 7 - 10 yrs -0,1 Japan gov't bond 7 - 10 yrs -2,0
Japan gov't bond 1 - 3 yrs -0,1 Japan gov't bond 1 - 3 yrs -1,9

Source: Refinitiv; 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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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 October 2021

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/

Hanover (shop & showroom): TheaterstraBe 7 - 30159 Hanover
Phone: 0511-897338 — 0 - hannover@degussa-goldhandel.de
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GOLD UND SILBER.

Cologne (shop & showroom): GereonstraBe 18-32 - 50670 Cologne
Phone: 0221-120 620 - 0 - koeln@degussa-goldhandel.de

Munich (shop & showroom): Promenadeplatz 12 - 80333 Munich
Phone: 089-13 92613 — 18 - muenchen@degussa-goldhandel.de

Munich (Old Gold Centre): Promenadeplatz 10 - 80333 Munich
Phone: 089-1392613 — 10 - muenchen-altgold@degussa-goldhandel.de
Frankfurt Headquarters
Kettenhofweg 29 - 60325 Frankfurt
Phone: 069-860 068 — 0 - info@degussa-goldhandel.de

Nuremberg (shop & showroom): Prinzregentenufer 7 - 90489 Nuremberg
Phone: 0911-669 488 — 0 - nuernberg@degussa-goldhandel.de

Pforzheim (refinery): Freiburger StraBe 12 - 75179 Pforzheim
Phone: 07231-58795 - 0 - pforzheim@degussa-goldhandel.de

Retail buying and selling outlets in Germany: )
Stuttgart (shop & showroom): KronprinzstraBe 6 - 70173 Stuttgart
Augsburg (shop & showroom): MaximiliansstraBe 53 - 86150 Augsburg Phone: 0711-305893 - 6 - stuttgart@degussa-goldhandel.de

Phone: 0821-508667 — O - augsburg@degussa-goldhandel.de

Berlin (shop & showroom): FasanenstraBe 70 - 10719 Berlin

Phone: 030-8872838 — 0 - berlin@degussa-goldhandel.de

Dusseldorf (Old Gold Centre): In der KO Galerie
Konigsallee 60 / Eingang SteinstralBe - 40212 Dusseldorf
Phone: 0211-13 06 858 — 0 - duesseldorf@degussa-goldhandel.de

Frankfurt (shop & showroom): Kettenhofweg 25 - 60325 Frankfurt
Phone: 069-860 068 — 100 - frankfurt@degussa-goldhandel.de

Hamburg (shop & showroom): Ballindamm 5 - 20095 Hamburg
Phone: 040-329 0872 - 0 - hamburg@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 Veldzquez 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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