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US Dollar and Gold – Is This Time Different?  
On 13 August 2018, the price of gold fell below 1.200 USD/oz, declining to a 
1.5 year low. What to make of this move? It seems that several factors have 
been at work in triggering the gold price decline. At the same time, it does not 
seem too far-fetched to think that the current market price of gold is now well 
below its true value, and so the chance for the gold price to go up outweighs 
the risk of a further drop by quite a margin. Here is why: 

Given recent market uncertainty – amongst other things due to the Turkish Lira 
crisis and other emerging market currencies being affected by the turmoil – in-
vestors have substantially increased their demand for the Greenback. It does not 
only serve as a "safe haven" currency, but it also offers a positive interest rate 
(e.g. 2-year US bills offering a yield of around 2.6 per cent). In the international 
context, this is a rather attractive combination from an investor's point of view. 

What follows is an appreciating US dollar and – as its flipside – a decline in the 
price of gold in US dollar terms. In fact, investors seem to be convinced that the 
Greenback is the currency to hold, and that the US dollar can outshine the ‘gold 
currency'. This, however, appears to be a questionable proposition. For the end 
of the Fed's hiking cycle might be closer than the market expects. The reason 
lies in the growing international US dollar indebtedness.  

In the period of extreme low US interest rates, many foreign borrowers – in par-
ticular, those from emerging market economies – have taken on US dollar de-
nominated debt. An appreciating US dollar causes them quite some trouble: It 
increases the costs of serving their debt. What is more, it makes rolling-over ma-
turing US dollar debt more difficult: Lenders become hesitant to renew loans, 
and if they do, they can be expected to charge higher interest rates.  

Deterioration in credit availability and the cost of funding undoubtedly has the 
potential of unhinging the credit-driven boom in many emerging market econ-
omies. This, in turn, is most likely to also have negative consequences for the 
developed economies around the world, including the United States of America. 
To cut a long story short: It seems that the Fed’s room for manoeuvring is quite 
limited, much more constrained than many market observers might expect.  

Due to the high dependence of many economies around the globe on the US 
dollar, the Fed can no longer gear its monetary policy to the needs of the US 
economy alone. It can no longer ignore the consequences its monetary policy is 
most likely to have on other economies around the world. While the US econo-
my may well need higher interest rates, many countries will have significant 
problems coping with US borrowing costs going up. 

As soon as the financial markets find out that the Fed cannot continue its US 
economy-centred monetary policy, there is a decent chance that the reserve cur-
rency status of the US dollar will be critically reviewed. Because the question is: 
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Precious metals prices
Actual
(spot) 2 W 3 M 12 M

I. In US-dollar
Gold 1.174.0 -3.2 -8.1 -9.1
Silver 14.6 -5.2 -11.1 -14.0
Platinum 774.5 -6.3 -12.1 -17.2
Palladium 883.5 -2.9 -10.8 -3.0
II. In euro
Gold 1.031.5 -1.6 -6.2 -4.6
Silver 12.8 -3.6 -9.2 -9.7
Platinum 680.7 -4.9 -10.0 -13.3
Palladium 776.0 -1.5 -8.8 1.4
III. Gold price in other currencies
JPY 130.088.0 -3.6 -7.9 -10.4
CNY 8.088.8 -2.4 -1.7 -4.9
GBP 922.5 -1.1 -4.4 -2.9
INR 82.297.0 -1.0 -5.3 -1.6
RUB 78.313.6 2.0 -3.3 4.7
Source: Thomson Reuters; own calculations.

Change against (in percent):
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What does it mean if the Fed's monetary policy has to increasingly factor in the 
financial and economic needs of the ‘global economy’? The answer? The cur-
rently unshakable belief in the Greenback's safe-haven status will lose some of 
its shine.  

The Fed's monetary policy would become, more than ever, a ‘bail-out policy' for 
the rest of the world, that is coming to the rescue of foreign borrowers who 
have overstretched themselves by taking on US dollar debt. Printing great 
amounts of money and providing it at artificially low interest rates would be-
come the hallmark of the ‘new Fed policy’. Hardly an outlook to inspire investor 
confidence in the Greenback’s store of value function. 

In fact, the current inflow into the US dollar seems to disregard the consequenc-
es this will have on the international credit system and, as a result, the Fed's 
monetary policy. The uncomfortable truth is that keeping the global credit sys-
tem going, the Fed will have to churn out more fresh money, provided at artifi-
cially low interest rates.  

