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TRUTHS ABOUT MONEY  PAST, 

PRESENT, FUTURE  

Introduction  

In this article, I would like to accomplish two goals: First, I want to explain what 

money is (and what it is not). I will argue that money is the medium of ex-

change, and that being the medium of exchange is the only function of mon-

ey. Second, I will point out why the size of the money supply does not matter; 

and that the money supply does not have to grow to make an economy any 

richer. 

These two insights can be considered timeless truths about money, and I be-

lieve they are also of the utmost importance if we want to understand better 

(1) ogress; (2) what 

 past, present, future.  

What money is 

Let me start with the first issue of my talk: and that is explaining what money 

is. Money is the universally accepted means of exchange. It is, in fact, a good 

like any other. What makes it really special is that money is the most marketa-

ble, the most liquid of all goods in the economy.  

Money is no consumption good and no production good. It is the exchange 

good, it is a good sui generis. I should also note that money is not a claim on 

goods, and in a free market, no one is obliged to give you something for your 

money.  

Let us move on and ask: What are the functions of money? According to most 

economic textbooks, the answer is: Money has three functions: means of ex-

change, unit of account, and store of value. Upon closer examination, howev-

er, we can see that money has just one function, and that is the means of ex-

change function.  

The unit of account function and the store of value function and even the 

means of deferred payment function are merely sub-functions of the means of 

exchange function of money. This is easy to understand: The unit of account 

function expresses the exchange ratios of goods and services in money, for ex-

ample, 1 apple costs 1 euro.  
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Precious metals prices

Actual

(spot) 2 W 3 M 12 M

I. In US-dollar

Gold 1.658.8 0.9 13.4 28.9

Silver 16.9 -8.3 0.1 12.0

Platinum 877.6 -9.8 -2.2 3.6

Palladium 2.370.8 -12.3 28.0 67.0

II. In euro

Gold 1.464.3 -3.3 11.0 27.5

Silver 14.9 -12.2 -2.1 10.9

Platinum 774.7 -13.7 -4.4 2.8

Palladium 2.093.0 -16.0 25.3 65.1

III. Gold price in other currencies

JPY 173.764.0 -5.2 9.0 21.2

CNY 11.527.3 -0.2 12.0 33.4

GBP 1.281.8 1.2 13.4 30.5

INR 122.222.3 1.9 16.7 37.2

RUB 118.946.1 13.0 26.7 41.7

Source: Thomson Financial; calculations by Degussa.

Change against (in percent):
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The store of value function (and the means of deferred payment function) 

means that people hold money for exchanging it tomorrow rather than today.  

Optimal money stock 

From this we can draw the following logical conclusion: If money has just one 

function  and that is the means of exchange function , it does not matter 

how small or how large the money stock is. In other words: Whether the money 

stock is 1 million US$, 1 billion US$ or 100 billion US$ does not matter.  

Any given money stock in the economy is as good as any other for financing all 

turnovers necessary: Irrespective of the actual size of the money stock, any 

turnover of goods and services can be conducted with a given money stock.  

A large money stock of, say, 10 billion US$ would lead to high goods prices, 

while a small money stock of, say, 1 billion US$, leads to low goods prices. 

What is perhaps even more important to note in this context  and which might 

catch some of you by surprise  is this:  

No increase in the money supply can improve the monetary function of money. 

An increase in the money supply will merely dilute the effectiveness of each 

money unit in serving as a medium of exchange. In other words: A rise in the 

quantity of money does not confer any social benefit. It simply reduces the ex-

change value of the money unit.  

Why? Because money is  like any other economic good  subject to the law of 

diminishing marginal utility. A rise in the quantity of money reduces the mar-

ginal utility of the additionally obtained money unit versus vendible items. As a 

result (and other things being equal), the additional money units will be ex-

changed against vendible items (sooner or later), thereby raising their money 

prices.  

US, Europe, Asia, or Latin America) the money supply is increasing? This is an 

excellent question indeed, and I promise I will provide you with the answer to-

wards the end of this article.  

Free to choose 

Meanwhile, let me ask you a question: Would you prefer money that loses its 

purchasing power over time? Or would you rather hold money that keeps, or 

even increases, its purchasing power over time? I think that most people (who 

are in their right mind) would opt for money with stable purchasing power or 

money that gains in purchasing power.  

If you were to hold money that is gaining purcha

great? Of course, it would be great for you! But wait: What would happen if 

and when goods prices could not rise, or even fall over time? If that were the 

le?  

