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			Foreword

			by Dr. Arthur B. Laffer

			Before I ever was known as a tax economist, I was a currency economist. In the 1960s, as a graduate student at Stanford University and then ascending in the ranks at the University of Chicago, I studied, wrote, and published about what kind of money people the world over like to have. I was a “trade” economist, in the jargon of the field. I was interested in what monetary media people voluntarily take in exchange for the product of their labor and capital commitments. I found that, globally, people love to trade their own products for the money of the places that have exceptional growth potential. If a place is going to grow and prosper, you want to have whatever money works in that place. To invest in an area on the cusp of a boom—people will do anything to get the instrument, the money, that works in that place.

			Events came crashing down. In 1971, while I was working for the administration (as the Chief Economist, under director George Shultz, of the Office of Management and Budget), President Nixon took the dollar off gold. All bets were off. Exchange the product of your labor and capital commitments for fiat money? Fat chance. Before 1971, the dollar was convertible in gold at a fixed price ($35 per ounce), and other currencies were convertible to the dollar (and by extension, gold), at fixed rates of exchange. After 1971, who knew what any currency was worth.

			I fought this transition as it happened, valiantly I do believe, but it came nonetheless. And then people said forget it, I’ll decline to produce and instead dedicate myself to protecting my assets. On came the 1970s. The decade of stagflation—recession plus inflation—had everyone scrambling into gold, silver, art, durables, land, anything that could get them out of currencies.

			“Stagflation” in the 1970s forced me to become a tax economist. If someone were to lower their marginal rate of taxation—thus increasing the after-tax return on labor and capital—money would flow there, and out of the myriad hedges, I reasoned. At last, beginning in 1978, the United States started to cut its tax rates. It took the capital gains tax rate down from an unconscionable 50 percent (unadjusted for inflation) to a we-can-talk 28 percent. California cut its property tax by 60 percent and capped future increases. When Ronald Reagan became president in 1981, he made it his purpose to cut tax rates over and over. The top rate of the income tax, under Reagan, plummeted from 70 to 28 percent. As all this took hold, people decided that they wanted the dollar again, and big time. The dollar price of gold and of foreign exchange fell like a stone. Economic growth did the opposite. It took off like a rocket.

			Reagan proved that fiat money can work—if you lower tax rates, in particular at the top. People raced to get the dollar in the 1980s and the 1990s, as the economy explored new heights of prosperity. In the new millennium, once again people wanted the dollar not so much—as the federal government opted for spending, spending, spending, over further marginal tax cuts (a wonderful exception was the Tax Cuts and Jobs Act of 2017).

			I am going into all this because over my long career, it has become clear to me (not that I didn’t know it at the outset), the public detests fiat money and loves, loves, loves classical money, above all money convertible in gold. The fiat dollar can work, if tax rates are competitively very low. Otherwise, people want hard money, classical money, gold and silver money, like for eons in the past.

			Bitcoin has occasionally been worth, in total in the markets, $2 trillion. That’s something. Lots of people with lots of money have devoted their resources to this development. We should listen to them. Bitcoin is private money, and as this book so resoundingly details, private money has been our history up to quite recently, within my own professional lifetime. People love private money, far and away more than the feelings they have for government fiat money, and they have good reason to love it. It was the money that accompanied the economy to its greatest heights in years past, before our eras of stagflation and “secular stagnation.”

			We used to have a gold standard—and we did so well while having it. The price level was stable for over a century before the founding of the Fed in 1913, while the money supply, along with economic growth, expanded like crazy. We had a price rule for our money. A dollar was explicitly worth something—a twentieth of an ounce of gold. Since the Fed was founded, the dollar has collapsed in value by 98 percent—huh? Why did we ever abandon classical money?

			I can perfectly see a future in which Americans seek to reclaim their monetary legacy and redefine the dollar in a foundational asset. Gold served in times past, and now here is Bitcoin.

			The idea that the fiat Fed dollar is going to be our be-all-and-end-all currency for the next hundred years is fanciful. Of course we are going to have monetary innovation, and if we do it right, for the better. Bitcoin is a fascinating, hugely popular, and technically masterful response to our currency crisis. Think it’s not in accord with our glorious history? Read Free Money.




		
			Prologue

			Time and Gold

			This book has two purposes. The first is to show what money is and how issuers of money used to work. The second is to show that the new blockchain technology (represented predominantly by Bitcoin) has the capacity to bring into the present day the principles of good, sound money of a glorious past of economic growth and prosperity. The future promises to be no less flourishing.

