
  

 

 

 
  O U R  T O P  I S S U E S    

This is a short summary of our fortnightly Degussa Marktreport. 

Not All Is Well In Financial Markets 
It seems to be a hard time for those expressing concern about the build-up of 
risks in the economic and financial system: The major economies in the world 
are expanding at a decent clip, credit default concerns are very low, and stock 
and housing prices keep going up, driven by investor optimism and supported 
by an ongoing low interest rate environment.  

Moreover, cyclical indicators do currently not suggest that something terrible is 
just around the corner. But of course, there is good reason not to get carried 
away by the “all is well” mentality that has gripped financial market action. For 
central banks have, by way of their monetary policies of exceptionally low inter-
est rates, set into motion an artificial upswing (“boom”). 

While the boom leads to higher output and employment levels, it also causes – 
beneath the surface, so to speak – malinvestment on a grand scale: The devel-
opment of the economies’ production and employment structure is getting di-
verted from the path it would have taken had there not been a downward ma-
nipulation of interest rates on the part of central banks.  

Some theory 

This becomes obvious once a sound theory of the interest rate is taken into ac-
count, as put forward by the Austrian School of Economics, in particular by 
Ludwig von Mises (1881 – 1973). To explain this in some detail, we have to 
make a distinction between the ‘pure, or: originary, interest rate’ and the ‘nom-
inal market interest rate’.  

The originary interest rate is inseparably tied to human action: Each and one of 
us value an early satisfaction of a want more highly than a later satisfaction of 
the same want. In other words: We as human beings value a good that is pres-
ently available more highly than the same good available at a future point in 
time. This is the direct outcome of our time preference.  

As a logical category of human action, time preference is always present, it is 
always and everywhere positive, and so is the originary interest rate. The latter 
manifests itself by the fact that a good available in the present is assigned a 
higher value than the same good at a later point in time. The value discount fu-
ture goods suffer vis-à-vis present goods is indicative of the originary interest 
rate.  

The originary interest rate is always positive; it cannot go down to zero, let 
alone fall into negative territory – because of positive time preference. At the 
same time, the originary interest rate is not a constant. One may well assume 
that it differs from one individual to the next, and even an individual’s originary 
interest rate is not a constant over time.  
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Precious metals prices
Actual
(spot) 2 W 3 M 12 M

I. In US-dollar
Gold 1.225.2 -2.5 -5.1 -4.6
Silver 15.5 -3.7 -5.8 -8.9
Platinum 807.0 -3.9 -8.6 -17.2
Palladium 910.2 -3.8 -5.5 -2.4
II. In euro
Gold 1.053.5 -2.2 -3.9 -3.5
Silver 13.3 -3.3 -4.6 -7.8
Platinum 693.9 -3.3 -7.7 -16.1
Palladium 783.0 -3.5 -4.4 -0.9
III. Gold price in other currencies
JPY 138.211.0 -0.4 -3.4 -1.8
CNY 8.230.2 -1.2 -0.1 -3.8
GBP 939.0 -1.1 -2.0 -6.2
INR 84.071.2 -2.6 -4.2 2.2
RUB 77.280.1 -2.8 -3.9 1.9
Source: Thomson Reuters; own calculations.

Change against (in percent):
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For instance, young people tend to have a higher originary interest rate when 
compared to, say, parents who tend to their children – so that for the former the 
value of future goods is much less compared to present goods than for the latter. 
Or: In times of a financial panic, peoples’ originary interest rate typically goes up 
(sharply), as present needs become more important than future needs.  

Unhampered versus hampered market 

In an unhampered market, it is individuals’ originary interest rate that determines 
how much they consume and save out of their income. The social originary inter-
est rate emerges through the interplay between individuals’ supply of and de-
mand for savings. The nominal market interest rate is a composition of the social 
originary interest rate plus an inflation, credit and liquidity premium. 

The interest rate as determined in an unhampered market brings investment and 
savings into line so that scarce resources are intertemporally coordinated: The in-
terest rate as determined in an unhampered market ensures that available savings 
are sufficient to finalise all those investment projects deemed profitable at the 
prevailing market interest rate and satisfy consumption needs. 

