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 Gold prices hit a new all time nominal high this 
week.  We believe this rally has further to run.  
Indeed at the end of June we highlighted why 
gold prices would need to surpass USD1,455/oz 
to be considered extreme in real terms and hit 
USD2,000/oz to represent a bubble. 

 For the time being we believe the drivers of this 
rally are fundamental rather than speculative.  
However, we admit physically backed gold ETFs 
are playing an important role in the gold market.   

 However, we view interest rate and exchange rate 
trends as gold price bullish.  Indeed history would 
suggest a collapse in the US dollar can not be 
dismissed out of hand.  Moreover central banks 
have become a new source of gold demand while 
gold mining companies remain committed to 
closing their hedging programmes. 

The rally in the gold price has been underway since April 
2001.  Since the current rally is now in its ninth year, and 
that historically gold price rallies last no longer than four 
years, this represents the most durable rally in history.  
Moreover, the gold price has rallied by just over 
USD1,000/oz, representing the most powerful gold price 
rally in US dollar terms on record.  However, to represent 
the most powerful rally in percentage terms then the gold 
price would need to hit USD2,100/oz as this would then 
be on a par with the 720% rally in the gold price between 
1976 and 1980, Figure 2.  

As these records have occurred there has been increasing 
debate that the rally in the gold price has either moved 
into over-extended territory or a bubble has formed.  
When one examines the performance of the gold price 

since 1800 these fears appear justified, Figure 1. 

Figure 2: Gold price rallies compared 

Low High USD Magnitude Duration
(USD/oz) (USD/oz) change (months)

Jan-71-  Feb-75 37.9 185.3 147.4 389% 42

Aug'76 - Jan'80 103.5 850 746.5 721% 41

Jun'82 - Feb'83 296.8 509.3 212.5 71.6% 8

Feb'85 - Dec'87 284.3 499.8 215.5 75.8% 34

Sep'93 - Feb'86 345.2 415.5 70.3 20.4% 18

Apr'01 - current 255.6 1270 1014.4 397% 113
Source: Deutsche Bank 

Indeed investor flows would seem to corroborate the 
view that the rally in gold is more speculative than 
fundamental.  Figures 3 & 4 examine assets under 
management in commodity ETF in the US and Europe by 
sector.  These two regions constitute approximately 95% 
of all listed commodity ETFs globally.  We find that in both 
regions assets under management are skewed to the 
precious metals sector and specifically gold. 

Figure 3: Assets under management of US commodity 

ETFs by sector 
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Figure 1: The evolution of the gold price since 1800 
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Figure 4: Assets under management of European 

commodity ETFs by sector 
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However, part of the surge in AUM in precious metal 
ETFs has been driven by price appreciation across the 
precious metals complex over the past few years. 
Consequently, we believe AUM figures exaggerate the 
inflows since on a volume basis the increase in physically 
backed gold ETFs has been more modest. Indeed we find 
that inflows into physically backed gold ETFs have slowed 
this year, Figure 5. So far this year physically backed gold 
ETFs have increased by 270 tonnes, compared to 
approximately 560 tonnes in 2009. 

Figure 5: Holdings in physically backed gold ETFs 
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Rather we view the rally in the gold price as fundamentally 
based. Indeed all the forces that drove gold prices lower 
during the 1990s have been moving in reverse since 2001, 
Figure 6. For example, the past decade has been marked 
by a new long term downtrend in the US dollar. Given the 
increasing likelihood that the Fed will delay monetary 
tightening until the second half of next year, we believe 
another collapse in the US dollar can not be ruled out of 
hand.  

 

 

 

Figure 6: The new world order for gold  

 

Forces driving gold prices Forces driving gold prices
lower during the 1990s higher during the 2000s
* A super strong US dollar * A collapse in the US dollar
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Source: Deutsche Bank 

Another potential support for the gold price has been the 
elimination of gold hedging programmes across the 
mining sector. This week Anglogold confirmed its ongoing 
de-hedging programme which has been underway for 
several years. On an aggregate basis, the scale of de-
hedging has been a reliable feature of the gold market for 
the past 10 years, Figure 7. 

Figure 7: Producer (de)hedging in gold 
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Conclusion 
At the end of June we examined at what point gold prices 
could be considered extreme. This followed research 
conducted at the beginning of 2008 where we attempted 
to answer the same question for crude oil. At that time, 
we stated that for oil prices to be considered extreme 
prices would need to trade between USD90-
USD150/barrel and beyond that range oil prices would 
move into territory that would represent a bubble.  

Given the concerns that the gold market might repeat the 
price process of crude oil, three months ago we replicated 
this analysis for gold. We found the results interesting on 
two fronts. First, on none of the measures under 
investigation could gold prices be considered extreme at 
USD1,250/oz. Rather prices would need to hit 
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USD1,455/oz to be considered extreme in real terms.  
Second, in terms of a bubble forming the gold price would 
need to reach USD2,000/oz, Figure 8. As a result, we 
believe our USD1,600/oz target for gold in 2012 is not 
excessive given favourable interest rate and exchange rate 
trends and the appearance of new sources of demand for 
gold from both the private and public sectors.  