			In his domain (in modern-day Peru) in 1532, the Inca king Atahuallpa marched with several thousand lightly armed attendants into a courtyard where a small force of armed-to-the-teeth Spaniards massacred everyone except him. (It was similar to the Red Wedding, except for the king-living part.) Atahuallpa proposed to his captors that he ransom himself. As William Prescott recounted the episode in his History of the Conquest of Peru (1847), Atahuallpa “would engage to cover the floor of the apartment on which they stood with gold…. He said, with some emphasis, that ‘he would not merely cover the floor, but would fill the room with gold as high as he could reach’; and, standing on tiptoe, he stretched out his hand against the wall.” Atahuallpa’s captor Francisco Pizarro set to “drawing a red line along the wall at the height which the Inca had indicated. The apartment was about seventeen feet broad, by twenty-two feet long, and the line round the walls was nine feet from the floor.”1

			Over the course of several months, the room slowly filled, care of the deliveries of the king’s further minions, until it topped out, in today’s prices, with over $1 billion of gold. Two additional rooms were filled with silver (because why not?). Atahuallpa, however, did not live happily ever after. Pizarro still had him killed (as would have happened in Game of Thrones). The Spanish forces wanted all that gold and silver—not because it had value like oil would have in fueling a ship, or a large grain harvest would have in feeding livestock, but because gold and silver functioned exceptionally well as a store of value and a medium of exchange. When the Spanish hoarded the precious metals, they knew they were holding on to things that kept their value and would be worth that value when, with the metals, they sought to buy goods and services or to make an investment. Better than any other article over so many times and places in world history, gold and silver have had the central characteristics of money. Gold makes fine jewelry and has some manufacturing uses, but if it had greater value in those areas, most of it would not be kept in vaults.

			The classical gold standard of the past was a system in which the paper money and bank loans that various entities and institutions issued had a definition in gold. This is different from only issuing gold coins. Money defined in gold (or gold and silver together) can expand and contract in supply according to the requirements of the economy. The standard three-part definition of money is that money is 1) a medium of exchange or a transaction instrument, 2) a unit of account, and 3) a store of value. Money is a medium of exchange in that it is how people agree to get a deal done, exchanging goods and services, without bartering. Instead of swapping a tire for some milk, we use money to pay for the milk, and the milkman can go spend that money at a bar or wherever. Money is a unit of account in that it is a common metric by which things of different natures can be assessed against each other. Money is a store of value in that it retains (or should retain) its value through long durations, through even the ups and downs of eras and civilizations.

			A unique aspect of gold is that it takes a certain amount of time to acquire new gold. The amount of gold extant is hard to increase, or for that matter, decrease (we have most of the gold ever mined in our possession today). Gold lies in the earth, usually deep, and mining takes time and lots of effort—lots of money—to get more of it. If we have to get more of it, it is a pain. Same with slightly more abundant silver. Therefore, societies have developed other forms of money—currency, bank loans—that take far less time to produce but are redeemable in gold or silver.

			Judas betrayed Jesus for thirty pieces of silver. Thirty pieces of silver as of 2023 were worth about $700. That $700 was worth six months’ income for a family two thousand years ago. Nowadays, $700 is less than a week’s salary for the average family, or half a COVID check from Uncle Sam. Many tasks in the economy take less time now than ten years ago, one hundred years ago, or five hundred years ago. If it takes half a year’s worth of labor to feed a person, then half the population has to work full time at farming. Less than 2 percent of the population are farmers now. (How many people get paid by the government not to farm?) Most people are no longer farmers because it no longer takes so much of everyone’s time to get the food we eat. We use trackers and a whole array of new technologies and techniques instead of the plows and draft animals of the past. This has increased farm yields spectacularly. As for distribution, how many New Yorkers ate avocados regularly in 1776? A vacuum cleaner today costs the same in terms of work as it did in the 1950s. But vacuum cleaners today are lighter and sweep better than the iron-belled behemoths of yesteryear.

			Properly functioning economies get more efficient. This means one thing above all: people are getting more efficient with their time. It is hard to believe that people these days who binge-watch an entire television show are efficient. But true enough, we are amazingly efficient compared to people in the past. Surely, we are no better than people in the past. We just have tools that they did not. Do you want to talk to someone ten miles away? Easy—pick up the phone and call the person. Better yet, just text. Almost all of our daily tasks take a fraction of the time that they used to. For fun, look up the cost required to light up a house before the light bulb or even Standard Oil.2

			Gold and silver remain hard to get from the ground. Yet our use of time in making each thing of economic value has increased and increased. To spend time digging up gold and silver for money would appear to be a remarkable waste, because our time these days is so good, so effective, when applied to producing things. Yet the price of gold rose sevenfold (and silver fivefold) in the first two decades of the 2000s, having been largely stable for ages. We have wasted time going after final money—gold and silver—because our nominal money, our dollars typically, have not held their value. The chief problem is that these dollars no longer abide by a definition in something very hard to get, like gold or silver, the great bases of money in the past.

