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We would like to express our gratitude to our Premium Partners for
supporting the In Gold We Trust report 2024

Details about our Premium Partners can be found on page 417 ff.
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I knew from my own experience about the
muysterious attraction of the royal game’, the only
one of all games devised by man that sovereignly

eludes any tyranny of chance and assigns its palms
of victory solely to the mind, or rather to a certain
form of mental talent.

Stefan Zweig, Chess: A Novel

The showdown in the gold price that we
announced in our last In Gold We Trust report has
come to pass. The gold price broke through its
long-term resistances and has set new all-time
highs. Gold is now entering terra incognita.

According to the old gold playbook, the gold price
should have fallen significantly in an environment
of sharply rising real interest rates. This and
several other laws seem to have been suspended
recently.

In the new gold playbook, Western financial
investors are no longer the marginal buyers.
Central banks and the steadily growing demand
from emerging markets — especially China — have
for the first time been able to more than
compensate for weak demand from the West.

While there was a gold drain to the US in the
1960s, the global East is currently experiencing a
veritable gold gain.

e The new gold playbook is a consequence of the

seismic shifts that are taking place in
macroeconomics, geopolitics, and increasingly
also in the world’s monetary architecture.

While central banks and investors in the emerging
markets are increasingly learning to appreciate
gold, Western financial investors continue to act
according to the old playbook. A second wave of
inflation or the overdue US recession could
prompt them to rethink their approach.

In view of the reorganization of the international
economic and geopolitical structure, the reaching
of the limits of debt sustainability, and possible
further waves of inflation, we are convinced that it
is advisable to consider increasing the percentage
of both safe-haven gold and performance gold in
portfolios.
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Chess is life.
Bobby Fischer

Sports is human life in
microcosm.

Howard Cosell

Avoiding risk is no safer in the
long run than outright exposure.
The fearful are caught as often as
the bold.

Garry Kasparov

A paradigm shift takes place
when a question is asked that
cannot be answered within the
current paradigm.

Joel A. Barker

incrementum
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Small changes sometimes have a big impact. At the end of the 15t century,
for example, a far-reaching change was made to the rules of chess. The queen,
which until then had only been allowed to move one square diagonally, was given
freedom of movement and could now move any number of squares diagonally as
well as vertically and horizontally. Thus, the queen was considerably upgraded
among the six different chess pieces and became the most powerful piece.! The
change in the rules meant that chess players had to adapt a new playbook. Chess

remained chess, and yet it became a completely different game.

Comparably far-reaching changes are currently taking place on the gold market.
The rules of the gold game are changing on many levels. That’s why we want to
take an in-depth look at the global upheavals in this 18t edition of the
In Gold We Trust report and introduce you to the new gold playbook.

The fundamental changes manifested themselves not least in the
spectacular gold price performance in the spring. The showdown in the
gold price that we predicted last year has come to pass. The gold price broke
through its long-term resistance and soared to unprecedented heights. Gold and

gold investors are now entering terra incognita.

Gold Cup-and-Handle Formation, in USD, 01/2000-04/2024
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What is remarkable is that all of this is happening in an environment in
which, according to the previous playbook, the gold price should
actually have fallen. The collapse of the correlation between the gold price and
real interest rates raises many questions. In the old paradigm, it was unthinkable
that the gold price would trend firmer during a phase of sharply rising real interest

rates.

1 Like the queen, the bishop’s ability to move has also been extended. Originally the bishop could only jump two
squares diagonally, but after the rule change it could move any number of squares diagonally. This change increased
the range and effectiveness of the bishop. After the rule change, the pawns could also move two squares forward in
the starting position instead of always making only one move forward.

| #IGWT24
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Gold has separated from real
rates since the Fed began hiking
rates, as there is nothing more
bullish for gold than rate hikes
that increase the solvency risk of
a sovereign, especially when that
sovereign is the reserve currency
issuer.

Luke Gromen

Tempora mutantur, nos et
mutamur in illis — Times change,
and we change in them.

Ovid

The most surprising thing about
this new gold bull market is how
surprising it’s been.

Brien Lundin

incrementum

Introduction 6

Gold (lhs, log), and US 10Y TIPS (rhs, inverted), 01/2006-04/2024
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This longtime pattern is not the only one that can no longer be used to explain the
gold price trend. There is considerable evidence that the old set of rules
has become outdated in essential aspects, indicating that it is time to

adopt the new gold playbook.

Before we take a closer look at the details, the first question is: What is

a playbook? ChatGPT provided us with the following answer:

A playbook is a comprehensive document or guide that outlines a set of
strategies, procedures, or tactics to accomplish specific goals or objectives. It
is commonly used in various fields such as business, sports, military, and
politics. Playbooks provide step-by-step instructions, best practices, and tips
for executing tasks efficiently and effectively. ... Overall, a playbook serves as
a reference tool to help individuals or teams navigate complex situations and

achieve success.

‘We are convinced that gold will experience the same substantial
revaluation under the new playbook as the queen did in the game of
chess. Gold is no longer a marginal figure, just another investment opportunity
among many, but is increasingly standing out from the spectrum of investment

instruments.

The New Gold Playbook

What is the root of the fundamental changes in the gold market?
Structural changes have taken place at various levels in recent years. A decade of
zero and negative interest rate policies has atomized all risk premiums and
provided a systemic incentive for excessive debt. The situation has been
exacerbated by the Covid-19 measures and the massive costs of the green
transformation, which are estimated to run by 2050 — almost
the equivalent of the world’s annual GDP. Since the beginning of the Ukraine war,

there has also been a vast increase in military spending. Adjusted for inflation,

| #IGWT24
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global military spending rose by 6.8% to USD 2.44trn in the previous year. This is

the largest increase since 2009.

We have addressed and analyzed these complex changes affecting the gold market
in detail in previous In Gold We Trust reports, such as in 2020 in “The Dawning of

a Golden Decade”, in 2021 in “Monetary Climate Change”, in 2022 in “Stagflation

2.0” and, last but not least, last year in “Showdown”.

The geopolitical showdown

In March of 2022, gold got Amid one of the most challenging geopolitical tensions in decades,
scarce. there is a return to gold as a neutral reserve asset. This is particularly
Doug Pollitt evident in the record gold purchases by central banks. In the In Gold We Trust

report 2022, “Stagflation 2.0”, we pointed out that the sanctioning of Russian
currency reserves by the US and the EU would “go down in monetary history”.2
And furthermore that “gold, as a neutral monetary reserve, will emerge as one of
the beneficiaries of the troubling conflict between East and West”. As expected,
one of the consequences of the momentous sanctions decision of February 26,
2022, is that international central banks have massively accelerated their gold

purchases.

Global Central Bank Gold Purchases, in Tonnes, Q1/2010-Q1/2024
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Source: World Gold Council, Incrementum AG

The freezing of Russian currency reserves impressively demonstrated to the world

that debt-based currency reserves are ultimately just a promise and can

2 4ntroduction: of Wolves and Bears,” In Gold We Trust report 2022, p. 9

* incrementum X I LinkedIn | #IGWT24
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What if October 7th 2023 proves
to be the same trigger point for a
world war just as June 28th 1914
did. The next thing you know,
Austria-Hungary declares war
on Serbia and this triggers a
series of cascading events that
drags the entire continent into a
war.

Dave Rosenberg

Rising incomes are one of the
biggest single drivers of long-
term gold demand.

World Gold Council

Chimerica does not work
anymore and Eurussia does not
work either. Instead, we have a
special relationship between
Russia and China, the core
economies of the BRICS block
and the “king” and the “queen” on
the Eurasian chessboard — a new
“heavenly match”.

Zoltan Pozsar
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be converted into worthless database entries in a moment in the event
of a conflict. The uniqueness of gold as a neutral reserve currency without
counterparty risk is now being rediscovered. The structural increase in central
bank demand is a key piece of the new playbook, mainly because central bank
demand is relatively less price sensitive. One could say that central banks

have put a floor under the gold price.

Now, the geopolitical showdown is entering its next round. While the war
in Ukraine continues to rage, the Middle East has become an additional arena of
extraordinary geopolitical tension as a result of Hamas’ terrorist attack on Israel
on October 7, 2023. The aggravated situation in the Middle East is a key pressure
point in the complex network of international relations, with China and Russia on
one side and the West on the other. The former are showing support for Iran and
its allies, challenging the strength of the West’s traditional alliance with Israel. The
following words by Zbigniew Brzezinski from his 19977 book The Grand
Chessboard could prove prophetic:

Potentially, the most dangerous scenario would be a grand coalition of China,
Russia, and perhaps Iran, an ‘antthegemonic’ coalition united not by ideology
but by complementary grievances. It would be reminiscent in scale and scope
of the challenge once posed by the Sino-Soviet bloc, though this time China
would likely be the leader and Russia the follower.

Emerging markets (up-)rising

In 2024, around half of global GDP will be generated by emerging
markets, compared to just 19% in 2000. Two-thirds of global GDP growth in
the last 10 years was generated by the emerging markets. The majority of emerging
markets have a much greater penchant for gold than the industrialized nations.

This will feed a natural, long-term growth in demand for gold.

The increasing economic and political importance of emerging
countries has been apparent for many years. It seems that dissatisfaction
with the prevailing international order is growing day by day. Various international
institutions, which are largely dominated by the West, are increasingly being called
into question, while the alliance around the BRICS states is experiencing strong
growth.

At the beginning of this year, four new member states were admitted to
BRICS: Egypt, Ethiopia, Iran and the United Arab Emirates. Saudi
Arabia, which is gaining geopolitical influence, is also likely to join the alliance but
has not yet officially confirmed its acceptance of the invitation to join BRICS+.
The hesitation shows that joining is seen as a historic decision. Including
Saudi Arabia,

| #IGWT24
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Share of Global GDP (PPP), G7 and BRICS+, 1992-2029¢
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Source: Acorn MC Ltd, World Economic Outlook, Reuters Eikon, Incrementum AG

We choose our development For years, the BRICS+ countries have had a considerable trade and

paths independently, jointly current account surplus with the West. A steadily increasing share of gold in

defend our right to development, the currency reserves of emerging economies is the manifestation of this

and march in tandem toward development. This is similar to the situation after the Second World War, when

modernization.

Xi Jinping

Europe, especially Germany and France, successively increased their gold reserves
as a result of high current account surpluses. In contrast, US gold reserves fell to

almost one quarter, or just over 8,000 tonnes, as a result of the gold drain. While
the US experienced a gold drain in the 1960s, there are currently signs

of a gold gain in the emerging markets.?

The renaissance of gold is also reflected in the fact that the World Bank
published a ” at the end

of February. It explicitly cites several studies that impressively confirm the

@ THE WORLD BANK

properties of gold as a diversifier, particularly in the event of downward volatility.

Central banks are recommended to hold up to 22% gold.*

Gold Share of Total Reserves, Q1/2000-Q4/2023

Source:
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Source: World Gold Council, Incrementum AG

3 see* ,” In Gold We Trust report 2023 ;
“ ,” In Gold We Trust report 2020
4 We have published an in-depth analysis of this astonishing World Bank study

incrementum
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We are the Saudi Arabia of
dollars.

Luke Gromen

We are witnessing the birth of
Bretton Woods III — a new world
(monetary) order centered
around commodity-based
currencies in the East that will
likely weaken the Eurodollar
system and also contribute to
inflationary forces in the West.

Zoltan Pozsar

incrementum
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Among the central banks, the PBoC in particular is continuously
expanding its gold reserves. Including March, purchases have been
registered for 18 consecutive months. The chart below shows that the low
point of gold prices in 2022 fell in the same month in which the Chinese central
bank’s gold purchases picked up speed.

PBoC Gold Reserves (lhs), in Tonnes, and Gold (rhs), in USD,
01/2020-04/2024
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Source: World Gold Council, Reuters Eikon, Incrementum AG

Loyal readers know that we have been analyzing the ongoing process of
de-dollarization for many years.? The term de-dollarization is naturally
interpreted in different ways. To clarify: We do not believe that this process will
lead to the US dollar being replaced by another fiat currency as the world’s reserve
currency. Among the “blind” fiat currencies, the “one-eyed” US dollar is king for
the time being. In the competition between the BRICS+ and the US dollar team,
the latter has recently been able to score a success. Argentina, under its new
libertarian president Javier Milei, has decided to turn down the invitation to join
BRICS+ and instead tie itself more closely to the US dollar and to NATO.

The BRICS+ countries are likely to launch the next round of this
ongoing competition at their annual conference, which will take place
in Russia at the end of October. Numerous countries, from Kuwait to
Venezuela, Thailand, Kazakhstan, and Nigeria are considered candidates for
membership. Among the countries that have expressed an initial interest in
BRICS+ membership are two countries with geopolitical explosiveness: Turkey, a

NATO member country, and Mexico, a direct neighbor to the US.

There are many indications that the bipolar global order that has
begun to emerge in recent years is continuing to take shape. Back in
March 2022, Zoltan Pozsar’s article “Bretton Woods III” gave a stimulating
impetus to this debate about a new global monetary order. He concluded his

remarks with the following prediction: “

55ee,ia.“ ,” In Gold We Trust report 2023; “
,” In Gold We Trust report 2022; Jn
Gold We Trust report 2021; ,” In Gold We Trust report 2020

| #IGWT24
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Like Liberty, gold never stays
where it is undervalued.
John S. Morrill
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No one knows exactly where this journey will take us. However, there is no
question that we are irrevocably on the road to a new global (monetary) order. For
state actors such as central banks and sovereign wealth funds, gold is
increasingly becoming the golden queen on the geo-economic

chessboard.

US Debt Held by Foreign Central Banks (lhs), as % of Total Debt,
and Central Bank Gold Holdings (rhs), as % of Currency Reserves,
Q1/1970-Q4/2023
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Source: Crescat Capital, Reuters Eikon, Incrementum AG

Private investors from the emerging markets are
rushing into gold

It is not only state actors in emerging markets that are experiencing
gold fever but also private individuals. Loyal readers will be familiar with
our theory that gold has always moved out of countries where the capital stock is
being depleted and into countries where capital is being built up, where the
economy is prospering and the volume of savings is increasing. The Romans had
already experienced this more than 2,000 years ago, when the Chinese and Indians

only accepted gold in exchange for spices and silk and not Roman goods.

In terms of annual physical demand for gold, the share of emerging
markets has risen to 70% over the past five years. China and India have
accounted for more than half of this. The formative historical experience of
financial repression, with an unstable monetary system and the associated loss of
purchasing power — apart from cultural and religious aspects — is likely to be the
decisive factor for the higher basic demand for gold. The following chart shows
how high the correlation between the economic development of the emerging
markets — measured by the MSCI Emerging Markets — and the gold price has
become. However, the chart also shows that since 2022 the correlation has

decreased, and a divergence has occurred.

6 See also ,” In Gold We Trust report 2023

| #IGWT24
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Understanding that China plays
the long game is one of the most
important insights you can have
about what lies ahead. China’s
leaders know where they want to
be five and ten years out.
Stephen Leeb

incrementum
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Gold, in USD, and MSCI Emerging Markets, in USD, 01/2000-

04/2024
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The simplified formula can therefore be stated as follows: If you want to
bet on long-term growth in emerging markets, you should bet on gold as well. Or,

as Louis-Vincent Gave put it: “Gold is a low-beta emerging market proxy.”

Gold fever in China

One of the most important factors behind the recent gold boom is
undoubtedly the enormous demand from China. Chinese demand for gold
is no longer being fueled solely by the PBoC, but increasingly also by Chinese
private investors. The financial situation in China could be summarized as

“shrinking pool of investment opportunities meets high liquidity”.

Now that the Chinese real estate market, traditionally used for retirement
provision, has hit turbulence, there is a substantial need for alternatives. Chinese
bonds and savings accounts are also becoming less attractive in view of the
ongoing decline in interest rates, while Chinese equities have been trending
sideways (volatile) since 2016. Despite a rally of 15% from February to the end of
April, the leading Chinese stock indices are still well below their historical highs.

Gold (lIhs), in CNY, and Shanghai Composite (rhs), in CNY,
01/2006—-04/2024
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It is a savings ratio of 45% which
is at the root of China’s power.
The lack of savings in America
and its western alliance is their
Achilles heel.

Alasdair Macleod

There’s no fever like Chinese gold
fever.
Fred Hickey
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These uncertainty factors combined with continued high liquidity — the Chinese
population’s cash holdings are at a record high — create superior conditions
for investing in gold. In addition, it is worth noting how the Chinese horoscope
influences the investment culture. 2024 is under the sign of the dragon, which
symbolizes vitality, power and dominance in the Chinese zodiac. This boosts the

appreciation of solid, stable investments such as gold.

Chinese Household Cash Deposits, as % of GDP, Q1/2015-Q4/2023
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Source: Longview Economics, Macrobond, Incrementum AG

The enormous Chinese appetite for gold can be seen in the premium
for Chinese gold compared to LBMA prices. The high domestic demand in
China is also being fueled by China’s youth, who have recently discovered gold
beans as an investment opportunity. In addition, import restrictions or tariffs on
gold imports could keep prices in China artificially high. Another reason is likely to
be last year, which may have

restricted the volume of gold flowing into China.

Chinese Gold Premium over LBMA Gold (lhs), in USD, and LBMA
Gold, in USD, 01/2021-04/2024
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Source: World Gold Council, Incrementum AG
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Don’t buy gold. Own gold. When
you buy something, it’s usually a
trade. When you own something,
it’s a very different mindset ...The
price? That will take care of
itself.

Grant Williams

Be prepared.
The Girl Scout motto
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The marginal actor on the gold market moves from
West to East

The picture in the West is very different from that in the emerging
markets. The once strong link between investor demand from the West and the
gold price has dissolved in recent quarters. In view of gold’s record run, one would
have expected ETFs to register record inflows. First, things turn out differently,
and second, they unfold contrary to expectations: Since April 2022, there was a net
outflow of around 760 tonnes of gold from ETFs. According to the old gold
playbook, gold should be at around USD 1,700 in view of the fall in ETF
holdings.

Accumulated Gold ETF Holdings (lhs), in Tonnes, and Gold (rhs),
in USD, 01/2018-03/2024
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Source: World Gold Council, Incrementum AG

Consequently, a key element of the new gold playbook is that the
Western financial investor is no longer the marginal buyer or seller of
gold.” The significant demand from central banks and private Asian investors is
the main reason why the price of gold has been able to thrive even in an

environment of rising real interest rates.

How can the declining interest of Western financial investors in gold
actually be explained? In our opinion, it seems that Western investors are
stubbornly sticking to the old playbook for gold: rising real interest rates translate

into a lower gold price and therefore lead to net-negative gold sales.

7 See, among others, “ ,” In Gold We Trust
report 2023; “ ,” In Gold We Trust report 2020
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Accumulated Gold ETF Holdings (lhs), in Tonnes, and US Real
Interest Rates (inverted, rhs), 01/2004-03/2024
4,500 - - 8%

4,000 | incrementum
I -6%
3,500 -

3,000 A I -4%
2,500 A
F -2%
2,000 A
1,500 A I 0%
1,000 A

F 2%
500 -

0 4%

2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024

Accumulated Gold ETF Holdings —— US Real Interest Rates

Source: World Gold Council, Incrementum AG

A reduction in gold ETF holdings when real interest rates rise is
certainly a rational decision from the point of view of the players in the

West, provided they assume that:

1. they are not exposed to increased counterparty risks and therefore have
no need for a default-proof asset;

2. real interest rates will remain positive in the future and a second wave of
inflation will not occur;

3. they suffer opportunity costs if they underweight traditional asset classes
such as equities and bonds or even “concrete gold” (=real estate) at the

expense of gold.

In our opinion, all three assumptions should be questioned — and that

sooner rather than later:

Assumption 1:

Even if counterparty risk is generally ignored when investing in Western
government bonds, the sharp rise in government interest payments in particular is
causing growing unease. Any remnants of budgetary common sense have been

completely thrown overboard, most recently in the context of Covid-19 policy.

This — as we called it in the In Gold We Trust report
2021 — has continued even after the end of the pandemic. However, this budgetary
nonchalance is now taking place in an environment of sharply rising interest rates
and no longer one of low or even negative interest rates. Around 10 times as much
had to be spent on interest payments for German federal debt in 2023 than in

2021.
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The only way you can finance a
deficit is by inflation. You cannot
raise this amount by genuine
borrowing. ... A large
government deficit is a certain
way to inflation.

Friedrich A. von Hayek

Creditors have better memories
than debtors.

Benjamin Franklin
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German Interest Payments by Remaining Maturity, in EUR bn,
501 995-2024
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An etatist attitude has prevailed in many countries. Fittingly, this year
marks the 8oth anniversary of the publication of The Road to Serfdom, by Friedrich
A. Hayek. The Austrian economist famously dedicated this book to socialists of all
parties. In addition to exorbitantly expensive projects such as the Inflation
Reduction Act and the European Green Deal and the sharp rise in spending on a
social system that is structurally insolvent as a result of ageing and immigration,
Western governments are now looking for sources of funding to finance the

announced increases in military spending.

In addition, the already precarious budgetary situation of many countries is
deteriorating due to the recent surge in interest rates. The significant increase in
national debt in the wake of the Covid-19 pandemic and the energy crisis must also
be digested. Compared to Q4/2019, i.e. the eve of the pandemic, US debt has risen
by USD 11trn — and thus by around a third.

US Total Public Debt, in USD trn, Q1/1970-Q4/2023
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Source: Reuters Eikon, Incrementum AG

Assumption 2:
Historically, overindebtedness has usually led to government financing by central

banks, increased financial repression, and the use of inflation taxes. If this were to
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REMEMEER,
ASOFT

UEBSEYE

Courtesy of Hedgeye

The biggest piece of M&A in the
past 12 months was the merger
of the Treasury and the Fed.
Michael Hartnett

Not being willing to take risks is
an extremely risky strategy.
Magnus Carlsen
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happen, real interest rates would fall again due to a new wave of inflation and,

obviously, all the arguments would then speak in favor of investing more in gold.

Assumption 3: In the event of a weakening stock market, the
opportunity costs would be low from the perspective of a potential gold
investor. A slide in equity markets would probably be expected in the event of a
significant slowdown in the US economy, and even more so if the US slipped into
recession. Conversely, history has shown that gold has typically been an excellent
portfolio component during recessions. We published an extensive analysis of this
in the In Gold We Trust report 2023.8

Performance of the S&P 500 vs. Gold during S&P 500 Bear Markets,

1929-2024
W uoisd,  sawo s S
16.09.1929 01.06.1932 -86.19% 0.29% 86.48%
02.08.1956 22.10.1957 -21.63% -0.11% 21.52%
12.12.1961 26.06.1962 -27.97% -0.06% 27.91%
09.02.1966 07.10.1966 -22.18% 0.00% 22.18%
29.11.1968 26.05.1970 -36.06% -10.50% 25.56%
11.01.1973 03.10.1974 -48.20% 137.47% 185.67%
28.11.1980 09.08.1982 -27.27% -45.78% -18.51%
25.08.1987 20.10.1987 -35.94% 1.38% 37.32%
16.07.1990 11.10.1990 -20.36% 6.81% 27.17%
17.07.1998 08.10.1998 -22.29% 1.71% 24.00%
24.03.2000 10.10.2002 -50.50% 11.18% 61.68%
11.10.2007 06.03.2009 -57.69% 25.61% 83.30%
21.09.2018 26.12.2018 -20.21% 5.59% 25.80%
19.02.2020 23.03.2020 -35.41% -3.63% 31.78%
03.01.2022 10/12/2022 -10.90% 5.56% 16.46%
Mean -34.85% 9.03% 43.89%
Median -27.97% 1.38% 29.35%

Source: Reuters Eikon, Incrementum AG

Because Western financial investors in particular have not yet realized
that there is a new version of the gold playbook, gold remains on
everyone’s lips but is far from being in all portfolios. It seems that
Western investors initially turned down the invitation to the gold party. Now that
the party is gaining momentum, they do not want to admit they were party
poopers. It could therefore happen that they will only come to this party when it is

already in full swing, and then at a much higher “price of admission”.

The low affinity for gold among large sections of the investment
community was recently confirmed by a Bank of America study. In fact,
71% of US advisors have little to no gold allocation, i.e. it is less than 1% of their
portfolio. We also see a similar lack of interest in gold mining stocks, which have

largely lost the trust of investors in view of their disappointing performance.

8 See ,” In Gold We Trust report 2023
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In [l ] We Trust

Report

People that use fiat currency as a
store of value, there’s a name for
them. We call them poor-.
Michael Saylor

Bitcoin is a credit default swap
on the everything bubble.
Michaél Roerade
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Gold Allocation of Investment Advisors, 2023
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The new gold playbook and the competition from
Bitcoin

A key new aspect of the new gold playbook is that Bitcoin has
established itself as a serious competitor to gold. The digital currency is
challenging the status of the precious metal as the most important non-inflationary

store of value.

