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On The Intrinsic Price of Gold  
The external value of the US dollar has become under pressure recently (see Fig. 
1). Several factors might be responsible for this. For instance, investor confi-
dence in the new US administration has been on the decline, deterring interna-
tional funds from being invested in the US. What is more, the euro area econo-
my has continued its recovery, and the single currency has regained investor 
confidence, undermining the Greenback's ‘safe haven' premium.  
 
 1 Weaker dollar, higher gold price; stock prices up, volatility down  
(a) US Dollar exchange rate(1) and price 
of gold (USD/oz)  

 (b) S&P 500 and volatility index  
VIX index in percent  

 

 

 
Source: Thomson Financial. (1) Effective exchange rate of the US dollar (Jan. ’90 = 100).  

In this context, it should be noted that traditional measures of investor risk aver-
sion have declined to record lows – while stock markets climb to record highs. 
This awkward situation can presumably be best explained by monetary policies: 
Central banks, having suppressed interest rates and provided a ‘safety net' to fi-
nancial markets, have succeeded to put to rest investor risk concerns. The up-
shot is that an efficient pricing of risk is no longer possible – which in itself im-
plies a heavy risk for the economies and the financial system. 

Against this backdrop, it is of particular interest to revisit a key question relevant 
to any precious metals investor: What is the ‘fair value’ of gold? The answer is, 
as we, of course, all know, hard to come by. Our approach to answering the 
question is to reconstruct the historical price of gold based on various funda-
mental factors such as, for instance, the quantity of money, interest rates, and a 
credit market risk premium; we call this reconstructed price the ‘intrinsic price' 
of gold.  

The outcome of our statistical exercise is depicted in Fig. 2. To cut a long story 
short, the ‘fair' (that is long-term equilibrium) price should be around 1.415 
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Precious metals prices

Actual

(spot) 2 W 3 M 12 M

I. In US-dollar

Gold 1.317.0 2.3 6.1 4.0

Silver 17.6 3.3 5.9 -0.8

Platinum 992.6 2.1 7.8 1.7

Palladium 931.5 0.6 10.7 37.7

II. In euro

Gold 1.108.2 0.9 2.0 -1.9

Silver 14.8 1.9 1.7 -6.5

Platinum 835.2 0.5 3.5 -4.1

Palladium 785.0 0.3 6.8 30.2

III. Gold price in other currencies

JPY 145.013.0 2.8 4.0 10.7

CNY 8.674.3 1.0 3.1 2.7

GBP 1.021.9 2.2 7.3 2.9

INR 84.194.5 1.9 5.0 -0.1

RUB 76.504.7 0.3 4.6 -3.1

Source: Thomson Reuters; own calculations.

Change against (in percent):

 

Market Report 
 1  S e p t e m b e r  2 0 1 7  E c o n o m i c s  ·  F i n a n c e  ·  P r e c i o u s  M e t a l s  



2 1 September 2017 

  

 
USD/oz. – that is quite a notch above its current price of around 1.300 USD/oz. 
It should be noted here, however, that the standard error of the estimate is 
quite substantial: The upper price band would be around 1.600 USD/oz., the 
lower price band around 1.222 USD/oz. 
 
 2 Gold appears to be a cheap buy  
Deviation of the actual price of gold from its estimate value in USD/oz (1) 

 

Source: Thomson Financial; own calculation. (1) Estimated for the period January 1971 to 
July 2017, using the US quantity of money, US short-term real interest rates and the 
spread in the US credit market. White (grey) area shows periods in which the price of 
gold is above (below) its ‚fair‘ value.  

The take away is that the current price of gold doesn't seem to be expensive at 
all, and, what is more, the prudent investor would obtain a favourable (market 
price-related) risk-reward profile. However, two additional remarks seem to be 
in order: 

Firstly, our estimate indicates quite a gap between the ‘fair price' of gold and its 
current valuation. However, this finding does not tell us anything about the 
speed and timing with which it might be closed going forward. 

Secondly, the estimation equation is based on past data; it does not include 
forward-looking factors. This suggests that in the case of, say, another round of 
financial market turmoil our ‘fair' gold price estimate will most likely be too low. 

To sum it up, we think there is some good reason to take a position in the gold 
market at the current price, especially from a long-term investor's point of view 
– as the "gold currency" can be expected to be an effective insurance against 
the vagaries of the international unbacked paper money system.  
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Mario Draghi’s Fatal Conceit 
On 23 August 2017, the president of the European Cen-
tral Bank (ECB) gave a speech titled “Connecting re-
search and policy making” at the annual assembly of the 
winners of the Nobel Price for Economics in Lindau, 
Germany. What Mr Draghi talked about on this occasion 
— and especially what he didn’t talk about — was quite 
revealing. 

Any analysis of the causes of the latest financial and 
economic crisis is conspicuously absent from Mr Draghi’s 
remarks. One gets the impression that the crisis came 
basically unexpected, out of the blue. There is no men-
tion of the role of central banks, the monopoly produc-
ers of unbacked paper (or: fiat) money, played for the 
crisis. 