			If we get better at using our time, but our money devalues simultaneously, it is no different from extending the units of time while keeping our money constant. Extending units of time—saying one second is two seconds, for example—is ridiculous. We have to sleep eight of every twenty-four hours no matter how we wish to define a day. Given that we can measure value in terms of time efficiency against an unchanging unit of time, we should be able to measure value in terms of an unchanging unit of money. How much does thirty pieces of silver buy today compared to Year 33? Much more, in terms of both the price of stuff and its quantity, because of time efficiency.

			Inflation and currency devaluation at even a moderate rate can lead to a loss of faith such that money loses its value and imperils people’s entire savings, savings that can be lost even in short time spans. In the classical gold and silver standard eras, there was a constant feedback loop to those institutions, banks mainly, issuing money. If the issuers did not maintain the confidence of their depositors, there would be a bank run. A bank’s job was to make as much money as possible without jeopardizing the confidence of their depositors. The level of confidence of the depositors was clear, measured by how much they did or did not demand that their money be redeemed in the base unit, gold or silver. Under a government-controlled fiat system, that duty was transferred to central banks. But nobody has deposits at the central banks outside of the banks themselves. And then the central banks said that they did not want to define their money in gold or silver anymore. Money devalued like nobody’s business, even though the economy, for better or worse, generally stayed quite productive. What a world. Bitcoin beckons toward a new one.

			If there is anything to remember from these pages, it is that first, prosperity and opportunity were the norm under classical, largely privately made money. The second is that all major crises in the world today connect in some manner to the store-of-value crisis. This crisis has been continuing, as of the 2020s, for 110 years, from the European powers’ going off the gold standard during World War I, to the tenuous gold standard restoration of Bretton Woods after World War II, and finally to the gold window’s closing in 1971, complete with the general ceding of monetary wisdom and authority to credentialed professionals (such as at the Federal Reserve). Money is broken because the store-of-value component—the most important part—is broken. When people say time is money, this is because money represents time stored. Stored time with modern money melts away like ice does in a drink.

			

			
				
					1	William Hickling Prescott, History of the Conquest of Peru (Project Gutenberg, 2014), Ch. 5.

				

				
					2	See William D. Nordhaus, “Do Real-Output and Real-Wage Measures Capture Reality? The History of Lighting Suggests Not,” in The Economics of New Goods, eds. Timothy F. Bresnahan and Robert J. Gordon (Chicago: University of Chicago Press, 1996).

				

			

		

	
		
			Chapter 1

			Introduction: A Monetary Collective Unconscious

			In the 1984 movie Revenge of the Nerds, the heroes have a statement to make as the story comes to its conclusion. After a group of big-man-on-campus fraternity men trash the nerds’ house at Adams College, the bespectacled Gilbert has this to say:

			I just wanted to say that I’m a nerd, and I’m here tonight to stand up for the rights of other nerds. I mean, all our lives we’ve been laughed at and made to feel inferior. And tonight, those bastards, they trashed our house. Why? Cause we’re smart? Cause we look different? Well, we’re not. I’m a nerd, and I’m pretty proud of it.

			His friend Lewis comments as well:

			Hi, Gilbert. I’m a nerd too. I just found that out tonight. We have news for the beautiful people. There’s a lot more of us than there are of you. I know there’s alumni here tonight. When you went to Adams you might’ve been called a spazz, or a dork, or a geek. Any of you that have ever felt stepped on, left out, picked on, put down, whether you think you’re a nerd or not, why don’t you just come down here and join us. Okay? Come on.

			And then Gilbert again: “Just join us, cause no one’s gonna really be free until nerd persecution ends.” Before the speeches, Lewis had stolen the girlfriend of the quarterback of the football team.3

			Three years later, in 1987, Microsoft founder William H. Gates became a billionaire. He was a “Bill-ionaire,” as the Economist put it, next to a chart marking his stock’s take-off. In the 1990s, mind-numbing fortune after mind-numbing fortune was made by the likes of Harvard dropout Gates, high-school valedictorian Jeff Bezos (founder of Amazon.com), and Trekkie-type Steve Wozniak (cofounder of Apple Computer). As the internet came into widespread use in that decade, innumerable aspects of business and daily life began to experience transformation. By the close of the millennium, the idiom “brick-and-mortar” had become current to describe the kind of establishments—those that sell their wares to customers in buildings such as shopping malls—that probably would bite the dust as the tech revolution fully unfolded in the twenty-first century. Among the first retrospectives of the remarkable information technology revolution was the 1996 documentary titled Triumph of the Nerds.4