Gold ETF and Spot Bitcoin ETF Holdings, in USD bn,

01/2004-03/2024
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Source: hildobby, Reuters Eikon, Incrementum AG
*GBTC Holdings for the Period prior to Spot Bitcoin ETF Trading (01/11/2024)

However, there is still a very long way to go before Bitcoin could
outstrip gold. As of April 30, the market capitalization of all mined gold was
around USD 15.6trn— 212,582 tonnes at a price of USD 2,288 per ounce. For
Bitcoin, the current price of USD 60,600 per coin results in a market capitalization
of USD 1.2trn. This corresponds to around 7.7% of the market capitalization of
gold. Assuming an unchanged gold price, the BTC price would need to nearly triple
to, for example, reach 20% of the market capitalization of gold.
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Bitcoin and Gold are the two
most liquid alternative assets in
the world. They are not in
competition, play different roles,
have global cross-border and
cultural appeal, and come
together as an all-weather
inflation hedge.

Charlie Morris
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Market Cap of Gold and Bitcoin (lhs), in USD bn, and Bitcoin/Gold
Market Cap Ratio (rhs), 01/2013—-04/2024
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Source: Reuters Eikon, World Gold Council, coinmarketcap.com, Incrementum AG

However, the fact that gold has gained new competition in the universe
of noninflationary assets need not be detrimental to gold per se. In line
with the motto “Competition is good for business”, it is quite conceivable that a
critical examination of the unsustainability of the current monetary system could
lead more and more investors to realize that, from a portfolio perspective, a
combined investment in gold and Bitcoin is superior to the respective individual
investments on a risk-adjusted basis. For years, our credo has been: “Gold for

stability, Bitcoin for convexity.”®

75% Gold / 25% Bitcoin*, and MSCI World, 1,000 = 02/2014,
02/2014-04/2024
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75% Gold / 25% Bitcoin —— MSCI World

Source: Reuters Eikon, Incrementum AG
*Weekly Rebalancing

9 You can find more information on our investment strategies at www.incrementum.li/en/investment-funds/. For
Bitcoin enthusiasts, we also offer a quarterly publication, the Bitcoin Compass. You can download it free of charge at
www.incrementum.li/en/btc-compass/.
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Other Highlights of This Year’s In Gold We
Trust report

— We analyze in detail the specific consequences of the new gold playbook for
investment decisions. We also present our adaptation of the 60/40 portfolio,
which is derived from the new gold playbook, and the new Incrementum Active
Aurum Signal. This signal helps to determine the optimal moment to increase
the weighting of performance gold. => Chapter “

— In view of the ongoing division of the world into two geopolitical and economic
camps, the topic of de-dollarization is no longer just a theoretical consideration
but is increasingly manifesting itself in economic policy decisions,
international agreements, and everyday life. => Chapter: “

— We have a stirring discussion with Brent Johnson and Louis-Vincent Gave on
the topics of the multipolarity of the global monetary order, the status of the

US dollar as global reserve currency, and inflation => Chapter: “

”»

— The growing importance of non-Western countries is also reflected in the
increasing significance of the United Arab Emirates, and Dubai in particular,
for the global gold trade => Chapter: “

— In another chapter, we explore the question of whether gold is becoming an
untouchable metal in the West through subtle stigmatization. In other words,
we discuss the question of whether, instead of a legal ban on gold, a mental ban
on gold is spreading in Western minds. => Chapter: “

— An update on the situation of silver is provided, as gold’s "little brother" could
especially benefit from the energy transition. => Chapter: “

— This year we are also taking a trip into the (distant?) future and into previously
unexplored worlds. => Chapter: “

— It has become a tradition that the In Gold We Trust report devotes a chapter to
Bitcoin, the digital gold. This year’s chapter focuses on the new Bitcoin
playbook after the halving in mid-April and the rapidly approaching absolute
scarcity of Bitcoin. We also present our idea of Freebitcoin, analogous to
Freegold => Chapter: “ ”

— In addition to the two traditional chapters “

”and “ ”, three further chapters in this
year’s In Gold We Trust report deal with different aspects of the performance
of gold:
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Thinking, good thinking, that is a
lonely sport. This may explain
why so many of us do it so
poorly.

Arthur Zeikel

A strong passion for any object
will ensure success, for the desire
of the end will point out the
means.

Henry Hazlitt

The degree of one’s emotions
varies tnversely with one’s
knowledge of the facts — the less
you know, the hotter you get.
Bertrand Russell

A reputation for integrity is more
valuable than all the gold in the
world.

Jeffrey Archer

If there is time to reflect, slowing
down is likely to be a good idea.

Daniel Kahneman

incrementum

Introduction 21

Thank you very much!

“Almost all books on gold are boring”, is how Roland Baader begins the
foreword to his book Gold: Last Resort or Catastrophe?. With our In Gold We
Trust report, we try to prove the opposite in an informative way: Gold is always
interesting, because it reflects the state of the global economy, the monetary
architecture, and also society. Year after year, the In Gold We Trust report
strives to live up to its reputation as “the gold standard of gold studies”
and to be the world’s most recognized, most widely read, and most

comprehensive analysis of gold. You, dear readers, are our greatest incentive.

Every year, we retreat to our bower for a few weeks to reflect, research
facts and figures, and finally write the In Gold We Trust report. After all,
we not only want to offer you a comprehensive analysis of current developments,
but also to present historical, philosophical, and theoretical economic insights on
the topic of gold. We are happy to admit that this is somewhat easier for us in years

when the price of gold significantly increases.

This 18t edition of the In Gold We Trust report features a premiere:
For the first time, our newly founded Sound Money Capital AG is acting as
publisher. However, the In Gold We Trust report continues to be published in
cooperation with . We would like to take this opportunity to
thank our partners at Incrementum AG, who support us as experienced sparring

partners in matters of market analysis, company valuation and fund management.

We would also like to thank our more than 20 fantastic colleagues on
four continents!? for their energetic and tireless efforts over more than 20,000

hours and countless time zones.

.11 Without
their support, it would not be possible to make the In Gold We Trust report

Last but not least, special thanks go to our

available free of charge and to expand our range of services year after year. In
addition to the annual publication in four languages, we provide our
every month as well as ongoing information on our In Gold We Trust

report homepage at

We believe that dealing with the past is essential to successfully
preparing for the future. This examination has led us to the conviction that
now is the time for a new gold playbook. We would like to present this to you, our
valued readers, as a guide to the topic of gold in the more than 420 pages of the In

Gold We Trust report 2024.

10 colleagues are pictured in the gallery at the end of the In Gold We Trust report.
1 At the end of the In Gold We Trust report you will find an overview of our
descriptions of the companies.

, including brief
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Now we invite you on our annual expedition and hope that you enjoy reading our
18t I'n Gold We Trust report as much as we have enjoyed writing it.

With best regards from Liechtenstein,

Ronald-Peter Stoferle and Mark J. Valek
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The Status Quo of Gold

There is no fever like gold fever.

Richard Russell

e One thing is certain for us: gold has finally broken
out of its four-year consolidation phase. A new
chapter has been opened in the gold playbook.

e Since the “IPO of gold” on August 15, 1971, the
average annual increase in the price of gold in US
dollars has been 10.0%. The annualized growth
rate (CAGR) is 7.8%.

¢ In view of the 25t anniversary of the euro, it is
worth taking a look at 25 years of the gold price in
euros. In total, gold has gained 772% in this
quarter of a century, which corresponds to 8.69%
per year. That’s impressive for gold, less so for
the euro.

o |t appears that historical patterns are currently
changing. The autonomous rate of increase, i.e.
the rate of increase in the gold price that is
independent of exchange rate fluctuations, has
transformed. The historically inverse relationship
between the US dollar and the gold price could
weaken further in the future.

e In view of the extremely strong rise in the spring,
a short-term phase in which the gold price takes a
breather and consolidates would not come as a
surprise.
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Gold always does what it should
do... it just never does it when we
think it should.

Richard Russell

Nowadays people know the price
of everything and the value of
nothing.

Oscar Wilde
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In recent years, looking at the gold price chart has been somewhat
reminiscent of Waiting for Go(Ddot. However, contrary to Samuel Beckett’s
play, the long-awaited gold price breakout did come at the beginning of March,
albeit somewhat unexpectedly. In just a few weeks, the gold price rallied by 15% in
US dollar terms to over USD 2,400. Gold reached new all-time highs in succession,
with the Swiss franc, the gold standard among fiat currencies, also exceeding the
psychologically important CHF 2,000 mark for the first time. One thing is
certain for us: Gold has finally broken out of its four-year
consolidation phase. A new chapter has been opened in the gold
playbook.

But as you, dear readers, already know, the value of gold does not actually
fluctuate. What does change is the purchasing power of fiat currencies measured in
gold. These move to varying degrees, but always as a group in relation to gold, the
immovable anchor. The gold price therefore does not “rise”, but the fiat
currencies depreciate in relation to gold in the long term, some faster,
some a little slower — an insight that is confirmed by the following

chart.

Various Currencies (log), in Gold, 100 = 08/1971, 08/1971-05/2024
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Source: Reuters Eikon, Incrementum AG

Let’s take a look at the gold price trend in US dollars and euros since
our last In Gold We Trust report. Shortly after the publication of the last
report on May 24, 2023, a correction lasting several months set in. Gold fell to
USD 1,820 by the beginning of October. In the wake of a significantly weaker US
dollar, budding fantasies of interest rate cuts, and robust demand for central bank
gold, a turnaround was then achieved in Q4/2023, which also marked the starting

point of the exceptional rally in spring.
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Currencies don't float, they just
sink at different rates.

Clyde Harrison

One of the biggest taxes is one
that is not even called a tax —
inflation.

Thomas Sowell
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Gold, in USD (lhs), and EUR (rhs), 04/2023—-04/2024
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Let us now turn to the market breadth of gold, i.e. its performance in
different currencies. The calendar year 2023 was clearly positive for gold in all
currencies. The average price increase stood at 12%. In the former safe-haven
currency, the Japanese yen, the gold price rose by 21.6%. In euro terms, it was up
9.7%, the sixth annual gain in a row. In only 5 out of 25 years has gold recorded a
negative performance in euro terms, which relentlessly reveals the manifest
weakness of the European single currency. In the current year 2024, gold is

also clearly in positive territory in all the currencies listed.

The average performance in this secular bull market remains
impressive. The average annual performance from 2000 to the end of April was
9.2%. Despite significant corrections in the meantime, gold has outperformed
practically every other asset class and above all every other currency during this
period. One important aspect is often forgotten here, namely the tax burden. After
all, profits from gold investments are tax-free in many countries, at least after a
certain holding period. This further increases the performance of gold compared to

conventionally taxed asset classes.
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Year
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024 YTD
CAGR

usb
-5.3%
2.4%
24.4%
19.6%
5.6%
18.1%
23.0%
30.9%
5.4%
24.8%
29.5%
10.2%
71%
-28.0%
-1.8%
-10.4%
8.5%
13.1%
-1.5%
18.3%
25.0%
-3.6%
-0.2%
13.1%
10.8%
8.9%

EUR
1.2%
8.3%
5.6%
-0.2%
-1.9%
35.1%
10.4%
18.5%
10.0%
21.8%
38.6%
13.9%
5.0%
-30.9%
11.6%
-0.1%
12.1%
-0.9%
3.0%
21.0%
14.8%
3.6%
6.0%
9.7%
14.7%
8.6%

I love money. I love everything

about it. I bought some pretty

good stuff. Got me a $300 pair of

socks. Got a fur sink. An electric

dog polisher. A gasoline powered

turtleneck sweater. And, of

course, I bought some dumb

stuff, too.
Steve Martin
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Gold Performance in Major Currencies, 2000-2024 YTD

GBP
2.0%
5.3%
12.2%
8.0%
-1.7%
31.6%
8.1%
29.2%
43.1%
12.9%
34.2%
10.6%
2.5%
-29.4%
4.4%
-5.3%
29.6%
3.3%
4.3%
13.7%
21.3%
-2.6%
11.6%
7.4%
12.9%
10.0%

Source:

AUD
11.3%
11.4%
13.3%

-10.7%

1.5%
25.9%
14.3%
18.0%
30.5%
-1.6%
13.6%
10.3%

5.3%

-16.1%

7.3%

0.6%

9.6%

4.6%

8.9%
18.8%
14.1%

2.2%

6.3%
13.1%
16.6%

8.9%

CAD
-1.9%
8.8%
22.9%
-1.3%
-2.0%
14.1%
23.3%
12.0%
28.7%
7.9%
22.8%
12.7%
4.2%
-23.0%
7.5%
6.8%
5.3%
5.9%
6.8%
12.6%
22.6%
-4.3%
7.0%
10.5%
15.3%
8.7%

CNY
-5.4%
2.4%
24.4%
19.6%
5.6%
15.1%
19.0%
22.5%
-1.5%
24.8%
25.1%
5.2%
6.0%
-30.1%
0.7%
-6.2%
16.1%
6.0%
4.1%
19.7%
17.2%
-6.1%
8.3%
16.3%
13.0%
8.3%

JPY
5.8%
18.0%
12.2%
8.1%
0.8%
35.9%
24.2%
22.5%
-14.2%
27.9%
13.2%
4.5%
20.7%
-12.6%
11.6%
-9.9%
5.4%
9.0%
-4.2%
17.2%
18.8%
7.5%
13.7%
21.6%
24.0%
10.9%

: Reuters Eikon (as of 04/30/2024), Incrementum AG

CHF
-4.2%
5.5%
3.5%
7.4%
-3.1%
36.3%
14.1%
21.8%
-0.8%
21.1%
16.8%
10.7%
4.5%
-29.8%
9.4%
-9.7%
10.3%
8.3%
-0.8%
16.6%
14.3%
-0.6%
1.1%
2.9%
21.1%
6.5%

INR
1.4%
5.8%

28.7%
13.9%
0.1%
22.8%
20.7%
16.9%
30.0%
19.2%
24.8%
30.7%
11.1%
-19.1%
0.2%
-5.9%
11.4%
6.3%
7.3%
21.3%
28.0%
-1.7%
10.8%
13.7%
11.2%
11.9%

27

Average
0.6%
7.6%

15.8%
7.2%
0.5%

26.1%

17.5%

21.4%

14.6%

17.6%

24.3%

12.1%
7.4%

-24.3%
5.6%
-4.5%

12.0%
6.2%
3.1%

17.7%

19.6%

-0.6%
7.2%

12.0%

15.5%
9.2%

If you look at the development of the gold price in different currencies and over

decades, you can see that the performance diverges significantly. In particular, the

1970s and the 2000s and 2010s can be described as golden decades. If you look at

the development of real interest rates in US dollars, this development makes

perfect sense. The 1970s were characterized by negative real interest rates due to

high inflation. That dynamic changed dramatically at the beginning of the 1980s.

Then, while zero interest rates were reached for the first time at the end of the

2000s, the relatively low inflation rate in the 2010s meant that real interest rates

did not fall any further, although nominal interest rates remained at extremely low

levels. However, this correlation — negative or falling real interest rates

= positive gold price environment — is likely to have changed as part of

the new gold playbook.
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Do not save what is left after
spending, but spend what is left
after saving.

Warren Buffett

Good analysis comes from good
understanding. And good
understanding is provided by a
conceptual framework that helps
you organize your thinking.

Stephen H. Penma
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Gold Performance by Decade in Major Currencies, 1971-2024 YTD

Year 1971-1979 1980-1989 1990-1999 2000-2009 2010-2019 2020-2024 YTD
usb 1,268% -22% -26% 281% 38% 51%
EUR 1,256% -3% -15% 168% 77% 58%
GBP 1,275% 9% -28% 280% 69% 60%
CHF 1,098% -24% -26% 148% 29% 43%
JPY 1,219% -53% -49% 246% 62% 119%
AUD 1,269% 7% -18% 178% 77% 63%
CAD 1,282% -23% -10% 177% 71% 60%

INR 1,274% 30% 33% 307% 113% 76%
RUB 1,296% -17% 30% 322% 183% 127%
ZAR 1,251% 142% 73% 359% 162% 102%
CNY 1,204% 155% 26% 214% 41% 57%
TRY 1,358% 74% 71% 951% 451% 721%
BRL 1,360% -24% 72% 268% 219% 95%
ARS 1,356% 68% -29% 1,348% 2,082% 2,106%

Source: Michael Nicoletos, Bloomberg, Reuters Eikon (as of 04/30/2024), Incrementum AG

Since the “ ” on August 15, 1971, the average annual increase in the price
of gold in US dollars has been 10.0%. The annualized growth rate (CAGR) is 7.8%.
Gold reached a new all-time high last year, with an annual average
price of USD 1,942. Since the beginning of the year, the average gold price has
been USD 2,139. The following chart shows that regular accumulation of gold, aka

gold saving using the cost-average effect, appears very reasonable.

Annual Average Gold Price, in USD (lhs), and yoy (rhs),

1970-04/2024
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Source: Reuters Eikon, Incrementum AG

Let us now return to the current “big picture”. The next chart shows the
Incrementum world gold price, which we calculate using a basket of 16
currencies weighted according to nominal GDP. These currencies
represent almost 80% of global GDP. Our approach aims to mitigate the distorting
effect of currency fluctuations in the valuation of the gold price in a single
currency. The chart shows that a gap has opened up between the gold price in US
dollars and the global gold price, particularly since 2011/12, and it has gradually
widened over time as a result of US dollar strength. Nevertheless, the long-term
upward trend for both metrics appears clearly intact.
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Ifyou don’t own gold, you know
neither history nor economics. In
gold, the sky is not the limit;
history is.

Ray Dalio

The gold price can go up, it can
go down, but gold itself is
permanent.

Simon Mikhailovich
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Gold, in USD, and Incrementum World Gold Price (IWGP),
01/1971-04/2024
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Source: World Bank, Reuters Eikon, Incrementum AG

Conclusion

After several attempts, the gold price has finally reached new all-time
highs in USD terms. Now that the previous resistance lines have been

overcome, a new chapter has been opened in the gold playbook.

In view of the 25t anniversary of the euro, it is worth taking a look at
25 years of the gold price in euros. In total, gold has gained 772% in this
quarter of a century, which corresponds to 8.69% per year. That’s impressive for

gold, less so for the euro.

Gold, in EUR, 1999-2024 YTD
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Source: Reuters Eikon (as of 04/30/2024), Incrementum AG

A look at the DXY chart continues to show a sideways trend with a
slight downward tendency. The support level at 101 held in January 2024, but
should this psychologically important mark be breached on the downside, the next

major support zone would only be in the 89 area.
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T want a dollar that does great
for our country, but not a dollar
that’s so strong that it makes it
prohibitive for us to do business
with other nations and take their
business.

Donald Trump

Who is the best /

Who holds the aces /

The East or the West /

This is the crap our children are
Learning /

But oh, oh, oh, the tide is turning.
“The Tide is Turning”

Roger Waters
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DXY, 01/2021-04/2024
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However, our analyses show that the DXY exhibits significant relative
strength in election years compared to historical averages. The
decoupling of the DXY from the historical averages begins at the start of the
second quarter and ends with the presidential election in early November. After

that, the greenback tends to weaken.

This statistical aspect of the US dollar’s strength will please Donald
Trump, as he often sharply denounced the US dollar’s high exchange
rate during his presidency from 2017 to 2021. Should Trump win the
election, we should remember statements such as the following, in which Trump

alluded to Jerome Powell, who in his opinion was far too hawkish: “

It also appears that historical patterns are changing. In our opinion, the
autonomous rate of increase, i.e. the rate of increase in the gold price that is
independent of exchange rate fluctuations, has risen. One of the reasons for this is
that the influence of emerging markets on gold demand has grown significantly in
recent years. In this respect, the historically inverse relationship between the US
dollar and the gold price could weaken further in the future. What is good for
the US dollar does not always have to be bad for gold.

We have always assumed that as soon as the gold price marks new all-
time highs in US dollar terms, the next trend phase will be heralded. A
new chapter in the gold playbook is now being written. However, in view
of the strong rise in the spring, a short-term phase in which the gold price takes a
breather and consolidates would not come as a surprise. This view is supported by

the Sprott Sentiment Indicator, which is approaching levels indicative of euphoria.
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Sprott Gold Bullion Sentiment Indicator (lhs), and Gold (rhs), in
oquD’ 01/2018-04/2024
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Status Quo of Gold
Relative to Stocks, Bonds,
and Commodities

Scarcity is the fundamental starting point of all
economics, and its most important implication is
the notion that everything has an opportunity cost.

Saifedean Ammous

o US equity market valuations are still far from o If the relationship between stocks and bonds is
bargain levels. We continue to find exciting permanently reversed, the basis of the 60/40
opportunities — particularly in the value segment portfolio — namely a negative correlation between
of the old economy, in Europe and in emerging stocks and bonds — would be removed. Could
markets. bonds now hand over the sceptre to gold?

e The decoupling between gold and bonds that we e The two-year commodity boom has had to pay
predicted in previous years has taken place. The tribute to the stuttering economic engine,
bond market and the gold market are sending the disinflation and rapidly rising interest rates.
same message: inflation is the new reality. Nevertheless, there are many indications that the

commodity supercycle is only in its early stages.
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Risk more than others think is
safe. Dream more than others
think is practical.

Howard Schultz

NVIDIA is just Taylor Swift for
dudes.

Investment Hulk

The best defense is a good
offense, but an even better
defense is making sure the other
guy thinks you have a good
offense.

Mark Twain
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Not only absolute performance but also relative performance —
especially compared to stocks, bonds and commodities — is essential
for a comprehensive analysis of the gold price trend. Relative
performance is particularly important for all those who do not invest in gold as a
safe haven asset (= safe-haven gold), but because they are hoping for a high return
(= performance gold). In the following pages, we will therefore examine the
relative valuation and trend strength of gold compared to other asset classes in
order to better understand the opportunity costs of investing in gold. We can say

one thing in advance: The gold bull market is built on a solid foundation.

Gold Compared to Stocks

It’s clear that the future will not look like the past
and today’s conventional investment wisdom will
be tomorrow’s folly: liquid will be the new
illiquid; rapid turnover the new patience; niche
strategies the new index trackers. What rose
furthest in duration’s golden age — government
and corporate bonds, public equities, private
equity, venture, real estate — will fall furthest
with its passing.

Dylan Grice

If there has been one new topic in recent months that has occupied
politicians, feature pages and the financial markets alike, it has been
the hype surrounding artificial intelligence in general and ChatGPT in
particular. However, there seems to be a certain dissonance regarding the effects
of artificial intelligence. The predicted consequences range from complete
dumbing down of the population, mass extinction, and the end of humanity to a
multi-trillion-dollar productivity miracle. We are neither AI experts nor are we
writing these lines using ChatGPT; however, we are firmly convinced that the
positive consequences of technological progress clearly outweigh the negative ones.
In any case, the AI boom surrounding Nvidia & Co. has given the stock markets an

additional “This time is different” boost.

But despite all the AI euphoria, we should not get carried away. Our
esteemed friend Peter Frech compares what is happening on the stock markets
with the old sports saying “Offense wins games, but defense wins championships”,
because in investing, avoiding major losses is of paramount importance for above-
average long-term performance.'2 However, defensive stocks and sectors are
currently as unpopular as Marmite (a — in our opinion horrible — vegan seasoning

paste made from yeast extract), outside of British cuisine.

Frech sees considerable parallels in current stock market activity to
toddlers playing soccer: The whole pack is running after the ball like a bunch
of chickens — no trace of tactical positioning or defensive work. Just like the little

ones chasing the ball, many market participants seem to be focused only on

12 See Frech, Peter: “ ”, No. 102, March 2024
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Financialization is profit margin
growth without labor
productivity growth....
Financialization is the
zombiefication of an economy
and the oligarchification of a
society.

Ben Hunt
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potential profits from the hot topic of artificial intelligence — FOMO sends its
regards. The only question of interest is when the long-awaited interest rate cuts,
which are supposed to give shares an additional boost, will finally come. Only the
upside, i.e. the offensive drive towards the goal, counts. Nobody cares about

defense anymore, according to Frech.13

S&P 500 IT P/S Ratio, 01/1970-03/2024
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Source: Kailash Capital Research, Reuters Eikon, Incrementum AG

Hardly anyone wants to see the warning signs, even in view of the
many all-time highs on the stock markets. The proportion of zombie
companies is on the rise worldwide and hangs as an albatross around the necks of
productive companies.' The next chart shows the percentage of all companies in
the Russell 3000 that are either recording losses or cannot make interest payments
on time. This percentage is currently around one third, and a clear upward trend

can be seen since 1995.

Russell 3000 Zombies & Loss Makers (Cannot Turn a Profit or Pay
their Interest Expenses), 01/1990-03/2024
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Source: Kailash Capital Research, Reuters Eikon, Incrementum AG

The increasing market concentration is not a sign of strength, either.
The chart below shows that just 30 stocks account for around 70% of the market
capitalization of the Russell 1000 Index.

