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Every ime Federal Reserve ChairmanBen Bamanke
opens his mouth, the markets move. Bul few could have g d that i an ofhand rk hewould add legifmacy
1o tha Bitcoin, the virtual curmency that competes with the American dollar as a reserve currency and an inkmational
trading madium.

Yat lha_i is what he dldwhen he held out a friendly hand lo the notion of fantasy cumrenciesin a Ilﬂﬂr 1o the Senals

C on Hamel ty and Government Affairs. U y, thtimp 1t frown the
guardian ofthe mighty dofiar ssnl the value ofthe Biteoin saarng
Unid recenty. the Bitooin was seen as a novel, exp I, somawhat pi M ey that

has proved useful in maving money around he wordd without the hampenng and msdy he1p of banls which slow
things down, waste days while the cash lingers in limbo, and take a hefly slice of avery transaction. Bitcoin's
headies moment was as the curency of choice of the Deepnel black market website Silk Road, which sold
everything fom crack cocaine to child pom, and was cfosed down by the FBI last manih.

Bemanke seesfar bayond thae illicl uses of vidual curendes ag a means of paying for contraband or shuffing hot
money around withoul being raced. He believes they could become an ingeniaus means whereby the globalized
market in legitimate goods and senvices can work more eficisntly without the dead hand of the banks.

The Fed dhaman kld he Senake Comimitles bers, who are that hii ttside the contralof
Cnngrassval be used as a cumency for ciiminals and temorists, 1o think before mnsgning Biteoin and similar
ions to oblivion, Forgal maeney-laundaring he wiais, "there are also areas where {virtual curencies}

may hnld long-termpromise.”
Bemanke's guarded welcome to virtlual currancies as an inganious innovation that will liberais world rade seemed
like an aside. bul his glancing app: may ulimately prove a I y step in both ics and pofifcs.

pelng private ¢ ias have long b soen by free market aconomists as the holy grail, So long as the state
govems the prica of money through Interest rales and insists that only one cumrency can be used in a geographical
Barea, thera is no chance of approaching a truly frea market.

Friedrich Hayek's stunted Austrian economic nofons may have failed to prevent the Keynesianrevolulion in
macrosconomics, but his breader politcal vision of a world where unrammeled commerce replacas state-run,
eomrrlmuyacmmble institutions regulaied by democraic bodias remains potent among wnservatives. We
remain nlong way rmm his ideal of a world whera coynties proteded by patriotism and highlydefendedborders are
B db peling | city-states fuelad by a borderless intemational free market in labor.

Howaver, Hayek's nolion that state-run cur should 8 with — and perhapsbe superseded by —
privately-owmed wrrancies that would live or die depending on their ability to maintain their value came a step closer
with the Fed chaimnan’s remask. If private cumrencies (ke Bilcoin take of, economic history may trace a new era of
world Frading, both in goods and cumencies, to the moment that Barnanks served fnal notce on the all-powerkl
state-run currencies the dollar, the euro. and e pound deriing that their monopoly days are over

The sharp-tongued Hayk was never more aciid in his comments than when writing aboutthe misuse by
govemments of their control of money and the money supply. “Praciically al goverments of history have used their
axclusive power io issue money in order to defraud and plunder the people.” he wrota in Choice in Currency: A Way
o Stop infation “There is lass ground han ever for hoping hat, 50 long as the people haveno choice but to use the
maney their govemment provides, g will b more in thy... There is na reason whatever why
people should notbe fres to make contracts, including ordinary purchases and salas, in any kind of monay they
choose”

Hayek wrote this nearly 40 years ago, when the intsmetwas but a glimmer in Al Gore's eye. He hadin mind exising
cumencies compaling with each other, so Americans might prefer to usa the yan or the pasata when they want to the
store, rather than the dollar. By such compettion, Hayek belisved curmendes would be kepthonesl and would not
devalue asthey tended © dowhen govemments used inflaon %o get themsalvas out of iscal troubla.