Let us assume people opt for money that has a constant supply. (You may think 

of people using bitcoin as money, and the total amount of bitcoin is a constant 

things being eq

m-

 

Precious metal prices (USD/oz) in the 

last 4 years 

 

(a) Gold 

 

 (b) Silver 

 

(c) Platinum 

 

(d) Palladium 

 

Source: Thomson Financial; graphs by   

Degussa. 
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In an economy 

the successful entrepreneur has to make sure that revenues rise faster than 

costs. Likewise, in an economy where there is price deflation, the firm has to 

make sure that its costs fall faster than its revenues. A firm that produces goods 

and services in accordance with market demand can flourish in a price inflation 

as well as price deflation regime.  

Time preference 

What would price deflation do to consu

from buying goods today as they can expect to buy them at lower prices in the 

future? The answer is: No, we cannot come to such a conclusion. First of all, 

there are goods and services, the consumption of which cannot be postponed. 

Think of food, clothes, shelter, etc.  

What is more, there is a phenomenon in the field of human action that is called 

time preference. Time preference means that people value a good available to-

day higher than the same good (under same conditions) at a later point in time. 

The manifestation of time preference is the originary interest rate: It represents 

the value discount a future good suffers vis-a-vis a present good.  

Time preference and the originary interest rate are always positive and can nev-

er disappear  as they are categories of human action. What time preference 

 

Example 

Imagine a car costs $50,000 today and $40,000 in a year. Whether people will 

buy today or postpone their purchase depends on the marginal utility. Of 

course, the marginal utility of buying the car for $40,000 ranks higher on peo-

 

When it comes to making the decision of buying now or buying later, people 

will do the following: They compare the discounted marginal utility of purchas-

ing the good for $40,000 in a year from now against the marginal utility of buy-

ing it for $50,000 today.  

If the discounted marginal utility of buying the car for $40,000 in a year is lower 

than the marginal utility of buying at $50,000 now, people buy now. If it is 

higher, they will postpone their purchase. Everyone will use their individual time 

preference rate for discounting the marginal utility of buying the car in a year 

for $40,000.  

we cannot conclude that people will delay their purchases only because of low-

If 

preference is low, they will tend to postpone their purchases. 

What this example should tell us is this: There would be nothing wrong if and 

when goods prices were to decline (rather than rise) over time. For this would 

not mean that demand will dry up, that the economy would, literally speaking, 

vanish in a black hole. In fact, this is a misleading, a false idea.  

There is no economic reason to think that the economy woul

when the prices of goods decline over time. In fact, prices of goods do not have 
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to rise to make an economy grow. There is no economic reason why you should 

believe that the money supply has to rise over time to make an economy 

wealthier.  

Credit markets 

But what about credit markets if the prices of goods decline, you may ask? If, 

for instance, prices fall by three per cent per year, the purchasing power of 

money increases by three per cent. In this case, I would not exchange my mon-

ey for a T-Bill that yields only, say, two per cent per year. 

To make me part with my money, a borrower would have to offer a return on 

the investment that is higher than the increase in the purchasing power of 

money. Market credit interest rates would approach zero in nominal terms: the 

price component would become negative, corresponding (grosso modo) with 

the positive real interest rate component. It may well be that under such condi-

money world.  

Firms would fund their expenditures by retaining earnings and by rights issues  

rather than taking on new debt, and people would put a higher portion of their 

savings in company stocks than bonds. In a world of goods price deflation, the 

credit market can be expected to function without any problems. But credit 

markets would not be inflated as much as they have become 

money regime.  

 

characteristics: (1) It is money monopolized by the by the state. (2) State-

sponsored central banks, in close cooperation with commercial banks, issue fiat 

money through credit expan

speak. (3) Fiat money is dematerialised money; it consists of colourful paper 

tickets and bits and bytes on computer hard drives.  

Be it the US dollar, the euro, the Chinese renminbi, the Japanese yen or the 

Swiss franc: They are all fiat monies.   

Fiat money is by no means harmless. In fact, it has far-reaching and seriously 

damaging economic and societal consequences, effects that extend beyond 

what most people would imagine. Fiat money is inflationary; it benefits a few at 

the expense of many others; it causes boom-and-bust cycles; it leads to over-

indebtedness; it corrupts society's morals, and it most likely will ultimately end 

in a depression on a grand scale. 

The issuance of fiat money stealthily shifts resources out of the hands of the 

many, and it puts them in the hands of the government and its beneficiaries  

the banking & financial industry, big business, government employees, recipi-

ents of government contracts, to name a few.  