13 See Frech, Peter: ”, No. 102, March 2024
14 A detailed analysis of the zombie economy can be found in: Stoferle, Ronald, Taghizadegan, Rahim and
Hochreiter, Gregor: , 2019
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Markets are strongest when they
are broad and weakest when
they narrow to a handful of blue-
chip names.

Bob Farrell’s Rule #7

When inflation peaks, equities
bottom.

Marko Papic
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Index Weight of the Top 30 Stocks in the Russell 1000,
01/1990-03/2024
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The ten largest US stocks by market capitalization currently account
for 13.3% of total global market capitalization. At the previous peak in
March 2000, their share was 9.9%. Comparisons in which individual US stocks are

worth more than entire countries are commonplace.

Market Capitalization, in USD trn, 04/30/2024
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But back to the performance figures: Last year’s gain of 55.1% in the Nasdaq
100 was the best performance since 1999. The S&P 500 (+26.3%), the Russell
2000 (+16.9%), and the Dow Jones Industrials (+16.2%) also showed remarkable
performance, which continued in Q1/2024. The primary trend is pointing

upwards, and market breadth has recently improved.

However, the risk/return ratio has undoubtedly deteriorated. Since the
low in confidence on October 27, 2023, we have seen a performance in the ggth
percentile. Accordingly, sentiment and market positioning have reversed from “sad
unto death” to “sky-high”. At the end of October 2023, confidence — and therefore
investor positioning — was -8 on a scale of -10 to +10. Current sentiment is likely to
be +8. It is therefore difficult to imagine how the market can develop a similar

momentum in the coming months as it did in Q4/2023 and Q1/2024.
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The Fed’s idea used to be that it
removed the punch bowl before
the party got good. Now the
Fed’s doctrine is that it will only
remove the punch bowl after it
sees some people staggering
around drunk.

Larry Summers

Bear markets have three stages —
sharp down, reflexive rebound,
and a drawn-out fundamental
downtrend.

Bob Farrell
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‘What is the reason for this return to old patterns of behavior? Last
year, Anatole Kaletsky aptly spoke of pessimistic bulls. He was describing
investors who consider themselves to be cautiously pessimistic because they expect
a mild recession in the US. In reality, however, they are implicitly optimistic
because they hope that this recession will quickly bring inflation down to an
acceptable level and force the Federal Reserve to loosen monetary policy. This,
they hope, will send bond and share prices soaring.

However, this hope is remarkably deceptive, at least in the short term.
The following table shows the development of the S&P 500 between the last
interest rate hike and the last interest rate cut. It is apparent that it would have
been ill-advised to buy stocks at the end of the rate hike cycle and then hold them
until the end of the rate cut campaign. Pessimistic bulls should therefore

become more cautious.

US Stock Market Performance after the Last Rate Hike

Last Hike Rate Last Cut Rate A S&P 500 Dral;z%:vs:
05/16/2000 6.50% 06/25/2003 1.00% -33.47% 48.82%
06/20/2006 5.25% 12/16/2008 0.00% -26.36% 49.99%
12/19/2018 2.50% 03/16/2020 0.00% -4.82% 29.53%
07/26/2023 5.50% ? ? ? ?

Source: Reuters Eikon, Incrementum AG

US stocks are currently as far away from a favorable valuation as the
Bahamas are from the introduction of mandatory snow chains. US
stocks ended 2023 with a Shiller P/E ratio of 32.4, which is down from 38.3 at the
end of 2021; but we think it is questionable whether this valuation is already
enough for a cycle low. The current Shiller P/E ratio of 33.38 is in the 96th
percentile of its 120-year history. If one believes in a return to the mean, the
low is still a long way off, as the median of the last 124 years is 16.3. For
comparison, the current Shiller P/E for European stocks currently

trades at 21.2, while Brazil trades at 12.9 and Poland at 10.7.
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There are three key biases in
financial forecasting. Economists
never forecast recessions, equity
strategists are always bullish,
and bond strategists are always
bearish.

Albert Edwards

Understand the money,
understand the world.

Tuur Demeester
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There is another point that should not go unmentioned. While the last few years
were still characterized by the acronym TINA — “There is no alternative” —
opportunity costs have risen considerably as a result of the sharp rise in interest
rates. Yields of 5% or more can be achieved with average money market
funds.

In addition, the earnings estimates on Wall Street still seem too
optimistic to us, especially in the event that the currently prevailing
Goldilocks scenario is priced out. Should our recession call materialize — late,
but nevertheless — it will definitely not be possible to come close to maintaining
this level of earnings. During recessions, S&P 500 earnings have fallen by an

average of 16.4% over the past 70 years.

S&P 500 EPS, P/E and Performance, 1957-2020

Recession S&P 500 S&P 500 S&P 500

Ain EPS Ain P/IE Performance

08/1957-04/1958 -12.1% -18.5% -21.6%
04/1960-02/1961 -12.4% -22.1% -5.2%
12/1969-11/1970 -17.0% -21.8% -36.1%
11/1973-03/1975 18.4% -61.9% -48.2%
01/1980-07/1980 71% -26.8% -171%
07/1981-11/1982 -11.8% -19.7% -271%
01/1990-03/1991 -39.7% -7.7% -19.9%
03/2001-11/2001 -25.9% -27.7% -49.1%
12/2007-06/2009 -50.1% -38.0% -56.8%
02/2020-04/2020 -20.3% -15.5% -33.9%
Mean -16.4% -26.0% -31.5%

Median -14.7% -22.0% -30.5%

Source: Putnam, Incrementum AG

What does this stock market environment mean for gold? Loyal readers
know: For us, developments on the equity markets represent important
opportunity costs for gold. Given the dizzying gains in stocks and gold, the
current view of the following chart suggests a broad flight out of fiat
currencies and into real assets — a boom that somewhat reminds us of the
crack-up boom that we described at length in the In Gold We Trust report 2023.1%
The end result is typically the loss of trust in a currency, its failure, and

the subsequent emergence of a new one.

15 gee ,” In Gold We Trust report 2023
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When you sit with a nice girl for
two hours, you think it’s only a
minute. But when you sit on a
hot stove for a minute, you think
it’s two hours. That's relativity.
Albert Einstein

History is a gallery of pictures in
which there are few originals
and many copies.

Alexis de Tocqueville
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Gold in Local Currency, and Domestic Stock Index, Annual
Performance in %, 2024 YTD
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As you, esteemed reader, know, we are big fans of ratio charts, which
provide us with an excellent overview of long-term trends and their
strength. The following chart shows the S&P 500/gold ratio since 2000. The
upward trend, i.e. the falling purchasing power of an ounce of gold measured in
shares, lasted from 2011 to the end of 2021. It currently appears that gold is slowly
regaining relative strength versus US equities. The ratio recently fell below the 9o-
day and 1-year lines. The elegance of such charts lies in their ability to illustrate
trends that often persist for many years, even decades. It now appears that gold
might be commencing a period of long-term outperformance relative to US

equities.
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Let’s now take a longer-term look at this relationship, namely since
1900. Gold looks clearly undervalued compared to US stocks and may actually
have completed a secular turnaround. The uptrend appears to have been broken.
The average long-term S&P 500/gold ratio stands at 1.14 but is currently only 2.20.
Based on the previous counter-trend rallies, gold could double in value if the

S&P 500 remains unchanged.
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Over the past four decades,
bonds have been a natural
ballast to a stock portfolio. In the
coming decade(s), bonds will no
longer be negatively correlated
to stocks and save your portfolio
in times of stress, but will instead
become the anchor that drags
your portfolio lower.

Kevin Muir
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S&P 500/Gold Ratio, 01/1900-04/2024
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Gold Compared to Bonds

The greatest credit event of all would be a
recession in which US yields went up, not down.
Michael Hartnett

One of our central theses of recent years is now being slowly but surely
confirmed: (Government) bonds are no longer the antifragile portfolio
foundation they have been for the last 40 years. After yields reached a
microscopically low level in 2020 and were even negative in some cases, 10-year
US Treasuries fell in value by 22.8%, while 30-year bonds even fell by 48.8% from
their peak. The frontrunners in the negative sense are naturally the 100-year
Austrian bonds, which are down 69.1 % (maturity 2120) from their respective
highs.
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Source: Reuters Eikon, Incrementum AG

It almost seems as if the bond vigilantes are back. Coined by Ed Yardeni in
1983, the term refers to activist investors who indirectly control government policy

by buying and selling government bonds. These “financial sheriffs” send a clear
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Bond vigilantes are like the in-
laws who show up uninvited to
your fiscal policy party. They're
always watching, and if they
don't like your cooking, they’re
not shy about saying so.

Bill Gross

The bond vigilantes are watching
the fiscal and monetary policies
very carefully and are ready to
take action to protect against
inflation.

Ed Yardeni

Increasing inflation volatility
simply means inflation going up
and down more sharply, more
often. If inflation volatility is the
future, bond volatility won’t be
far behind. And bond volatility
will have severe implications for
portfolios built around a mean-
variance framework.

Henry Maxey
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signal against excessive government debt and inflation by driving up interest rates
through the sale of bonds. Today, in a time of financial repression and

open central bank interventionism, their role may seem weakened. But
the bond vigilantes are not obsolete — they are adapting to the new market realities

and remain an important corrective to fiscal slippage.

A historical example of the impact of bond vigilantes was the bond
market reaction to the overexpansive fiscal policy of the Reagan era in
the early 1980s. Higher deficits led to a rise in government bond yields, which
ultimately prompted the government to tighten its budget policy. Another example
is the European sovereign debt crisis in the early 2010s, when investors questioned
the creditworthiness of southern European countries and drastically increased the

interest burden for these countries by selling PIIGS bonds.

And the playbook is likely to have changed not only for gold but also for
bonds. Recently, US government bonds have increasingly exhibited
characteristics of traditional risk-on investments. In times of financial unrest, their
yields rose — a clear contrast to the previous trading pattern that dominated for
decades. This new behavior is reminiscent of the performance of emerging-market
government bonds, which are traditionally more sensitive to global risk sentiment.
This transformation marks a significant departure from the previous role of USTs

as a safe haven, and it requires a rethink in strategic allocation.

Even if the last few months have brought some calm to the bond
markets, this period of quiet could turn out to be deceptive. The risk
factors for falling bond prices appear to be manifold, starting with an acceleration
in global growth, driven by a recovery in China and the emerging markets in
general, and the associated further wave of inflation. However, lower foreign
demand for US government bonds and excessive budget deficits also act as a sword

of Damocles, as does the possible re-election of Donald Trump.

The sharp rise in oil prices in recent months could also exert pressure
on bond prices. As the chart below shows, we have seen a strong positive
correlation between crude oil prices and yields in recent months: Higher oil prices

lead to higher yields and vice versa.

WTI (lhs), in USD, and US 10Y (rhs), 11/2022-04/2024
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What'’s going on with the bond
market? It is not pretty.

And if the bond market is ugly,
everyone else suffers.

Jim Bianco

We can be blind to the obvious,
and we are also blind to our
blindness.

Daniel Kahneman

Inflation is like kryptonite for
bonds.

Jason Zweig
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As we have already emphasized in previous years: The negative
correlation between stocks and bonds, which is taken for granted by
the vast majority of asset allocators, is the exception rather than the
rule. For example, the correlation between stocks and bonds in the US has been
slightly positive in 70 of the last 100 years. The decisive factor for the negative
correlation in the last 4 decades was the low inflationary pressure and the
decreasing inflation volatility during the Great Moderation.

The following chart is already a classic in this publication. It shows the
one-year rolling correlation between 10-year US government bonds
and the S&P 500, as well as the average yield on 10-year Treasuries. It is
easy to see that the 1-year correlation has recently turned positive. The correlation

coefficient between stocks and bonds in the US has been around -0.02 since 1955.

1-Year Correlation of US 10Y and S&P 500 (lhs), and US 10Y
Average Yield (rhs), 01/1955-04/2024
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An analysis of individual time periods shows that stocks and bonds
tended to be uncorrelated only in exceptional cases. Between 1960 and
2000, when high (nominal) interest rates dominated market activity for long
periods, the correlation coefficient was usually above 0.2, while in an environment
of low inflation and interest rates it was usually lower than -0.2. The decoupling
between gold and bonds that we announced in previous years has taken place. The
bond market and the gold market are sending the same message:

Inflation is the new reality.
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Sometimes you lose and
sometimes the others win.
Otto Rehagel
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Gold (lhs), in USD, and US 10Y (rhs, inverted), 01/2006-04/2024
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If the relationship between stocks and bonds now reverses permanently, the basis
of the 60/40 portfolio — namely a negative correlation between stocks and bonds —

would be removed. Could bonds now hand over the sceptre to gold?

Gold and Commodities

Since 2020, we have been recommending to our
institutional investor clients to start allocating
capital to commodity managers. One of the
problems with this recommendation is that there
aren’t any commodity managers left from the
carnage in commodities from 2011 to 2020. As
such, it has been a challenge to convince real
money allocators that they need commodity
managers.

Marko Papic

In the previous year, the Bloomberg Commodity Index fell by 12.6%.
The two-year commodity boom had to pay tribute to the stuttering
economic engines in China and Europe, disinflation, and rapidly rising
interest rates. The table below shows the widely differing performance of the
commodity subsectors. While the energy subindex lost a quarter of its value, the
precious metals subindex recorded a slight gain. All 5 sectors are still well
below their all-time highs and should therefore offer further upside
potential.
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Bloomberg

Industrial Metals

Subindex

ATH 266.76

Date ATH 05/04/2007
ATL 53.90

Date ATL 11/07/2001
YTD 11.1%
Perform:gcz:: 13.7%
% Below ATH -40.6%
% Above ATL 193.9%

God is not a commodity trader.
The evidence suggests that God
doesn’t even like commodity
traders.

Larry Williams,

Commodity trader

They’ve done studies, you know.
60 percent of the time, it works
every time.

Brian Fantana
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.Bloomberg Blo?mberg Bloomberg Bk?omberg
Precious Metals Agrlct_JIture Energy Subindex lee_stock BCOM Index

Subindex Subindex Subindex
306.85 143.33 516.66 131.99 237.95
08/22/2011 05/29/1997 09/29/2005 10/04/1993 07/02/2008
49.66 34.15 15.47 16.21 59.48
04/02/2001 06/26/2020 04/27/2020 04/13/2020 03/18/2020
9.0% -5.6% 3.3% 8.1% 3.1%
41% -9.3% -25.6% -6.9% -12.6%
-20.6% -58.9% -93.9% -82.0% -57.3%
390.9% 72.5% 104.9% 46.6% 70.9%

Source: Reuters Eikon (as of 04/30/2024), Incrementum AG

The study “ 7
analyzed the average performance of eight asset classes'® between 1963 and 2019.
The study shows that commodities act as an effective hedge against
inflation, but their effectiveness depends heavily on the type of
inflation. Commodities, as well as stocks, currencies and real estate investment
trusts (REITs), prove to be effective hedges against headline and energy inflation,
but not against high core inflation. This nuanced understanding challenges the
conventional wisdom that commodities provide a blanket hedge against inflation.

Instead, their effectiveness depends on the underlying drivers of inflation.

Inflation Hedge Performance by Asset Class: (Estimated effect on
average returns from a 10 increase in unexpected inflation)
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Looking at the long-term, historical diversification attributes of
commodity investments, the positive case is clear. AQR Research has
shown in their study “ ” that bonds and
stocks are positively correlated over long periods of time while commodities are
negatively correlated with both. This applies in particular to phases of inflation

surprises.

16 The eight asset classes are: government bonds, corporate bonds and agency bonds, domestic and international
stocks, real estate investment trusts (REITs), commodity futures, and currencies.
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Bull markets begin with the
feeling that the market can only
go lower. Bear markets begin
with the feeling that the market
can only go higher.

Peter Atwater
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Correlations during Inflation and Growth Surprise Periods,
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However, in the institutional asset management space, commodities
are still as much in demand among institutional investors as fur-lined
gloves at the height of summer. It has always been our conviction that
commodities — and commodity-sensitive assets in general — must be actively timed
but should be a fixed portfolio component in phases of rising inflation. Our
arguments for a commodity supercycle remain largely valid and can be

summarized in the following points:

— Commodities were in a bear market for ten years, which led to an investment
backlog and declining production volumes. This structural supply bottleneck
hedges the downward price risk.17

— The increasing focus on generous fiscal support measures and the energy
transition with its enormous need for investment will stimulate the
commodities sector more strongly than monetary stimulus via QE.

— Institutional investors are still heavily underweight or not invested at all in
commodities. Commodities — and tangible assets in general — will gradually
resume their historical role as a safe haven and increasingly be used as satellite
investments.

— Geopolitical tensions will further promote resource nationalism and demand
higher geopolitical risk premiums.

— The US dollar could be facing a secular bear market as its previously
unchallenged status as a reserve currency gradually fades. Historically, the US
dollar and commodity prices are strongly negatively correlated (-0.86).

— Decarbonization and climate change: The transition to a greener economy and
the increasing demand for green metals meet an inelastic supply.

— Latent inflation concerns will continue to lend a tailwind to commodities.
Taken together, these factors signal an emerging commodity supercycle, driven by

structural changes in the economy and politics that will increase demand and tend

to limit supply.

17 e« ,” In Gold We Trust report 2023
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Fortunes are made by buying
low and selling too soon.
Nathan Rothschild

In bull markets, people have
faith; in bear markets, doubt.
The other way around might be
more profitable.

Jim Grant
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BCOM Supercycles (log), 100 = Start, 01/1970-04/2024
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Let us now take a look at the relative performance of commodities and
stocks. The next chart shows the main commodity supercycles. First, the Nifty
Fifty bubble in the early 1970s, the bursting of which, together with major
geopolitical and especially monetary changes, led to an 11-year uptrend in
commodities and gold. This was followed by almost two decades of commodity
underperformance, which were brought to an end by the major technology bubble.
This was followed by 13 years of stocks outperforming commodities and gold,
culminating in the Everything Bubble.’® We firmly believe that the new gold
playbook could now lead to a prolonged period of outperformance of

commodities and gold versus stocks and bonds.

BCOM/S&P 500 Ratio, 01/1960-04/2024
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While commodities corrected last year, a recovery rally began in
Q1/2024. This can also be seen in the next chart. It currently appears that the
excessive pessimism of the previous year has been priced out. Nevertheless, the
mood is miles away from levels of euphoria, so the initial situation for the

commodity sector appears clearly positive.

18 see Stifel: “Gold — The Next Super Cycle Has Begun”, Canada — Portfolio Strategy, February 16, 2023
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At the start of this generational
bond bull market, few believed it
had begun. Today, few believe it
has ended.

Kevin Muir
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S&P GSCI Total Return Index, yoy, 01/1971-04/2024
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Conclusion

Many people lost buckets of money investing in
both equities and bonds between 1972 and 1982.
Today, the markets are where they were in 1970:
massively short of energy, short of gold and very
long energy ‘consumers’. It was not a good idea
then. I am not sure it is a great idea now.

Charles Gave

The disinflation of recent quarters should have represented a perfect
environment for US bonds. However, if you look at the performance of the
TLT Fund, which tracks long-dated US government bonds, it has almost halved in
value and looks a long way from bottoming out. Particularly in the event of a
second wave of inflation, long-dated bonds would be predestined to cause nasty
surprises in institutional portfolios once again. In this respect, we feel confirmed in

our assessment that new, golden safe havens are currently being pursued.

Gold (lhs), in USD, and TLT (rhs), in USD, 01/2003-04/2024
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Status Quo of Gold Relative to Stocks, Bonds, and Commodities 48

If the ratio approaches 200%... The valuations of many sectors and individual stocks on the US equity
you are playing with fire. markets are far from bargain levels. At 178% as of April 2024, the Buffett
Warren Buffett indicator?® is well above its long-term average of 85% but also well below the high

of December 2021, when the indicator exceeded the 200% level for the first time.
We continue to find exciting selective opportunities on the equity markets —
particularly in the value segment of the old economy, in Europe, and in emerging
markets.

Wilshire 5000/US GDP, 01/1971-04/2024
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Bear markets are the authors of In commodities, there are many signs that the bull market remains

bull markets, and bull markets intact. In addition to the capex cycle, which we discussed in detail last year,2°

are the authors of bear markets! targeted decarbonization and ESG-compliant investing have become the structural
Rick Rule drivers of supply and demand for many commodities. We firmly believe that

the commodity bull market is still in its early stages.

BCOM (lhs), yoy, and US CPI (rhs, 2 Month Lag), yoy,
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19 The Buffett indicator is a valuation multiple that compares the capitalization of the US Wilshire 5000 index with US
GDP.

20 gee ,” In Gold We Trust report 2023

incrementum | #IGWT24


https://twitter.com/IGWTreport
https://www.linkedin.com/showcase/ingoldwetrust-report/
https://ingoldwetrust.report/
https://www.incrementum.li/en
https://ingoldwetrust.report/download/19434/?lang=en
https://www.incrementum.li/en/
https://www.incrementum.li/en/

Sprott

Precious Metals | Critical Materials | In

Discovering Opportunities
to Build Our Future

Sprott is a global asset manager providing investors with access to precious
metals and critical materials investment strategies.

We are specialists. Our knowledge, experience and relationships separate us
from our peers. Sprott’s innovative offerings include:

» Exchange Listed Products
» Managed Equities
» Private Strategies

Please contact the Sprott Team for more information at
invest@sprott.com = 888.622.1813 = sprott.com

Contrarian. Innovative. Aligned.®

©2024 Sprott Inc. All rights reserved. Sp rott.com



https://www.sprott.com/

Report

Status Quo of Debt
Dynamics

Who should pay for it?
Who ordered that?
Who has so much cash?
Who has so much money?

Jupp Schmitz

e The good times of falling government debt ratios
are coming to an end for many ministers of
finance. This decline, which was due to special
effects caused by the reopening after the Covid-19
pandemic and the inflation wave in previous
quarters, is now giving way to the gray everyday
life of structurally increasing government debt.

Particular attention must be paid to the US with its
high refinancing requirements and surging
deficits — especially in view of its comparatively
strong economic growth.

In the eurozone, it is the two heavyweights France
and Italy in particular whose deficits are well
above the Maastricht criterion of 3%.

e The longer interest rates remain elevated, the
more bonds will have coupons at this higher rate.
In the US, it is only a matter of time before interest
payments become the largest category in the
federal budget.

e Demographic change is exacerbating the national
debt problem through lower growth and falling
employment rates.

¢ In terms of overall debt (government, companies,
private households), France is the biggest
problem child in the EU and Japan globally. Major
debt crises — especially in the West — seem
inevitable and may be more imminent than
generally assumed.
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It ain’t over till it’s over!

Yogi Berra

The US has an acute fiscal
problem ("True Interest
Expense" > 100% of receipts); if
the US wants to avoid a debt
spiral, there are only three things
big enough to cut that matter -
Entitlements, Interest, or Defense
- and in an election year, the
ONLY thing that can be cut is
interest... which requires lower
rates.

Luke Gromen

Efv
HERGEYE

Courtesy of Hedgeye
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Public Debt Is Reaching Worrying Levels

2022 and 2023 were the good times for the finance ministers. The very
high nominal growth due to the striking wave of inflation and the end of the Covid-
19 restrictions have noticeably depressed government debt ratios, which had risen

sharply as a result of the measures to combat the Covid-19 pandemic.

This honeymoon period of nominal growth comes now to an end — or, as we
highlighted in the In Gold We Trust report 2022 and underlined in the In Gold We
Trust report 2023: Appearances were deceptive.?! The decline in government debt
ratios was not due to a sustainable consolidation of government budgets but rather
to these special circumstances. The gray daily routine of mostly modest growth
rates combined with significantly declining inflation and continuing comparatively
high deficits and high interest rates on government debt have ended the downward

trend in government debt ratios, if they are not already on the rise again.

Public Debt, as % of GDP, 100 = Q4/2019, Q4/2019-Q3/2023
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This reality is reflected in the fact that long-term government bonds
worth USD 11.5trn will come onto the market in 2024. This is a
remarkable 50% more than before the Covid-19 pandemic. China has overtaken
Japan and is now the second largest issuer. The US is the undisputed leader,
accounting for 39% of planned offerings. Even though the US stands out positively
in terms of economic growth, especially compared to the former industrial engine,
Germany, which is stuttering badly, it also stands out in terms of deficit figures,

albeit negatively.

