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“Being confused about 
moneyness is the natural 
state of affairs” 

Tyler Cowen*

*Lex Fridman podcast, “Tyler Cowen: Economic Growth and the Fight Against Conformity and Mediocrity”, April 10th 2021
https://overcast.fm/+eZyC2rrLw/1:17:07
Evans, A.J., 2018, Getting the Measure of Money, IEA. https://anthonyjevans.com/books/mvpy/



Money and central banking

www.anthonyjevans.com

Imagine a barter society

3See Radford, R.A., 1945, “The Economic Organization of a P.O.W. Camp”, Economica, 12(48):189-201 

Uniform Divisible Durable Precious

Characteristics of a good medium of exchange

Money satisfies the “double coincidence of wants”

• “And so it has come to pass, that as man became 
increasingly conversant with these economic advantages, 
mainly by an insight become traditional, and by the habit 
of economic action, those commodities, which relatively to 
both space and time are most saleable, have in every 
market become the wares…Money has not been generated 
by law. In its origin it is a social, and not a state 
institution”

Carl Menger, 1892, “On the Origins of Money” Economic Journal, 2:239-55

• Money is “the thing which serves as the generally 
accepted and commonly used medium of exchange” 

Mises, 1996, p.401

4Although anthropological evidence suggests that credit (i.e. IOUs) existed before money, this only works for personal trade at 
a local level. Money satisfies the double coincidence of wants and permits impersonal (or anonymous) trade. 
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142,000 tonnes

Gold supply
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Total stock of above ground gold is 6bn troy ounces

Jewellery
47.5

Official holdings
17.2

Private - bars 
and coins

20.1

Private -
Exchange 

Traded Funds 
(EFTs)

1.3

Other
13.9

Percent of total stock of above ground gold, 2018

6Source: World Gold Council. See Cutsinger, B.P., “Is the gold standard feasible?” in Earle, P.C., and Luther, W.J., 
2021, The Gold Standard, American Institute for Economic Research, p.175
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Do you own any gold?
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One ton of 
iPhones contains 
300 times more 

gold than one ton 
of gold ore

See https://www.bbc.com/future/article/20161017-your-old-phone-is-full-of-precious-metals and 
https://www.911metallurgist.com/mining-iphones/

A history of coinage: from lumps of precious metal…

8

Lydia coins were the first minted coins, in 
ancient Greece (5th century BC)

“The basic unit of currency in the 
premodern world was remarkably 
constant: a small gold coin weighing 
approximately four grams” 

Bernstein 2008, p.19

From c16th-c19th Silver “pieces of eight” 
dominated 
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… to the use of tokens and notes

9Under a gold standard gold served as the medium of account and the medium of redemption but banknotes and token coins circulated
as a medium of exchange

• People could take 
lumps of solid gold to 
mints to be converted 
into coins

• This made them 
standardised and more 
likely to be accepted in 
exchange

• Private mints 
charged a fee

• Public mints may 
do it as public 
service

• Token coins contain 
alloys but are 
sufficiently distinct to 
prevent counterfeiting

An impressive discovery

• In August 2020 a group of teenage volunteers at an 
archaeology dig discovered a clay pot containing 425 gold 
coins

• They were 24 carat pure gold, dating from the c9th Abbasid 
caliphate period

• At the time they would have been able to afford a 
luxurious house in a wealthy neighbourhood

• We all agree that a luxury house is better than a stash of 
coins

• Money isn’t just a medium of exchange, it can also be a 
store of value

10See https://www.theguardian.com/world/2020/aug/24/1100-year-old-gold-coins-found-at-dig-site-in-israel
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Gold deposits

11

Gold price

12

Guess when Gordon Brown 
sold off 60% of UK reserves?

(415 tonnes) 

1999-2002

It is common to criticise Brown for selling off the UK’s gold reserves when he did, but as freethinkingeconomist points out, if  
Geoffrey Howe had sold off the gold reserves in 1981 and reinvested the proceeds this would have been even more optimal. See 
https://freethinkecon.wordpress.com/2010/02/21/brown-gold-and-mismanaging-britains-assets/
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A history of the gold standard
18

79 The classic 
gold standard

Token coins, bank 
notes and bank 
deposits 
redeemable for gold
Countries define 
their currency in 
units of gold

19
33 A gold 

exchange 
standard

Only redeemable by 
foreign central 
banks at the US 
Treasury
Countries fix their 
exchange rate 
against each other

19
71 Fiat money

Only constraint on 
issuance is 
government 
credibility

13

The period after the First World War is critical 
because it’s when the gold standard fell apart. 
But this was largely due to reinstating it after it 
has been suspended, and doing so at the original 
(and now unsuitable) rate.