The monopoly over fiat money production allows the state to increase its finan-

cial power immensely, making it possible to expand at the expense of consum-

 

It is by no means overdone to say that fiat money paves the way towards the 
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So here we have arrived at an answer to the question I raised earlier: A fiat 

money system has been established for benefitting some at the expense of 

many others, especially the state and its beneficiaries.  

Privileging fiat money  

You should not fall victim to the belief that the widespread use of fiat money 

does by no means testify voluntary acceptance on the part of money users.  

In a world where governments have monopolised money production, currency 

competition is suppressed, and people are effectively coerced into using fiat 

money for two reasons.  

i-

 

Money is not only used in cash transactions, but also for payment of debt. Legal 

by what the government says is money. 

If government decrees its own fiat currency as money, its money is privileged 

against other money candidates.  

What is more, fiat money  which is of lower quality than, say, gold or silver in 

terms of retaining its purchasing power  drives out the better money. This is 

undervalued by the state out of circulation.  

Second, governments have imposed capital gain taxes and/or value-added taxes 

on goods that might compete with fiat money such as, say, gold, silver or crypto 

units, thereby making them uncompetitive in comparison with the use of fiat 

money.  

A free market in money 

n-

cies, however, there are good reasons for making a case for a free market in 

money.  

In a free market in money, people would have full freedom to choose the kind 

of money they wish to hold, and people would also have the freedom to offer 

goods that others may want to demand as money. 

In a free market in money, it will be the demand for money that will decide 

what money is. And we should have little doubt that people would most likely 

 that is money that preserves its purchasing power 

fairly well over time.  

What kind of money would be chosen in a free market? Mr Miller would opt for 

baker. 

b-

bler will accept as a means of exchange.  

In other words: People will go for a good that has the highest marketability, the 

highest liquidity of all goods.  
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And we tend to know which (physical) properties such a good must have: it 

must be scarce, homogenous, durable, transportable, mintable, divisible, and it 

must represent a relatively high exchange value per unit.  

This explains very well why, in the past at least, people have decided to use pre-

cious metals, especially in the form of gold and silver, as money when they were 

free to choose.  

The message I would like to hammer home is that there is no reason to fear 

 

In fact, it can be expected to work just great  like any other free market such 

as, for instance, the free market for sports shoes, books, music, cars, and mo-

bile phones. 

In other words: A free market in money would provide the best possible money 

at the lowest cost.  

 

So far, I have outlined some timeless truths about money.   

Money is indispensable for a modern economy, for it serves as the means of 

economic calculation.  

Without money, we could not sustain the kind of division of labour and, as a re-

sult, economic prosperity which has been built up over the past.  

The critical question is whether, in the age of digital transformation, new tech-

nologies can be taken advantage of for bringing about better money, sound 

money. I am quite optimistic the chances are there.  

The latest developments in markets for crypto units are certainly promising  

especially so as they signify that people have gone out searching for better 

money. 

n-

cy, its ultimate means of payment, namely gold, have made exciting progress.  

However: While technological progress provides excellent opportunities for im-

proving our money, it might not prove to be sufficient  as governments and 

their central banks do their best to prevent a free market in money.  

And they are powerful defenders of their monopoly status. For instance, central 

banks consider issuing so-

grip on the money and credit system and monetary developments even further.   

In fact, there is the acute danger that the growing power of central banks over 

monetary affairs, if not stopped and rolled back, will ultimately bulldoze that 

what is left of the free society and the free market system.  

So what is really needed is Monetary Enlightenment: Familiarising people with 

time-tested and timeless truths about the nature of money.  
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Informing the people that there is better money for them, and encouraging 

them to demand sound money  money that serves their needs better than 

 

And once people realise that they will be better off with free market money, 

ation of money, legal tender laws and 

tax burdens imposed on potential money candidates will arise.  

Sound economics reveals that people would enjoy more freedom and greater 

prosperity with a means of payment they are allowed to establish in the free 

market.  

So there is good reason to call for a free market in money: To give people the 

freedom to choose which kind of money they would like to use: Precious met-

als, that is gold and silver, or crypto currencies or whatever.  

I hope that this article succeeds in making a t-

 

 

This talk was given by Thorsten Polleit n at the Value of Bitcoin Conference on 5 

March 2020 in Vienna.  

 

*** 
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"[T]he sound-money 

principle has two aspects. 

It is affirmative in approv-

ing the market's choice 

of a commonly used me-

dium of exchange. It is 

negative in obstructing 

the government's pro-

pensity to meddle with 

the currency system." 

 

"It is impossible to grasp 

the meaning of the idea 

of sound money if one 

does not realize that it 

was devised as an in-

strument for the protec-

tion of civil liberties 

against despotic inroads 

on the part of govern-

ments. Ideologically it be-

longs in the same class 

with political constitu-

tions and bills of right." 

