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SKY-HIGH INFLATION IS JUST 
ONE REASON TO HOLD  
PHYSICAL GOLD 
It appears that most market observers expect high inflation to be a temporary 
phenomenon, that it will sooner or later slow down again, especially as the 
world’s major central banks have started tightening monetary policy. But is such 
an expectation really justified?  

Central banks in most countries have the mandate to keep consumer goods price 
inflation low, at a rate of around 2 per cent p.a., and this is indeed what most 
central banks have achieved in recent years. Against this backdrop, it is not sur-
prising that many expect the currently very high inflation to come down again. 
But that seems a bit naïve.  

To explain, let us take a closer look at the latest inflation numbers. Official infla-
tion rates have been strongly affected by “special factors”, namely the increased 
scarcity of goods as a result of the politically dictated lockdowns, the drastic in-
crease in energy prices due to “green policies”, and, moreover, higher goods 
prices due to Russia’s war on Ukraine. These “demand-pull”- and “cost-push” 
effects have significantly driven up consumer goods prices.  

No less importantly, central banks have created a huge “monetary overhang” 
that allows the latest goods price increases to translate into inflation – that is, 
sustained sharp rises in the prices of goods and services across the board. From 
this point of view, it is fair to say that inflation is indeed a monetary phenomenon 
– because, without the huge monetary overhang, demand pull and cost push 
effects simply could not ignite a sustained increase in all goods prices over time.  

Inflation is not a natural disaster; it is man-made. And it is important to note in 
this context that central banks have been pursuing rather exceptionally expan-
sionary monetary policies in recent years (established well before the lockdown 
periods – which, admittedly, triggered a very wild new round of money printing). 
The reason for this was the worsening “debt problem”: to sustain ever higher 
levels of debt accumulated by consumers, companies and governments in partic-
ular, ever lower interest rates are required.  

To prevent the debt pyramid from collapsing, governments and their central 
banks resort to “financial repression”: the central bank keeps nominal interest 
rates well below the inflation rate, thereby making real interest rates negative. As 
a result, debtors enjoy most generous borrowing costs, while creditors and 
money holders get the short end of the stick. High inflation is particularly helpful 
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Precious metals prices

Actual

(spot) 2 W 3 M 12 M

I. In US-dollar

Gold 1.765,5 0,0 -6,9 -2,6

Silver 19,9 -2,3 -12,7 -16,9

Platinum 926,7 3,3 -0,5 -8,5

Palladium 2.138,1 0,5 -7,9 -13,3

II. In euro

Gold 1.733,3 0,3 -3,6 12,9

Silver 19,5 -2,0 -9,7 -3,5

Platinum 909,8 3,7 2,5 6,0

Palladium 2.099,0 0,8 -4,7 0,4

III. Gold price in other currencies

JPY 238.432,0 1,4 -3,2 19,6

CNY 11.971,0 0,5 -4,5 2,2

GBP 1.463,5 0,9 -3,0 11,1

INR 140.121,5 1,9 -3,4 6,0

RUB 105.047,9 -0,4 -21,1 -20,7

Source: Refinitiv; calculations by Degussa.

Change against (in percent):
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for financially overstretched governments, as they can pay back less money in real 
terms than they have borrowed.  

However, financial repression accompanied by sky-high inflation is difficult to 
handle, even explosive. Sky-high inflation hurts the vast majority of the popula-
tion. Once people see the monetary scam, the situation can quickly get ugly. It 
may all too easily result in social unrest, violence in the streets, political instability, 
and even revolutions – as is already happening in a number of emerging market 
countries. 

At the same time, however, efforts to curb high inflation could trigger a major 
financial and economic crisis because the current economic and societal struc-
tures have been shaped by many years of ultra-low real interest rates and relent-
less monetary expansion. It was allowed to continue because the inflationary ef-
fects were largely confined to asset markets – and “asset price inflation” was 
widely considered “acceptable”, as it allegedly made the economies “richer”.  

But things have taken a dramatic turn as inflation has been reflected in very large 
increases in consumer goods prices. Public discontent has forced central banks to 
take action. But their measures show no determination to reduce high inflation 
by any means necessary or in the shortest time possible. Because the truth is that 
there is no easy exit from the currently high inflation regime. In fact, the chances 
that real interest rates, which are deep in the red in most currency areas, will 
return to positive territory anytime soon are rather slim.  