After Standard & Poor’s in 2011, Fitch became the second of the three
major rating agencies to downgrade the US rating from AAA to AA+, on
August 1, 2023. This means that the from
all three major rating agencies is down to 10 members. US Treasury Secretary
Janet Yellen was outraged and described the decision as “ ”and “

”and “ ”. A sober look at the facts
reveals that Fitch’s reasoning is understandable and rather restrained. In a

nutshell,

”. The analysis was “

21 See“
Gold We Trust report 2022

, In Gold We Trust report 2023; “ Jn
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Watching the Republicans and

Democrats bicker over the U.S.

debt situation is like watching
two drunks argue about a bar
bill on the Titanic.
Wilhelm Répke

Ay Caramba!
Bart Simpson
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The rating downgrade of the United States reflects the expected fiscal
deterioration over the next three years, a high and growing general
government debt burden, and the erosion of governance relative to ‘AA’ and
‘AAA” rated peers over the last two decades that has manifested in repeated

debt limit standoffs and last-minute resolutions.

Despite strong economic growth, the US budget deficit remains at a level that
would be considered exceptionally high for some European countries, even during
a recession, at 5.6% in the current fiscal year 2024 and 6.1% in fiscal year 2025,

. To put this into perspective: The deficit of USD 1.6trn
expected for the 2024 fiscal year is roughly equivalent to the GDP of
Spain, the 15t largest economy in the world.

With this deficit-financed stimulation of demand, Treasury Secretary
Janet Yellen is counteracting the Federal Reserve’s tightening policy.
As an expression of the described in our In Gold We

Trust report 2021, fiscal policy is increasingly taking the reins and has started to

dominate monetary policy — usually subtly and indirectly.

is also due to the fact that tax revenues in
the US fell by 7.2% last year despite nominal growth of 6.3%. An increase in tax
revenues of around 8% would be normal for such growth. In addition, the
comparatively high deficit figures reflect the fact that higher inflation rates will not
ease the burden on the national budget, at least in the medium term.22 This is
because statutory automatic increases in expenditures, particularly social
spending, or increased expenditures due to political pressure — think of the high
proportion of pensioners among those entitled to vote — compensate for inflation

losses with a certain time lag.

Budget Deficit, as % of GDP, 2000-2023

" incrementum
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Source: IMF, Incrementum AG

As a result, discussions about the debt ceiling and the funding of US
federal agencies, aka shutdowns, are on the political agenda. The
impending shutdown at the end of January/beginning of February was only

resolved for a few weeks after tough negotiations. At the beginning of March, the

22 gee ,” In Gold We Trust report 2023; “ S in
Gold We Trust report 2022
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I'm the king of debt. I'm great
with debt. Nobody knows debt
better than me.

Donald Trump

All people are born alike - except
Republicans and Democrats.

Groucho Marx

The deficit is the symptom, but
spending is the disease.

Jeb Hensarling
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next round in this drama, with four — but potentially infinite — sequels was already
on the agenda. Once again, an agreement was only reached for a few weeks. This
ongoing conflict between the White House and Capitol Hill is only likely to be
noticeably defused after the elections in November, and only in the highly unlikely
scenario that the Democrats win a secure majority in both chambers and hold the

presidency.

In any other scenario, the political haggling will continue, even with a
Republican unified government, with Donald Trump as US President.
Trump’s words and deeds are the antithesis of fiscal prudence. At an election event
in the run-up to the South Carolina primary, Trump made the following

announcement in his typically hyperbolic manner: “

In his first term in office, Donald Trump had already significantly reduced taxes,
particularly for companies, and showed that he is for anything, but the fiscal
restraint usually promulgated by the Republicans. On average, the budget deficit in

Donald Trump’s first term in office was 9%.

US Surplus/Deficit, as % of GDP, 2000-2023

incrementum
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Source: Federal Reserve St. Louis, Incrementum AG

The US budget deficit remains worryingly high

for the
coming years and decades have one thing in common: They are very high.
For historical context: Over the last fifty years, the US budget deficit averaged 3.7%
of GDP. In the next 10 years, deficits are expected to be at least 5.2% on average.
Since the Second World War, the US deficit has never been this high for more than
five years in a row. In contrast, there have only been four years of budget
surpluses, three of which were during Bill Clinton’s second term in office. Since

then, one deficit has followed another.

| #IGWT24
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Tackling debt and deficits today
helps avoid more painful
adjustments later.

Vitor Gaspar, IMF

Washington has become addicted
to spending, deficits, and debt,
and they’re charging the credit
card and planning to send the
bill to younger and future
generations of Americans...
That’s irresponsible. It’s
unethical, and it’s immoral, and
it needs to stop.

David M. Walker, Former US

Comptroller General
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US Budget Deficit, as % of GDP, 2023—-2034e
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In view of this starting position, achieving a balanced budget is almost
impossible even with substantial expenditure cuts. This is because,
according to the CBO forecast, significant increases in expenditures are to be
expected in the coming years, with only a slight increase in tax revenue. The CBO
thus assumes the continued effect of Hauser’s Law, i.e. the empirical observation
that federal taxes have fluctuated around 19.5% of GDP since the Second World

War, regardless of how high the nominal marginal tax rates were.

US Tax Revenues and Spending, as % of GDP, 1962—-2054e
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The cuts required to consolidate the budget would be significant and
politically extremely sensitive. Contrary to popular belief, the US has a very
well-developed social welfare system. This is reflected in the
: In the last fiscal year, around 21% of

expenditure was earmarked for pensions, aka Social Security, and just under 14%
and around 10% for the two healthcare programs Medicare and Medicaid
respectively. Together, these and the other social programs alone account for more
than 60% of total expenditure at the federal level. Accordingly, the GDP share of
these expenditures will also
the Old-Age and Survivors’ Insurance Trust Fund (OAS]I), i.e. the fund financed
by payroll taxes from which pension payments are made,

. As soon as the OASI fund is emptied, the Social Security Administration will

in coming decades. The CBO assumes that

| #IGWT24
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Socialism begins with a state
quota of 50 percent.
Helmut Kohl

incrementum

Status Quo of Debt Dynamics 55

only be allowed to spend as much as it takes in. 70 million retirees would have to
cope with an immediate in their scheduled benefits,

. The ageing of the population is also a fact in the
US, and with it the ageing of the politically significant median voter.

Spending Cuts from Remaining 2033 Programs Required to
Balance 2033 Budget
120%
incrementum 104%

100% A
80% 74%
64%
60%
40% A 34%
20% | .
0% T T T J

Equal Program Cuts  No Cuts to Social Security No Cuts to Social Security,No Cuts to Social Security,
and Medicare Medicare, and Veterans Medicare, Veterans, and
Defense

Source: Brian Riedl, Incrementum AG

However, , the share of US government expenditure is at a
historical high of 36.3% of GDP, apart from the two short-term peaks during the
global financial crisis and the Covid-19 pandemic. Since 2000, there has been a
clear upward trend again, following the decline in the 1990s. In an international
comparison, however, the US government expenditure ratio is still on
the lower side: In 2022 it was 58.3% in France, 56.7% in Italy, 52.8% in
Austria, 49.5% in Germany, and 44% in Japan.

Government Spending, as % of GDP, 1800-2022
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And a large part of expenditures are mandatory by law.
, which is why it is not possible to significantly reduce
the debt burden through higher inflation.?® And social spending has increased

notably over the decades.

23 We have examined the myth of debt reduction through higher inflation rates in *
,” In Gold We Trust report 2022
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“Higher for Longer”is Janet’s
problem, not Jay’s.

David Rosenberg

I remain just one thing, and one
thing only, and that is a clown. It
places me on a far higher plane
than any politician.

Charlie Chaplin
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Interest payments are tying up more and more
government spending
Another driver of this development is the sharp rise in interest
payments on government debt. In 2024, they are likely to exceed the
USD 1trn mark for the first time if interest payments on intragovernmental debt
are included. Even without including intragovernmental debt,2*

, from USD 1bn per day (2021) to USD 1.8bn
(2023), almost doubling in just two years. In 2024, interest payments threaten to
rise by a further 32%, or USD 2.4bn per day, to around USD 880obn per year. In
2029, the USD 1trn mark is likely to be reached, and by 2034 it could be
USD 1.6trn per year or USD 4.5bn per day.

US Net Interest Expenditure, in USD bn (lhs), and as % of GDP
(rhs), 2023—-2034e
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Before the Covid-19 pandemic, the USD 1trn mark for the total deficit was still
considered to be the threshold that, if exceeded, would pose a lasting threat to the
financial stability of the US. And to put into perspective how few politicians are
likely to have the interest payment factor on their radar: While the nominal
national debt skyrocketed by 425% between 2000 and 2021, the interest burden

only increased by 51% due to the low interest rate level in the past two decades.

2 Intragovernmental debt refers to debt held by US authorities such as the Social Security Trust Fund. This
contrasts with US federal debt held by the public. This includes individuals, companies, state or local governments,
Federal Reserve banks and foreign governments. This debt currently accounts for around 100% of GDP, while
intragovernmental debt accounts for over 20% of GDP. Total federal debt in the US is therefore over 120% of GDP.
In contrast to the usual method of calculation, the US figures only include the debt of the federal government, while
otherwise public debt includes the debt of federal, state and local governments as well as social security.
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It seems unlikely that yields are
going to go back to being as low
as they were before the
pandemic.

Janet Yellen

We've had 15 years of Disneyland
that has destroyed the economic
structure. Think about it: no
interest rates. So anyone who’s
40 years old today has no
experience in markets. Zero.
They don’t know what time-
value of money is.

Nassim Taleb
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US Interest Expenditure (2023 Inflation Adjusted), in USD bn,
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For these projections, the CBO assumes a maximum interest rate on US
government debt of 3.2%. This assumption corresponds exactly to

(March 2024). An additional increase in interest rates of just one
percentage point would increase interest payments by a total of USD 2.8trn over

the next 10 years. That is almost double the current overall deficit.

Under certain circumstances, interest expenses could even consume the entirety of
federal tax revenues by the early 2050s, namely if interest rates on the US national
debt gradually rise to 6%. But even with a more moderate increase to 4%, almost
50% of federal tax revenues would have to be spent on interest alone by 2053, a
level that has been already seen both in the mid-1980s and the early 1990s.
Interest payments are expected to rise from 10% of federal spending last year to
23% by 2053. Sooner or later, interest payments will become the largest

expenditure category of the US federal budget.

Because all these facts are generally known — at least in broad outline —
as a white swan, i.e. an event
that is very likely to occur, rather than a black swan, a rare and
unpredictable event.?®> However, this does not mean that the consequences of a
US debt crisis would not be severe. The fact that the US Congress raises the debt
ceiling time and time again will sooner or later cause a debt spiral in the US and,

, a debt spiral is like a death spiral.

Financing the US debt as future Herculean task

The financing of US federal debt will be an enormous challenge and
will leave its mark on markets. In 2024 alone, the financing requirement will
amount to around USD 1otrn. USD 8.6trn of old government debt will have to be
refinanced, plus the budget deficit for the current year, which is likely to reach
around USD 1.4trn.

However, the US is not alone in its short-term financing needs.
According to the OECD’s latest
and 37% of all corporate bonds will need to be refinanced in the next three years.

, 40% of all government bonds

25 See “ ,” In Gold We Trust report 2017
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Only God knows when the
tipping point is going to occur,
and God’s not telling us.

David M. Walker, Former US
Comptroller General

Relax Luther, it’s much worse
than you think.
Tom Cruise, Mission

Impossible

I am not worried about the
deficit. It is big enough to take
care of itself.

Ronald Reagan
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Around a third of Italy’s government bonds will mature by 2026, around 25% of
Spain’s, and around 20% of France’s. In total, the OECD expects government bond

issues of USD 15.8trn for the current year.

The continuation of QT makes it even more difficult to finance government debt,
as it reduces demand for bonds. With the current passive QT (i.e. maturing bonds
are not renewed), demand falls less sharply than if QT were tightened to active QT,
when central banks would sell bonds on the secondary market.26 However, such a
tightening is not under discussion. Both forms of QT exert an upward pressure on
yields, the passive QT a weaker one, the active QT a stronger one.2” US government
debt held by the Federal Reserve has fallen from its high of USD 6.3trn (Q1/2022)
or almost 21% (Q3/2021) to USD 5.2trn or 15.4% by the end of 2023. During the
Covid-19 pandemic, the Federal Reserve’s share of US government debt jumped

from 14.5% to as much as 26.5%.

The deepening geopolitical tensions are also having a negative impact.
The proportion of US government bonds held by foreigners has been falling
steadily for years. This demand gap is therefore being covered by domestic buyers

— with the exception of the Federal Reserve.

Holders of US Treasuries, as Share of Total Treasuries
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In an eye-opening interview with the Financial Times at the end of March, CBO
Director Philip Swagel warned that the US, in view of its rapidly rising debt, could
end up in a situation like the UK in September 2022 under short-term Prime

Minister Lizz Truss: “

” Following the announcement of significant tax cuts on September 23,
2022, the yield on 30-year UK gilts shot up by around 170 basis points in three
days. The intraday spread of 127 basis points for the 30-year gilt exceeded the
annual spread for 30-year gilts in all but four of the last 27 years. This caused
major difficulties for UK pension funds, which is why the Bank of England had to
intervene.

26 gee also ” in this In Gold We Trust report
27 For studies that prove the interest rate-lowering effect of QE, see lhrig, Jane et al.: “

,” International Journal of Central Banking,
March 2018; Bernanke, Ben: “ ,” American Economic Association Presidential
Address, January 4, 2020
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We need to borrow from
foreigners, because foreign
capital helps keep interest rates
low in the US. But there’s two
sides to it, in that the cash
flowing overseas means us losing
national income. On the other
hand, not having the capital
coming in for us to borrow —
boy, that would be even worse.
Philip Swagel, CBO

> fieH—
WE'RE GONNA RS VE
NEEDI-IAO E?GER
Ny

Courtesy of Hedgeye

Society will have to choose
between austerity, default, or the
creation of a government
demand-driven reflation. These
are the only three options if
central bankers fail to boost
growth and also inflation.

Russell Napier
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The US has a major competitive advantage in the area of public finance.
and most liquid bond

market in the world. It is the same size as the government bond markets of China,
Japan, the UK, France, Italy and Germany combined. The impact of these deficit
and interest rate forecasts on US debt is worrying,

that there will be no dramatic disasters in the coming
decades, i.e. no major military conflict, no deep and prolonged recession, no
financial crisis, no major natural disaster or new pandemic, and that interest rates

will remain low by historical standards.

US Goverment Debt, as % of GDP, 1962-2054e
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In the
Treasury Department looks even further into the future.

, the US

extends to the year 2097, almost half a century further into the
future than the CBO’s projections. By then, the US public debt ratio (“debt held by
the public”) is expected to swell to 566%. For comparison: The historical high is
currently 106% and was reached in 1946, immediately after the end of the Second
World War. This record will soon fall.

Demographic change is exacerbating the debt situation

Inevitably, the question arises that the German entertainer Jupp Schmitz posed

Who should pay for it?
Who ordered that?
Who has so much cash?

Who has so much money?

Debt servicing capacity and thus debt sustainability depend heavily on
the ability of an economy to grow. To put it more precisely, they depend on
the amount of officially generated income and existing assets that can be taxed. For
decades, a growing population and a rising (female) employment rate increased
GDP and thus the debt sustainability of countries. This era now seems to be over.

Europe is more affected by this development than the US, especially as Europeans
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also want to reduce their weekly working hours, as the public debates about the

introduction of a 4-day week — with full pay compensation — indicate.

Change in the Working Age Population (20-64), as % of Total,

102022—2062
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This effect will be particularly dramatic in the countries most affected by ageing:

Old Age to Working Age Population Ratio, in %, 1952-2082
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Temporary solutions often With regard to social security systems, especially those designed as pay-as-you-go
become permanent problems. systems, an increase in the employment rate, particularly through an increase in
Craig Bruce female employment and immigration, only have a temporary relieving effect. After

all, these people also acquire entitlements, which increases the debt burden in a

structurally loss-making system in the medium and long term. Furthermore, the
years spent in retirement have risen sharply in recent decades. Slightly offsetting
this, the pension reforms of the past 20 years are beginning to show some initial

small results. At least the increase in retirement years has slowed down in recent

years.
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Credit is a system whereby a
person who can’t pay, gets
another person who can’t pay, to
guarantee that he can pay.
Charles Dickens

When there’s already a lot of red
ink, Keynes does not work.
‘Woody Brock
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, Prof. Raffelhiischen, a proven expert in
generational accounting, calculated that the current immigration flow into
Germany is increasing the debt burden, as people with below-average
qualifications are immigrating to Germany and into the existing social systems. In
his base scenario, the sustainability gap increases from 447% to 497% of GDP. The
discounted additional expenditures grow significantly faster than the discounted

additional income.

Another recent study, entitled “

” (“Venturing more sustainability — the
sustainability of social insurance in Germany”) calculates that social security
contributions will rise by more than 25% from the current level of 40.9% to over
50% in 2050 if no countermeasures are taken. However, countermeasures
translate into cutting benefits, because with implicit debt included the equation
holds that claim = liability. And the elimination of (implicit) liabilities is
always and only accompanied by the elimination of (implicit)

receivables.

The US budget deficit as a GDP growth flashpoint

One key reason for the current robust economic growth in the US is the high
budget deficit. This has strengthened the purchasing power of US citizens and thus
supported consumer demand. After all, private consumption accounts for around
70% of US GDP. However, on closer inspection, the effect of the significantly
higher deficit on economic growth is modest, compared to that of Germany, for
example. In other words, the US is buying this short-term growth boost
with a significantly higher deficit and thus a higher debt burden in the
long term, which will hamper future growth. At the same time, the loose

fiscal policy counteracts the Federal Reserve’s fight against inflation.
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Politicians and central bankers
of monetary sovereign nations
simply don’t have an incentive to
go down that Jenga-tower
deflationary collapse route,
especially since it was in part
due to their policy in the first
place that debt was able to get so
high.

Lyn Alden

The private sector is creating a
miracle a day, even as the stuff
that government attempts is
failing left and right.

Lew Rockwell
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Government Budget + Real GDP growth, 1980-2022
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It would be entirely wrong to assume that high budget deficits will lead
to permanently higher real growth. A comprehensive study on
constitutionally enshrined fiscal rules, such as the debt brake currently being hotly
debated in Germany, entitled “

”, shows that such deficit ceilings increase real GDP per capita by
18% in the long term.28 The data set spans from 1789 to 2015 and thus covers very

divergent historical episodes.

Excessive deficit financing is therefore a short-term flash in the pan in
terms of growth, with negative long-term consequences. Yet, many a flash
in the pan has saved a government in elections, which is what makes this fiscal and
economic growth populism so attractive, both for politicians acting in the short
term and for voters thinking in the short term. that
budget deficits in election years exceed the deficit forecast by 0.4% of GDP, as the

tax burden is lower, and expenditures are higher in election years.

In the long term, the current investment surge in the US industrial sector will have
a positive impact on growth momentum in the US and thus on the ability to service
the national debt. Growth is clearly benefiting from the continued rise in energy
prices in Europe, particularly in Germany, and the active recruitment of companies
by the US, including through the Inflation Reduction Act (IRA).

28 Grundler, Klaus and Potrafke, Niklas: "
Working Papers, No. 8305, May 2020

", CESifo
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The Maastricht Criteria are
perfectly simple to meet — all you
need is a small army of
accountants and a magic wand.

Jean-Claude Juncker

The Maastricht Criteria? They're
more like guidelines anyway.

Mario Draghi
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US Private Fixed Investment, in USD bn, 1960-2023
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However, an overall view shows that the US economy

to these peak growth levels . For
example, the US economy grew by USD 334.5bn in Q4/2023. In the same period,
public debt grew by a staggering USD 834.2bn. This means that every single
US dollar of growth was bought with USD 2.50 in new debt. It goes
without saying that such growth through debt doping is anything but
sustainable.

The EU is transforming more and more into a debt
union — at Germany’s expense

in the EU at the end of April. In
principle, the two Maastricht criteria of public debt of no more than 60% of GDP
and an annual deficit of no more than 3% of GDP will continue to apply. However,
greater account is to be taken of the individual situation of more-indebted
countries in their process of debt reduction. It seems unlikely that taking into
account the economic situation, which varies from member state to member state,
will increase the likelihood of compliance. Reasons for noncompliance can

always be found. You are either disciplined or you are not.

with respect to complying with the
3% deficit limit, not the much-maligned Italy. Since 1999, France has only
complied with the limit in 7 years, failing to do so in 18 years. Portugal and Greece
share second place with 17 breaches each, although Greece only joined the
eurozone in 2001 and therefore has found itself on the deficit pillory less often in
relative terms. They are followed by Spain with 15 breaches; and Italy, which is
often scolded in the media and politically, has 12. Even Germany broke the 3%
mark, in 9 out of 25 years, and therefore more than a third of the time. Austria was
a paragon with only 6 violations, especially since 3 of the 6 occurred in the years
2020-2023. In these 4 year the EU debt rules were suspended first because of the
Covid-19 pandemic and then because of the war in Ukraine. Of the founding
eurozone member states, only Luxembourg and Finland fared better with just one

breach each.
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Never doubt the courage of the

French. They were the ones who

discovered that snails are edible.

Doug Larson

When the French owe you
money, it’s almost an art form.
They’ll pay you back with such
style you'd almost wish you lent
them more.

Oscar Wilde
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Euro Area Countries in Violation of 3% Deficit Rule, 1999-2023
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As the yield curve of EU bonds shows, they yield in the range of French debt and
thus significantly below those of Italy and slightly below those of Spain, but
significantly above German debt instruments. In other words, the communization
of debt is to the detriment of Germany, while the Club Med states benefit from it.

France is the new debt leader in the eurozone. With almost 24% of all
government debt in the eurozone, France has replaced Italy as the leader in this
debt hit parade. Furthermore, France recently had to significantly increase its
deficit forecast for 2024 to 5.1% from 4.4%. The discrepancy is even distinct in the
figures for the primary balance. Until the outbreak of the Covid-19 pandemic, Italy
always recorded primary surpluses, some of which were significant, with the
exception of 2009. France’s primary balance, on the other hand, has been in
negative territory almost continuously since 2002. So, while Italy is primarily
suffering from the interest burden of its old debts, France is basically

living beyond its means, and significantly so.

Primary Deficit, as % of GDP, 2000-2022
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Nonetheless, these debt statistics may be misleadingly low. This stems from the
responsibility borne by EU member states for the debts accumulated by the
European Union. However, these debts do not (yet) appear in the national debt

data. And the amounts are quite considerable. s
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The attitude has spread
throughout Europe that the state
must solve all problems with
money.

Jiirgen Stark, former Chief
Economist of the ECB

NATO countries must pay
MORE, the United States must
pay LESS. Very Unfair.
Donald Trump

Yeah, when I had Covid all I
could eat was fruit. Big bags of
pears every day.

Shaun Ryder
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Germany’s debt is up to 10% or EUR 262bn higher than officially reported. This

corresponds to almost 6% of German GDP.

In conclusion, it can be said that EU government debt is currently
facing a quadruple burden: rising interest rates, a decline in the working
population due to demographic change, the green transformation of the economy,
and the growing desire, at least rhetorically, for a comprehensive rearmament. In
some EU countries, but also among top EU officials, there are increasing calls for a
switch to a war economy. Whatever the political stance, one thing is clear: No state
will be able to shoulder all four burdens at the same time. The result will be
significantly higher deficits and rapidly rising debt ratios. Reducing social

spending to finance higher defense spending would be political suicide.

Yet, not even half of the NATO states meet the binding target of 2% defense
spending. , Germany’s defense
spending alone has fallen short of this target by EUR 618bn in real terms since the
Cold War. This corresponds to an average of EUR 77bn per four-year legislative
period that could be spent on other purposes. Enormous upgrades would therefore
be necessary on top of the 2% target. German Defense Minister Boris Pistorius
(SPD) spoke of

February. The train steaming towards the sovereign debt crisis has clearly picked

at the Munich Security Conference in mid-

up speed.

Conclusion

The numerous special debt effects seen during the Covid-19 pandemic
have now completely subsided. The IMF tellingly titled a blog post in

September 2023 “ ”. In particular, a

comparison with the end of 2019 makes it clear where we stand in the overall view

of trends for public, company, and private household debt:

Growth in Total Debt (Government, Private Households,
Corporates), as % of GDP, Q4/2019 vs. Q3/2023
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, global
debt reached a new record high of USD 313trn at the end of 2023. The increase is
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In the seventies, this is the tragic
of American culture... That
money became everything. And
it has poisoned our culture to this
day. It’s poison.

Jerry Seinfeld

I asked Siri about China and
debt, and even she said, “Let’s
talk about something less
complicated, like quantum
physics.”

Ellen DeGeneres

Things that have never happened
before happen all the time.

Morgan Hounsel
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around 50% above the level 10 years ago. Debt is at a record level in all sectors —

companies, private households and the state.

