Degussa <i» Market Report

6 July 2023 Economics - Finance - Precious Metals

USD per ounce of gold

2250 —==mi OUR TOP ISSUES o

WHAT THE INVERSION OF THE
YIELD CURVE IS TELLING US

1050 w w w w w The yield curves in the US and the euro area are deeply inverted. This means the
USD 819 2(; i 202223 level of long-term interest rates trades well below the level of short-term yields.
per ounce of siver InJuly 2023, the 10-year US Treasury yield was 116 basis points below the 2-year

30 US Treasury rate, and the corresponding yield curve inversion in the euro area
28 was 86 basis points — rather serious inversions from a historical perspective. More-
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over, experience has shown that an inverted yield curve is often an indicator of

;g an impending financial and/or economic crisis, often of recession. Is this time any
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1. In US-dollar On the one hand, one could argue that the yield curve inversion has been around
Sl‘"d 1-292279'8 ;; é? 192'25 for quite some time, but a major crisis hasn't hit yet, so the yield curve is wrongly
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Platinum 9171 66 7,5 2,2 sounding alarm bells and should be dismissed. On the other hand, one has to
L — L consider that the yield curve tends to be a leading indicator: it sends crisis signals
Gold 1769,7 | 1.1 25 25 well before such a scenario is supported by hard data.
Silver 21,0 -5,0 -5,4 5,6
Platinum 841,9 -6,3 -7,9 -4,1 . .
palladium 114370 |  -11.9 o6 454 In fact, there are some developments that could validate the signals currently
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costs will likely curb consumption and investment. However, it will take some
time for the full effect to be felt as monetary policy measures become noticeable
with a time delay.

In addition, banks, in particular, will feel the inversion of the yield curve, which is
rather unfavourable for their lending business: They can no longer make money
from maturity transformation. This, in turn, increases the cost of credit and re-
duces banks’ willingness to take on riskier assets.

No less importantly, as their loans mature, borrowers will continue to be under
pressure and have to refinance them at considerably higher interest rates. When
borrowers decide to repay their loans, the outstanding credit and money supply
shrinks, absorbing market liquidity and putting downward pressure on asset
prices.

All these considerations cannot be dismissed lightly, as we can already observe
that the growth rates of bank credit aggregates in the US and the euro area —
the main source of monetary expansion in the respective economies — have
slowed noticeably in recent months, indicating the credit cycle has already begun
its downward trend. That said, the signals from the yield curves certainly deserve
significant attention from investors.

Not least because there seems to be a fairly clear correlation between the shape
of the yield curve and the price of gold. As Figure 1 shows, changes in gold prices
were negatively associated with the shape of the yield curve: a steepening (flat-
tening) of the yield curve, on average, tended to be associated with a falling (ris-
ing) gold price.

The flattening and inversion of the US yield curve from 2021 onwards have only
been associated with a rather modest increase in the price of gold. Compared to
the years 2007/2008/2009 — the global financial and economic crisis — one would
have expected a much more pronounced increase in the price of gold, especially
given the current strong inversion of the US yield curve.

Indeed, in our view, markets are underestimating the downward potential from
significantly higher interest rates, particularly the burgeoning problems in the
credit and monetary systems, initially manifesting in a slowdown in bank lending
and a contraction of the money supply. That said, we wouldn't be surprised if the
gold price was to return to its long-term upward trend soon — as investors renew
their interest in the yellow metal as a hedge against the vagaries of the worldwide
fiat currency regime.
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In US-Dollar per ounce
Gold Silver L ET Palladium
I. Actual 1927,9 22,9 916,7 1238,3
Il. Gliding averages
10 days 1922,3 22,7 919,5 1275,4
20 days 1938,9 23,3 956,4 1326,2
50 days 1967,5 23,9 1015,9 1414,7
100 days 1947,0 23,4 1001,9 1438,7
200 days 1863,7 22,6 994,2 1651,1
11l. Estimates for end 2023 2200 29 1250 1450
) 14 27 36 17
Band width Low High Low High Low High Low High
1900 2360 23,3 32,9 950 1380 1300 1670
) -1 22 2 44 4 51 5 35
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 1770,2 21,0 841,7 1137,0
Il. Gliding averages
10 days 1760,9 20,8 842,3 1168,3
20 days 1783,3 21,4 879,8 1219,9
50 days 1811,3 22,0 935,3 1302,4
100 days 1799,1 21,6 925,8 1329,7
200 days 1756,7 21,3 937,9 1566,4
11l. Estimates for autumn 2023 2100 28 1200 1392
() 19 32 43 22
Band width Low High Low High Low High Low High
1820 2300 22,4 31,6 910 1320 1240 1600
) 3 30 6 50 8 57 9 41
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.

V'0On the basis of actual prices.




4 <0 6 July 2023
Degussa <> y
BITCOIN, PERFORMANCE OF VARIOUS ASSET CLASSES
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Performance of stocks, commodities, FX and bonds
(@) In national currencies (b) In euro
S&P 500 S&P 500
Nasdaq Nasdaq
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 oil Crude oil
EURUSD EURUSD
EURJPY EURIPY
EURGBP EURGBP
EURCHF EURCHF
USDCAD USDCAD
USDGBP USDGBP 5,0
USDJPY 10,3 USDJPY 10,3
US gov't bond 7 - 10 yrs 1,4 US gov't bond 7 - 10 yrs 0,0
US gov't bond 1 -3 yrs 0,6 US gov'tbond 1 -3 yrs -0,9
Euro gov't bond 7 - 10 yrs 1,5 Euro gov't bond 7 - 10 yrs | 1.5
Euro gov't bond 1 - 3yrs 0,5 Euro gov't bond 1 - 3 yrs 0,5
UK gov't bond 7 - 10 yrs -3,9 UK gov't bond 7 - 10 yrs -0,5
UK gov't bond 1 - 3 yrs 1,6 0l UK gov't bond 1 - 3 yrs s
Japan gov't bond 7 - 10 yrs I 2,0 Japan gov't bond 7 - 10 yrs -9,9 E
Japan gov't bond 1 - 3 yrs 0,2 Japan gov't bond 1 - 3 yrs -11,7

Source: Refinitiv; calculations by Degussa.
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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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