			Today, it is rather unheard-of for a young person—a high school or college student, for example—to be ridiculed for being a computer junkie. It is assumed, in the 2020s, that if a young person has a natural interest and facility in internet architecture, virtual reality, artificial intelligence, gaming, websites, or streaming video, this person may, at the minimum, soon end up as a desired and well compensated professional. There is a non-negligible chance that this person will do more, such as become fatly rich and, in some noteworthy way, change the way lives are lived. As investing plutocrat Stanley Druckenmiller has remarked of Bezos, he is a “serial monopolist” strangling such blue-chip businesses as International Business Machines. Today, people keep a gimlet eye on the young computer aficionado. This person has an odds-on chance of rocking our world.5

			Decades ago, in the early 1980s, in the culture attested to in the movie with Gilbert and Lewis, a smugness still prevailed concerning “nerds.” In the movie, even though one of them got the girl, the most the nerds were generally bidding for was a basic minimum of acceptance and affection. The nerdy alums were encouraged to come down and join the group in a show of support and coming-out. In 1984, at the movie’s release, there was, as yet, no sense that an earthquake in economic and, indeed, social life was about to come at the hands of just this group of dear people. Now we assume that ever more waves of computer types of the Gates-Bezos-Wozniak and Elon Musk sort will rock our world and continue to do so in unimaginable ways, not all of them comfortable, for fully the rest of our natural lives.

			A thought might be spared for the social prejudice that got shunted aside in this process. What happened to the animus, once flourishing, to mock nerds? It got the comeuppance of the ages, to be sure. Did it just give up and fade away? If such phenomena behave like pathogens, this prejudice went into abeyance, bided its time, and cruised for new objects, new hosts. Among all the various developments within the technological revolution since the 1990s, perhaps only one wound up on the receiving end of the old, battered, conquered-but-still-determined anti-nerd social prejudice. This was the development of cryptocurrency, specifically Bitcoin.

			Bitcoin launched the cryptocurrency movement in October 2008. A publication of a pseudonymous white paper that month introduced Bitcoin, by name, as a new transferable but un-sharable and permanently publicly recorded internet protocol token that clearly could function as a currency. The computer science of Bitcoin derived from the structure and possibilities of networked machines. In the 1980s and 1990s, computer scientists outlined the possibilities of a public “distributed ledger” of replications of digital data. The Bitcoin white paper proposed that computers working on replicating items in a public distributed ledger or “chain” could encrypt one-way transactions. Each data development could be “hashed” or coded to a private account, which in turn could be stored by the owner or offered up on the distributed ledger in a transfer to another hashed account. Crucially, as such processing proceeds, the world of networked computers comes into in necessary agreement that each development in the chain has taken place. The possibilities of digital money were made manifest. In January 2009, the writer of the Bitcoin white paper released a “Bitcoin Code” that rewarded those who processed confirmations of Bitcoin transactions in more Bitcoin, a process that became known as “mining” (its practitioners are “miners”). The Bitcoin Code also limited, by the consent of the global network community, the total number of Bitcoin to 21 million. Transactions in Bitcoin began. The first of them appears to have been for a pizza.

			Who created Bitcoin is one of the great mysteries of our age. The author of the white paper was Satoshi Nakamoto, a nom de plume. People close to the author (if not, possibly, the author) included top stars in the computer science firmament, such as Hal Finney of the California Institute of Technology. Nonetheless, among the early adopters and advocates of Bitcoin were a variety of down-and-outers. Young men squatting in their parents’ basements—that archetype of the soft labor market of the slow-growth twenty-first century—were the face of Bitcoin accumulators and miners. The miners doing the mining that takes place with each Bitcoin transaction, per the protocol; computer users (many now automated) around the world verifying and completing each transaction for more Bitcoin by solving increasingly complex algorithms; here was the Bitcoin demimonde. Young people in basements in the aftermath of the Great Recession mining Bitcoin—this is what happens, what society deserves, when slow economic growth meets computer weirdness. Such was the general view with respect to Bitcoin on or about the early second decade of the 2000s.

			Bitcoin initially sold for under a cent. To buy Bitcoin, one got onto the offbeat network and offered fiat currency—government-issued money like the United States dollar, via a bank account, for example—and bid an amount near the last price recorded in the online ledger to whoever might sell to you. If your bid was accepted, you got the Bitcoin in your “wallet.” This was a computer account with a password. If you lost the password, you lost the Bitcoin (and so did the world). Exchanges began to materialize such that a third party could be a custodian for your Bitcoin. Coinbase, for example, opened in 2012.