In an interview with the telling title «

”, Jim Bianco points
to a distributional aspect with explosive social and political force. 90%
of all assets are held by the top 10% in the income pyramid. In contrast, 50% of all
income earners have no assets but 50% of the debt. This lower half is
disproportionately affected by rising interest rates, as they do not benefit from
higher-yielding bonds. This is probably also one of the reasons why US President
Biden has such a poor approval rating despite strong economic growth and a

historically low unemployment rate.

China and the US may be geopolitical rivals. In terms of debt, however,
they share the same predicament. The cocktail of high debt, structurally
weakening growth rates, and a dramatically ageing society is a toxic one. China’s
total debt/GDP has broken through the 300% mark. This means that the debt ratio
has more than doubled in the past 20 years. The corporate sector is highly
overrepresented, accounting for more than half of the debt at almost 170%. The
liquidation of the Evergrande Group, the second largest Chinese real estate
company in terms of turnover, is only the tip of the Chinese debt iceberg. The real
estate sector, which is responsible for around a quarter of China’s GDP, is the
major economic — and political — problem child, as Chinese citizens have

traditionally used investment apartments as a retirement provision instrument.

The topic of a debt crisis is therefore back on the agenda. This time,
however, not only in emerging markets. Furthermore, in view of the unbroken
upward trend in debt, the rise in fiscal dominance will translate into more political
pressure on central banks and take its toll in the form of lower interest rates. This
is not an argument for the continuation of the Great Moderation, but for its
definitive end. Structurally higher inflation rates are the new normal,
and this new reality is a cornerstone of the new gold playbook — more

on this in the next chapter.
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Status Quo of Inflation

Inflation — that’s the price we pay for those
government benefits everybody thought were free.

Ronald Reagan

¢ In recent quarters the wave of inflation has finally
been abating. However, declaring victory over
inflation would be premature and — as history
shows - could be fatal.

The contraction of the money supply, the (sharp)
fall in producer prices, and the sluggish economy
are having a dampening effect on inflation.
Contrary to public perception, however, liquidity
conditions remain on the loose side.

Geopolitical risks, very high budget deficits in
some countries, the green transformation and the
elimination of the base effect in energy are the
main factors that could trigger a new surge in
inflation.

e Our - newly redesigned — Incrementum Inflation

Signal currently signals a neutral inflation
tendency for the US.

The inflation rate is likely to remain high in the US,
but probably also in the eurozone, in the medium
term, i.e. above the inflation target of 2%. The risk
of a second wave of inflation is significantly
higher than currently discounted by financial
markets.

25 years of the euro: The euro has lost nearly 90%
of its value against gold in the first quarter of a
century of its existence. This hardly qualifies as a
favorable track record.
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The last duty of a central banker
is to tell the public the truth.
Alan Blinder, Former
Federal Reserve Board vice

chairman

At the moment, we are more
likely to see inflation too low in
the medium term.

Isabel Schnabel,
December 2021

Inflation consists of subsidizing
expenditures that give no return
with money that does not exist.

Jacques Rueff
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It is somewhat unusual that we agree with central bankers. But for once,
this is now the case. The exception to the rule concerns ECB Executive Board
member Isabel Schnabel, who pointed out at the beginning of November 2023 in a
lecture with the telling title “ ” that the last few meters until the

inflation target is reached will be challenging.

The Pareto principle — which posits that while 80% of a task can be achieved with
20% of the total effort, the remaining 20% demands 80% of the effort — isn’t the
only factor at play here. Rather, after 40 years of falling inflation rates, the chapter
of the Great Moderation has finally closed. We have entered a new regime
characterized by greater inflation volatility and a structurally higher

inflation rate.

Stocktaking

But first, let’s take a closer look at the status quo. In the US, this is
illustrated by the disillusionment that inflation, rather than continuing to fall, has
been moving sideways for several months, and has remained significantly above
the 2% mark. One is particularly negatively surprised when assessing the monetary
situation by looking only at the key interest rate and the central bank’s balance
sheet total of Western central banks. However, many countries with significant
budget deficits are stimulating demand, above all the US, and some central banks
in Asia are still pursuing a comparatively loose monetary policy. Global liquidity
conditions therefore remain on the loose side, although liquidity growth has

weakened significantly in recent quarters.

Non-Bank Lending, yoy, Q1/2010-Q4/2023
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Above all, China and Japan have pumped plenty of liquidity into markets in recent
quarters. Japan might have ended its

, by raising its key interest rate from -0.1% to just 0% and
putting an end to the interest rate cap. However, purchases of government bonds
remain more or less at the same level, while purchases of corporate bonds and

ETFs have been stopped or are to be discontinued by spring 2025 at the latest.
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I never worry about the problem.
T worry about the solution.
Shaquille O’Neal

You have companies over in
different countries where they
devalue their currency and they
make it impossible for American
companies to compete.

Donald Trump
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The measures in China are much more liquidity-enhancing. The following is an
incomplete list of measures taken by the Chinese government in recent months to
address the serious structural problems in the real estate sector and prevent them

from spilling over into other areas of the economy:

While M2 in the US and the euro area is still shrinking, if now only marginally, M2

growth in Japan, and above all in China, remains clearly positive.

M2, yoy, 01/2000-03/2024
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The extent to which China and Japan have expanded their liquidity compared to
the US is reflected in the development of their respective exchange rates. The
renminbi has lost 12% of its value against the US dollar since the beginning of
2022, while the Japanese yen has lost more than 25%. Since the start of Abenomics

in 2012, the yen is even down around 50% against the US dollar.
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Maybe monetary policy isn’t all
that tight.
Bill Dudley

When we have the ball, they can’t
score.

Franz Beckenbauer
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USD/JPY (lhs), and USD/CNY (rhs), 01/2022-04/2024
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Fiscal policy also has a counteracting effect in many countries, with significant
deficits thwarting the tightening efforts of the central banks. In many countries,
fiscal policy has been used to push down the reported inflation rate by reducing tax
rates or capping electricity and energy prices, or to compensate for the loss of

purchasing power due to inflation through direct transfers.

M2 and Budget Deficit, yoy, 01/2000-03/2024
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There are ample signs that we are entering an era of fiscal dominance.
In the In Gold We Trust report 2021, “
depth look at this emerging paradigm shift. It will be fiscal policy?® that sets the

”. we took an in-

pace for monetary policy and not the other way around. In other words, while
central bankers are practicing catenaccio, the typical Italian defense
tactics of earlier times, finance ministers are playing aggressive

offensive soccer.

29 See “ " in this In Gold We Trust report.
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Inflation is when less was once
more.

Thom Renzie

A common theme is that while
inflation is coming down, and
that’s very good news, the price
level is not coming down...So
people are still living with high
prices. And that’s not—that is

something that people don't like.

Jerome Powell
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The Inflation Beast Has Not yet Been Tamed

Where do we currently stand with the inflation trend? The first major
wave of inflation is over, even if the slowdown is proving much more laborious
than many had hoped. We explained in detail in the In Gold We Trust report 2023
that disinflationary forces would prevail over the past 12 months.3® The current
wave of inflation peaked in the US in June 2022 at 9.1% and in the eurozone in
October 2022 at 10.6%. Then inflation rates went downhill, much faster in the
eurozone than in the US.

The eurozone is approaching the inflation target of a symmetrical 2%.
Since the in July 2021 the ECB considers
upward and downward deviations are considered as equivalent. By now it is
already within sight. In the US, overall CPI inflation has been moving sideways

above the 3% mark since June 2023.

However, the situation is different for core inflation, which is used by
many central banks to reflect the medium-term nature of the inflation
target. The peak was naturally much lower than for headline inflation, as the
strongest drivers of this inflation wave were energy and food prices, more so in the
eurozone and somewhat less so in the US. Without the relief provided by energy
and food prices in recent quarters, inflation remains above the 3% mark in the US,
and has only fallen slightly below 3% in the eurozone by March 2024. The slight
downward trend in the eurozone continued in April. Stubbornly high inflation in

the services sector is a major contributor to this elevated level.

US and Euro Area Core and Headline Inflation, yoy,
01/1997-03/2024
12% 1
incrementum
10% A
8% 1

6%

y !
2% x&%\}f/&“wﬂ‘ t\; VAN AXW\

0% T T T y T A T =

2% A

-4% A
1997 2000 2003 2006 2009 2012 2015 2018 2021 2024

Recession Us CPI US Core CPI

Euro Area HICP Euro Area Core HICP

Source: Reuters Eikon, Incrementum AG

The Federal Reserve Bank of Cleveland’s
reading for the CPI at 3.5%, the core CPI at 3.7%, the PCE, as well as the core PCE

at 2.7%. In the eurozone, the flash estimate for April, which is usually very close to

estimates the April

the officially confirmed value, shows 2.4% for overall inflation and 2.7% for core
inflation. The lower inflation rate in combination with the 1 percentage point lower
key interest rate is an indicator of the markedly weaker economic development in

the eurozone than in the US.

30« ,” In Gold We Trust report 2023
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This threat of what I'll call pent-
up exuberance is a new upside
risk that I think bears scrutiny in
coming months.

Raphael Bostic

History repeats itself, but in such
cunning disguise that we never
detect the resemblance until the
damage is done.

Sydney J. Harris

You can’t conquer reality by
running away from it.

Og Mandino
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However, the premature declaration of victory over inflation would be
a veritable own goal. In the late 1960s and 1970s, monetary policy made this
mistake twice. The first wave of inflation hit the US from 1967 to 1972. It peaked at
a rate of 6.4% in February 1970, followed by the second, higher wave of inflation,
which peaked at 12.2% in November 1974 and then fell to 5.0% in November and
December 1976. But the sharpest rise was yet to come. Triggered by the second oil
price shock, the inflation rate shot up again. In March 1980, the still-existing all-
time high of 14.6% was reached.

As the following chart demonstrates, the parallel to today is astounding —
regardless of the different intensity in the present. If history repeats itself in
rhyme, the highest wave of inflation is yet to come. Based on the experience of 50
years ago, overall CPI inflation in the US would rise to about 11% around the turn
of the year 2027/2028. In what was then the third wave of inflation, the
price of gold increased roughly sevenfold, which would correspond to a
fivefold increase given the lower intensity of the current waves of

inflation.

US CPI, yoy, 01/1966-12/1983 (lhs), and 08/2013-07/2031 (rhs)
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The next chart confirms that inflation in the US is not conquered. It
displays the percentage of prices included in the basket of goods and services that
rise in line with the respective inflation range. It is apparent that inflation in the
US continues to be broad-based and to grow significantly faster than 2% in many

segments.
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US PCE Components by Annual Growth Rate, 03/2023—-03/2024
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Declaring victory over inflation too soon is a
guarantee of more inflation

By 2005 or so, it will become Sometimes economists tend to hold somewhat bizarre views. Paul
clear that the Internet’s impact Krugman, a Nobel Prize winner after all, became a repeat contributor
on the economy has been no in this category last fall. In 2011, faking an alien
greater than the fax machine’s. invasion. This imagined threat was to be used to implement a massive Keynesian
Paul Krugman, 1998 government spending program to ward off the invasion in order to stimulate the

economy, which was still bobbing along after the deep recession following the
global financial crisis of 2007/2008. According to Krugman, this collective self-
deception would permanently boost prosperity, even if it turned out in retrospect

to have been a false alarm.

In September 2023, Krugman declared victory over inflation
His proclamation of victory was underpinned by a somewhat unconventional
CPlex food, energy, shelter and used cars inflation calculation, which, based on the inflation indicator now favored by
Jerome Powell, could be termed supersupercore inflation. In his calculation,
/V\’\\ Krugman excluded all price drivers from the inflation calculation and then

concluded that inflation had been defeated. This approach says little about
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the state of the fight against inflation but a great deal about the

deplorable state of economics.

Food is an essential part of a But it is currently just PCE supercore inflation, i.e. in contrast to Krugman’s
balanced diet. supersupercore inflation including used car prices, that exceeded the 3% mark
Frank Lebowitz again in January, after four months only slightly below that mark. In a speech on

November 30, 2022, Jerome Powell attributed a special forecasting ability to

supercore inflation, i.e. core inflation excluding housing costs. He labelled this as

«

”. In March, the supercore inflation rate gained again momentum and

rose by 4.8% yoy.
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Celebrate when you’re half done,
And the finish won't be half as
fun.

Lemony Snicket, The
Slippery Slope
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PCE Supercore Inflation, yoy, 01/2000-03/2024
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In sharp contrast, an IMF study published at almost the same time as
Paul Krugman’s tweet, titled “

”, warns against prematurely declaring inflation
defeated. According to the study, history shows that inflation that got out of
control, usually proved to be quite persistent. It usually took years before inflation
could be brought back to its original low level. Even after five years, 40% of the
countries examined in the study had not yet regained control of inflation. The
remaining 60% needed an average of three years to bring inflation back to a

normal level.

The seven key messages of the study are:

— inflation is persistent, especially after a terms-of-trade shock.
most unresolved inflation episodes involved "premature celebrations”,
where inflation initially declined only to plateau at an elevated level or
re-accelerate later.

— countries that resolved inflation had tighter monetary policy. There is
further, weaker evidence for tighter fiscal policy and better inflation
anchoring pre-shock.

— countries that resolved inflation implemented restrictive policies more
consistently over time, as captured by the variance of the policy stance
over the post-shock years.

— countries that resolved inflation contained nominal exchange rate
depreciation.

— countries that resolved inflation had lower nominal wage growth. This
did not translate into lower real wage growth, as lower nominal wage
growth coincided with lower inflation.

— countries that resolved inflation experienced lower growth in the short-
term but not over the 5-year horizon. This potentially indicates that the
benefits of macroeconomic stability and policy credibility over time offset
the costs of a tighter policy stance.®

3 Anil, Arietal.: “ ", IMF Working Paper No. 2023/190, p. 3f.
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The risk of waiting a little longer
to cut rates is significantly lower
than acting too soon. Cutting the
policy rate too soon and risking
a sustained rebound in inflation
is something I want to avoid.
Christopher J. Waller
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It seems that the leading central bankers have — so far at least — taken
these findings to heart. While the markets on both sides of the Atlantic have
already priced in rate cuts for the first half of the year, central bankers have so far
remained steadfast. Even if the inflation rate in the eurozone is already close to the
2% mark, albeit initially only on the basis of individual monthly data, the ECB
should act more cautiously than the Federal Reserve in view of the results of this
study. It was the eurozone that suffered a negative terms-of-trade shock in the
wake of the energy crisis. The extent to which nominal wage growth can be kept in
check will be shown by wage negotiations, both institutional and individual, in the

coming months.

The dire consequences of out-of-control inflation are vividly illustrated in Andrew
Dickson White’s treatise “ ”, published in 1784:

Out of the inflation of prices grew a speculating class; and, in the complete
uncertainty as to the future, all business became a game of chance, and all
business men, gamblers. In city centers came a quick growth of stock-jobbers
and speculators; and these set a debasing fashion in business which spread to
the remotest parts of the country. Instead of satisfaction with legitimate
profits, came a passion for inordinate gains. Then, too, as values became
more and more uncertain, there was no longer any motive for care or
economy, but every motive for immediate expenditure and present
enjoyment. So came upon the nation the obliteration of thrift. In this mania
for yielding to present enjoyment rather than providing for future comfort
were the seeds of new growths of wretchedness: luxury, senseless and
extravagant, set in: this, too, spread as a fashion. To feed it, there came
cheatery in the nation at large and corruption among officials and persons
holding trusts. While men set such fashions in private and official business,
women set fashions of extravagance in dress and living that added to the
incentives to corruption. Faith in moral considerations, or even in good
impulses, yielded to general distrust. National honor was thought a fiction

cherished only by hypocrites. Patriotism was eaten out by cynicism.

[...] such has, to a greater or less degree, always been the result of
irredeemable paper, created according to the whim or interest of legislative
assemblies rather than based upon standards of value permanent in their

nature and agreed upon throughout the entire world.

It came by seeking a remedy for a comparatively small evil in an evil
infinitely more dangerous. To cure a disease temporary in its character, a
corrosive poison was administered, which ate out the vitals of French
prosperity. It progressed according to a law in social physics which we may
call the "law of accelerating issue and depreciation.” It was comparatively
easy to refrain from the first issue; it was exceedingly difficult to refrain from
the second; to refrain from the third and those following was practically

impossible.
It brought, as we have seen, commerce and manufactures, the mercantile

interest, the agricultural interest, to ruin. It brought on these the same

destruction which would come to a Hollander opening the dykes of the sea to
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Pre-1983, mortgage costs were in
the CPI as were car payments
pre-1998. Now, price indexes do
not include borrowing costs.
Thus, when interest rates jumped
last year, official inflation did not
fully capture the effects it would
have on consumer well-being...
We show that if we make an effort
to reconstruct the CPI of Okun’s
era — which would have had an
inflation peak last year around
18% — we are able to explain 70%
of the gap in consumer sentiment
we saw last year.

Larry Summers

Doesn’t matter WHEN the Fed
cuts. It matters WHY the Fed
cuts.

Mark Dow
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irrigate his garden in a dry summer. It ended in the complete financial, moral
and political prostration of France-a prostration from which only a Napoleon

could raise it.

Back to the present: Larry Summers et al. point out an interesting anomaly in a
recently published article entitled “

”. Consumer sentiment is
significantly worse than the inflation rates would suggest. This is not just a US
phenomenon but rather a global one. The authors argue that this
discrepancy stems from the systematic underestimation of inflation
rates. For example, the sharp rise in interest expenses, particularly for real estate
financing — the owner’s equivalent rent (OER), which has been used since 1983,
refers to the (notional) rental costs. In addition, car purchases are not included in
the inflation calculation. At 26% and 7% respectively, the share of these two items
in the inflation basket is considerable. However, if interest expenses are included
in the calculation of the inflation rate, 70% of the anomaly can be explained.
Finally, taking into account the sharp rise in interest expenses, the
inflation rate shot up to around 18% in November 2022, almost twice
as high as the official peak in June 2022. Almost the entire increase is

attributable to the “alternative calculation” of housing costs.

A search query for inflation in Google Trends illustrates that the topic
of inflation continues to be ubiquitous among the population. Although
the first wave of inflation has subsided, search queries remain stubbornly at a

significantly higher level than before the outbreak of the first wave of inflation.

Google Trends "Inflation”, 01/2004—-04/2024
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Long story short: Inflation has not yet been defeated, either in the data
or in people’s minds. Those who celebrate prematurely are in for a rude
awakening. It is more than likely — especially in the US — that inflation will rise
again and thus remain above the 2% target, and that interest rate cuts will come
later than generally assumed. This is not good news for borrowers. And our
Incrementum Inflation Signal also shows that disinflation — in the US — is over, at

least for the moment.
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Essentially, all models are
wrong, but some are useful.

George Box

You never change things by
fighting the existing reality. To
change something, build a new
model that makes the existing
model obsolete.

Buckminster Fuller
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The Incrementum Inflation Signal

Our Incrementum Inflation Signal, a central tool in our inflation protection
strategies, has proven its value in recent years by allowing us to better understand
the complex dynamics between inflationary and deflationary forces and to
accurately predict inflation trends in most cases. However, the signal failed to
correctly capture the continuing disinflationary phase throughout 2023. This
misjudgment prompted us to critically review and optimize our signal

methodology.

The result of our deliberations is a revised version of our inflation signal, which,
compared to the original model, considers an expanded range of input factors and
utilizes weighting that is more focused on the broad commodity market and
inflation precursors. Furthermore, we have simplified the interpretation scale — as
we have done in our new proprietary Incrementum Active Aurum Signal — by
using only three instead of six stages. These adjustments are intended to enable
higher precision with reduced signal volatility. Our expectation that these
improvements will lead to a superior signal is supported by the

compelling results of the revised inflation signal in backtesting.

The premature arrival at the trough of the inflationary cycle is
currently also indicated by the inflation signal, which now signals a
neutral inflation tendency. The disinflationary trend observed in recent
months, which was also largely indicated by the signal, is therefore — at least
temporarily — a thing of the past, aligning with our assessment and the facts
presented throughout this chapter.

Inflation-sensitive Assets (lhs), 100 = 04/2019, and Incrementum
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Inflationary, Disinflationary, and Deflationary
Factors

As in previous years, we want to analyze the most important factors influencing
inflation. We will start with those that have a disinflationary or even deflationary
effect.
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Historically, whenever US M2
money supply has contracted on
an annual basis, there’s been a
banking crisis, a depression
and/or deflation.

Longview Economics

“Fairly soon”is words we use to
mean fairly soon.

Jerome Powell
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Disinflationary and deflationary factors

The money supply trend points to deflation in the short-run
The recent development of the M2 money supply can be described as
nothing less than historic. It has been declining in both the US and the
eurozone; in the US since December 2022 and in the eurozone since May 2023.
However, the rate of contraction has slowed significantly in recent months. And
even if the positive correlation with the inflation rate is not very pronounced, the

influence of the money supply on the inflation rate cannot be denied.

US CPI and M2, yoy, 01/2000-03/2024
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As in the US, however, money supply growth in the euro area is approaching

positive territory again.

Euro Area HICP and M2, yoy, 01/2000-03/2024
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Central banks continue to reduce the size of their balance
sheets

One factor in this negative money supply trend is the continuation of
quantitative tightening (QT). The Federal Reserve continued to shrink its
balance sheet, reducing its holdings of US Treasuries by USD 60bn every month.

Thanks to this passive QT — expiring bonds are simply not renewed, but holdings
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t’s really to ensure that the
process of shrinking the balance
sheet down to where we want to
get it is a smooth one and doesn’t
wind up with financial market
turmoil, the way it did the last
time we did this.

Jerome Powell

An old trick well done is far

better than a new trick with no

effect.
Harry Houdini
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are not actively sold — the Federal Reserve’s balance sheet total has already fallen
by almost 20%, from just under USD gtrn to less than USD 7.5trn. As per the end
of April 2024, 38% of Treasury securities and 27% of MBS that pandemic QE had
added, have been removed. At the FOMC meeting in March, Jerome Powell
announced that a weakening of the QT would begin “ 7 as “

”. According to Powell, reducing the balance sheet too
quickly could provoke a liquidity crisis like the one in September 2019. Such a

liquidity crisis would abruptly end QT and trigger a new round of QE.

At the following FOMC meeting on May 1, the tapering was actually decided:
Instead of USD 95bn per month, the balance sheet will only be reduced by

USD 60bn from June, still reducing the MBS holdings by USD 35bn per month but
US Treasuries now by only USD 25bn per month. In addition, maturing MBS in
excess of USD 35bn billion will no longer be replaced by MBS but by US

Treasuries.

As Powell had already announced in March, the main goal is for the Federal
Reserve’s balance sheet to largely contain only US Treasuries. In other words, the
still more than USD 2trn in MBS should vanish from the balance sheet as far as
possible. However, with a reduction of USD 35bn per month, as is currently the

case, this would take almost 60 months.

For more than 10 years, we have been documenting the
communication regarding central bank policy and its bank balance
sheet with the following chart. Clearly, the announced central bank policy was
structurally more restrictive than the actual policy. As is so often the case, the
central bank balance sheet will initially shrink more slowly and ultimately probably
less substantially than initially announced. The Federal Reserve’s latest
announcement could perhaps even be the first step towards ultimately monetizing

government bonds again via a new QE programme.

Fed Balance Sheet Path, in USD bn, 01/2007-12/2024¢

10,000 -
0,000 incrementum QE4
8,000 A \l\
7,000 A
6,000 A
5,000 -
4,000 A
3,000 A
2,000 A
1,000 4
0 T T T T r
2007 2010 2013 2016 2019 2022
Fed Balance Sheet Projection 2010 Projection 2011
Projection 2012 Projection 2013 Projection 2018
Projection 2022 Projection 2024*

Source: Reuters Eikon, Federal Reserve St. Louis, Incrementum AG
*Assumption of QT ending 12/2024
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Monetary policy has become
asymmetric due to over
indebtedness. This means that an
easing of policy produces little
stimulus while a modest
tightening is very powerful in
restraining economic activity.

Lacy Hunt

Central banks, the executive
arms of government in terms of
maintaining the currency, are
most effective when their own
balance sheets are strong. The
question remains whether they
can afford what they are doing.
Jonathan Ruffer
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‘When discussing QT, it is often ignored that any reduction in holdings
on the assets side of the balance sheet must necessarily be
accompanied by a reduction on the liabilities side, at least if the central
bank does not want to report losses. Since the beginning of the interest rate
hike cycle, central banks have had to record large losses due to the write-down of
their bond portfolios. In combination with the higher interest payments on bank
reserves, this has resulted in a loss of USD 114.3bn for the Federal Reserve in 2023,
EUR 1.3bn for the ECB, EUR 21.6bn for the Deutsche Bundesbank, and CHF 3.2bn
for the Swiss National Bank.

the Swedish
Parliament for a financial injection of SEK 43.7 billion (approx. EUR 3.8 billion or
USD 4.1 billion) at

and bring it back into line with the law. In view of the significant losses of

Following equally heavy losses,
in order to strengthen the Riksbank’s equity

central banks, it can be assumed that similar discussions will also arise

in other countries.