There have, of course, always been many alternatives to cumrencies Bemard Lieter, a Belgian European Union
official, and the purnalist Jacqui Dunne found 4,000 uneficial private curendas, induding Fequent fiyer miles, credit
card poinks, supermarkel saving slamps, and “ime-bank” schemes where labor is axchangad without usa of a
cumency, an idea adopbd by New York City Mayor Mike Bloombarg lo encourage mmmunity service:
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Virtual currencies go much further han hese hokey ai: as President Franklin R put it when
annauncingLend-Lease, “to get rid of the silly, foolish old dollar sign.” Virual currencies like Bilcoin threaten the very
existenca of the dollar— and much else besides. Now, when people want to avoid the inflalionary aspacts of central
bank adions, such as quantitalive easing. they invest in stocks, in the hopsthe market will retain or even add value
1o their savings. Others prefer to buy gold, aven though it oo, is a gamble and can fluctuate in price.

Virtual currencias mark the deah knell of such traditional safe havens and will dissolva, too, 10 that favorite fantasy
of frea markaet enthusiasts: the retum of the dollarto tha gold standard. With virtual cumendes competing to maintain
their value againsteach other as well as agains! the traditional currendies and predous metals such as gold and
silver, the conventionalways of safely hoarding wealth may becoma redundant

Thera is, howavar, a profoundhitch @ this brave new warld. We have passed tis way before. Natisnal curmencies
are underpinnedby a country's wealth, which is why countias who run up oo much debt find their currencies
devalued. Governmanis, who currenily have the sole legal rightto print money, Rocd the markel in their currency,
which lsads to devaluation, which in um leads to inflation, which is what Hayek_ a victim of the central European
hyperinflafen of the 1920s, detested above all.

Tha C was an fa y that collap Robert E. Lea's amy began losng and he
Richmond Treasury ran out of hard cash. Before the Civil War there wara a number of other compatng curencies in
| America, all of which went by the board. {

When hey collapsed they took with them the savings of Americans who misplacad their trust in them. Without |

sufficient assels to maintain the currendes’ value, there were quolidianruns on banksand sudden bankrupicias H‘al
made honestpeople destiluts overnight.

If we are aboutto witness an explosion in igs we can expect seniar collapsas and he human
tragedies that will accompany them. Hayek looked atonty the bright side, where idealcurrencies kept pace with
each other and goadedeach cther through heathy compatiion fo maintain their valus and keep infiation al bay.

But as we have seen from the evenis of 2007-08, aven the best laid plans of bankers go awry. When things go
wrong. banks desert their customers. And who picks up the pieces? Why, the elecied government, of course. for it
aloneis rasponsible for the welfare of its people.

Onily effective regulation can ensure thal banks entrusted with our money will be there when we need b withdraw
our cash. Wa have seen whal happenswhenthere is a lack of regulafon: bankers take rash risks that threatan the
whole world with psnury.

The same applies to virtual Without a ik of rules, virual currencses will leave their customers
vulnerable. Caveat emptor is nol a smarl enough response to the prosped of cumency collapses.

Hayek would agree. He did nol believe in laissez-faire, which is why absolutist frea market advocateillke Ayn Rand
called him a compromiser and spat al him at parties. He beli should be ft d fo efisure
they worked eficienty and Girly,

Virtual currencies will only caich on if they are thoughlto ba honastand reliable. And e anly way of ensuring hat is
to freat them like conventional banks. As Ronald Reagan would putit' tnust but verify.

Nicholas Wapshattis the author of Keynes Hayek: The (ash That Defined Modem Eanomics, Read extrads e

PHOTO: Qne of Bitcoin enthusiast Mike Caldwell’s coins in this phoio ifustration oi his office in Sandy, Ulah,
Seplmber 17, 2013 REUTERS/Mm Urguhart
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Nov 21, 2013 Fiva years ago, Webmoney was the least roublasome way for peaple oukide Russia
5.1 pmUTC lo buy enline services inside Russia. Today, it's Visa and Paypa

| would say that this is prima facie evidence that where virtual cutrencies try to
compete with other payment systems, they prelty quickly tum out o be uncompettive.

Posted by lan_Kemmish | Report as abusive
Noy 21, 2013 Bitcoin is probably lame; butthe idea of relegaing anything other than exising
543 pim UTC curencies, to the world of ‘fantasy cumendy’, is clearly an axercis in ignorance

‘Fantasy cumency’ is actually a British term from the early 1800's, describing U.S
dollars. How did hal work oulfor them?

Posted by AlkalineState | Report as abusiva
Nov 21, 2013 The ariicle seams to miss the pointthat a viable alemalive currency lends to make
647 pm UTC the polifcal class more honed. The US Federal Resena operates on the assumption
that the world can recognize another resenve curmency. The dollar imperfad as it is,
still inspires much more confid than the Euro or Bitcoin,

Bitcoinis probably menticnedbaecause the Fed wants to associate private curendes
with narcoSics and child pom. Arguably, Bemanke's commént was a premiive stake.