Note: the classic gold standard is not the same thing as fixed exchange rates because the government isn’t intervening in the 
forex market to hit an arbitrary target. Rather, they are independently defining the currency in terms of a fixed amount of gold 
(see Earle & Luther 2021, p.54).

The origins of central banking

14

Banks emerge to 
issue certificates of 
deposit and reduce 
the costs of carrying 
gold

• Tokens/coins are 
more uniform, 
divisible and 
portable

• Transferable 
certificates serve 
as bank notes

Banks
Fractional-
reserve lending

Fractional reserves 
emerge as a means 
to leverage deposits 
and extend credit

• Economises on 
use of gold

• Need a good 
reputation to 
avoid a bank 
run

Note that intermediation existed prior to depository institutions. But this is a stylised history of banking rather than 
finance more generally. 

Central banks

• Fiat means “by 
decree”

• Eliminated the 
liability of paper 
money (since there is 
no longer an 
obligation to convert 
it into gold)

• Nationalised the 
ability to print 
currency with the 
creation of a 
monopoly 

The original role of the central 
bank was to prevent bank runs
spreading throughout the entire 
system by doing one of two 
things: 
(i) Offering lines of credit to 

sound banks that cannot 
find credit by other means 
(i.e. lender of last resort); 

(ii) Closing down unsound 
banks in an orderly manner 

• The key to accomplishing 
this is to send credible 
signals that they are willing 
and able to support banks 
that are suffering from 
blind panics, and their 
ability to do this depends 
on the volume of reserves 
at their disposal 

Fiat money
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Central banks

Bankers 
banker

Monopoly of 
note issue

Lender of 
Last ResortRegulator

Conductor of 
monetary 

policy

15Note that most of these functions had been provided prior to the existence of central banks

Is there an alternative?

• Claim: a private, competitive banking system would be 
better at ensuring that changes in V were offset by changes 
in M such that (P+Y) was stable

• You need a market to ensure that MS = MD

– Markets generate the knowledge required
• Commercial banks are dealing with customers 

directly
– Markets generate the right incentives

• Central banks may make bailout decisions based 
on political expediency rather than as a LoLR

Ø Especially since central banks have the potential to cause 
negative confidence shocks

16Note that this implies a NGDP target of 0%
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Free banking

17

Competitive 
note issue

Low legal 
barriers to 

entry

No central 
control of 
reserves

See Schuler, 2002

18Evans, A.J., 2016, Sound Money, Adam Smith Institute (see https://anthonyjevans.com/policy/)

For a beginner’s guide to free banking

Common criticisms of free banking:

• It generates inflation
– There is a limit on credit 

creation
• They are prone to bank runs

– Historically, they aren’t
• They inevitably lead to central 

banks
– Not necessarily

• They create instability
– Free banking would improve 

macroeconomic stabilization
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Radical currency regimes

Country Asset Details

Montenegro* Alternative fiat currency 
(German Mark)

In Yugoslavia inflation hit 313 million percent in January 1994
In Weimer Germany’s hyperinflation in 1922-22 it “only” reached 32,400%
Montenegro adopted the Mark in November 1999

Ecuador* Alternative fiat currency 
(US Dollar)

16,825 sucre per $ in 1998 but by 1999 it was 20,243 and hit 28,000 during the first week of January 2000
January 9th 2000 it officially dollarized
In 2015 85% of Ecuadorians still approved of the currency board

Iraq Alternative fiat currency 
(Swiss Dinar)

Varian, H., “Why is that Dollar Bill in Your Pocket Worth Anything” New York Times, January 5th 2004

Somalia Lapsed fiat currency After the collapse of the government in the 1990s civil war, Somali Shillings continued to circulate
“Counterfeiters” produced copies which drove the value down to the marginal cost of production
Since the 1,000 shilling note was the largest in circulation, this provided an upper bound on inflation
Money supply is now responsive to changes in demand and purchasing power is stable
A former fiat currency can turn into an effective commodity currency

