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Something remarkable is unfolding in global markets, hidden beneath the surface of seemingly
positive headlines. While traditional financial metrics paint a picture of unprecedented prosperity,
a closer look at hard assets like gold and Bitcoin tells a very different story. This month, we'll
explore how currency debasement works, what history teaches us about these cycles, and which
assets may help preserve wealth as this trend continues. We touched on this topic briefly in our
June newsletter and thought that it would be beneficial to unpack debasement as a topic more
broadly.
 
The Illusion of Prosperity

Since the COVID-19 pandemic, US markets and certain assets such as housing have delivered
what look like spectacular returns on paper. By traditional dollar measurements, it appears
wealth has grown extraordinarily.  

But here's where things get interesting. When we measure these same assets against gold
instead of dollars, those impressive gains essentially disappear—performance becomes flat.
Even more striking, when measured in Bitcoin terms, the picture turns negative.
 

So what's really happening? The "growth" we're seeing in dollar terms may simply reflect the
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dollar itself losing value. Think of it this way: the measuring stick is shrinking faster than the
things being measured are actually growing. This creates an illusion of wealth while real
purchasing power quietly erodes.

This isn't a new phenomenon. We've seen the same pattern play out at the end of every major
currency regime throughout history. People feel wealthier because their account balances are
rising in the local currency. However, when measured against truly scarce assets, they're
actually becoming poorer—even as their bank statements show bigger numbers.
 

What is Monetary Debasement?

Currency debasement simply means reducing the real value of money. In ancient times, rulers
would physically dilute coins by mixing cheaper metals with gold and silver. Today's debasement
is less visible but achieves the same result.

Modern governments debase currency through three main tools: keeping interest rates below
inflation (negative real rates), quantitative easing programs (printing money), and running
persistent budget deficits that require ongoing monetary support. While the methods differ from
ancient coin-clipping, the outcome is identical: each unit of currency represents a shrinking claim
on actual economic output and real resources.

The Three Pillars Supporting Current Debasement

Today's debasement cycle rests on three interconnected structural features built into the U.S.
economic system:

1. Structural Fiscal Deficits

The United States is currently running peacetime budget deficits of 6–8% of GDP—levels
historically seen only during wars or severe recessions. These aren't temporary shortfalls caused
by a weak economy; they represent a permanent mismatch between what the government has
promised to spend and what it can realistically collect in taxes.

The problem becomes self-reinforcing. As debt grows, interest payments consume an ever-
larger share of the budget, forcing the government to borrow even more just to pay interest on
existing debt. It's a mathematical trap that becomes harder to escape each year.

To put this in perspective: the U.S. government needs to borrow approximately $1 trillion every
few months just to keep operations running and service existing debt. Under current policies, this
pace shows no signs of slowing.

2. Widespread Debt Build-Up

U.S. government debt now exceeds 120% of GDP—territory historically associated with post-war
reconstruction or sovereign debt crises. But the problem extends far beyond government
balance sheets. Corporate debt, household borrowing, and financial system leverage have all
reached historic peaks simultaneously.

Economists call this a "debt overhang" scenario. When debt levels are this high across the entire
economy, even small interest rate increases create massive ripple effects. Each 0.01% rate
increase translates into billions in additional debt service costs across all sectors. The system
essentially develops an allergic reaction to normal interest rates, making it nearly impossible to
return to conventional monetary policy without triggering a crisis.

3. Negative Real Interest Rates

Perhaps the most subtle but powerful mechanism is keeping official interest rates below the
inflation rate. Here's how it works: if your savings account pays 4% interest but inflation is
running at 5%, you're actually losing 1% of your purchasing power each year—even though your
account balance appears to grow.

This isn't accidental or temporary. Negative real rates are a deliberate policy choice that makes
massive debt loads manageable. They operate as a hidden wealth transfer from savers to
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borrowers, particularly governments. Unlike explicit taxes, which require legislative approval and
public debate, this transfer happens automatically and quietly, attracting minimal political
resistance. It has become the preferred tool of modern debt management precisely because it's
so difficult to see and understand.
 
The Feedback Loop

These three pillars create a self-reinforcing cycle that's difficult to break. High debt levels require
low real interest rates to remain serviceable. Low real rates encourage more borrowing across all
sectors of the economy. More borrowing increases debt burdens further, necessitating even
lower real rates to prevent default.

The system becomes trapped in its own logic—unable to return to normal without triggering the
very collapse it was designed to prevent. Understanding this dynamic is crucial for anyone
looking to preserve wealth in the years ahead.
 
When Confidence Breaks

Every currency debasement cycle follows a familiar pattern, it begins with subtle distortions and
ends in reflexive panic. The transition between these stages is the most dangerous period for
preserving wealth.

Initially, deterioration is gradual. Prices rise slowly, wages lag behind, and savers see growing
balances while real purchasing power slips away. The system feels stable because change
occurs incrementally.

Then confidence breaks. A policy error, loss of leadership, or mounting doubt can trigger a shift
in perception. People stop thinking in dollars and start pricing in gold, foreign currencies, real
assets, or Bitcoin.

Once that mindset takes hold, collapse becomes self-reinforcing. Policies intended to restore
stability – rate cuts and fiscal expansion – are seen as evidence of failure. Each attempt to
project control further erodes trust.

Modern Warning Signs

Central banks have bought gold for 27 straight months, hinting at currency concerns.
The dollar’s reserve share is at a 30-year low as diversification quietly accelerates.
Treasury auctions rely more on short-term rollover bids than long-term commitments.