No word that central banks had for many years manipu-
lated downwards interest rates — accompanied by an 
excessive increase in credit and money supply — causing 
an unsustainable “boom.” When the bust set in — trig-
gered by the spreading of the US subprime crisis across 
the globe — the ugly consequences of this central bank 
monetary policy came to the surface. 

In the bust, many governments, banks and consumers in 
the euro area found themselves financially over-
stretched. The economies of Southern Europe especially 
do not only suffer from malinvestment on a grand scale, 
they also found themselves in a situation in which they 
have lost their competitiveness. 

Mr Draghi, however, doesn’t deal with such unpleasant 
details. Instead, he lets his audience know how well the 
ECB pursued a policy of "crisis solution." His narrative is 
straightforward: Without the ECB’s bold actions, the eu-
ro area would have fallen into recession-depression, 
perhaps the euro area would have broken apart. 

The analogy to such a line of argumentation would be 
praising a drug dealer, who provides the drug addict 
(who became a drug addict because of him) with just 
another shot. Repeated consumption of drugs does not 
heal but damages drug addict. Who would applaud 
what the drug dealer does? Likewise: would it be ap-
propriate to praise the ECB’s action? 

Mr Draghi presents himself as a fairly modest, intellectu-
ally ‘undogmatic’ central bank president stressing the 
importance of the insights produced by economic re-
search for real life monetary policy making (thereby duti-
fully applauding the output of the economics profes-

sion). But the policy maker’s approach is far from being 
scientifically impartial. 

Today’s economics research — as it is pursued, and 
taught, by leading mainstream economists — rests on a 
scientific method that is borrowed from natural science 
and builds on positivism-empiricism-falsificationism. This 
approach, used in economics, does not only suffer from 
logical inconsistencies, its embedded skepticism and rel-
ativism has, in fact, has let economics astray.  

Under the influence of positivism-empiricism-
falsificationism economic theory – in particular monetary 
theory and financial market theory – has become the in-
tellectual stirrup-holder of central banking, legitimizing 
the issuance of fiat money, the policy of manipulating 
the interest rate, the idea of making the financial system 
‘safer’ through regulation. 

In this vein, Mr Draghi praises especially the independ-
ence of central banks — for it would shield central 
bankers from destabilizing political outside influence. 
One really wonders how this argument — one-sided as 
it is — could find acceptance, especially in view of the 
fact that independent central banks have caused the 
great crisis in the first place. 

The Central Bank's Many Friends 

Why is there hardly any public opposition to Mr Draghi’s 
narrative? Well, a great deal of experts on monetary pol-
icy — coming mostly from government sponsored uni-
versities and research institutes — tends to be die-hard 
supporters of central banking. The majority of them 
would not find any fundamental, that is economic or 
ethic, flaw with it. 

These so-called “monetary policy experts,” devoting so 
much time and energy for becoming and remaining an 
expert on monetary policy, unhesitatingly favor and ac-
cept without reservation the very principles on which 
central banking rests: the state’s coercive money produc-
tion monopoly and all the measures to assert and de-
fend it.  

The upshot of such a mindset is this: “Once the appa-
ratus is established, its future development will be 
shaped by what those who have chosen to serve it re-
gard as its needs,” as F.A. Hayek explained the irrepress-
ible expansionary nature of a monopolistic government 
agency – like a central bank.  

Experts, keenly catering to the needs of the state and 
the banks, will make monetary policy increasingly com-
plex and incomprehensible to the general public. Just 
think about the confusing abbreviations the ECB uses 
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such as, say, APP, QE, CBPP, OMT, LTRO, TLTRO, ELA 
etc. In this way central bankers effectively sneak them-
selves out from public and parliamentary control.  

Has the ECB Violated its Mandate?  

It comes therefore as no surprise Mr Draghi hails “non-
standard policy measures” such as quantitative easing 
through which the central bank subsidizes financially ail-
ing governments and banks in particular. Mr Draghi, 
however, does not leave it at that. He also suggests that 
monetary policy should shake off remaining restrictions 
that hamper policy maker’s discretion:  

“[W]hen the world changes as it did ten years ago, poli-
cies, especially monetary policy, need to be adjusted. 
Such an adjustment, never easy, requires unprejudiced, 
honest assessment of the new realities with clear eyes, 
unencumbered by the defence of previously held para-
digms that have lost any explanatory power.”  

These remarks come presumably because the German 
Constitutional Court has found indications that the 
ECB’s government bond purchases may violate EU law 
and has asked the European Court of Justice to make a 
ruling. The German judges say that ECB bond buys may 
go beyond the central bank's mandate and inhibit euro 
zone members' activities.  

The issue is no doubt delicate: If the ECB is prohibited 
from buying government bonds (let alone reverse its 
purchases), all hell may break loose in the euro area: 
Many government and banks would find it increasingly 
difficult to roll-over their maturing debt and take on new 
loans at affordable interest rates. The euro project 
would immediately find itself in hot water.  