In this context, one should not forget that many governments in the Western 
world are trying to implement the “Great Reset”, the “Great Transformation”. 
“Green policy” is just one prominent item on their agenda, designed to limit or 
end people’s access to affordable and secure energy supply. It is a political ideol-
ogy which aims to roll back or even shut down the free market system (or what 
little is left of it).  

Debasing the purchasing power of the currency is a proven strategy to discredit 
the free market system: people become quite disenchanted with capitalism, 
which they falsely blame for their ordeal, and they turn to politicians and govern-
ments for help. Inflation thus is fulfilling its insidious political task: making people 
increasingly dependent on government handouts, allowing the state to expand 
its power over all sorts of economic and social affairs of the people.  

Unfortunately, popular resistance to inflationary policies and governments’ will-
ingness to end inflation are not yet strong enough in many countries. While the 
headline numbers may ease a little further in the coming months (especially as 
the energy price effect peters out), investors should not conclude that the infla-
tionary regime is over. The debasement of the purchasing power of money will 
remain one of the top challenges to your financial assets in the years to come.  

What does this mean for your portfolio selection? In a high-inflation regime, it 
makes sense to minimize your cash holdings to a transaction balance plus a buffer 
because cash will become worth … less (and less). I still believe it makes much 
sense to remain invested in the international stock market for the time being. If 
you are not an experienced stock picker, invest in a globally diversified stock mar-
ket ETF. I also think it is advisable to hold physical gold and silver. 

These precious metals can serve as a cash substitute, and their purchasing power 
cannot be debased by central banks running the printing presses. Moreover, 
physical gold and silver do not carry a default risk – in sharp contrast to bank 
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deposits. But high inflation is just one reason to hold physical gold and silver. 
Gold and silver also serve as insurance against the vagaries of the world wide fiat 
currency standard.  

Don’t forget that all major currencies – the US dollar, the euro, the Japanese yen, 
the Chinese renminbi, and others – are all fiat currencies. And the more the fiat 
currency standard is pushed to its limits by more and more debt, lowering of 
interest rate, and accelerating the printing presses, the greater the risk of some-
thing going terribly wrong. The value of physical gold and silver will survive any 
cataclysmic collapse of the unbacked paper money system.  

*** 

The video for this article can be found here.  

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.youtube.com/watch?v=71eZKiXtYSY
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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 for autumn 2023
(1)

Band width Low High Low High Low High Low High

1800 2398 21,0 31,0 830 1280 1650 2400

(1) 2 36 6 56 -11 38 -23 12

V. Annual averages

2019

2020

2021

In Euro per ounce

I. Actual

II. Gliding averages

10 days

20 days

50 days

100 days

200 days

III. Estimates for autumn 2023
(1)

Band width Low High Low High Low High Low High

1867 2487 21,8 32,1 860 1320 1710 2480

(1) 8 44 12 65 -6 45 -19 18

V. Annual averages

2019

2020

2021

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

1535 18 769 1911

1519 21 921 2035

32 49 22 12
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1694,8 20,8 895,0 1952,4

2281 29 1110 2345

1726,7 19,6 881,3 1933,5

1746,1 20,6 891,8 1982,2

1744,3 19,9 915,6 2121,4

1724,0 19,4 892,5 2053,0

Gold Silver Platinum Palladium

1732,8 19,5 911,2 2099,6

1753 20,2 878 2180

1804 25,5 1095 2422

25 41 15 6

1382 16,1 862 1511

1842,3 22,7 974,2 2122,4

2200 28 1070 2261

1780,3 20,2 908,8 1991,8
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1783,8 20,3 936,4 2169,8

1760,2 19,8 911,3 2096,4
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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.   
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17 February 2022 The Inflation beast is bigger than you think it is 
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18 November 2021 The Case Against Gold And Silver. Revisited  

4 November 2021 Stagflation Is Rearing Its Ugly Head 
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2 June 2021 Gold And Inflation  
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6 May 2021  The Dark Side of the Yield Curve Control Policy 

22 April 2021 Bitcoin and the Golden Opportunity  
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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 therefore 
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 intended 
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 opinions 
expressed herein do not necessarily reflect the opinions of Degussa Goldhandel GmbH. Degussa Goldhandel GmbH is under no obligation to update, 
modify or amend this document or to otherwise notify its recipients in the event that any circumstance mentioned or statement, estimate or forecast 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 circum-
stance 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 information 
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 Gold GmbH. The manner in which this document is distributed may be further restricted 
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. 
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