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This is a short summary of our fortnightly Degussa Marktreport. 

 

How Fed Policy Relates to the Price of Gold    
The monetary policy of the US Federal Reserve (Fed) is again of utmost im-
portance for financial market action, and in particular for those trading and 
holding gold. On the one hand, the Fed is pushing short-term interest rates 
higher, making holding gold costlier: The higher the interest is, the higher is the 
foregone income that could have been earned by holding interest-yielding as-
sets instead of gold. As a result, the demand for gold and thus its market price 
tends to go down if and when interest rates go up. 

On the other hand, the Fed’s continued interest rate hiking runs the risk that 
the current cyclical upswing, which has been set into motion by the Fed’s ex-
tremely low interest rate policy, becomes unsustainable. If and when interest 
rates reach too high a level, consumption and investment fall over the cliff, bor-
rowers default on their debt service, and the economy goes into recession. 
Needless to say that a shrinking economy would put the monetary and financial 
system under severe pressure – and would most likely increase the demand for a 
“safe haven” such as gold.  

That said, we have come across two opposing trends related to the Fed’s mone-
tary policy: While higher interest rates discourage the demand for gold, they stir 
the risk of a systemic crisis, which would most likely increase the demand for 
the “gold currency”. For the time being, however, investors have remained rela-
tively relaxed and optimistic. The reasons: The economy keeps growing at a de-
cent clip; unemployment is low; credit markets are liquid and provide funding at 
reasonably low borrowing costs; the stock market keeps roaring full steam 
ahead. 

It is against this backdrop that the savvy investor should not overlook that the 
current boom has been mainly orchestrated by the Fed’s monetary manipula-
tion. The visible effects of this are production and employment gains, rising in-
comes, favourable order backlogs, etc. However, the less apparent effects typi-
cally escape ’peoples’ eyes and attention, and that is malinvestment. Cheap 
money and credit policies lead to a distortion of market interest rates: The inter-
est rate falls below its ‘natural level’ (the level that would prevail had the Fed 
not provided new credit and money out of thin air). 

As a result, firms engage in lofty investment projects – in particular (rounda-
bout) investments that take a long time until profits are generated and the costs 
are recovered. These investments depend crucially on an ongoing low interest 
rate policy to amortise successfully. If interest rates are sufficiently low, the 
economy may keep growing nicely for quite a while. However, even then, the 
underlying malinvestment that builds up under the surface cause firms’ output 
to get out of sync with market demand. 

And then all of a sudden “cluster of errors“ become obvious: Many firms and 
many sectors realise that product demand does not live up to expectations, that 
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Precious metals prices

Actual

(spot) 2 W 3 M 12 M

I. In US-dollar

Gold 1.205.1 0.0 -7.2 -5.2

Silver 14.2 -3.9 -13.0 -14.0

Platinum 802.1 1.5 -11.0 -11.9

Palladium 977.0 4.4 -0.8 7.4

II. In euro

Gold 1.036.8 0.0 -6.6 -4.2

Silver 12.2 -3.9 -12.5 -13.2

Platinum 690.1 1.5 -11.0 -11.2

Palladium 841.0 4.9 -0.5 8.4

III. Gold price in other currencies

JPY 134.297.0 0.2 -4.9 -6.3

CNY 8.250.1 0.6 -0.8 -2.4

GBP 923.2 -1.6 -5.3 -3.5

INR 86.798.1 1.9 -0.8 4.6

RUB 82.488.6 2.1 2.0 12.2

Source: Thomson Financial; own calculations.

Change against (in percent):
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investment returns disappoint. This is when the boom turns into bust. Unfortu-
nately, however, we cannot precisely predict when said boom is going to turn 
into bust (at least not based on scientific, economic knowledge).   

Some market observers have already expressed concern that, for instance, the 
flattening US yield curve could signal that the US economic upswing is in its fi-
nal stages; or that the exceptionally low unemployment situation indicates that 
the situation cannot improve any further, foreshadowing future job losses. In 
the light of the great uncertainty related to such predictions, however, the in-
vestor should take them with a grain of salt. What may be possible, at least to 
some extent, is to identify and point out some conditions of the possibility that 
the economy takes a turn to the worse.  