Now you may ask: What is going to happen if the Fed ignores the consequences 
its policy has for much of the rest of the world? If it keeps raising interest rates 
according to the needs of the US economy? Well, the ‘day of reckoning' would 
presumably not be long in coming. If the Fed's monetary policy tightening tanks 
the boom of other economies around the world, the US economy is unlikely to 
escape the mess – and the Fed will have to reverse course.  

Against this backdrop, investors are unlikely to get happy betting on the US dol-
lar as the one and only ‘safe-haven currency’. In fact, from the viewpoint of the 
savvy investor, the ‘gold currency' will have a role to play because the purchasing 
power of the yellow metal cannot be debased by central banks' monetary policy. 
On top of that, gold does not carry a default- or credit-risk as time and savings 
deposits undeniably do. 

Current price action in financial markets clearly suggests that investors do not 
fear inflation or systemic default risks. This, however, appears to be grossly un-
derestimating the true risk profile in the global credit and monetary architecture 
and it may well explain why there has been a sell-off in gold in recent days. 
However, there are good reasons to conclude that the sell-off has gone too far 
and that it has pushed the price of gold well below its ‘true value'. 

In other words, gold has become cheap (and undeservingly so) – which might be 
painful for those currently holding gold but offers an excellent opportunity for 
those who want to build up their gold positions. In any case, it appears that we 
are right in the middle of a situation in which market prices do not reflect ‘true 
values': The stock market seems to be expensive, and gold is too cheap. And his-
tory taught us that over- and undervaluations will be corrected over time. 

This brings us back to the relation between the US dollar and gold. We might 
have entered a phase in which the US dollar – an unbacked paper currency – is 
no longer, and for political-economic reasons can no longer, serve as the world's 
only reserve currency. If this assessment is true, or even half-true, going forward, 
the price of gold can be expected to move higher by quite a margin; perhaps 
much higher than most people expect under current conditions.  

Gold price per ounce  
in US dollars and all world  
currencies (excl. the US dollar)* 
January 2008 to August 2018 

 
Source: Bloomberg; own calculations. 
*Calculated from the gold price 
(USD/oz) and the nominal trade 
weighted exchange rate of the US dol-
lar. The timeline was indexed at 5 Sep-
tember 2011 with a value of 1.900.  
 
 

Current gold price is well below its 
‚estimated value‘  
Gold price (USD/oz), actual and estimat-
ed (1) 

 
Source: Thomson Financial; own calcula-
tions. (1) Period: January 1972 to July 
2018. Explanatory variables: US money 
stock M2, US short-term real interest rate 
and corporate credit spread. Grey area: 
standard error.  
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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. Bandwidths for 2018 Low High Low High Low High Low High

1248 1472 16.0 21.0 936 1048 1033 1261

(1) 6 25 9 43 20 34 16 41

IV. Annual averages

2014

2015

2016

2017

In Euro

I. Actual

II. Gliding averages

5 days

10 days

20 days

50 days

100 days

200 days

III. Bandwidths for 2018 Low High Low High Low High Low High

1080.8 1274.2 13.8 18.2 810.4 907.6 894.1 1091.7

(1) 5 23 8 41 18 32 14 39

IV. Annual averages

2014

2015

2016

2017

Source: Thomson Financial; own calculations and estiamtes.
(1) Estimated return against actual price in percent. 

Gold Silver Platinum Palladium

1175.3 14.6 780.2 893.0

1193.9 15.0 800.8 888.8

1203.6 15.2 815.7 898.7

1213.8 15.3 823.0 910.1

1242.8 15.9 843.7 939.7

1279.7 16.2 878.4 958.8

1294.6 16.4 917.3 993.2

1260 19.1 1382 800

1163 15.7 1065 706

1242 17.0 985 617

1253 17.1 947 857

Gold Silver Platinum Palladium

1032.0 12.8 685.0 784.1

1048.7 13.1 703.3 780.6

1048.1 13.2 710.2 782.5

1048.0 13.2 710.5 785.7

1068.0 13.6 725.0 807.5

1082.5 13.7 742.9 811.3

1081.5 13.7 766.0 829.8

945 14 1035 601

1044 14 955 633

1120 15 888 557

1116 15 844 760
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Bitcoin, performance of various asset classes   
Bitcoin in US dollars  

  

Source: Thomson Financial.  

 

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

 

 

 
Source: Thomson Financial; own calculations   
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