 

Ludwig von Mises  

(1881 – 1973)  
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PRECIOUS METALS PRICES 

 
  

In US-dollar per ounce

I. Actual

II. Gliding averages

5 days

10 days

20 days

50 days

100 days

200 days

III. Estimate for end 2020

Bandwidths Low High Low High Low High Low High

1440 1840 16 26 780 990 1380 1650

(1) -13 11 -4 56 -11 13 -42 -30

IV. Annual averages

2016

2017

2018

In euro per ounce

I. Actual

II. Gliding averages

5 days

10 days

20 days

50 days

100 days

200 days

III. Estimate for end 2020

Bandwidths Low High Low High Low High Low High

1350.0 1730.0 15.3 24.8 730.0 930.0 1290.0 1550.0

(1) -8 18 2 66 -6 20 -38 -26

IV. Annual averages

2016

2017

2018

Source: Thomson Financial; own calculations and estimates. Numbers are rounded.
(1) Estimated return against actual price in percent. 

1116 15 844 760

1072 13 743 863

1347.5 15.5 813.8 1646.4

1120 15 888 557

1436.9 16.1 869.8 2158.8

1385.6 15.9 847.3 1903.6

1470.0 15.4 789.0 2296.4

1477.9 16.1 843.6 2336.2

1464.0 15.0 774.2 2093.8

1469.5 15.2 776.1 2202.1

1268 15.8 880 1019

Gold Silver Platinum Palladium

1532.9 17.5 937.4 2105.0

1495.4 17.1 903.0 1825.7

1625.2 17.7 926.8 2567.7

1586.6 17.8 960.2 2382.4

1657.6 17.1 875.4 2484.0

1639.6 17.2 879.8 2559.7

Gold Silver Platinum Palladium

1657.9 16.9 876.8 2371.0

1690 22.9 930 1570

1580 22 870 1470

1242 17.0 985 617

1253 17.1 947 857
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BITCOIN, PERFORMANCE OF VARIOUS ASSET CLASSES   
Bitcoin in US dollars  

  

Source: Thomson Financial; graph by Degussa.  

 

Performance of stocks, commodities, FX and bonds  

(a) In national currencies  (b) In euro  

 

 

 
Source: Thomson Financial; calculations by Degussa.   
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Articles in earlier issues of the Degussa Market Report    

Issue Content  

12 March 2020 Truths About Money  Past, Present, Future 

27 February 2020  Inflation Policy And Its Supporters 

13 February 2020 Gold-ETFs Versus Physical Gold: Difference Matters 

30 January 2020  Do Not Think The Era Of Boom And Bust Has Ended 

23 January 2020 Bull Markets, No Bubble Markets: Gold And Silver In 2020 

19 December 2019  The Inflation Sham 

5 December 2019 Why the Feared Crash Keeps Us Waiting  

21 November 2019 Asset Price Inflation and the Price of Gold 

7 November 2019  ETFs Drive Gold Demand  

24 October 2019  The Inflationary Supply Of Unbacked US Dollars And The Price Of Gold  

10 October 2019   

26 September 2019  The US Dollar Beast  

12 September 2019 The Inflationary Tide That Lifts all Boats but One 

29 August 2019  The Disaster of Negative Interest Rate Policy  

15 August 2019  The Gold Bull Market Is Back 

1 August 2019  Gold And Silver Prices  Get Going!  

19 July 2019  

4 July 2019  It Looks Like A Gold Bull Market, It Feels Like A Gold Bull Market  Maybe It Is A Gold Bull Market? 

19 June 2019 Good Money, Bad Money And How Bitcoin Fits In 

6 June 2019  Gold Outshines The US Dollar  

23 May 2019  The Boom That Will Have It Coming 

9 May 2019 The Crusade Against Risk 

25 April 2019 A Sound Investment Rationale for Gold   

11 April 2019  Be Prepared For All Possibilities. The Case For Gold 

28 March 2019  Sword of Damocles Over Asset Prices 

14 March 2019  The Big Central Banks Increase the Case for Gold 

28 February 2019 The Fed Takes Full Control of the Bond Market  And Raises The Value of Gold 

14 February 2019  Everything You Always Wanted to Know About Karl Marx and Central Banking (*But Were Afraid To Ask) 

1 February 2019   

17 January 2019  US Interest Rate Down, Price of Gold up  

20 December 2018  Gold Money in a Digitalised World Economy 

10 December 2018 The Fed Supports Gold  

23 November 2018  The Fed Is Not Our Saviour  

9 November 2018 The Missing Fear  And The Case For Gold 

26 October 2018 President Trump is right: The Fed Is A Big Problem 

12 October 2018  Here Goes The Punch Bowl  

28 September 218  

14 September 2018 How Fed Policy Relates to the Price of Gold 

31 August 2018 Central Banks Enrich a Select Few at the Expense of Many 

The Degussa Marktreport (German) and the Degussa Market Report (English) are available at:  

