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HOW CENTRAL BANKS INFLUENCE THE GOLD PRICE
While gold is generally considered to be a hedge against inflation, it has mainly tracked real
yields for the last decade. If they fall, the gold price tends to increase.
Indian wedding companies, German savers, opportunistic
hedge funds or futures traders - there are many suspects
for the rising or falling demand for gold. But no matter how
you look at things, one of the most important drivers of the
demand for gold is probably another old acquaintance: increasingly omnipresent central banks. They tend to influence the price of gold via several channels.
On the one hand, they have been among the biggest buyers
on the gold market since the financial crisis. In 2018 they
bought 651.5 tonnes - more than at any point since at least
1971, when the United States ended the dollar's peg to
gold.
On the other hand, the interest-rate policy of major central
banks significantly contributes to the attractiveness of gold.
Since gold does not yield interest or dividends, investors
always keep an eye on the opportunity costs of holding
gold, i.e. the loss of regular income that would have been
generated by investing in some other investments. To do

this, one can simply and habitually take the yield of U.S.
government bonds. Typically, the lower the interest rate, the
more attractive gold becomes, all else equal. In our "Chart
of the Week" we show that if one splits the U.S. nominal
yield into its two components real yield and inflation expectations, it becomes apparent that historically, at least since
the outbreak of the financial crisis, real yields have shown a
parallel run with the gold price.
That's worth mentioning, as after all, some capital-market
patterns have been different since then. However, there is
little to suggest that things shouldn't continue to be
"different" for the time being, when it comes to gold. We
believe the influence of central banks' on capital markets is
unlikely to diminish any time soon. The recent gold price
rally to over 1500 dollars per troy ounce was accompanied
by investors' growing realization that for the time being they
should not rely on interest-rate hikes by the major central
banks. That doesn't seem to be a coincidence.

Sources: Bloomberg Finance L.P., DWS Investment GmbH as of 8/14/19
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GLOSSARY
Central bank
A central bank manages a state's currency, money supply and interest rates.
Dividend
A dividend is a distribution of a portion of a company's earnings to
its shareholders.
Financial crisis
The financial crisis refers to the period of market turmoil that started
in 2007 and worsened sharply in 2008 with the collapse of Lehman
Brothers.
Futures contract
A futures contract is a standardized, contractual agreement to trade
a financial instrument or commodity at a pre-determined price in the
future.

Inflation
Inflation is the rate at which the general level of prices for
goods and services is rising and, subsequently, purchasing power
is falling.
Nominal
In economics, a nominal value is not adjusted for inflation; a real
value is.
Real
In economics, a real value is adjusted for inflation.
Yield
Yield is the income return on an investment referring to the
interest or dividends received from a security and is usually expressed annually as a percentage based on the investment's cost, its
current market value or its face value.

Hedge fund
A hedge fund is an investment vehicle less regulated than a mutual
fund that pools capital from different investors and uses different
investment strategies.
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