However, we do not live in unhampered capital markets. Central banks intervene 
massively in money and credit markets and tamper with the interest rate. They do 
not only determine short-term interest rates but also - through direct bond pur-
chases - long-term interest rates. In fact, central banks, not free market forces, de-
termine market interest rates more than ever.   

Central bank monetary policy – the issuing of new money through credit expan-
sion – diverts the nominal market interest rate from the level it would reach in an 
unhampered market. It thereby causes the real (that is inflation-adjusted) interest 
rate to fall below the social originary interest rate. This leads to a decline in sav-
ings, while consumption and investment go up.  

What follows is an artificial economic upswing (“boom”), coaxing firms to engage 
in long-term investment projects in the capital goods industries at the expense of 
investment in consumer goods industries. Output and jobs gains thus created de-
pend on the market interest rate to remain artificially suppressed.  

The boom comes to an end and turns into a downswing (“bust”), if and when the 
interest rate goes up, i.e. the real market interest rate returns to the social origi-
nary interest rate. Because then many investment projects, which have hitherto 
seemed profitable, turn out to be ‘flops’. Firms cut back on production, start liqui-
dating unfinished investment projects and reduce their workforce.  

To avoid the bust, central banks keep pushing the market interest rate to a lower 
level once the economy starts weakening or financial markets are heading for 
trouble: Central banks try their very best to keep the artificial boom – which they 
have triggered by issuing new money and pushing market interest rates to artifi-
cially low levels – going. 

Great distortion 

From the viewpoint of ‘pure theory’ it is quite clear where all this is headed: The 
longer the boom has been going on, the more severe is malinvestment, and the 
bigger the ensuing bust – the loss in output and jobs and losses in capital values - 
will be. When it comes to making use of the insights of ‘pure theory’ for real-life 
purposes, however, we have to take account of the ‘prevailing conditions’.  

If, for instance, the economy has enjoyed productive gains during the boom, its 
expansion may continue for longer than what ‘pure theory’ would suggest. Like-
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wise, peoples’ originary interest rate may fall (for various reasons), and if this is 
the case, the distorting the effect originating from central banks’ downward 
manipulation of market (and real) interest rates would be reduced. 

Under such ‚prevailing conditions’ the harmful effects of central banks’ mone-
tary policies would be kept in check so that the economies could even afford a 
higher debt load, and elevated valuations for, e.g. stocks would not necessarily 
reflect a bubble. While this would indeed be a quite positive scenario, the ques-
tion is: Is it also a realistic scenario?  

The key hurdle to meaningfully answering this question is that we do not know 
where the ‘correct’ level of the interest rate is. Central banks’ chronic interven-
tions in credit markets have been causing a ‘truly great distortion’, having us 
robbed of the very mechanism that could bring about the social originary inter-
est rate: namely free market forces.  

Reason for caution 

In fact, the ongoing issuance of fiat money through credit expansion (money 
‘creation’ out of thin air) is indicative that something sinister is at work: namely 
that the real market interest rate has been pushed below the social originary in-
terest rate, influencing businessmen and consumers to make unwise decisions.   

Dance until the music stops, is the motto on financial markets. Central banks 
can be expected to keep the music playing as long as possible – that is fuelling 
the boom going by a policy of whatever it takes – and this means suppressing 
the interest rate to an artificially low level and churning out ever more credit 
and money to prevent any crash from occurring.   

The prime victim of such a monetary policy will be, of course, fiat money’s pur-
chasing power. It can be expected to continue to fall chronically, and with it, 
the real value of fixed claims denominated in fiat money goes down. All the 
more so, as an approaching bust will most likely make central banks opening 
up their monetary spigots.  

This, in turn, suggests a scenario outlined by Murray N. Rothard (1926 – 1995), 
who wrote: “We can look forward, therefore, not precisely to a 1929-type de-
pression, but to an inflationary depression of massive proportions.” In other 
words: Investors are well advised to expect a pretty challenging market envi-
ronment once the next crisis hits – which is not a question of if but of when. 
 

 

 

 

 

 

 

 
  

Gold price per ounce  
in US dollars and all world  
currencies (excl. the US dollar)* 
January 2008 to July 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.  
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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) 2 20 3 35 14 28 14 39

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) 3 21 4 36 15 29 15 40

IV. Annual averages

2014

2015

2016

2017

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