			Bitcoin swung wildly in price in its early days, if ultimately in an arc of serious appreciation. From thirty cents it went, in 2011, to three dollars, then thirty dollars, lurching down again, then back up to fifty dollars and even $1,000 in 2013. Then it went back down to $175. After the first nearly 90 percent crash from $1,000 in 2013, Bitcoin went reliably up, into the low thousands in early 2017. It spiked to $20,000 late that year and settled back in the single-digit thousands. In 2020, it broke out, powering past $65,000, only to go into another “crypto winter” (as the term goes) back to 2017 levels before breaking out past $65,000 again.

			The notorious swinging price of the early days of Bitcoin gave rise to the pet internet meme of Bitcoin users. This is the word “HODL” in all caps. Late one night in December 2013, on the message board Bitcointalk, some Bitcoin trader with a profile picture of someone who looks like the actor James Van Der Beek made a post called “I AM HODLING.” The young man—contextual clues from the profile picture and the text in the post indicate a young man—proceeded to spew out why he was holding. He realized that he had misspelled the word in the title of the post and that trying to correct it over and over while drunk did not work. The post began:

			I type d that tyitle twice because I knew it was wrong the first time. Still wrong. w/e. GF’s out at a lesbian bar, BTC crashing WHY AM I HOLDING? I’LL TELL YOU WHY.

			And then he told us why. The basic reason was that:

			I’M A BAD TRADER. Yeah you good traders can spot the highs and the lows pit pat piffy wing wong wang just like that and make a millino bucks sure no problem bro. Likewise the weak hands are like OH NO IT’S GOING DOWN I’M GONNA SELL.

			And so on into the night. About this fellow, one can say that he had a girlfriend but that his pull with her was not sufficient to ward her off from contrary pursuits. He was at home, hit the bottle (he goes on about both “whisky” and “whiskey”), and did not count himself among the favored few who had a natural flair for trading and investments. This message board poster was no Wall Street type. He was an aspiring day (and night, as the Bitcoin market never closes) trader in Bitcoin. HODL soon became the darling word in Bitcoin culture on chat sites. That is what I am doing with Bitcoin; I am HODLING.6

			In 2021, economic commentator Jeffrey A. Tucker reflected on his experience over the years with the Bitcoin community. He said that at Bitcoin conferences early on, in 2013–14, he saw Ferraris and Maseratis. People who had mined Bitcoin at eight cents or bought it at twenty dollars cashed out in 2013 at $1,000, perhaps, and bought a sports car. They spent their millino bucks. Eight years later, Tucker found the Ferraris and Maseratis gone within the growing “crypto” subworld. This was even as Bitcoin had just powered past $40,000. People had realized, Tucker saw, that for the first time in the memory of “no one alive,” they were dealing in “a deflationary currency,” the contrary of “Gresham’s law” in which bad money drives out good. The consequences were life-altering.

			Tucker continued:

			If you are holding an inflationary asset [that depreciates in value, such as the United States dollar in the twentieth and twenty-first centuries], you have greater incentive to spend today rather than save, since you can reasonably expect the monetary unit to decline in value over time. You are also more likely to borrow and live beyond your means, because you service the loan in cheaper money than you receive (all else equal).

			How does this psychology change if you are holding a monetary asset that grows in value over time? Here you have an incentive not only to save but to seriously rethink the whole of your life habits. It influences whether you buy or rent, get a government job or take a risk in the markets, have children or not. All of this depends on one’s assessment of one’s future purchasing power, which is bound up with the anticipated value direction of a currency unit.

			This is sure enough what happened to the Bitcoin community three years after that nutty conference….

			This was when a new ethos suddenly hit the community. They became extremely frugal. They would look around at the junk in their houses and think what it could be worth in terms of Bitcoin. They rethought vacations. Shop in thrift stores. Move to a cheaper neighborhood. Buy a used car. Stop eating out….

			The Bitcoin rich began to live like the dollar poor.

			“Time is money,” as in the adage popularized by Benjamin Franklin. Because of fantastic increases in productive capabilities over the last several hundred years, modern people can be liberal with their time, binge-watching television and the like. We can spend less on productive activity—earning money—and more on consumption and leisure—spending money—because money is more valuable than in the past. It is more valuable because the time we do spend on productive activity yields far more product than a unit of time spent that way in the past, before the Industrial Revolution.7

			If money loses value, it makes our increased time efficiency useless. If we get better at doing things and therefore can earn an equivalent amount in ten minutes as what used to take an hour, everything is ruined if money loses value. If the money earned in the ten minutes depreciates, why work the ten minutes so well? When Judas betrayed Jesus for thirty pieces of silver, thirty pieces of silver were, again, six months’ wages. Six months’ wages today, on average compensation, is far more than thirty pieces of silver (about $700 as of the early 2020s). A stable value of money is an encouragement to get better at using our time to make money. It has taken Bitcoin for this lesson, once so fundamental to the American experience—it certainly was to Benjamin Franklin—to be apparent to Americans in the contemporary period. For the historically minded, what happened to the Bitcoin community in the transformation Jeffrey Tucker described was a reclamation of the way life used to be in the United States.