One of the many “candidates” is the central bank raising interest rates follow-
ing a long period of artificially low interest rates – especially so because central 
bankers do not know where the “correct“ level of interest rates is. They have 
no other option than to pursue a “trial and error“ process. However, once cen-
tral bankers have pushed the interest rate too high, the house of cards comes 
crashing down. This is what the Fed has done on many occasions in the past, 
and there is no reason why the Fed’s would not cause the same kind of dam-
age in what lays ahead. In the current monetary system – which is character-
ised by unbacked paper money being pumped into the economy through bank 
credit expansion –, it is unfortunately just a matter of time until a new crisis 
hits.  

From the viewpoint of the savvy investor, who wishes to hold insurance against 
unfavourable economic and financial developments, gold ranks among the op-
tions well worth considering. Gold cannot be debased by central banks running 
the printing press on a grand scale – which is a very likely scenario once the 
next crisis unfolds. Besides, gold does not, unlike bank deposits, carry a default 
risk: It cannot go bankrupt. On top of that, gold does not appear to be expen-
sive at current prices – and thus represents an effective portfolio insurance with 
upward price potential. 
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Gold price per ounce  
in US dollars and all world  
currencies (excl. the US dollar)* 
January 2008 to September 2018 

 
Source: Bloomberg; own calculations. 
*Calculated from the gold price 
(USD/oz) and the nominal trade 
weighted exchange rate of the US dol-
lar. The timeline was indexed at 5 Sep-
tember 2011 with a value of 1.900.  
 
 

Current gold price is well below its 
‚estimated value‘  
Gold price (USD/oz), actual and estimat-
ed (1) 

 
Source: Thomson Financial; own calcula-
tions. (1) Period: January 1972 to July 
2018. Explanatory variables: US money 
stock M2, US short-term real interest rate 
and corporate credit spread. Grey area: 
standard error.  
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Precious metals prices and ETF holdings 
Gold ETFs (million ounces) und gold price (USD/oz) 

 
Silver ETFs (million ounces) and silver price (USD/oz) 

 
Platinum ETFs (million ounces) and platinum price (USD/oz) 

 
Palladium ETFs (million ounces) and palladium price (USD/oz) 

 
Source: Thomson Financial.   
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Precious metals prices 

  

In US-dollar

I. Actual

II. Gliding averages

5 days

10 days

20 days

50 days

100 days

200 days

III. Bandwidths for 2018 Low High Low High Low High Low High

1248 1472 16.0 21.0 936 1048 1033 1261

(1) 4 22 12 47 17 31 6 29

IV. Annual averages

2014

2015

2016

2017

In Euro

I. Actual

II. Gliding averages

5 days

10 days

20 days

50 days

100 days

200 days

III. Bandwidths for 2018 Low High Low High Low High Low High

1080.8 1274.2 13.8 18.2 810.4 907.6 894.1 1091.7

(1) 4 23 13 48 17 32 7 30

IV. Annual averages

2014

2015

2016

2017

Source: Thomson Financial; own calculations and estiamtes.
(1) Estimated return against actual price in percent. 

1120 15 888 557

1116 15 844 760

945 14 1035 601

1044 14 955 633

1072.1 13.5 728.8 817.8

1076.5 13.6 755.4 827.5

1032.5 12.5 679.6 820.5

1045.3 13.0 698.7 802.6

1031.2 12.2 678.2 845.3

1031.6 12.3 676.3 843.8

Gold Silver Platinum Palladium

1037.3 12.2 690.2 838.6

1242 17.0 985 617

1253 17.1 947 857

1260 19.1 1382 800

1163 15.7 1065 706

1253.1 15.8 851.9 955.8

1286.5 16.2 903.5 988.8

1196.5 14.5 787.6 950.9

1214.0 15.1 811.4 932.2

1196.9 14.2 787.1 981.0

1197.9 14.3 785.4 979.9

Gold Silver Platinum Palladium

1205.4 14.2 802.1 974.5
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Bitcoin, performance of various asset classes   
Bitcoin in US dollars  

  

Source: Thomson Financial.  

 

Performance of stocks, commodities, FX and bonds  
(a) In national currencies  (b) In euro  

 

 

 

Source: Thomson Financial; own calculations   
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The Degussa Marktreport (German) and the Degussa Market Report (English) are available at:  
www.degussa-goldhandel.de/de/marktreport.aspx.  



  

 
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 Fridays and is a free service provided by Degussa Goldhandel GmbH. 
Deadline for this edition: 201814 September 
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/infothek/marktreport/ 

14 September 20187

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/



