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WATCH OUT: THE "TRUST FACTOR™!
1450
Hardly anyone would disagree with the proposition that trust is important for
1250 human action. Without trust, any social interaction is difficult, if not impossible.

Even Bitcoin enthusiasts need at least a certain amount of trust — just think of the

1050 ; ; ; ; ; trust they put into the implementation of Satoshi Nakamoto’s White Paper in
& 1920 21 22 23 practice. Trust is particularly needed in the field of credit and money. In fact, it is
USD per ounce of silver vital for the smooth operation of a sophisticated financial system.
30

Trust is indispensable for today’s fiat money regime. Fiat money is created from

ii thin air, mostly through bank credit expansion. Its quantity can be increased lit-
24 erally at any time in any amount politically desired: central banks hold the mo-
22 nopoly of central bank fiat money, and commercial banks have a license to pro-
20 duce commercial bank fiat money on the basis of central bank fiat money. As
18 experience shows, a fiat money regime is always at risk of producing too much
16 money, leading to an excessive inflation rate.

14

12 Just think of the period from 2020 to early 2023, when consumer price inflation

18 19 20 21 22 23 in many countries skyrocketed. Why did it happen? In an attempt to fend off the
fallout of the politically dictated lockdown crisis, central banks increased the

EURUSD , . . o
10 quantity of money by buying all kinds of credit instruments. The result was an
1:35 enormous monetary overhang, which inflated consumer and asset prices. This
130 development was accompanied by strong “cost-push” factors.
1.25 Supply bottlenecks led to upward pressure on production inputs. The “green pol-
1,20 icy” drove energy prices up. The war in Ukraine contributed to higher prices for
11(5) virtually all commodities. The prevailing monetary overhang made it possible that
1:05 the cost-push factors translated into significantly higher prices, a process that
1,00 resulted in sky-high inflation. At the same time, however, there was no flight
0os from fiat currencies. Of course, many people complained about the decline in fiat
13 14 15 16 17 18 19 20 21 22 23 monies’ purchasing power. But it is fair to say that most of them haven't lost their
Source: Refinitiv; graphs by Degussa. trust in fiat monies.

Precious metals prices per ounce It seems that people have retained their faith in central banks. Why? People are

Actual Change against (in per cent): being told that sky-high inflation is due to cost-push developments, which are
(spot) 2W 3M 2M . . . .
i Usdeliar beyond the control of monetary policy. Such an explanation, if believed by the
Glold 19633 | 26 18 6.9 public, dispels any doubt about central banks’ “inflation-fighting credibility.” (Let
Silver 23,1 -9,9 -2,4 7.4 . . . .
Platinum  1.0271 | 3.0 16 65 me say: incorrectly, as inflation is always and everywhere a monetary phenome-
L — 1o 200 non, to use the words of the US economist Milton Friedman (1912-2006).)
. In euro
Gold 1.828,4 0,2 3,0 6,9 . . . .
Siver 21,5 7,5 1,4 7.4 What is more, people seem to have remained confident that central banks are in
Al o o a position to bring inflation down and that the currently sky-high inflation will be
IIl. Gold price in other currencies a temporary rather than a permanent evil. Even the latest turmoil in the US bank-
JPY 273.840,0 0,6 9,2 15,9 . . . .
Ny e728| 08 e 152 ing market or the excessive rise in government debt around the world have not
GBP 15852 | 08 13 88 significantly, let alone permanently, affected people’s confidence in the fiat US
INR 162.406,3 1,9 3.1 14,0 . .
RUB i 151 415 dollar and other fiat monies.

Source: Refinitiv; calculations by Degussa.
25.05.2023 11:35:08 AM



Degussa < 25 May 2023

By and large, investors seem to remain convinced that “nothing terrible will hap-
pen to fiat monies.” Inflation expectations, as measured by, for example, infla-
tion-indexed bond yields or inflation swaps, have remained relatively contained.
It shows that investors are not expecting runaway inflation. Price increases for
consumer and producer goods are still quite high, but they have largely lost mo-
mentum in recent months.

Moreover, indicators of stress in financial markets have remained fairly low. To
put things into perspective, stress levels during the US banking sector turmoil in
March 2023 were only 40% of the level seen during the lockdown crisis in 2020;
it was only 20% of the stress level in the great financial and economic crisis of
2008/2009. Markets express confidence that a credit crisis is not even remotely
imminent.

It may come as a surprise to many, but confidence in the fiat money regime is
alive and well — at least according to the price developments in financial markets.
This leads to the question: Are investors expecting the impossible? Of course,
central banks can bail out the economic and financial system in times of crisis.
This, however, would require the issuance of additional fiat money to keep strug-
gling borrowers afloat. High inflation would be the result.

Or central banks reduce the growth rate of the money supply to lower future
inflation. This, however, would almost certainly trigger a drop in output and em-
ployment and cause credit defaults — which would put severe pressure on the
highly leveraged fiat money system. Or will central bankers succeed in lowering
inflation while at the same time preventing the economies from going into (a
severe) recession?