The ECB has also already significantly reduced its balance sheet. From a
peak of just under EUR otrn, the reduction amounts to almost a quarter, taking it
to well below EUR 7trn now. A large part of the decline is due to the early
termination of the Targeted Longer-Term Refinancing Operations (TLTRO), which
were used to secure the liquidity of commercial banks. The portfolio of government
bonds purchased as part of the various rounds of QE (APP/PEPP) has until now
only been reduced by more than EUR 350bn.

Central Bank Balance Sheet, yoy, 01/2000-03/2024
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Producer prices fall (markedly)

The trend in producer prices has undoubtedly been disinflationary.
However, due to the base effect, producer prices will have a stimulative effect on
inflation rates starting in summer. The descent from the plateau-like high (US) or
the peak (eurozone) will then no longer have a dampening effect on the annual rate

of change.
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More and more of our imports
come from overseas.
George W. Bush

Under capitalism, people have
more cars.

Under communism, they have
more parking spaces.
‘Winston Churchill
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US and Euro Area Headline Inflation (lhs), and PPI (rhs), yoy,
01/2019-03/2024
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China exports deflation

The significant fall in Chinese export prices is having a dampening
effect on inflation rates. Therefore, China is exporting lower prices to the rest
of the world, which is also a consequence of the significant devaluation of the
Chinese renminbi against the US dollar. From the high at the end of February
2022, the renminbi lost almost 15% against the US dollar by the end of March

2024, and more than 4% since the beginning of 2023.

China Export Price Index, yoy, 01/2000-03/2024
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In the medium term, however, the price-dampening effect could turn into its
opposite if the lower export earnings drive Chinese companies into insolvency and
thus reduce product supply. The countless fiscal and monetary stimulus measures
enacted by the PBoC and the government, which we have already mentioned, are
also likely to push up domestic prices in the medium term. Whether a further

weakening of the yuan can offset an increase in export prices remains to be seen.

In addition, is having a
negative long-term impact on Chinese growth prospects. Having peaked
at over 1.42 billion in 2021, China’s population is currently forecast to shrink by
over 100 million people by 2050. By the end of the century, China’s population
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Inflation expectations are well
anchored when nobody talks
about inflation.

James Aitken

People from Michigan are so

optimistic, I think because we

have to be to survive the winters.

Magic Johnson
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could shrink to fewer than 800 million people, with even gloomier scenarios

assuming fewer than 500 million.

Inflation expectations

Central banks attach great importance to keeping inflation
expectations in check. According to prevailing theory, inflation expectations
play an important role in the future development of inflation. The 5-year, 5-year
forward inflation expectation rate remains stable just slightly above the inflation
target of 2% on average. The deanchoring of inflation expectations feared by
central bankers has not yet taken place.

5-Year, 5-Year Forward Inflation Expectation Rate, 01/2019-04/2024
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The breakeven rates also indicate that the markets are assuming that the Federal
Reserve has not only brought inflation under control but will also keep it under

control, albeit slightly above the average target of 2%.

US CPI and Various US Breakeven Rates, yoy, 01/2018—-03/2024
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US Breakeven 10 Year

Inflation expectations calculated by the University of Michigan also show a clear
disinflationary trend, albeit with strong fluctuations and still at a slightly higher
level than the 2% average inflation target of the Federal Reserve. However, the

latest readings show a renewed rise in inflation expectations.
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I don’t see the stag, or
the flation.
Jerome Powell,

May 2nd 2024
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Michigan 1-Year Inflation Expectations, yoy, 01/2019-04/2024
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To sum it up: Markets consider the risk of inflation in the US to have
been averted, although they expect an inflation rate above the inflation
target of 2%.

The stuttering economic engine

We chose the title “ ” for the In Gold We Trust report 2022. Two
years ago, there were many indications that the inflation wolf would be joined by
the recession bear — in fall 2020 we published our special analysis “

” We were right about Germany, with the
eurozone as a whole only narrowly missing a recession. However, according to our
proprietary definition of stagflation — inflation rate above 3%, growth below 1% —
the eurozone was in stagflation in 2023 and is now sliding out of stagflation into

recession, as the headline inflation rate has been below 3% since October 2023.

In the US, there is — so far — not much sign of the economy stuttering.
The fact that the US has not yet slipped into recession certainly comes as a surprise
to many, including us. China’s figures are disappointing. The hoped-for boost for
the global economy following the lifting of all Covid-19 restrictions in January

2023 was short-lived — a brightly blazing flash in the pan.

Real GDP, yoy, 2023-2025e

2023 2024e 2025e

USA 2.5% 2.7% 1.9%
Euro Area 0.4% 0.8% 1.5%
Germany -0.3% 0.2% 1.3%
France 0.9% 0.7% 1.4%
Italy 0.9% 0.7% 0.7%
Japan 1.9% 0.9% 1.0%
China 5.2% 4.6% 4.1%

Source: IMF, Incrementum AG

It should be borne in mind that GDP figures reflect the development of
overall GDP, which is crucial for calculating inflation. GDP growth per
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The real danger comes from
encouraging or inadvertently
tolerating rising inflation and its
close cousin of extreme
speculation and risk taking, in
effect standing by while bubbles
and excesses threaten financial
markets.

Paul Volcker
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capita, on the other hand, is decisive for individual prosperity. With the continuing
influx of refugees and asylum seekers into the US, this population increase is
putting much greater pressure on GDP per capita. Meanwhile in Europe,
Germany’s real GDP is as high as it was at the start of 2019. However, as the
population has risen by almost 2%, real GDP per capita has fallen by almost 2% in
recent years. On this basis, it is also easy to explain why there is so much
dissatisfaction among the population. The development of GDP per capita is
decisive for citizens, whereas a country’s GDP figure is first of all a

political category, namely that of economic power.

Inflation-driving factors

At the beginning of this chapter, we pointed out that global financing
conditions remain on the loose, expansionary side. The monetary
groundwater level on which consumer price inflation - in the negative sense - can
thrive is not only abundantly filled, it is being filled even further. The time it takes
for monetary expansion to feed through to consumer prices depends on many
factors. After all, the additional money supply can initially flow into financial
markets or it can temporarily flow into cash holdings. Only when this money is
actually spent on consumer goods does the monetary inflation become noticeable

as consumer price inflation.

Energy prices and the base effect

Annual rates of change mean that each data point is dropped from the calculation
after one year. Any normalization in the price trend then has a dampening effect
on the inflation rate for exactly one year. This dampening effect on the inflation
rate began in the case of energy prices in November 2022, when inflation began to
slow. Since May 2023, the annual rate of change in energy prices has even been in
deflationary territory, pulling down the overall inflation rate. As of May, this
dampening effect on the inflation rate in the eurozone will finally disappear

completely.
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The most recent assume
that the elimination of the base effect will raise the energy component of the HICP
by a total of 1.1 percentage points by the end of the year. This statistical effect leads
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War is inflationary.

Zoltan Pozsar

I remain totally unconvinced
that starving the oil & gas
industry of capital will make the
transition go any faster,
particularly since new pools of
capital will step in as long as
demand for fossil fuels exists.
Michael Cembalest

As Europe and the rest of the
World get pounded by energy
shortages, people may soon be
begging for nuclear power plants
in their backyards — NIMBY
turns RIMBY (right in my
backyard).

Dave Collum
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directly to a higher reported (overall) inflation rate. It therefore has a direct effect

on price inflation.

The worsening geopolitical situation hangs like a sword of Damocles
over energy prices and therefore over the further development of
inflation. In addition to the war in Ukraine, there is now also the war between
Israel and Hamas. The feared conflagration in the Middle East has — so far — been
prevented. Nevertheless, the geopolitical risks for the energy markets are higher
than they have been for a long time. Comparisons with the 1970s, when the two
waves of inflation were largely fueled by the political weaponization of the oil

markets, have been making the rounds ever since.

However, it is important to bear in mind that energy dependency is
significantly lower today than it was in the 1970s. For example, 65% less oil
is needed per US dollar of GDP in the US today than in the 1970s. Moreover,
, the US is now the

and even a net energy exporter. Increases in energy prices may
push up inflation. However, this also generates additional income for the US,
which at least partially offsets the rise in energy prices. However, the oil price
trend is relevant for shaping inflation expectations. The correlation between the

Brent oil price and 5-year, 5-year US inflation expectations since 2011

5-Year, 5-Year Forward Inflation Expectation Rate (lhs), and Brent
(rhs), in USD, 01/2003-04/2024
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in terms of LNG

production. One consequence of the significant increase in supply is that the

The US is also rushing

price of liquid gas is lower than it has been for a long time, apart from the first

Covid-19 lockdown.

The situation in the EU is very different. In 2022,

had to be imported. The inflation trend in the EU was therefore
much more pronounced than in the US. The upward trend in energy prices,
particularly in the EU, was further exacerbated by the increasingly stringent
sanctions imposed on Russia in the energy sector. Without the numerous
circumventions of the sanctions, for example by relabeling Russian oil as Indian

oil, energy prices in Europe would have risen even more sharply. Conversely, the
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eurozone benefited significantly more from the normalization of energy prices
until March. The expansion of the sanctions regime to include secondary sanctions

could therefore further exacerbate Europe’s energy situation.

Electricity Prices, in Local Currency, 01/2008—-03/2024
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Energy-intensive German industry in particular is already groaning under the
sharp rise in energy prices, which have only been kept in check to some extent by
tax relief. For example, fell from 9.08
cents/kWh in 2021 to just 1.49 cents/kWh this year. As a result, the electricity
price for industry is per January 2024 almost 4 cents lower than in 2021, although
net costs have risen by around a third since 2021. However, industrial production
in the eurozone as a whole has also slipped. As of January 2024, it is already 6%

below the 2021 level. In Germany, the drop is more than 12%.

Industrial Production, 100 = 01/2000, 01/2000-12/2023
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Nominal wage development

In the In Gold We Trust report 2022, “ ” we addressed the risk of a
wage-price spiral. One of the reasons we gave for this was that, due to demographic
change, the bargaining power of employees is significantly greater than in previous
decades. Everyone is talking about the shortage of skilled workers and, more

generally, the shortage of labor.
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Nothing is easier, or more
emotionally satisfying, than
blaming high prices on those
who charge them, rather than on
those who cause them.

Thomas Sowell

It is not the employer who pays
the wages. Employers only
handle the money. It is the
customer who pays the wages.

Henry Ford
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Germany, for example, has been plagued by strikes with unusual
frequency, the majority of which are in the transportation sector. The
Conflict Monitor of the German Economic Institute (Institut der deutschen
Wirtschaft [TW]) confirms this impression

this millennium. In Germany in particular, the coming wage negotiations are

likely to prove difficult once again in view of the significant economic slowdown.

In the US, on the other hand, the economy is still humming along.
However, significant (illegal) immigration is likely to have a dampening effect on
wage growth for unskilled workers. In Europe, on the other hand, (illegal)
immigration is being absorbed to a much greater extent by the social systems. This
reduces the pressure on wages in the lower income segment, but places a burden

on public budgets.

Atlanta Fed US Wage Growth Tracker and Euro Area Negotiated

Wages, 01/2015-03/2024
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An interesting phenomenon has been emerging in the US for some
time now. The number of retirees is increasing much faster than forecast.

, the number of retirees was around 2.7 million higher than
would have been expected, according to model calculations by the Federal Reserve
Bank of St. Louis. Within just six months, the number of surplus pensioners rose
by 80%. This wave of early retirements is due to the wealth effect resulting from

the booming stock markets, which in turn is further depressing the labor supply.

Geopolitical risks
With the start of the war in Ukraine, geopolitics returned to economic
policy and, under the term geoeconomics, also to economic theory.
Chatham House defines the term as “

”. In this respect, the age of globalization, the idea of
pacifying the world and the democratization of states through free trade — “change

through trade” — belongs to the past.

Conversely, the use of state power to economically weaken geopolitical rivals in
order to achieve political goals is also becoming more important. While the
capacity of the Panama Canal has been reduced by drought for several quarters,
the Suez Canal, the second critical trade bottleneck, is no longer fully functional.

Since November 2023, Yemeni Houthi rebels have been attacking Israeli-bound
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Better to have your enemies
inside the tent pissing out, than
outside the tent pissing in.

Lyndon B. Johnson

The euro is irreversible.

Mario Draghi
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ships. These attacks on one of the most important lifelines of international trade
have led to a sharp drop in freight capacity in the Suez Canal.

Nevertheless, the impact on international trade should remain manageable after
an adjustment phase, as the route via the Cape of Good Hope provides an
alternative. Only a few companies have had to restrict or stop their production and
only temporarily. The higher transportation costs —

have risen sharply as of mid-February — should not have any noticeable
impact on inflation in view of the low proportion of transportation costs in sales
prices and the Suez Canal’s manageable share of international trade of no more
than 15%. In contrast to the six-day blockade of the Suez Canal as a result of the
Ever Given accident in March 2021, the global economy is no longer as out of
balance as it was in Covid-19 times. The increase in freight rates was nevertheless
considerable.

Baltic Dry Index, 01/1985-04/2024
14,000

incrementum
12,000 A
10,000 A
8,000 4
6,000 A

4,000 A

2,000 A

0 T T T T T T T
1985 1990 1995 2000 2005 2010 2015 2020

Recession

Baltic Dry Index

Source: Reuters Eikon, Incrementum AG

The new geopolitical realities are making themselves felt in more and more areas.
In mid-March, for example, the Houthi rebels on the one side and China and
Russia on the other signed that guarantees ships from these two

countries safe passage through the Red Sea.

The increasing geopolitical risks and tensions are leading to
significantly higher defense spending, especially among European
states that have enjoyed a peace dividend so far. Nevertheless, the risks are
an enormous burden on national budgets, especially as cuts in the largest area of
expenditure, the social sector, are virtually impossible politically. There is
therefore a high likelihood of a repeat of the guns and butter policy of the 1960s
and its inevitable consequence, higher inflation. Back in the 1960s, it was Lyndon
B. Johnson who wanted to build the Great Society and wage the Vietnam War at
the same time. As a result, the inflation rate rose to over 6% at the end of the
1960s, after having been well below 2% for most of the first half of the 1960s. It
will be the same this time, even if the transformation to a Green Society, this

generation’s notion of a Great Society, is to succeed.

Former ECB President and Italian Prime Minister Mario Draghi, who is currently

drafting a report on the future of European competitiveness on behalf of EU
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Everybody wants to save the
earth; nobody wants to help
Mom do the dishes.

P.J. O'Rourke
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Commission President Ursula von der Leyen, estimates the costs of the energy
transition at , which is roughly equivalent to the GDP of
Ireland. In the US, the current estimates . To put it bluntly:
The politically desired simultaneous construction of wind turbines, electricity
grids, electricity storage facilities, railroad lines, and new housing is an economic
castle in the air.

Capacity Utilisation, 01/2000-03/2024
95 -
o incrementum
85 A
80 1
75 1

70 A

65

60 T T T T T T
2000 2004 2008 2012 2016 2020 2024

USA Germany

Source: Federal Reserve St. Louis, Reuters Eikon, Incrementum AG

Green inflation through CO: pricing and CO- certificates
In any case, the CO. pricing introduced to combat climate change, whether

through a CO- tax or certificate trading, has an inflationary effect.
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While there is no CO- levy at the federal level in the US, the EU has had an
emissions trading system (EU ETS) since 2005. This currently covers around 40%
of the CO- emissions generated in the EU. According to the study “

7 if CO2 emissions
remain unchanged, the cost of CO- certificates for industry will more than triple to
around EUR 6bn by 2030, with large differences depending on the sector: from 2.5
times (pulp and paper industry) to 20 times (aluminum industry). This has a
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Under current policy and based
on this report’s assumptions,
[government debt relative to
GDP] is projected to reach 566
percent by 2097. The projected
continuous rise of the debt-to-
GDP ratio indicates that current
policy is unsustainable.
Financial Report of the
United States Government,

February 2023

The gold standard makes
money’s purchasing power
independent of the changing,
ambitions and doctrines of
political parties and pressure
groups. This is not a defect of the
gold standard; it is its main
excellence.

Ludwig von Mises
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structural inflationary effect. The effects of greenflation on the inflation rate are

quite noticeable, according to

The same study also calculated the impact of higher CO. pricing on GDP, which is
expected to be more than 2% lower cumulatively by 2030 than without a CO- tax.
This leads to the conclusion that carbon pricing not only transforms the economy
but also further

In view of the growing discontent among the population regarding the financial
and regulatory consequences of the energy transition (with the farmers’ protests in
many EU countries as the visible spearhead of this discontent), it is quite possible
that the cards will be reshuffled at the EU level after the elections to the EU

Parliament from June 6 to 9.

Fiscal situation

After all, postponed is not canceled and a delayed evil often becomes a
worse evil a little later. For example, some countries have bought lower
inflation rates with higher budget deficits. In order to reduce the gross prices used
to calculate inflation, various indirect taxes and levies have been reduced or

temporarily (rarely permanently) abolished or price caps have been imposed.

The increase in government debt associated with the higher budget
deficits makes it even more difficult to combat inflation in the medium
term. On the one hand, the additional demand is driving up prices. On the other
hand, the stronger rise in government debt increases the pressure on central banks
to lower interest rates again. The greater the fiscal dominance, the more difficult it

will be for central banks to keep inflation in check with a tight monetary policy.

In his article “

”  which is well worth reading, Charles W. Calomiris argues that the
US will soon reach this point, given a long-term forecast for government debt to
rise to 566% by 2097.32 He is therefore of the opinion that it is not unlikely that,
once the tipping point is reached, the US will resort to a special form of inflation

tax by no longer paying interest on commercial banks’ reserves at the central bank.

An IMF study entitled “

” demonstrates the importance of central
bank independence and thus the absence of fiscal dominance for monetary
stability. This study examines the relationship between central bank independence
and price stability in 17 Latin American countries over the past 100 years. The
results are plain. There is a strong negative correlation between central
bank independence and inflation. The higher the degree of independence, the
lower the inflation rate. A stronger degree of independence led to a steady decline

in inflation rates, while a deterioration led to an increase in currency devaluation.

The public debate seems to have largely forgotten that the Federal Reserve has
been aiming for since August 27, 2020, although
the FOMC has not defined value in detail the time period for calculating the

average. Regardless of how long this calculation period “over the long run” is set at,

32 5ee also “Status quo of debt dynamics”.
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Show me the incentive and I'll
show you the outcome.

Charlie Munger
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the Federal Reserve would now have to aim for an inflation rate of well below 2%
for a longer period of time in view of the significant overshooting of the 2% mark in
recent quarters. With a calculation period of 10 years, the average
inflation rate would now have to be 1.3% for almost 6 years in order to
reach the target average of 2%. If the Federal Reserve is given 4 more years
until the end of 2032, the inflation rate should average 1.6% over these almost 10
years. But this is never mentioned. In other words, the Federal Reserve’s

inflation target was — indirectly and implicitly — raised.
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An answer to the question why Western industrialized countries underestimated
the inflation risk in contrast to some emerging markets is provided in a recent IMF
study entitled “

”. It concludes that those age cohorts that were
exposed to higher inflation rates in the past are more concerned about rising
prices. For a large proportion of the population in Western
industrialized countries, the wave of inflation in recent quarters was
their first formative inflation experience, in stark contrast to the
populations in many emerging markets. The study also confirms that poorer
segments of the population are more affected by inflation than richer sections,

meaning that inflation has a regressive effect.

Equally revealing is a Dutch study entitled “

”. One result of this study is that the
subjects remembered disinflationary periods more keenly than
inflationary periods. However, the stronger the memory of disinflationary

phases was, the lower future inflation expectations were.

Conclusion

One of our core theses is that the phase of the Great Moderation is
finally over. For four decades, inflation rates and bond yields moved structurally
downwards until they reached the zero lower bound. The higher level of inflation
will be accompanied by higher inflation volatility. Investors must face up to

this new reality, this new playbook.
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This economy depends about as
much on economists as the
weather does on weather
forecasters.

Jean-Paul Kauffmann

One of the great mistakes of the
past 30 years of economic policy
has been an excessive belief in the
ability to forecast.

Martin Feldstein

Monetary policy does not work
like a scalpel but more like a
sledgehammer-.

Liaquat Ahamed
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And what better illustration of this thesis than the debate on interest rate trends in
the first few weeks of this year. At the beginning of the year, forecasts of possible
interest rate cuts were outdoing each other. At the time, the probability of an
interest rate cut at the Federal Reserve’s monetary policy meeting in March was
estimated as high as 75%. In the short term, the markets were even pricing in up to
7 interest rate cuts in the current year. , the Chairman of
the Federal Reserve Bank of Richmond, Tom Barkin, did not rule out that there

would not be a single interest rate cut in 2024. The pace would be set by the data.

However, the ECB’s inflation forecasts are also systematically
erroneous. As the study "

" shows, the ECB always tends to bias its inflation
forecasts towards the 2% inflation target. If the inflation rate is above the inflation
target, the ECB forecasts the future medium-term inflation rate with a downward
bias, and vice versa. In other words, the ECB models are calibrated in such a way
that they assume the ECB is actually in a position to steer the inflation rate towards
the inflation target. Or to put it another way: The ECB ascribes to itself the ability
and power to control the inflation rate. Psychologically, this is understandable,
also from the perspective of an institution’s will to survive; but it does not have

much to do with a factual, sober economic analysis.

To sum it up: there is much to suggest that the last mile until the —
sustainable — achievement of the 2% inflation target will be very
difficult. A second wave of inflation like that in the 1970s is becoming
increasingly likely. Finance ministers in particular are likely to find it difficult to
tighten the fiscal reins again without risking heavy losses in the next elections,
given the new mentality of the fiscal cornucopia, also known as “whatever it takes”.
The imminent wave of retirements among baby boomers will put a significant

strain on budgets in many countries.

The increasing confusion about inflation rates, which has taken hold
above all in the US, is also no help in the fight against inflation. One can
certainly speak of a hyperinflation of inflation concepts. An incomplete list of
frequently used inflation indicators now includes CPI headline inflation, CPI core
inflation, PCE headline inflation, PCE core inflation, and PCE super core inflation;
and these concepts are each available as an annual rate of change, as a monthly
rate of change, or as annualized monthly data or rolling 3-month or 6-month
averages. The Federal Reserve Bank of Atlanta compares some inflation concepts

and their significantly differing inflation rates in its

To summarize, the current trial of strength between various

disinflationary and inflationary forces can be described as follows:

Short-term disinflationary dynamics
— Quantitative tightening

— Interest rate hikes or postponement of the start of the rate cut cycle

— Partly negative money supply growth
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The only way you can finance a
deficit is by inflation. You cannot
raise this amount by genuine
borrowing. ... A large
government deficit is a certain
way to inflation.

Friedrich A. von Hayek

That is all that I have to say
about that.
Forrest Gump
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— Global economic slowdown in leading industrialized nations, with the
exception of the US

Medium- and long-term disinflationary dynamics
— Capitalism

— Technology and innovation, Al

Short-term inflationary dynamics

— Higher interest burden (especially on the corporate side)
— Nominal wage increases

— Price increase/supply shortage spiral
Medium-term inflationary dynamics

— Wage pressure

— Structural government debt

— Bread-and-butter policy

— Green transformation

— Structural inflation due to greenflation

— Possible adjustment of the inflation target of 2%

Long-term structural inflationary dynamics
— Demographic change and the associated shortage of skilled workers and

general labor shortage
— Geopolitical bloc formation
— Increase in energy prices due to expansion of wind and solar energy

— Increasingly expansive fiscal policy

In our view, annual (headline) inflation will remain elevated in both
the US and the eurozone in 2024, i.e. above the inflation target of 2%.
The significantly higher core inflation rate indicates that the disinflationary
momentum stems primarily from energy and food prices. The base effect on
energy prices, which depressed the overall inflation rate as a result of the energy
price explosion in 2022, came to an end in the US and the eurozone in March,
while the dampening effect on food prices on both sides of the Atlantic did not set
in until this spring. Inflation is likely to remain significantly higher,

particularly in the services sector.

The high budget deficits is one of the undercurrents that is likely to
ignite the next wave of inflation. Spending increases in the areas of defense
and green transformation are expected to be significant and are highly politically
charged. In combination with the high momentum in social spending and the
likewise sharply rising interest burden, this results in a toxic fiscal cocktail that the
central banks will make more “palatable” through their tendency towards loose
monetary policy and the resulting dilution of the real debt burden. Budgetary
consolidation is rather unlikely in view of the decline in re-election chances that

would result.

In short: Even if the economic slowdown has a dampening effect on prices — as is
desired and as can be observed as we speak in the euro area — the risk of a renewed
acceleration in inflation is significantly higher than that of a permanent and

significant undershooting of the inflation target.
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Truth hurts. Maybe not as much
as jumping on a bicycle with the
seat missing, but it hurts.