			Bitcoin should come as no surprise to any dedicated student of American history. How money was defined, who issued it, and how it came to be used throughout the economy were, for the better part of that history, amply open questions in American society. The point is obvious from any study of American economic and financial history from before the Civil War—if not from before the Great Depression of merely ninety years ago. Yet Bitcoin is a surprise to modern sensibilities. It appears to be offensive to elites and the managerial class. Especially in its early years after 2008, it seemed insufferably odd, down-and-out, suggestive of the weird fringes of computer science, and something that crept out of the idleness and exasperation of the Great Recession. Since the 1960s, primary and secondary education has done away with the standard American history textbook lessons emphasizing monetary history—something every average participant in the democracy debated and discussed routinely in eras previous to our own. Interminable chapters on silver ratios and grains of gold were once staple fare in the textbooks. Perhaps if we were educated in the old way, Bitcoin would not be such a shock. It is the purpose of this book to show that Bitcoin is perfectly compatible, uncannily compatible, with the rhythms of American monetary history across the whole of that history.

			Bitcoin’s resonance with American monetary history is indeed so strong that it is reasonable to perceive in Bitcoin the force of history. Bitcoin corresponds positively to the first half of American monetary history and negatively to the second half. In the first half, roughly 1789–1913, the federal government largely stayed out of the business of manufacturing money outside of making coins, and let competitive private entities have at it in making the nation’s currency. Feedback loops linked together these private entities, keeping the supply of money consistent with the demand and prices stable as economic growth boomed. When people opted to use one bank’s currency over that of another, redeemed currency for precious metal or vice versa, or applied for bank loans or refrained from doing so, it was a signal to all involved about how much money to produce and for whom. Today, the essential connecting tissue of these feedback loops has been lost. Nobody uses one issuer’s United States dollar over another’s, because private currency is now subject to taxation and regulation from which the Federal Reserve Note is exempt. Nobody redeems currency for precious metal or some other definitional asset, because currency now lacks formal definition, and gold and silver (and Bitcoin) transitions are subject to taxation. So people use the government money. This in turn gives the government more purchasing power and shrinks the size and operating room of the private, the real economy.

			In the second half of American monetary history, basically from 1913 to the present, the government took over the monetary system. It shouldered aside all private currency issuers (who had previously been dominant), downgraded the role of private clearinghouses and lenders of last resort, put taxes on non-government money, and set up institutions (above all, the Federal Reserve) indicating its view that running the money system should be a matter of largely governmental professionals and bureaucracy. Bitcoin holds—HODLS—within it an implicit critique of these two halves of American monetary history. It vindicates the idea that currency should be privately made in a competitive free market. And by virtue of both its architecture and culture—piffy wing wong wang—Bitcoin also dismisses the modern contention that professionals, PhDs at the Federal Reserve, for example, who lack direct accountability for their actions, should control the monetary system. No feedback loop hits the PhDs with force when the Fed makes a decision. Bitcoin, that novelty of the twenty-first century, functions as an affirmation of the first half of American monetary history and a criticism of the second half.

			Bitcoin therefore has attributes suggesting that it is functioning as both the memory of American monetary history and the agent of a leading edge of the force of that history and heritage in the present. It is as if the nation understands, somewhere in its consciousness, that it has resources within its own experience to reestablish the original and longstanding monetary foundations of the economy if it wishes to. Bitcoin indicates a nostalgia for the way things used to be, monetarily. Psychologists speak of the experience of “rumination,” in which a person thinks over and over again about some past mistake or missed opportunity. The counsel is to overcome rumination by seeing how the hurt of a past transition provides an opportunity for improvement in the present and future. In the uncanny way that Bitcoin appears to both endorse the first half of American monetary history and throw up a formidable critique of the second half, it is as if the collective consciousness of the nation is ruminating on its own experiential resources to forge a positive way forward in the twenty-first century. Walt Whitman spoke of the “barbaric yawp” as the quintessential cry of the optimistic American. Bitcoin is more than that—it is computer science. Bitcoin is the pinnacle—for now—of the information technology revolution’s representation of the principles of classical sound money. But it is a barbaric yawp as well. This is quite a combination. It is as if history has coalesced into a moment, as latent forces of the ideal of the American Dream strive to reassert their privileges and reclaim their primacy.