If the Euro did notexist today, the Fad would befar lass responsble, No one has
explainedhow the US will handls its debt other then by inflating the currency. Other
govemments have followed that path since ancient times. Another allsmative is a
simple refusal io pay the debl: a default But inflation is simply a ime-lapss default
Other govemmenis have donathat as well.

But for tha fear of altemnafive currencies and nagolable items/stores of value. the
Unned Stah,-. puhbcal class rmghl well have already used the powerto create currency

Bscauss of the Inteme| people bday hava an option the post-WW | Germans and
Austrians did not have. Today. people can shifi out of doflars easily and the Federal

G tlacks the effective powerto p tham from doing so.

Posted by lardbaltimore | Report as abusive
Mov 22, 2013 Bitcon is honast and reliable. The mathematics of it are very clear and can be verified
F45amuUTC by anyona who bothars to walk through the cryptography lechniques.

Further. it's much more ransparent than people want to claim; “every” transaction,
from. Uve start, is recorded in the blockchain. Evary single one.

Bitcoin itself does not nead regulation. Exising laws still apply to bitcoin, when bitcoin
s finally exchanged for a more convenional axrency.

In away. Bitcoin has the potenial b be a universal reserve currency, and the new
gold standard’. No one confrols it. Mo one has the authority to say ‘okay, we'll pul out
more bilcoing thg year'

Treating Bitcoin like itis some kind of virtual bank is entirely inappropriate. Itis a
vintual commodity, nol a currency.

Posted by Burns0011 | Report as abusive

Hov 22, 2013 The Wrust with govemment money is you knew who issued, what it can buy, how bad it
1203 pm UTC can get Restis a ponz schems
Posted by daffa | Report as abusive
Nov 22, 2013 On what planst doss Bitcoin compete with the US dollar fr resaive curency slatus?
LIRS BTC price change by 20% A DAY|Can you imagine the horror of a raserve currency
that was so volatile?

BTC is volatile because it has extramaly poor liquidiy. Another reason why it is nota
candidate br the raserve curency of the entire world aconomy.

This has to go down as one of the most misinformed things | have read tvs year.

What a joke

Posted by Stu_ell | Report as abusive
Nov 22. 2013 Digital curreno; may be onit's way but Bitcoin? The brothers wil have tiumphed ovwer
493 pm UTC the F: The USA may have a hard Sme having Bitcoin

1aken seriously by lhn Chinese Mnd:nu Eag. and other countias whe siill have a fond
atachment for the shiny gold & tangible commodities.

Unlessws are talking engineering atotal financial collapse, thereby *sesmingly” no
choice, | can't see it Barter would attain greater trust than Bitcoin, unbess we are all so
disconnected from real life via digital devices el al. that we cannot discem he
differenca. | guess we'll know in 4 generaton of two, once hey becomes permanently
implantedinte our bodies and the olderfolks die off

Posted by MBCA | Report as abusive

Nov 22 2013 *...The Deapnet black market website Silk Road, which sold everything kom crack
355 pmUTC cocainato child pomn.. "
Child pomnographywas never said on Sik Road, as a quick glance at Wikipadia
would've told you.

Posted by cheezwizard | Report as abusive
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HNov 22, 2013 “(S]tate-run. community-accountabla® —I assume the wony was unintentional,
927 pm UTC
Posted by Nate_Abela | Report as abusive
Nov 25, 2013 @Nate-Abele,
631 pmUIC Only your ignoranceis uni 1 I'm atraid. C¢ ity ble: you know, by
voling?
As apposad o totalitanian go and power systems whera the community has
no say, such as lrans-national corporafons ..
Have we all forgotten the [gs30ns of history already? Is everybody still a Friedmanbot
aven ater the collapse of the edifice buill upon his ideology?
Posted by Benny27 | Report as abusive
Aug 19, 2014 [...] that Bitcoin could be"legal means of exchange” and Chairmanof tha Federal
9.40 pmUTC Reserve. Ber Bemanle noted that Bitcoin “holds long lerm [, |
Posted by Bitcoin Regulation - Here it Comes - Smaulgld |
Report as abusive
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