Inspector Frank Drebin
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Addendum: 25 years of the euro

On January 1, 1999, the euro saw the light of day as book money. After
decades of discussions and preparations, the euro was finally introduced in two

stages: in 1999 as book money, followed by banknotes and coins in 2002.

After a quarter of a century of the European single currency, it is time
to take stock. The euro has already had to endure a number of crises, from the
global financial crisis in 2007/2008 to the sovereign debt crisis in the eurozone
from 2010 onwards, the Covid-19 pandemic, and the striking wave of inflation
from autumn 2021 onwards. The euro was and is seen as a political instrument, as
the single currency is intended to serve as a catalyst for political union. However,

only 20 of the 27 EU member states have introduced the euro to date.

In any case, the euro has lost almost 90% of its value against gold in the first

quarter of a century of its existence.
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The euro has also performed poorly against other assets and currencies.

Assets vs. EUR, 1999-2023
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The world is going to end in 12
years if we don’t address climate
change.

Alexandria Ocasio-Cortez,

December 2019

It’s not easy being green!

Kermit the Frog

Inflation has clearly increased
over the last three quarters and
we know how painful that is. But
we see it as a hump that will
decline over the course of 2022.
Christine Lagarde,

December 2021
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The question may be asked whether Christine Lagarde and the ECB Executive
Board are not currently getting too bogged down in side issues, dealing with topics
that are currently en vogue such as diversity and climate change, and neglecting
the actual core task. A search for the term on the ECB’s website returned
626 hits for the past 12 months alone (as of April 30). With the “

” adopted on March 13, 2024, alignment with the
EU climate targets has now been officially established as part of the Eurosystem’s
monetary policy as part of the secondary objective, i.e. supporting the EU’s
economic policy objectives. At a , Frank Elderson,
who is responsible for climate agendas on the ECB Executive Board, confirmed this

orientation.

A few weeks earlier, the very same Frank Elderson had caused a stir. In an article
on the Politico site entitled “ i
it was reported that Elderson had openly spoken out in favor of not considering job
applicants who were not committed to the ECB’s climate agenda. This is because
the ECB would have to “reprogram” these applicants.
At the international level, , the Federal Reserve has
rejected calls by the ECB to introduce rules that would oblige commercial banks to
disclose their green commitments. On the other hand, in October 2023,

Jerome Powell emphasized at the presentation of

” that the Federal Reserve “

»
.

Christine Lagarde also has a difficult time among her own employees at
the ECB headquarters in Frankfurt. More than half rated her presidency as
. Among other

things, employees complain that Lagarde deals too much with issues that have

“very poor” or “poor”

nothing to do with monetary policy. Diversity policy was explicitly mentioned.

has certainly not boosted Lagarde’s popularity, either.

However, it is not only within the ECB that Christine Lagarde’s
remaining term of office as ECB President is likely to be challenging.
Her serious misjudgment of the currently fading wave of inflation has certainly
wounded her professional reputation. The fact that in December 2021 she

”»

described the inflation wave that is only now coming to an end as a “ and
said she did not expect an interest rate hike in 2022 — in the end there were four,
including two interest rate hikes of 0.75 percentage points and two of 0.50
percentage points — is certainly not a boost for her remaining term of office until

the end of October 2027.

And if the majority in the European Parliament shifts significantly towards
climate-skeptical and more conservative parties in the EU elections at the
beginning of June, she is likely to face more headwinds from both the European
Parliament and the newly appointed EU Commission. She will then no longer be
able to score as many points in Brussels and Strasbourg with her current, highly

politicized agenda. In fact, the opposite is to be expected.
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The modern mind dislikes gold
because it blurts out unpleasant
truths.

Joseph Schumpeter
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For the euro, this would probably translate into a weakening of internal and
external purchasing power. The gold price in euros, on the other hand, would get a
boost. In other words: Gold would continue to do its job and protect gold investors
from bad monetary policy.

Gold in USD, EUR, and CHF, 01/1999-04/2024
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Demand

2023 was another year of blistering central bank
buying, together with resilient jewellery
consumption, offsetting sizable ETF outflows.

World Gold Council — Gold Demand Trends Full Year 2023

o The last few quarters have unequivocally
validated one of our central hypotheses: The trend
of gold moving increasingly to the global East is
accelerating.

2023 saw total gold demand (excluding OTC) of
4,448 tonnes, 5% below a very strong 2022.
However, when OTC and stock flows were
included, total gold demand was the strongest on
record at 4,899t.

Central bank demand was supported from the
global East, especially China (225t) and Singapore
(77t). Poland (103t) was also a significant
purchaser.

Bar and coin demand in the West declined
significantly, with Germany seeing exceptionally
weak demand. China and the Middle East picked
up the reins.

e Jewellery demand remained steady, with China
and India switching places at the top. China
recorded the largest purchases in all three major
sectors.

e Jewellery demand, especially in India, is impacted
by higher prices, as seen in 2023. 2024 should be
no different.

e The trend from the previous quarters continued in
Q1/2024. Central bank gold demand set a new
record for a first quarter. OTC purchases emerged
as a new driver of gold demand and turned overall
demand slightly positive.
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Small wonder that gold has been
prized over all else, in all ages, as
a store of value that will survive
the travails of life and the
ravages of time.

James Blakeley

In India, one has to plan
according to the monsoons.
Roland Joffe

Courtesy of Hedgeye

The people will believe what the
media tells them they believe.

George Orwell
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Now, we turn to the most important developments on the demand side,
with our focus on central bank gold demand and investor demand. For
more detailed information, we suggest referring to the World Gold Council’s

, which is always an informative read.

Gold = Low Beta Proxy on Emerging Markets

In recent years, the In Gold We Trust report has repeatedly highlighted
the importance of emerging economies in driving physical gold
demand.?? Louis-Vincent Gave refers to gold as a “low-beta emerging-market
proxy”: Gold can be seen as a substitute for emerging-market assets, and gold’s
price movements tend to be less volatile than the broad emerging-market asset
class. Gold acts as this ‘proxy’ because economic growth in emerging markets leads

to higher income levels and a wealthier population.

In many emerging markets, gold — especially gold jewellery — is an intrinsic part of
culture and tradition and is purchased widely for festivals and weddings. As
disposable income levels in emerging markets rise, the demand for gold increases,

and this can propel the price of gold to a higher level.

These are not merely anecdotal relationships between income and
gold. The World Gold Council, in its 2023 report “

,” shows that rising income is the most powerful driver of Indian gold
demand in the long term, with demand responding more to income than to price.
India is now the world’s most populous country, with a population of 1.4 billion.
India also has a very young population, with a median age of just 27 and a forecast
median age below 35 for the next decade. The Indian working-age population is
also expected to reach 890 million in 2041, with many of these people buying gold

with their disposable income.

In the short term, the WGC report found that Indian investors use gold
as a hedge against inflation. They buy more gold as the price falls, and they
buy more gold in years of good monsoons, which boost harvests. The same report

found that weddings and festivals are key drivers of gold demand in India.

To quantify the significant impact of gold demand in Asia: Gold
jewellery demand in 2023 totaled 2092 tonnes, of which 562 t was from
India, 630 t from China, and 171 t from the Middle East. That’s 65% of
the total from these three markets. Likewise, of the 1,189 t of gold bar and
coin demand in 2023, the three largest components were from China (279 t), India
(185 t), and the Middle East (114 t), which together accounted for nearly half of the
total.

While the Western media will claim that the current gold price surge is due to
geopolitical tensions and fear of unsustainable US deficits, could it be the case that
the gold price is being driven higher not only by these fears but also by the forces of

Eastern emerging-market physical demand? We certainly think so.

38 See ,” In Gold We Trust report 2023
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Gold is scarce. It’s independent.
It’s not anybody’s obligation. It’s
not anybody’s liability. It’s not
drawn on anybody. It doesn’t
require anybody’s imprimatur to
say whether it’s good, bad, or
indifferent or to refuse to pay. It
is what it is, and it’s in your
hand.

Simon Mikhailovich
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Central Bank Gold Demand

First, a brief history of central bank gold demand post-1971. Central
banks spent the better part of the last 50 years as net sellers of gold. The
global financial crisis of 2007/08 marked a turning point and gold turned from an
unpopular asset into a favorite of central banks. The increase in gold reserves is
exclusively attributable to the emerging markets, while the amount of gold held by
central banks in industrialized countries has fluctuated slightly around

25,000 tonnes.

This means that in recent years the central banks of the emerging countries have
been the dominant marginal investors. This successive build-up of gold
reserves can be seen as an indication of the growing distrust in the
current US dollar dominance and the associated global money and
credit system. In addition to economic policy interests, geopolitical
considerations and claims to power play a particularly important role here.
Countries such as China, Russia, Iran, and Tiirkiye have repeatedly and more or
less openly questioned the prevailing US global economic order in recent years.
This mistrust is also reflected in the continuous build-up of gold

reserves.

Central Bank Gold Holdings (lhs), as % of Foreign Reserves, and 5

Year Rolling Gold Purchases (rhs), in moz, 01/1970-02/2024
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Source: Crescat Capital, Reuters Eikon, Incrementum AG

Emerging-market central banks have been particularly strong buyers since 2010,
with Russia, China, and Tiirkiye being the top buyers, together adding 3,289t or
62% of total central bank purchases during this period. Other prominent buyers
include the central banks of Poland, India, Kazakhstan, Thailand and Iraq.
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On the top of Wuthering Heights;
where I woke sobbing for joy.
Emily Bronte
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Top 10 Gold Buyers since 2010, in Tonnes, 2010-2023
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Needless to say, sentiment regarding gold among central banks is hovering around
all-time highs, with the WGC’s

indicating that 59% of central banks expect to have a more significant proportion
of their reserves in gold five years from now. These planned purchases are chiefly
motivated by increased buying of domestic gold production, rebalancing to a more
preferred strategic level of gold holdings, and financial market concerns, including

higher crisis risk and rising inflation.
Recapping the total amount of gold reserves held per country, the US still holds the

greatest amount of gold, followed by Germany, Italy and France. However,

emerging-market countries have been catching up over the last decade.
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Gold has reinvented itself many
times. It’s the original monetary
fintech. The 5000 year thing has
seen many different chapters,
some with official recognition.
Last one ended in 1971. Yet
unofficially, the official sector
are doubling down on gold.

Charlie Morris
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Top 20 Countries by Offical Gold Reserves, Q4/2023

Euro Area
USA
Germany
Italy

France
Russia
China
Switzerland
Japan

India
Netherlands
Tirkiye
ECB
Taiwan
Portugal
Uzbekistan
Poland
Saudi Arabia
UK

Kazakhstan

IMF

BIS

Source: World Gold Council, Incrementum AG

Tonnes

10,771
8,133
3,353
2,452
2,437
2,333
2,235
1,040

846
804
612
540
507
424
383
371
359
323
310

294

2,814

197

as % of Global Offical Gold
Holdings
29.9%
22.6%
9.3%
7.8%
6.8%
6.8%
6.5%
6.2%
2.9%
2.4%
2.2%
1.7%
1.5%
1.4%
1.2%
1.1%
1.0%
1.0%
0.9%

0.9%

7.8%

0.5%

103

as % of Reserve Assets

56.6%
69.9%
69.1%
65.9%
67.3%
26.0%
4.3%
8.0%
4.4%
8.5%
58.3%
100.0%
35.3%
4.7%
721%
71.4%
12.4%
4.6%
11.6%

54.4%

Central banks have been the dominant buyers of gold in recent years.
According to the World Gold Council (WGC), they bought a total of
1,082t of gold in 2022, which includes reported and unreported purchases,

setting a new record. In 2023, their buying spree continued, with official

gold demand only slightly lower than the previous year at 1,037t. To put

this into perspective, total mine production for 2023 came in at 3,644t, which

means central banks bought more than 35% of the total yearly supply. As

a result, the aggregate gold holdings of central banks worldwide reached a new all-

time high of 35,927t.
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Central banks and finance
ministries do not hold copper,
aluminum, or steel supplies, yet
they hold gold. The only
explanation for central bank
gold hoards is the obvious one -
gold is money.

Jim Rickards
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Global Central Bank Gold Purchases, in Tonnes, 1950-2023 i
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The aforementioned “ ” also
shows that interest rates, inflation, and geopolitical instability are the
key variables in central bank portfolio management. Gold remains a
compelling risk diversifier, particularly for central banks in emerging markets that
are susceptible to capital flight risks. Almost two thirds of surveyed central banks
expect the share of gold in global reserves to rise from 15% to 16—25% over the next
five years. Among the central banks of the emerging market and developing

economies (EMDE), the figure is almost 70%.

In 2020, the BIS released an excellent working paper looking at gold
allocations in central bank portfolios titled, “ ” The
study focused on how gold affects portfolios formed purely of fixed-income assets,
as these more closely resemble in practice those managed by central banks and
governments. In a next step, a broad range of risk-return measures over and above
the typically applied mean-variance framework was analyzed. They concluded
that the optimal share of gold allocation for central banks is 10% for
adequate diversification, especially if the fixed-income share is of a

longer duration.

A report released by ANZ research in February 2024, titled “Central Banks
Continue Gold Stockpiling,” indicated that global central banks are increasingly
diversifying their foreign reserves by accumulating gold as a hedge against
geopolitical risks, with their share in annual gold demand nearly tripling to 25—
30% in recent years. Recent inflation shocks, rate hikes, and valuation losses on
foreign currency reserves have bolstered gold’s attractiveness relative to bonds in

their portfolios.

Applying a 10% rule to emerging markets, including China and India,
yields around 609t of annual purchases by 2030. This estimate excludes
unreported purchases, the share of which has increased to more than 50% over the
last two years, against the pre-pandemic average of 25%. The ANZ report projects
that Russia will increase its share of gold in foreign currency reserves to 30% from
the current 26%. China’s contribution will undoubtedly be the most
noteworthy, as its current share of gold in foreign currency reserves is
low at 4.3%.
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Do not wait for a coronation; the
greatest emperors crown
themselves.

Robert Greene
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Gold Expected Total Implied
Purchases Gold Share of Share of Gold Purchases Annual
(2013-2023), Reserves Reserves by (2024-2030) Purchase,
in Tonnes 2030 in Tonnes
2013 2023
China 1,181 1.1% 4.3% 10% 2,643 378
Russia 1,298 7.9% 26% 30% 205 29
India 246 7.2% 8.5% 10% 85 12
EM ex-China, 1,317 36%  7.1% 10% 1331 190
Russia, India
Total 4,042 2.9% 7.4% 13% 4,264 609

Source: World Gold Council, ANZ Research
Calculations based on the IMF’s latest FX reserves data, assuming gold price at USD 2,200 per ounce.

Key developments in 2023

The People’s Bank of China (PBoC) regained the crown of the largest
single gold buyer; it reported a total rise of 225t in its gold reserves
over the year. This marks China’s biggest single-year purchase since at least
1977, according to IMF records dating back only to that year. As per March, China
added another 27t to its gold stock for the 17th consecutive month, for a total now
of 2,262t. has long been following China’s covert or undisclosed
gold purchases. that the PBoC bought a total of 735t in 2023 and
holds a total of 5,385t, which is 3,108t more than what was officially disclosed as of
March 2024.34

Central Bank Gold Purchases/Sales, in Tonnes, 2023*
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Source: World Gold Council, Incrementum AG
*Data until 12/31/2023, if available

The National Bank of Poland (NBP) increased its gold holdings by 57%,
to 359t, making it the second largest buyer of gold in 2023. The bank
purchased 130t of gold between April and November, which surpassed its
previously stated target of 100t. The President of NBP, Adam Glapinski, aims to
increase the share of gold in Poland’s international reserves, currently at 12%, to
20%. The Monetary Authority of Singapore (MAS) bought 76t of gold, taking its
gold reserves to 230t. The Central Bank of Libya purchased 3ot of gold, increasing
its total gold reserves to 147t. The Czech National Bank added 19t of gold, the

highest annual addition on record since 1993, taking its gold reserves to 31t.

34 See ,” In Gold We Trust report 2023,
pp. 204-211
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Kazakhstan is the greatest
country in the world; all other
countries are run by little girls.

Borat

If the West joins the Chinese gold
buying craze, in fear of rate cuts
and currency debasement, it will
be a perfect storm for gold.

Jan Nieuwenhuijs

incrementum

Status Quo of Gold Demand 106

On the sell side, The National Bank of Kazakhstan (57t) and the Central
Bank of Uzbekistan (25t) were the largest sellers of gold. Both countries
are significant buyers of locally produced gold and actively manage their official
gold reserves. Fluctuations between buying and selling by these countries are not
unusual.

Global Central Bank Gold Reserves, in Tonnes, Q4/2000-Q4/2023
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Investor Demand for Gold

We now examine investor demand, mainly focusing on demand for

private investment and ETFs.

Limp, weak, and somewhat disappointing — that’s the best way to characterize ETF
demand for gold. Global gold ETFs registered a third consecutive year of
net negative demand. Global holdings dropped by 244t or USD 15bn, which is
15% lower than the already low figure for 2022. Significant declines in Europe
(180t) and North America (82t) were somewhat offset by increases in Asian
markets, where gold ETF holdings grew by 19t.

Accumulated Gold ETF Holdings by Region (lhs), in Tonnes, and
Gold (rhs), in USD, 01/2004—-03/2024
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It’s a great feat for me to have
broken my world record.
Usain Bolt

T want to just obey the
Constitution. The Constitution
says only gold and silver can be
legal tender.

Ron Paul
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In 2023, total bar and coin purchases came in 3% lower than 2022, but the real
story is revealed only upon closer examination, when we find that very weak
demand in the West was offset by strong demand from Eastern markets, especially
China.

In fact, China saw a record second half of the year in 2023. Factors to
take into account are that China was still reeling from its prolonged Covid-19
measures, which negatively affected its 2022 numbers; a strong local gold price
due to a depreciating yuan; and weak performance in other domestic Chinese
investments, mainly property and equities.

Indian bar and coin investment rebounded by 7% year-on-year, reaching 185t, with
a significant surge in Q4/2023, which was 64% above the five-year quarterly
average. The Middle East and Tiirkiye witnessed a record year for gold bar and
coin investment, with Turkish demand nearly doubling from 2022, driven by
factors like consumer inflation, negative real interest rates, and geopolitical

tensions.

Meanwhile, investment demand for gold bar and coin in the US
reached 113t, marking the third-highest year ever, with a return to
year-on-year growth in Q4/2023 driven by geopolitical tensions and
shifting rate-cut expectations. The year also witnessed increased selling
activity alongside continued buying interest from individual investors. Worth
noting is that Walmart and Costco now sell physical gold in their stores and online,
and have reported substantial volume. Costco CFO that
they sold over USD 100 million of gold in their financial quarter ending November
26, 2023, and that 1-ounce gold bars after

being listed on Costco’s website.

In Europe, however, bar and coin investment was again very weak,
experiencing a significant decline of 59% to 127t, hitting a 16-year low. This is
attributed to factors such as higher interest rates, a cost-of-living crisis, and record

gold prices encouraging reselling, particularly in Germany.

German Gold Demand for Bars and Coins, in Tonnes,
Q1/2010-Q1/2024
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Ifyou can't hold it, you don’t own
it.
Mike Maloney

Wear a fabulous smile, great
Jjewelry and know that you are
totally and utterly in control.

Donatella Versace

We cannot be more sensitive to
pleasure without being more
sensitive to pain.

Alan Watts
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Taking a holistic view of these numbers, it seems clear that investors in
the West are shunning gold ETFs and rather opting for physical gold.
Investor demand from the West seems lackluster in general, given the prevailing
macro conditions and high opportunity costs.

Jewellery Demand

Despite new record highs in gold prices in 2023, global jewellery
demand remained resilient. Annual consumption of gold jewellery around the
world showed little change compared to the previous year, with some regions even
experiencing slight increases. China emerged as a significant driver of this growth,
bouncing back from a relatively weak 2022. Additionally, pockets of growth were

observed in other regions, most notably in Tiirkiye.

Global Gold Jewellery Demand, 2022-2023

2022 2023 yoy
World Demand 2,088.9 2,092.6 0%
India 600.6 562.3 -6%
China 570.8 630.2 10%

Source: World Gold Council, Incrementum AG

India and China dominate this sector by a large margin. Despite being
one of the largest consumers of gold jewellery, India experienced a decline in
demand in terms of tonnage compared to the previous year. The high prices

likely deterred some consumers from purchasing gold jewellery.

Going forward, we expect India’s jewellery demand to weaken
somewhat, due to the considerable price sensitivity.3? Indian gold demand
largely comes from lower-income earners, causing volatility in demand as price
changes quickly affect jewellery costs. This high sensitivity is confirmed by various
studies, for example in “

”. by Maria Immanuvel and Daniel
Lazar. The authors found a long-run relationship between gold jewellery demand,
price, and income of consumers. Price elasticity is negative, and income elasticity
is positive in the long run. That is to say, higher prices weaken gold jewellery

demand while income gains support consumption.

China took the top spot in global jewellery demand from India in 2023.
In the fourth quarter of 2023, China’s gold jewellery consumption rose to 148t,
marking a 17% increase compared to the same period the previous year, and
contributing to a full-year total of 630t, up by 10% year-on-year. The removal of
Covid-19 restrictions in early 2023 set the stage for a revival in gold jewellery
consumption, with consumers increasingly turning to gold as a means of value
preservation, supported by record-high saving intentions among households as

indicated by surveys from the PBoC.

35 See Steel, James: “Unchartered territory”, HSBC Gold Outlook, April 10, 2024

| #IGWT24


https://twitter.com/IGWTreport
https://www.linkedin.com/showcase/ingoldwetrust-report/
https://ingoldwetrust.report/
https://www.incrementum.li/en
https://journals.sagepub.com/doi/10.1177/0976747920903118?icid=int.sj-full-text.similar-articles.4
https://journals.sagepub.com/doi/10.1177/0976747920903118?icid=int.sj-full-text.similar-articles.4
https://journals.sagepub.com/doi/10.1177/0976747920903118?icid=int.sj-full-text.similar-articles.4

Source:

I don’t normally cook, but if I did
it probably would be beans,
sausage, bacon and eggs. I never
really get to eat that to be
honest...

‘Wayne Rooney

A nugget of genuine truth is the
ultimate viral hit.

Annalee Newitz
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Gold beans - cool beans

One interesting new trend in the Chinese market is the rise in
popularity of gold beans. Yes, you read that correctly. Chinese consumers,
especially the younger generation, or “Gen Z” (18—24-year-olds), are embracing
gold, both as a form of investment and as a symbol of Chinese tradition and
heritage. These gold beans can be purchased per gram and have a low barrier to
entry into owning gold.

Gold beans are considered a hybrid between investment gold bars/coins and gold
jewellery. They are ubiquitous in China and can be purchased everywhere from
large gold jewellery stores to online merchants and even from Chinese banks.
Beans are an easy way to own physical gold.

that 64% of Gen Z consumers in Mainland China and Hong Kong

purchase pure gold jewellery for self-reward.

Discussion of gold beans has even gone viral on Chinese social media
such as Weibo and TikTok, and so too has the proliferation of online
gold merchants selling gold beans, who tout them as “investment gold
beans” and use the slogan “Saving golden beans is equivalent to
investment.” However, of investing in gold beans is that the
repurchase price — for those who want to sell their gold beans to merchants — is
lower than the retail price, and even gold jewellery stores that initially promised to
exchange gold beans for other gold products often renege on those promises.
Another danger is a lack of standards. Fake gold beans have begun to circulate in

the marketplace.

It is not clear whether this Chinese gold bean craze is a temporary
trend or a generational shift in investment preferences, but what is clear
is that the younger Chinese population is signaling a preference for a tangible
physical gold product over financial products and securities. These accessible
and affordable gold beans could act as a gateway for larger purchases
of gold bars and gold coins as the Chinese youth move up the income

scale.

The gold bean phenomenon is also further evidence of the stark
differences in perceptions of gold between East and West. Asian
populations, and even their youth, understand the value of gold and its cultural
and symbolic significance. This is in strong contrast to the West, where the vast
majority of youth do not even know the current gold price, let alone invest a

portion of their monthly incomes in gold.

Conclusion

. The
developments in gold demand in the first three months of the current year can be

summarized succinctly.
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Greed and fear are powerful,
greed is powerful, fear is more
powerful, but there’s one thing
more powerful than both and
that’s need.

Jeffrey Gundlach

Gold owners will dominate in a
new monetary system.

Clive Thompson
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Central bank demand set another record, this time for purchases in a first quarter.
Overall, the central banks increased their official gold reserves by a net 290 tonnes.
New net purchases of more than 1,000 t are definitely within the realm of
possibility as a result of this record for the first quarter, possibly even a new annual
record. With Tiirkiye (30t), China (27t), India (19t), Kazakhstan (16t), and
Singapore (7t), it was once again central banks in the East that increased their gold
reserves in Q1/2024.