			America’s forgotten monetary history

			Prior to 1913 and the founding of the Federal Reserve System, American currency—the dollar—held its value against the goods and services that it could very reliably be used to acquire. By modern reconstructions, the consumer price index, or the average price of everything in the economy, was flat for the century or so prior to 1913. The only serious change came during and after the Civil War. The price level doubled and then sank to par from 1861 to 1879. This was a logical outcome of the demand boom (from war production) and the supply constraint (of young men leaving the labor force to go off to war). Otherwise, a loaf of bread, a pair of overalls, rent for rooms—the price of such everyday things stayed the same nominal amount, in dollars, decade after decade before 1913. Consistency of this nature gave rise to an expression now never heard: “sound as a dollar.”

			In such a day—again, the normal circumstance in the United States for the better part of the 125 years before 1913—setting a goal of making and saving money had real significance. Money that a person made had value and would retain value. The consequences for the economy were profound. On modern reconstructions, economic growth was regularly 4 or 5 percent per year in the century and a quarter to 1913. This is more than double the American growth rate of the 2000s. Prior to 1913, Americans threw themselves into productive work and saving. The American economy, consequently, became both the largest in the world and, by any reasonable metric, the greatest in the history of the world. Population growth was astounding. In 1790, the population of Chicago was nil. In 1900, it was 1.7 million.

			The roll of economic achievements from this era is impressive in the extreme. For example, in the industrious years prior to 1913, the American economy (building on the precedents of the global Agricultural Revolution) solved the ancient food supply problem. Tremendous advances in farming techniques, from the mechanical reaper to the tractor engine, made labor less and less necessary on plots of arable land. Transportation innovations enabled the best land to be devoted to farming, the food to then be shipped to market, and the rest of the land to be devoted to new purposes, exponentially increasing economic potential. A tinkerer on one of the farm engines, Henry Ford, realized the implications for personal transportation and invented the mass global car industry. The building construction that took place in the United States at this time was another prodigious achievement. Older towns in the United States, typically those in states with an income tax (which keeps those places bereft of new investment), still show off the waves of housing and factory structures built in the nineteenth and early twentieth centuries. These were the first homes networked for everything save the smart grid today. Knitting together community after community with electric power, water and sewage, gas, and telephone systems was another achievement of this era. The economic accomplishments in this vein go on and on. They are the stuff of the great American economic renaissance of the period before 1913.

			Since 1913, American money has not been “good and sound.” The average price of consumer goods has increased absurdly since that time, by at least thirtyfold. The increases came in waves. Sometimes prices increased fantastically. At their lowest, the increases were not the old standard level of nil, but sure and steady. Inflation totaled 100 percent from 1913 to 1920, 70 percent from 1940 to 1950, and 200 percent from 1966 to 1982. Otherwise, prices have increased by 1–3 percent per year. (The only deflation to speak of was in the early 1930s.) Even a 1 percent inflation means that over a generation, thirty years, the value of saved money goes down by 35 percent. One dollar saved in 1913 bought fifty cents worth of stuff in 1920. One dollar saved in 1940 bought sixty cents worth of stuff in 1950. A dollar saved in 1966 bought thirty-three cents of stuff in 1982. Over these thirty-three combined years, one dollar turned into ten cents.

			An essential fact about the old-time American economy remains widely unknown and unappreciated today. Paper currency was largely privately issued. A five-dollar bill in 1840—privately issued. A fifty in 1905, or a ten-spot in 1888—government paper dollar notes competed with private paper dollar notes at these points in time (and in general from 1862 to 1913). The federal government of the United States did not churn out currency as the dollar’s sole issuer until the late date of 1935, when private paper dollar issuance ceased. And care of a simultaneous executive order of President Franklin D. Roosevelt—a patrician who had worked but shortly in the private sector—the federal government confiscated all private holdings of gold and eliminated the freedom to hold gold thereafter.

			The government’s not acting as a monopoly currency issuer was consistent with the Constitution of 1789, which is silent on the matter. The legal concept expressio unius est exclusio alterius—when one thing in a class is mentioned, others in that class are excluded—is interesting in this context. What the United States did was define the dollar, as an ounce of precious metal such as silver or one-twentieth of an ounce of gold. The idea that the government would print or otherwise create currency, let alone monopolize the printing and issuance of currency (even well-meaning monopolies lack good feedback loops), is not a constitutional one in any conventional sense. For fully more than the first half of the history of the United States, innumerable (typically over a thousand) private entities, as profit-making businesses, produced currency and offered it to the public directly. Under the auspices of this kind of natural and constitutional monetary system for over a century, the United States climbed up to its status as the greatest economy in the history of the world. Clearly, having a private money system beholden to the people, as opposed to politicians or bureaucrats on a daily basis, was not a fatal flaw for the economy of the United States. It grew to be the greatest the world had ever seen when private money reigned supreme.