Without a monetary policy of ultra-low interest rates and 
bailing out struggling borrowers by printing up new 
money (or promising to do so, if needed) the euro pro-
ject would already have gone belly up. So far the ECB 
has indeed successfully concealed that the pipe dream 
of successfully creating and running a single fiat curren-
cy has failed.  

The crucial question in this context is, however: What 
has changed in economics in the last ten years? Unfor-
tunately, economists that follows the doctrine of positiv-
ism-empiricism-falsificationism feel encouraged to ques-
tion, even reject, the idea that there are immutable eco-
nomic laws, preferring the notion that ‘things change’ 
that ‘everything is possible’.  

Iron laws of human action 

However, sound economics tells us that there are iron 
laws of human action. For instance, a rise in the quantity 
of money does not make an economy richer, it merely 
reduces the marginal utility of the money unit, thus re-

ducing its purchasing power; or: suppressing the interest 
rate through the central bank must result in malinvest-
ments and boom and bust.  

In other words: Sound economics tells us that central 
bankers do not pursue the greater good. They debase 
the currency; slyly redistribute income and wealth; bene-
fit some groups at the expense of others; help the state 
to expand, to become a deep state at the expense of in-
dividual freedom; make people run into ever greater in-
debtedness.  

What central bankers really do is cause a "planned cha-
os." Unfortunately, the damages they create — such as, 
say, inflation, speculation, recession, mass unemploy-
ment etc. — are regularly and falsely attributed to the 
workings of the free market, thereby discouraging and 
eroding peoples’ confidence in private initiative and free 
enterprise.  

The failure of such interventionism — of which central 
bank monetary policy is an example par excellence — 
does not deter its supporters. On the contrary: They feel 
emboldened to pursue their interventionist course ever 
more boldly and aggressively to achieve their desired ob-
jectives. Mr Draghi made a case in point when he said in 
July 2012:  

“[W]e think the euro is irreversible” and “the ECB is 
ready to do whatever it takes to preserve the euro. And 
believe me, it will be enough.” Hayek’s warning in his 
book Fatal Conceit (1988) goes unheard: “The curious 
task of economics is to demonstrate to men how little 
they really know about what they imagine they can de-
sign."  

Mr Draghi’s speech should not convince us that mone-
tary policy rests on sound economics, or that the ECB 
works for the greater good. If anything, it shows that 
economics has been twisted and deformed to service 
the needs of the state and its central bank – which in-
creasingly erodes what little is left of the free market to 
keep the fiat money system going.  

Holding up the fiat euro will result in a coercive redistri-
bution of income and wealth among people, within and 
across national borders, to an extent historically unprec-
edented in times of piece. As a tool of an effectively an-
ti-democratic policy, the single European currency will 
remain a source of interminable conflict, injustice, and it 
will be a drag on peoples’ prosperity.  

 

This article was published by the Mises Institute, Auburn, US Alabama 
on 29 August 2017 (www.mises.org). 
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Precious metals prices and ETF holdings 
Gold ETFs (million ounces) und gold price (USD/oz) 

 
Silver ETFs (million ounces) and silver price (USD/oz) 

 
Platinum ETFs (million ounces) and platinum price (USD/oz) 

 
Palladium ETFs (million ounces) and palladium price (USD/oz) 

 
Source: Thomson Financial.   
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Precious metals prices 

 
  

In US-dollar

I. Actual

II. Gliding averages

5 days

10 days

20 days

50 days

100 days

200 days

III. Projections for 2017

Low High Low High Low High Low High

1.148 1.390 15.9 23.00 906 1.100 700 900

IV. Annual averages

2013

2014

2015

2016

In euro

I. Actual

II. Gliding averages

5 days

10 days

20 days

50 days

100 days

200 days

III. Projections for 2017

Low High Low High Low High Low High

1.008 1.221 14.0 20.20 796 966 615 791

IV. Annual averages

2013

2014

2015

2016

Source: Thomson Financial; own calculations and estimates. 

Gold Silver Platinum Palladium

1.317.1 17.6 994.3 934.0

1.302.7 17.3 983.4 935.4

1.296.2 17.2 981.2 933.9

1.283.9 16.9 975.0 913.5

1.258.3 16.6 942.4 881.8

1.259.4 16.8 941.7 849.2

1.232.4 17.0 950.7 801.3

1.429 24.1 1.487 724

1.260 19.1 1.382 800

1.163 15.7 1.065 706

1.242 17.0 985 617

Gold Silver Platinum Palladium

1.108.0 14.8 836.5 785.7

1.093.3 14.5 825.4 785.1

1.094.2 14.5 828.3 788.4

1.087.5 14.3 825.9 773.7

1.083.4 14.3 811.3 759.1

1.113.1 14.9 832.2 749.6

1.123.7 15.6 867.6 729.2

1.079 18.2 1.123 547

945 14.3 1.035 601

1.044 14.1 955 633

1.120 15.4 888 557
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Bitcoin, performance of various asset classes  
Bitcoin in US dollars  

 
 

Source: Bloomberg  

 

Performance of stocks, commodities, FX and bonds  
(a) In national currencies  (b) In euro  

 

 

 
Source: Bloomberg; own calculations   
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