These patterns resemble conditions observed before previous currency regime shifts, suggesting
the system is already hedging against outcomes few are prepared to acknowledge.
 
Assets Positioned for Debasement Environments

In times of currency debasement, choosing the right assets is vital for protecting wealth. Gold’s
enduring value stems from its limited supply and independence from financial counterparties,
which is why central banks continue to accumulate it as confidence in fiat currencies wanes.
Bitcoin also introduces a new form of scarcity; with its strictly capped supply, it increasingly
serves as a digital reserve asset, reflecting growing scepticism towards traditional money.

Hard assets, equities and productive capital provide essential resilience. Real estate,
commodities, infrastructure, and robust businesses able to raise prices or maintain essential
sales often retain their value even as currencies lose purchasing power. Together, these assets
offer a diversified shield against erosion, helping investors preserve real wealth in a world of
ongoing monetary decline.
 
To Conclude

As currency debasement quietly erodes real value, true wealth preservation requires adapting
beyond traditional, nominal measures. History shows these regime shifts occur unpredictably yet
inevitably, with volatility and confusion marking the transition. By focusing on scarce assets,
productive capital, and flexible thinking, investors can safeguard their purchasing power and
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navigate the coming changes, while those relying solely on rising charts risk seeing gains
disappear when the mirror finally flips.

Market Update
 
October demonstrated continued resilience across global markets despite persistent political and
economic uncertainty. In the United States, political gridlock led to a government shutdown, yet
equities delivered strong gains. The Dow Jones rose 2.6%, the S&P 500 advanced 2.3%, and
the Nasdaq 100 outperformed with a 4.8% increase. Inflation remained sticky but stable, with
headline CPI edging up to 3.0% year-on-year and core CPI easing to 3.0%, slightly below
expectations. The Federal Reserve lowered its policy rate by 25 basis points to a range of 3.75–
4.00%, its lowest level in three years, signalling a shift toward a more accommodative stance
citing employment concerns. Despite the political uncertainty, the dollar strengthened, with the
Dollar Index up 2.1% for the month.
 
Trade developments were modestly positive as the United States and China signed a one-year
agreement pausing additional tariffs and easing Chinese export restrictions on rare earth
minerals. The deal improved sentiment around global trade. The International Monetary Fund
adopted a more constructive outlook, revising its global growth forecast for 2025 upward to
3.2%, while leaving its 2026 projection unchanged at 3.1%, noting that the effects of tariff
measures have been milder than initially anticipated.
 
In Europe, monetary policy remained on hold as central banks assessed persistent inflationary
pressures. The European Central Bank maintained its policy rate at 2.15% for a third
consecutive meeting, as Eurozone inflation inched up to 2.2% from 2.0%. In the United
Kingdom, inflation remained high at 3.8%, nearly double the Bank of England’s target. Regional
equity markets finished broadly higher, led by gains in France’s CAC 40 (up 1.2%) and the FTSE
100 (up 1.6%), though Germany’s DAX declined 1.5%
 
Asian equities diverged sharply. Japan’s Nikkei 225 surged 11.8%, buoyed by optimism over the
historic election of Prime Minister Sanae Takaichi, whose pro-growth policy agenda and a
weaker yen lifted investor confidence. Meanwhile, China continued to face macroeconomic
headwinds as deflationary pressures persisted—CPI fell 0.3% year-on-year—while GDP growth
slowed to 4.8% in the third quarter from 5.2% previously. Weak consumer demand and an
ongoing property market slump weighed on activity, leading the Hang Seng Index to close 3.4%
lower.
 
Commodities reflected a cautious risk tone. Gold climbed 3.7%, surpassing $4,000 per ounce on
safe-haven flows and continued central bank buying. Silver extended its rally to a record $49 per
ounce, supported by industrial demand, while Brent crude declined for the third consecutive
month to $65.1 per barrel as global growth and supply concerns pressured prices.
 
Domestically, South Africa achieved a key policy milestone as the Financial Action Task Force
officially removed the country from its “greylist,” acknowledging significant improvements in
financial regulation and anti-money-laundering controls. The IMF raised its 2025 growth forecast
for SA slightly to 1.1% but lowered its 2026 outlook to 1.2%. Inflation remained contained, with
headline CPI steady at 3.4% and core CPI at 3.2%, both consistent with the South African
Reserve Bank’s targeted range.
 
The rand ended October at R17.33 per U.S. dollar, weakening marginally by 0.4% amid broad
dollar strength but appreciating against the euro (+1.3%) and the pound (+1.8%). Bond markets
extended their rally, with the 10-year yield dropping below 9% for the first time in several years to
close at 8.95%. The FTSE/JSE All Share Index rose 1.6%, supported by gains in industrial
transport and telecommunications sectors, while precious metals and mining counters lagged.
 

Chart of the month 
 
The chart below shows the changing composition of foreign central bank reserves, comparing
gold holdings and U.S. Treasuries as a percentage of total international reserves from 1970 to
2025. Gold held by central banks peaked at 48% in the early 1970s, then declined sharply as
banks favoured U.S. Treasuries, which reached around 36% in the early 2000s. As of August
2025, gold holdings (24%) have surpassed U.S. Treasuries (23%) for the first time since 1996,
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reflecting concerns about U.S. debt and geopolitical risks that have weakened confidence in the
dollar.
 

“There is no subtler, no surer means of overturning the existing basis of society than to
debauch the currency.” — John Maynard Keynes

 

Absolut Wealth Management is an FPI Approved Professional Practice™
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