			The Constitution does not speak of currency. Rather, it gives “power” to Congress to “coin Money” and “regulate the Value thereof.” English kings occasionally had tyrannical power to monopolize money; the United States government did not. From the outset, Congress interpreted this money clause plainly. With the Coinage Act of 1792, it set up an agency, the United States Mint, to strike metal into coins with values imprinted on them. Here, Congress exercised both parts of the power in the clause. Congress struck metal into coin (the first part) and said what each coin was worth (the “regulate the Value thereof” part). With this act, Congress gave Americans a place where they could—if they wished—bring precious metals, namely gold and silver, to turn them into money. The Mint would take the metal, strike it into coins with values specified on the face, and then return the coins to the person who brought the metal. If you offered an ounce of silver, the Mint would take a little off, replace it with a base metal, strike the amalgam into a coin that read “one dollar,” and give it to you with the residual silver. If you offered a half ounce of gold, the Mint would do the same and strike it into a coin that read “ten dollars” and give it to you with the residual gold.

			In its heady original days of economic growth and agricultural and industrial revolution, the United States coined money—but it did not produce currency. Currency was an affair of the marketplace. Currency was a piece of paper saying that the issuer would redeem, on demand, that piece of paper for coin in the amount of the denomination of the currency. A twenty-dollar bill meant that the bearer could go to the issuer and get twenty dollars in coin—produced by the Mint or whoever else.

			Two characteristics of this arrangement are perhaps strange to the modern observer. They both have to do with the concept of offering. The first characteristic is that everything here was voluntary. Everything was consensual. The Mint offered itself as a coiner of money, one of a number in the country. The other mints were private. The United States Mint was a business like any other, presenting its services for a fee. The fee the Mint charged for its service was the little bit of precious metal it kept, replacing that bit with a base metal when coining the gold or silver. If people wanted to bring their precious metals to the Mint for coining, they were free to. They were just as free to do something else with their precious metal. This included taking that metal for striking to a private mint, setting up a mint themselves, or using the metal for something else. The Mint had to keep in mind its competitive position. Its fee had to be a market rate. And its service had to be as good as that of the competition and alternative uses for metal.

			The second characteristic was the nature of the “dollar.” The United States offered the dollar as a definition, no more and no less. Congress proposed a twentieth of an ounce of gold or, alternatively, an ounce of silver as the definition of a dollar. If someone else wanted to offer a definition of a dollar or offer some other name for a basic monetary unit, they were free to. Congress felt that it was a public service, one not exclusive to the government, to suggest a basic monetary unit to the public. If the people wished to use it, they could. If they did not wish to use it, including if they wished to make a definition of a dollar on their own, that was their prerogative. The dollar, for its part, was essentially equivalent to the prevailing monetary unit at the time. This was the eight-piece Spanish real, also an ounce of silver.

			Aside from offering definitions of base monetary units and a place where one could get money coined, the monetary system was the affair of the private sector. Paper money, currency, coins not struck by the Mint, all this was left to well up naturally within the marketplace. Under the auspices of this largely private and organic system, for a century and a quarter, the American economy grew and prospered like no other ever had.

			After Congress authorized the Federal Reserve in 1913, the United States started printing its own currency on a permanent basis. This was the “Federal Reserve Note,” first series 1914, that dominates global currency issuance today. By 1935, the United States had all but outlawed currency other than the Federal Reserve Note. The United States has done well enough since 1913. It remained the richest country in the world and the homeland of the American Dream. But it had negative experiences unlike anything seen before. The Great Depression of the 1930s had no peer in the nineteenth century. The 1970s stagflation, in which the price level tripled and stayed high for good, had no like. And sub-2 percent economic growth sustained for decades, a feature of the 2000s, was unknown in the era prior to 1913.

			Bitcoin, cryptocurrency, and distributed ledger or blockchain technology are offering—offering again—an alternative vision of the future of money and currency. They are offering, perhaps inchoately, an opportunity for the forces of natural economic creativity to reclaim the prerogatives of making money and currency. Making money here is meant in the simple sense—manufacturing or otherwise creating money for use. This was always an affair of the private sector. That it has not been for now more than a century since 1913 has been exceptional.
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