 

Figure 8: The level of gold prices required to represent 

extreme levels of valuation versus a variety of 

indicators 

Indicator Gold price level

Analyst forecasting error 1,300
In real terms (PPI) 1,455
As a share of global GDP 1,500
In real terms (CPI) 1,880
Versus base metals 2,100
Relative to per capita income 2,390
Versus crude oil 2,890
As a share of the S&P500 2,960
Average 2,059

Source: Deutsche Bank 

 

Figure 9: Gold prices in real terms since 1900 
Gold price in real terms (2009 US dollars)
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Important Disclosures 

Additional information available upon request 

For disclosures pertaining to recommendations or estimates made on a security mentioned in this report, please see 
the most recently published company report or visit our global disclosure look-up page on our website at 
http://gm.db.com/ger/disclosure/DisclosureDirectory.eqsr. 

 
Analyst Certification 

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s). In addition, the 
undersigned lead analyst(s) has not and will not receive any compensation for providing a specific recommendation or view in 
this report. Michael Lewis 

 

 

Deutsche Bank debt rating key   

CreditBuy (“C-B”): The total return of the Reference 
Credit Instrument (bond or CDS) is expected to 
outperform the credit spread of bonds / CDS of other 
issuers operating in similar sectors or rating categories 
over the next six months.  
CreditHold (“C-H”): The credit spread of the 
Reference Credit Instrument (bond or CDS) is expected 
to perform in line with the credit spread of bonds / CDS 
of other issuers operating in similar sectors or rating 
categories over the next six months.  
CreditSell (“C-S”): The credit spread of the Reference 
Credit Instrument (bond or CDS) is expected to 
underperform the credit spread of bonds / CDS of other 
issuers operating in similar sectors or rating categories 
over the next six months.  
CreditNoRec (“C-NR”): We have not assigned a 
recommendation to this issuer. Any references to 
valuation are based on an issuer’s credit rating.  
 
Reference Credit Instrument (“RCI”): The Reference 
Credit Instrument for each issuer is selected by the 
analyst as the most appropriate valuation benchmark 
(whether bonds or Credit Default Swaps) and is detailed 
in this report. Recommendations on other credit 
instruments of an issuer may differ from the 
recommendation on the Reference Credit Instrument 
based on an assessment of value relative to the 
Reference Credit Instrument which might take into 
account other factors such as differing covenant 
language, coupon steps, liquidity and maturity. The 
Reference Credit Instrument is subject to change, at the 
discretion of the analyst.  
 

  

 



20 September 2010  Commodities Special Report  

Deutsche Bank AG/London Page 5 

Regulatory Disclosures 

1. Country-Specific Disclosures 

Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian 
Corporations Act. 
EU countries: Disclosures relating to our obligations under MiFiD can be found at http://globalmarkets.db.com/riskdisclosures. 
Japan: Disclosures under the Financial Instruments and Exchange Law: Company name - Deutsche Securities Inc. Registration 
number - Registered as a financial instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117. 
Member of associations: JSDA, The Financial Futures Association of Japan. Commissions and risks involved in stock 
transactions - for stock transactions, we charge stock commissions and consumption tax by multiplying the transaction 
amount by the commission rate agreed with each customer. Stock transactions can lead to losses as a result of share price 
fluctuations and other factors. Transactions in foreign stocks can lead to additional losses stemming from foreign exchange 
fluctuations. 
New Zealand: This research is not intended for, and should not be given to, "members of the public" within the meaning of the 
New Zealand Securities Market Act 1988. 
Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any 
appraisal or evaluation activity requiring a license in the Russian Federation. 
 

Risks to Fixed Income Positions 

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise to pay 
fixed or variable interest rates. For an investor that is long fixed rate instruments (thus receiving these cash flows), increases in 
interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a loss. The longer the 
maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the loss. Upside surprises in 
inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse macroeconomic shocks to 
receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation (including changes in assets 
holding limits for different types of investors), changes in tax policies, currency convertibility (which may constrain currency 
conversion, repatriation of profits and/or the liquidation of positions), and settlement issues related to local clearing houses are 
also important risk factors to be considered. The sensitivity of fixed income instruments to macroeconomic shocks may be 
mitigated by indexing the contracted cash flows to inflation, to FX depreciation, or to specified interest rates – these are 
common in emerging markets. It is important to note that the index fixings may -- by construction -- lag or mis-measure the 
actual move in the underlying variables they are intended to track. The choice of the proper fixing (or metric) is particularly 
important in swaps markets, where floating coupon rates (i.e., coupons indexed to a typically short-dated interest rate 
reference index) are exchanged for fixed coupons. It is also important to acknowledge that funding in a currency that differs 
from the currency in which the coupons to be received are denominated carries FX risk. Naturally, options on swaps 
(swaptions) also bear the risks typical to options in addition to the risks related to rates movements. 
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