If the latter were the case, investors would indeed expect the impossible. The
latest series of interest rate hikes by the central banks are already leading to a
sharp decline in credit and money supply growth. In real, i.e. inflation-adjusted
terms, the growth rate of credit and money is already deep in negative territory.
It indicates a decline in consumers’ and firms’ real spending power and portends
a looming recession.

We believe there is a relatively high probability that the slowdown of the world
economy will be more severe in the coming quarters than consensus estimates
suggest and that the downward pressure on goods price inflation, resulting from
slower credit and money supply growth, will be much more pronounced. We
also believe that central banks' interest rates will not remain at elevated levels for
long but will sooner rather than later be cut to much lower levels, keeping real
(that is inflation-adjusted) interest rates in negative territory.

This, in turn, clearly has the potential to prompt investors to reassess the risk/re-
ward situation in financial markets. While the “trust factor” among investors is
currently high, it will likely fall. With this in mind, we see a good chance that
investor interest in precious metals as a store of value and hedge against the
whims of the fiat money system will soon be propelled to much higher levels.
Because it will become increasingly obvious that fiat monies are not and will
never be a reliable store of value. Physical gold and silver offer savers and inves-
tors a much-needed alternative.

* Kk

The video of this article can be found here.


https://www.youtube.com/watch?v=F33HHZBjHNQ&t=55s
https://www.youtube.com/watch?v=F33HHZBjHNQ&t=55s
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In US-Dollar per ounce
Gold Silver Platinum Palladium
I. Actual 1962,8 23,1 1026,8 1399,5
IIl. Gliding averages
10 days 1991,0 25,1 1084,3 1534,6
20 days 1999,0 25,1 1054,2 1507.3
50 days 1942,2 23,2 1003,0 1463,1
100 days 1902,3 23,2 1007,7 1577,0
200 days 1810,9 21,6 968,8 1811,2
11l. Estimates for end 2023 2200 29 1250 1450
) 12 25 22 4
Band width Low High Low High Low High Low High
1900 2360 23,3 32,9 1060 1380 1300 1670
o -3 20 1 42 3 34 -7 19
V. Annual averages
2020 1753 20,2 878 2180
2021 1804 25,5 1095 2422
2022 1798 21,7 956 2154
In Euro per ounce
Gold Silver Platinum Palladium
I. Actual | 1828,6 21,5 956,6 1303,8
Il. Gliding averages
10 days 1810,5 22,8 986,0 1395,5
20 days 1822,4 22,9 960,9 1374,0
50 days 1795,9 21,5 927,3 1353,0
100 days 1766,1 21,6 935,6 1464,9
200 days 1736,6 20,7 929,2 1748,9
11l. Estimates for autumn 2023 2100 28 1200 1392
) 15 29 25 7
Band width Low High Low High Low High Low High
1820 2300 22,4 31,6 1010 1320 1240 1600
) 0 26 4 47 6 38 -5 23
V. Annual averages
2020 1535 18 769 1911
2021 1519 21 921 2035
2022 1704 21 905 2041

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

'0On the basis of actual prices.
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BITCOIN, PERFORMANCE OF VARIOUS ASSET CLASSES

Bitcoin in US dollars

70000

60000

50000

40000

30000

20000

10000

O T . oV~

12 13 14 15 16 17

Source: Refinitiv; graph by Degussa.

Performance of stocks, commodities, FX and bonds

(@) In national currencies (b) In euro

S&P 500 S&P 500

Nasdaq Nasdag

Euro STOXX 50 Euro STOXX 50

FTSE 100 FTSE 100

DAX DAX

Swiss Ml Swiss Ml

Nikkei Nikkei

Hang Seng Hang Seng

Bovespa Bovespa

Russia Russia

CRB Index CRB Index

Gold Gold

Silver Silver

Crude ol Crude oil

EURUSD EURUSD

EURIPY EURJPY

EURGBP EURGBP

EURCHF EURCHF

USDCAD USDCAD

USDGBP 2,6 USDGBP

UsSDJPY 5,7 USDJPY

US gov'tbond 7 - 10 yrs 028 US gov't bond 7 - 10 yrs

US gov't bond 1 - 3 yrs 1.3 US gov't bond 1 -3 yrs
Euro gov'tbond 7 - 10 yrs 1.8 Euro gov't bond 7 - 10 yrs 11,8
Euro gov't bond 1 -3 yrs 0,8 Euro gov't bond 1 - 3 yrs 0,8
UK gov't bond 7 - 10 yrs 1.1 UK gov't bond 7 - 10 yrs 0,7
UK gov't bond 1 - 3 yrs 0,1 UK gov't bond 1 - 3 yrs 11,9

Japan gov't bond 7 - 10 yrs | 1.7 Japan gov't bond 7 - 10 yrs -4,7
Japan gov't bond 1 -3 yrs 0.2 Japan gov't bond 1 - 3 yrs -6,2

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/marktreport
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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.
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