Gold ETFs also confirmed the picture of previous quarters. Global
holdings fell once again, by 114 t in Q1/2024. Once again, the decline is
attributable to ETFs in the West, while gold ETFs in the East recorded slight
inflows. As an exception to the rule, the US also returned to the buying side with
small inflows. The slight increase in demand for bars and coins was offset by an

equally slight decline in gold jewelry.

Another development was noteworthy in Q1/2024, showing that a new
wind is blowing on the gold market. Official global demand for gold fell
slightly by 5% to 1,102 t in Q1/2024, primarily due to continued outflows from
ETFs. However, considering the considerable OTC purchases, total gold demand
increased by 3% to 1,238t, making Q1/2024 the strongest first quarter since 2016,
according to the WGC. The increase in OTC sales is indeed significant. OTC
demand of 136.4t in Q1/2024 corresponds to a year-on-year increase of a
whopping 220%. The coming quarters will show whether OTC demand
will become a further driver of gold demand and the gold price.

Global Gold Demand by Sector, in Tonnes, Q1/2022-Q1/2024

1,600 -
1,400 A
1,200 A
1,000 A
800 -
600

400 -
200 A
0 T T

200 A
-400 -

incrementum

Q1/2022 Q2/2022 Q3/2022 Q4/2022 Q1/2023 Q2/2023 Q3/2023 Q4/2023 Q1/2024

u Jewellery Technology H Total Bar & Coin
uETFs & Similar Products m Central Bank Net Purchases

Source: Metals Focus, World Gold Council, Incrementum AG

To put the demand developments in a nutshell: China is now clearly
dominating the demand side of gold, coming in at number one in all
sectors we cover, with Chinese gold demand rising and demand from
the West still in decline. We have been covering this phenomenon for several
years. It is imperative that gold investors and market participants take these shifts
and market changes into account. The analysis of gold demand also
demonstrates that the gold playbook needs to be adjusted.
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It is better to be early than too late in recognising
the passing of one era... the waning of old
investment favourites and the advent of a new era
affords new opportunities for the investor.

Thomas Rowe Price, Jr.

e Our look at the status quo clearly shows that we
have entered a new era. Following the breakout of
the gold price in spring, it is now finally time to
outline the key points of the new gold playbook.

e How do you adjust your portfolio to the new gold
playbook? Gold and commodities provide a hedge
against different types of inflation: industrial
metals in the case of a demand-driven inflation,
while gold and silver perform best when the
credibility of central banks and the banking
system is called into question.

e The commodity bull market has been
consolidating over the past year. In recent
months, however, commodities have picked up
momentum again.

In view of current market sentiment, seasonality
and the CoT report, we would not be surprised to
see a breather phase lasting several weeks.
However, we do not expect a deep correction, as
there seems to be a lot of buying interest waiting
on the sidelines.

The 4 Incrementum gold ratios - Oktoberfest beer,
iPhone, ski ticket and now the US gasoline price -
prove that gold not only maintains its purchasing
power in the long term, but actually increases it.
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Soccer is constantly evolving. In
the past, the libero was the boss
in defense; today, players are
called upon everywhere on the
field.

Franz Beckenbauer

The heel turn is not just about
switching sides; it’s about
embracing a part of your
character that you've always
been afraid to show.

Paul Heyman

Our New World Disorder will be
characterized by greater
volatility, higher inflation and
deeper financial repression.
Alexander Chartres
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After our tour de force through the diverse gold universe, we would

like to summarize the most important thoughts once again.

Our look at the status quo in its many facets clearly shows that we have entered a
new era. The fact that a new chapter is being opened has already been indicated in
recent years at all levels that influence the gold price, including the economic,
(geo)political and investment levels. However, after the breakout of the gold price
in the spring, it was finally time to outline the key points of the new gold playbook,
just as the era of the classic libero came to an end.

The decisive change — we have also compared it to a heel turn — in the
gold market can be seen in the significant transformation of central
bank activities in the last few years. The official sector has re-established
itself as an influential player on the market. While gold was of secondary
importance for a long time, central banks moved into the limelight in 2022 with
the acquisition of 1,082 tonnes of gold. In 2023, they continued their increased
confidence in gold with similarly high purchases, and this has so far continued in

2024.

Several reasons for this trend deserve a closer look:3

— Portfolio diversification: Gold serves as an instrument to diversify the
portfolio and to reduce the risk associated with holding currencies and debt
instruments of other countries.

— Risk reduction: Gold is free of credit risk as it is not subject to counterparty
risk.

— International payments: Gold can be used to cover important imports
during balance of payments crises, such as the Asian crisis in 1997/98, or to
support the national currency. Gold can also be used as collateral for
borrowing.

— Anonymity: Countries under sanctions or at risk of sanctions may see gold as
an interesting asset that offers a degree of anonymity.

— Prestige: There is a tendency, particularly among some central banks in
emerging markets, to imitate the gold holdings of OECD countries. This is
often done for reasons of national prestige and to strengthen confidence in

their own currency.

As we explained earlier, we expect increased inflation volatility and at
least one more wave of inflation. In many places, however, the idea is
beginning to spread that inflation has already been defeated and that we will

return to the pleasant times of the Great Moderation.

36 See ‘Uncharted territory”, HSBC Gold Outlook, April 10, 2024
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FISCAL THEORY
of the
PRICE LEVEL

JOHN H.
COCHRANE

We are not going to spend our
way to prosperity. Prosperity
comes from free markets and

free people.

John Cochrane

I'll see you on the dark side of the
moon.
Pink Floyd
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US CPI, yoy, and 5 Year US CPI Volatility, 01/1925-03/2024
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Due to increased inflation volatility, the correlation between equities
and government bonds is likely to remain positive. This could catch many
portfolio managers on the wrong foot, especially if they design their portfolios

according to the old playbook.

The so-called Fiscal Theory of the Price Level (FTPL) provides
arguments in favor of higher inflation volatility and higher inflation
rates. An important representative of the FTPL is the renowned US economist
John Cochrane. In contrast to monetarism, this relatively new theoretical
framework does not explain increased inflation rates on the basis of an excessive
expansion of the money supply, but instead blames fiscal policy. Inflation would
increase whenever the view prevails that the state will no longer be able to meet its
future obligations in full. In technical terms, inflation occurs when the present
value of future government expenditure exceeds the present value of future
government revenue. In other words: Citizens and investors no longer trust that
the state will be able to offset any deficits in the present with surpluses in the
future.

The practical consequence for investors is that it is not only the
absolute level of government debt that is decisive for the assessment of
creditworthiness, but also the confidence in the government to be able
to repay future debts. This in turn has concrete consequences for the (future)
inflation rate. According to the FTPL, the money supply should be viewed in the

narrow sense as a perpetual, non-interest-bearing bond.

In view of the current multiple burdens on governments — ageing, immigration,
green transformation, rearmament, higher interest rates — it seems obvious that
the financing difficulties of many countries will increase, and with them — at least

according to the FTPL — inflation.

In line with the FTPL, the German economist Ingo Saurer, in his comprehensive
study “

”, focuses his argument on the fact that
the decisive criterion with regard to the risk of hyperinflation is the sheer quantity

of the money supply, i.e. the liabilities side of the central bank balance sheet; but
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Gold is the only way out for
central banks. CBs want
inflation? They need a higher
gold price. CBs want to repair
their balance sheets? They need a
higher gold price. CBs want to
reset the system with an
immutable, neutral, and evenly
distributed reserve asset? That’s
gold.

Jan Nieuwenhuijs

Intelligence is the ability to adapt
to change.

Stephen Hawking
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he also asserts that the quality of the assets, i.e. the assets side, should be given
greater consideration. The qualitative easing practiced by central banks such as the
ECB and the BoJ, i.e. buying up bad assets, would therefore pose a greater risk
than the expansion of the money supply through quantitative easing per se. In view
of the massive losses incurred by central banks as a result of write-downs,

recapitalization of central banks is recommended in light of historical experience.

In Sweden, the country’s central bank, which is the oldest of its kind,
recently requested its recapitalization from the Swedish parliament on
the basis of legal requirements. An alternative would be to use the revaluation
reserve to cover losses. Price gains from the gold reserves, for example, are
recorded in this adjustment item so that they do not have to be distributed as
(book) profits. In the ECB balance sheet, the "revaluation accounts" amount to
EUR 635.1 billion, in the balance sheet of the Deutsche Bundesbank they are EUR
197.1 billion. Of the total liabilities, the adjustment item in the ECB balance sheet
accounts for 9.1%, almost three times as much as equity, while in the balance sheet

of the Deutsche Bundesbank it accounts for almost 8% of all liabilities.

to capitalize the revaluation accounts for the purpose of
recapitalization can also be found in the World Bank’s recently
published “

emphasizes that, in principle, the revaluation accounts should not be used to cover

”, This report

losses, as equity would have to absorb further balance sheet losses in the event of
falling gold prices once the revaluation accounts have been fully drawn down.
However, according to the World Bank, this risk is insignificant for central banks
that carry their gold reserves on their balance sheet at the Bretton Woods price of
USD 35. The World Bank is probably alluding to the situation in the US.

Nevertheless, countries as diverse as Italy in 2002, Lebanon in 2002 and 2007,
and the central banks of Curacao and Saint Martin in 2021 this
practice. Finally,

should also be mentioned. Following the adoption of the new Swiss Federal
Constitution in 1999, the remaining gold peg of the Swiss franc was abolished. The
revaluation at market price resulted in a one-off extraordinary revaluation gain of

CHF 27.7bn. Subsequently, half of the Swiss gold reserves were sold.

How do you adapt your portfolio to the new gold playbook? Gold and
commodities provide a hedge against different types of inflation.
Industrial metals perform best when inflation is driven by demand, the energy
sector naturally performs best when inflation is driven by energy costs, while gold
and silver perform best when the credibility of central banks and the banking

system is called into question.
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Inflation Sensitivity, 01/1972-12/2021
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In our 2019 In Gold We Trust report, “ ” we were

already more positive than many others about a renaissance in the commodities
sector. The commodity bull market consolidated last year. In recent months,

however, commodities have picked up momentum again.
A commodity allocation offers investors three potential advantages:
e  Positive long-term returns

e  Low correlations with equities and bonds

e Hedging against inflationary pressure

Given the evident (geo)political Let us now take a look at the development of commodities relative to
challenges for renewables, a the stock market. Loyal readers know that the following chart has been
contrarian take: are we moving by far the most quoted chart in the In Gold We Trust reports in recent
to a fully electrified world as an years.?” It shows impressively that the relative valuation of commodities
end-state, or rather towards a compared to equities remains historically extremely cheap and has just stabilized
hybrid fossil/ nuclear/ at this historically low level in recent years. Compared to the S&P 500, the GSCI
renewables world? Commodity Index (TR) has barely recovered from its low in April 2020. The ratio
Alpine Macro is currently 0.74, which is miles away from the highs and still well below the long-

term median of 3.97.

37 We would like to take this opportunity to once again thank Prof. Dr. Torsten Dennin, who came up with the idea for
this chart.
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I'm an oil man.

Daniel Plainview

Is gold useful or just expensive?
Jack Heath
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S&P GSCI Total Return Index/S&P 500 Ratio, 01/1971-04/2024
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In view of the next chart, we could imagine a phase of outperformance
of gold and oil against the S&P 500 over the next few years. The cycles are
largely synchronized and the respective turning points are only slightly shifted in
time, which reflects the often-high positive correlation between gold and oil price

trends.

WTI/S&P 500 Ratio (lhs), and Gold/S&P 500 Ratio (rhs, log),
01/1950-04/2024
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The sharp rise in the price of gold raises the obvious question: Is gold
already too expensive? We hear this question frequently, from clients,
journalists and private investors. A comparison of various macro and market
indicators at the time of the last two secular all-time highs in 1980 and 2011 with
the current situation confirms our positive basic stance. The gold price still has

(plenty of) room to rise.
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Comparison of Various Macro- and Market Key Figures at Gold ATH in
1980, 2011, and at Present

1980 2011 Current
Gold Price in USD 835 1,900 2,285
Monetary Base in USD bn 157 2,637 5,883
M3 Supply in USD bn 1,483 9,526 20,767
US Federal Debt in USD bn 863 14,790 34,563
GDP per Capita 12,303 50,056 84,103
US Median House Price in USD 63,700 228,100 417,700
S&P 500 111 1,174 5,036
USD Index 86.1 75.2 106.1

Source: treasury.gov, Federal Reserve St. Louis, Reuters Eikon (as of 04/30/2024), Incrementum AG

And there is another reason why the answer to the question of whether
gold is not already too expensive is no. Because in an inflation-adjusted
analysis based on the official CPI figures, gold has by no means reached its real all-
time high of USD 2,622 from 1980.

Gold (Nominal), and Gold (US CPI Adjusted - March 2024), in USD,
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Generally, we remain skeptical regarding the "soft landing" narrative.
The USA will enter a recession—sooner rather than later. There are several
possible triggers, especially if multiple factors coincide: the deteriorating consumer
confidence, particularly due to persistent inflation; the higher interest burden for
all debtors; problems in the real estate market; the withdrawal of support from the
currently very high budget deficit, or an actual tightening of general liquidity

conditions.

The next chart shows that the price of gold tends to have a tailwind in
the 24 months following the last interest rate hike. The last interest rate
hike took place on July 26, 2023. Compared to the last two cycles, where the gold
price increased by 55% and 49%, respectively, the current performance, with an
increase of 18%, is still below average. However, it has only been about 10 months

since the last interest rate hike.
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You know where I learned that
from? The Don. My old man. The
Godfather.

Mario Puzo, The Godfather
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Gold, in USD (lhs), and Federal Funds Rate (rhs), 01/2000-04/2024
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Federal Funds Rate

A similar picture emerges for silver, although the interest rate cut cycle
in the early 2000s resulted in a 9% decline. In the last two cycles, the silver
price increased by 63% and 77%, respectively, after the last interest rate hike. Since
the most recent interest rate cut at the end of July 2023, silver has only risen by

around 9% up to the end of April.
Silver, in USD (lhs), and Federal Funds Rate (rhs), 01/2000-04/2024
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Technical analysis is a helpful tool for determining the allocation and
timing of investments.3® An extremely useful theory, which also forms the basis
of technical analysis, is the division of a trend into three phases. This theory goes

back to Charles Dow, the godfather of technical analysis.®

38 See the chapter “Technical analysis” in this In Gold We Trust report
39 gee Murphy, John J.: , 1999
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Public participation
phase

Distribution

phase
Accumulation

phase

Dow divides trends into these three phases:

1) Accumulation: In the accumulation phase, the most informed, astute and
anti-cyclical investors buy. If the previous trend was downward, brave contrarian

investors realize at this point that the market has already discounted the bad news.

2) Public Participation: Prices slowly start to rise. Trend followers show
interest, the news improves, and commentators, media, etc. write increasingly
optimistic articles. Speculative interest and volumes increase, new products are

launched, and analysts’ price targets are raised.

3) Distribution: During this last phase, the mania phase, the group of informed
investors who accumulated near the low point begin to reduce their positions.
Media and analysts outdo each other in raising price targets, and the environment

is characterized by a “this time is different” mood.

We are now likely to be in the participation phase, following the
breakout from the multi-year consolidation formation. Exceeding the all-
time highs should now trigger increased interest from institutional investors and

the media.

However, in view of current market sentiment, seasonality and the CoT
report, we would not be surprised to see a breather phase lasting
several weeks. However, we do not expect a deep correction, as there seems to
be a lot of buying interest on the sidelines, leading to a "buy the dips" mentality. In
addition, positive seasonality should give gold a tailwind in the second half of the
year. In this regard, both fundamental and technical indicators suggest

favorable conditions for the continuation of the bull market.

| #IGWT24


https://twitter.com/IGWTreport
https://www.linkedin.com/showcase/ingoldwetrust-report/
https://ingoldwetrust.report/
https://www.incrementum.li/en

Courtesy of

Alcohol is like Photoshop for real

life.
Will Ferrell

My beer is not stupid!
Edmund “Mundl” Sackbauer
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In Gold We Trust Extra: Incrementum
Gold/Wiesnbier Ratio*°

At the upcoming Oktoberfest, which opens on September 21 with the ceremonial
beer tapping, it is almost certain that the EUR 15 mark for a MaB of beer will be

surpassed. After all, even Oktoberfest beer is not immune to inflation.

Gold investors, however, do not have the slightest reason for gloom or abstinence.
This is because the price of gold in euros has more than made up for
the massive price increases of recent years. Based on the Oktoberfest beer
inflation rate of the last 5 years, we estimate a price of EUR 15.70 per Maf41 at the
upcoming Oktoberfest, resulting in an Oktoberfest beer purchasing power of 142
MaB of Oktoberfest beer per ounce of gold. Thus, gold investors will be able to
finance 23 more MaB this year compared with last year’s 119 MaB. This means that
the Oktoberfest beer purchasing power of gold is now well above the 75-year

average of 89 Maf.

So, is gold at the Oktoberfest already excessively overpriced? Not at all,
because the current ratio is still well below the absolute high of 227 MaB in 1980.
However, the previous interim high of 136 MaB from 2012 has already been

exceeded.

Gold/Oktoberfest Beer Ratio, 1950-2024
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For beer lovers with an affinity for gold, gold has certainly protected
them very well against the massive increase in the price of Oktoberfest
beer during the wave of inflation. Those who bet on gold will therefore not be
left high and dry at this year’s Oktoberfest.

40 e take a closer look at the gold/Wiesnbier ratio every fall in an In Gold We Trust special, when the
Theresienwiese is a hive of activity. For last year’s In Gold We Trust special, see “

”, In Gold We Trust special, October 2023
41 We have assumed that the price of a MaB will rise this year by the annual Oktoberfest beer inflation rate of the
past 5 years, i.e. by 5.3% . This is significantly higher than the general annual inflation rate of 3.8% for this period.
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You realize how old you are
when you tell a kid you had
phones attached to the wall. They
look at you like you just said you
rode dinosaurs to the iPhone
store.

Chris Rock

They’ve done it again. The new
iPhone is thinner, lighter, and
faster. Because what we all
really need in life is less physical
presence and more speed.

Conan O’Brien
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In Gold We Trust Extra: Incrementum
iPhone/Gold Ratio*?

“Apple has significantly reduced the price of its latest iPhone!” That
would be the headline if you paid for your iPhone with gold. The current
model, the iPhone 15 Pro with 1 TB of memory, cost just 0.63 ounces of gold in
mid-April. This compares to 0.78 ounces when it was launched in fall 2023. A
sharp rise in the price of gold combined with constant sales prices results in a
sharp fall in iPhone prices measured in gold. The very first iPhone in 2007 cost

0.92 ounces of gold. The average price since 2007 is 0.74 ounces of gold.

Gold/iPhone Ratio (lhs), and iPhone Price and Gold Price (rhs),
10in USD, 2007-2024
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Source: venturebeat.com, Reuters Eikon, Incrementum AG

iPhone price in USD

As a gold investor, you have to spend significantly less gold on the
current iPhone than you did 16 years ago. For this amount of gold, however,
you get much more iPhone. The improvements in performance over the past 16

years have indeed been enormous.

2007 2012 2017 2023 2023 vs. 2007
iPhone iPhone 5 iPhone X iPhone 15 Pro
Working memory 128 MB 512 MB 4GB 6 GB 48 x
Memory 16 GB 16 GB 512 GB 1TB 64 x
Megapixels 2.0 8.0 12.0 48.0 24 x
Cameras 1 2 2 3 3x
Battery 1150mAh 1440mAh 3174mAh 3650mAh 3.2x
Resolution 480 x 320 640 x 1136 2436 x 1125 2256X1179 28x
(163 ppi) (326 ppi) (458 ppi) (460 ppi)

In US dollar fiat currency, however, the development looks completely different. In
2007, an iPhone cost USD 599; today, as in the two previous years, it costs

USD 1,499 for the respective Pro model with the largest memory. This corresponds
to a price increase of 150% compared to the first version of the iPhone or an annual
iPhone inflation rate of 5.9%. As you can see, gold increases its purchasing

power even for products that are technologically advanced.

42 e will be looking at the iPhone/gold ratio in more detail again this fall in an In Gold We Trust special when the
new iPhone is unveiled. For last year’s premiere of the iPhone/gold ratio, see “ ”, In Gold
We Trust special, September 2023
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Skiing is the only sport where
you spend an arm and a leg to

break an arm and a leg.

In skiing, as in life, if you're not
going downbhill, youre not
making progress. Just remember
to do it with style!

Arnold Schwarzenegger
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In Gold We Trust Extra: Incrementum Gold/Ski
Pass Ratio*®

Skiing continues to be an international winter sport par excellence in Austria, an
expression of pure joie de vivre. So it is hardly surprising that Wolfgang Ambros
composed “ ”, one of Austria’s unofficial anthems. But what happens

when this pleasure becomes increasingly expensive?

The wave of inflation has also left its mark on the “entrance prices” to
Austria’s winter wonderland. Prices for an index of 11 ski resorts** rose by
10.2% in the past winter season. The year before, it was 8.1%. Since the 1990/91
winter season, ski ticket prices have risen by 3.5% annually, which is more than

one percentage point higher than Austria’s headline inflation rate in this period.

Once again, however, it was gold investors who did not get frostbit by
these euro price increases. For them, the purchasing power of an ounce of
gold in terms of day ski passes remained unchanged. As in 2022/23, in the winter
season 2023/24 one ounce of gold purchased 27.6 day tickets. As a result of the
gold price rally in spring, this would already be 33 day tickets as of mid-April. Gold

investors therefore have every reason to look forward to next winter.

The long-term comparison is also impressive: Only in three winter seasons
since 1990 has an ounce of gold bought more day ski tickets than last winter.
However, it should not be forgotten that the quality of the ski resorts (lift facilities,
mechanical snowmaking, etc.) is improving year on year, meaning that you get

much more value for your (gold) money.

Gold/Ski Pass Ratio, 1990/1991-2023/2024
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Day Ski Ticket Index Austria

Source: ZUKUNFT SKISPORT, Reuters Eikon, Incrementum AG
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43 The detailed presentation of this ratio, which was published for the first time this year, can be found at “

”, In Gold We Trust Special, January 2024. We will publish an update next winter.
“ These are the ski resorts of Stubai Glacier, Kitzbiihel, Obertauern, Kleinwalsertal, Arlberg, Wilder Kaiser, Sélden,
Wagrain/Snow Space, Fiss, Steinplatte and Schmittenhéhe. We would like to thank Gunther Aigner, one of the
members of ZUKUNFT SKISPORT, for the data. Mr. Aigner is one of the most renowned experts and a top speaker
on the subject. Further information can be found at .
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America is a tune. It must be
sung together-.
Gerald Stanley Lee

Nothing but harmony, honesty,
industry, and frugality are
necessary to make us a great and

happy people.
George Washington
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In Gold We Trust Extra: Incrementum
Gold/Gasoline Price Ratio 20244

Just in time for the 4t of July celebrations, countless US Americans
will be getting into their cars to celebrate the holiday with their friends
and family, as they do every year. So let’s take a look at who’s sweating it out
at the gas pump, not because of the summer heat but because of the cost of gas.
Our new gold/gasoline price ratio shows beyond doubt that gold investors have no
reason to stay home for the holiday, even if gasoline prices remain well above

average by US standards.

An ounce of gold buys more than 650 gallons of fuel as of mid-April. Only in the
late 1970s/early 1980s and in 2020 did drivers get more fuel for their gold for a
few months. However, the 2020 high was merely a theoretical value due to the

Covid-19 restrictions that dampened demand.

Gold/Gasoline Ratio, 01/1978—-04/2024
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Gold/Gasoline Ratio

Source: Federal Reserve St. Louis, World Gold Council, Incrementum AG

For drivers, the decisive factor is not just how many gallons they can
buy with an ounce, but how many miles they can drive with a full tank.
And the range per ounce of gold depends on the car’s fuel economy. Fuel economy
has increased significantly in recent decades, by around 50% since 1978. To put it
another way: At the end of the 1970s, with one gallon in the average car you could
drive just under 17 miles, whereas today it goes almost twice as far. This means
that whereas in 1978 fuel worth one ounce of gold let you travel about 5,200 miles,
in mid-April this year it was around 23,000 miles — around four and a half times

as far and nearly all the way round the Earth!

Whether at the Oktoberfest, in the Apple store, on the ski slopes or at
the petrol station — gold investors are better off, as they get a special

discount on US dollar or euro prices everywhere.

45 we will publish a detailed account in the second half of June, just in time for the US Independence Day
celebrations on July 4.
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Mastering the New
Gold Playbook

You are never really playing an opponent. You are
playing yourself, your own highest standards, and
when you reach your limits, that is real joy