www.degussa-goldhandel.de/de/marktreport.aspx.  
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Goldhandel GmbH makes no guarantee or warranty with regard to correctness, accuracy, completeness or fitness for a particular purpose. 
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ions expressed herein do not necessarily reflect the opinions of Degussa Goldhandel GmbH. Degussa Goldhandel GmbH is under no obligation to up-
date, modify or amend this document or to otherwise notify its recipients in the event that any circumstance mentioned or statement, estimate or fore-
cast set forth in this document changes or is subsequently rendered inaccurate. 
The past performance of financial instruments is not indicative of future results. No assurance can be given that any views described herein would yield 
favorable returns on investments. There is the possibility that said forecasts in this document may not come to pass owing to various risk factors. These 
include, without limitation, market volatility, sector volatility, corporate actions, the unavailability of complete and accurate information and/or the cir-
cumstance that underlying assumptions made by Degussa Goldhandel GmbH or by other sources relied upon in the document should prove inaccurate. 
Neither Degussa Goldhandel GmbH nor any of its directors, officers or employees shall be liable for any damages arising out of or in any way connected 
with the use of this document and its content. 
Any inclusion of hyperlinks to the websites of organizations in this document in no way implies that Degussa Goldhandel GmbH endorses, recommends 
or approves of any material on or accessible from the linked page. Degussa Goldhandel GmbH assumes no responsibility for the content of and infor-
mation accessible from these websites, nor for any consequences arising from the use of such content or information. 
This document is intended only for use by the recipient. It may not be modified, reproduced, distributed, published or passed on to any other person, in 
whole or in part, without the prior, written consent of Degussa Gold GmbH. The manner in which this document is distributed may be further restricted 
by law in certain countries, including the USA. It is incumbent upon every person who comes to possess this document to inform themselves about and 
observe such restrictions. By accepting this document, the recipient agrees to the foregoing provisions. 
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Phone: +49-30-8872838  0 · berlin@degussa-goldhandel.de 
 

Hamburg (shop & showroom): Ballindamm 5 · 20095 Hamburg 
Phone: +49-40-329 0872  0 · hamburg@degussa-goldhandel.de  
 

Hanover (shop & showroom): Theaterstraße 7 · 30159 Hanover 
Phone: +49-511-897338  0 · hannover@degussa-goldhandel.de  
 

Cologne (shop & showroom): Gereonstraße 18-32 · 50670 Cologne 
Phone: +49-221-120 620  0 · koeln@degussa-goldhandel.de 
 

Munich (shop & showroom): Promenadeplatz 12 · 80333 Munich 
Phone: +49-89-13 shop & showroom 92613  18 · muenchen@degussa-
goldhandel.de 
 

Munich (Old Gold Centre): Promenadeplatz 10 · 80333 Munich 
Phone +49-89-1392613  10 · muenchen-altgold@degussa-goldhandel.de 
 

Nuremberg (shop & showroom): Prinzregentenufer 7 · 90489 Nuremberg 
Phone: +49-911-669 488  0 · nuernberg@degussa-goldhandel.de 
 

Pforzheim (refinery): Freiburger Straße 12 · 75179 Pforzheim 
Phone: +49-7231-58795  0 · pforzheim@degussa-goldhandel.de 
 

Stuttgart (shop & showroom): Kronprinzstraße 6 · 70173 Stuttgart 
Phone:: +49-711-305893  6 · stuttgart@degussa-goldhandel.de 
 

Retail buying and selling outlets around the world: 
 

Zurich (shop & showroom): Bleicherweg 41 · 8002 Zurich 
Phone: +41-44-40341 10 · zuerich@degussa-goldhandel.ch 
 

Geneva (shop & showroom): Quai du Mont-Blanc 5 · 1201 Genève 
Phone: 0041-22 908 14 00 · geneve@degussa-goldhandel.ch 
 

London Sharps Pixley Ltd (member of the Degussa  Group) 
Phone +44-207 871 0532 · www.sharpspixley.com 
 

Madrid (shop & showroom): Calle de Velázquez 2 · 28001 Madrid 
Phone: +34-911 982 900 · info@degussa-mp.es 

mailto:info@degussa-goldhandel.de
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