Brazil Unit of Real Value (URV) “How fake money saved Brazil” Planet Money, October 5th 2010

Greece Local Alternative Unit Donadio, R., “Battered by Economic Crises, Greeks Turn to Barter Networks” New York Times, October 1st 2011

Kenya Pre paid mobile air time “Airtime is Money” The Economist, January 19th 2013

?? Crypto currency Bitcoin is one of many digital currencies
It is unbacked but the supply is finite
Crucial part of its value is blockchain, which is the public ledger

20Hanke, S. H., “Could Greece adopt the dollar?” Politico, July 11th 2015
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A helpful typology

Natural scarcity Contrived scarcity

Non-monetary use 
value

Commodity money 
(e.g. gold)

Picasso prints

No non-monetary use 
value

Synthetic commodity 
money 
(e.g. Bitcoin)

Fiat money

21

The holy grail is a money that has no non-monetary use 
(to avoid irrelevant demand shocks) and some feedback of 

supply in order to ensure macroeconomic stabilization

Selgin, G., 2015 ”Synthetic commodity money”, Journal of Financial Stability, 17:92-99
See “George Selgin on Bitcoin an CBDCs”, Macro Musings, October 2021 https://macromusings.libsyn.com/george-selgin-
on-bitcoin-and-the-future-of-cbdcs

If there’s no natural scarcity there is a need 
to trust some authority to manage the supply

What should central banks do?

22

Benefits of achieving 
nominal stability
• No bank panics
• No debt crises
• No unemployment 

(and rising 
populism)

Source: ONS https://www.ons.gov.uk/economy/grossdomesticproductgdp/timeseries/ihyo and 
https://www.ons.gov.uk/economy/grossdomesticproductgdp/timeseries/ybha/ukea. From more on the success of NGDP targets see “Did the 
NGDP crowd win the battle of ideas?” Kaleidic Economics, December 2021

NGDP growth rate

NGDP amount
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Are central 
banks losing 

mission focus?

23

Green central banks

• In 2017 the Network for Greening the Financial System 
(NGFS) was established “to share best practices and 
contribute to the development of environment and climate 
risk management in the financial sector and to mobilize 
mainstream finance to support the transition toward a 
sustainable economy”

• Fed joined in 2021
• Financial and climate change related risks are already part 

and parcel of central bank responsibilities

• Issue is monetary policy*
– BoE and ECB have tweaked their mandates to include 

climate change
– E.g. voluntary corporate disclosures of climate risk due 

to become mandatory, and stress tests based on 
climate change events

24See https://www.ngfs.net/en accessed December 7th 2021
* See “Megan Greene on the future of CBDC and central bank mission”, Macro Musings, September 2021
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Green monetary policy

25See “Megan Greene on the future of CBDC and central bank mission”, Macro Musings, September 2021

Credit 
operations

• Charge different 
interest rates 
depending on how 
green you are

Collateral 
requirements

• Applying haircuts tied 
to green rating

Asset 
purchases

• Buying more green 
corporate bonds

Considerations

Criticisms Rejoinder Key issue

Just ensure stability against 
all risks

That involves increasing 
capital requirements which 
would be a drag on growth

Maybe capital requirements 
aren’t the best way to ensure 
financial stability!

It’s the governments role to 
pick winners, not the 
central bank

Congress aren’t doing it Congress won’t defend Ukraine 
but that doesn’t mean the Fed 
should!

Should the Fed charge penalty 
rates on banks with a high 
gender pay gap?

It’s too difficult to rate 
green bonds

We use ratings agencies for 
this type of thing

Are the agencies who validate 
green bonds better at their jobs 
than traditional credit rating 
agencies?

26See “Megan Greene on the future of CBDC and central bank mission”, Macro Musings, September 2021
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A stylised history of the elimination of gold

27

Solid gold 
nuggets

Demand 
deposits

Notes and 
token coins

See https://twitter.com/AaronSepulvedaC/status/1421217999114153984

Gold bars
Digital 

reserves

Solid gold 
nuggets

“In some regions 
of [Venezuela], 
gold nuggets are 

becoming a 
common medium 

of exchange”

2727For further resources: https://anthonyjevans.com/money/

RESERVE

28
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Crypto currency worksheet

Name 
Year

Is it 
money?

Is it good money? Is it sound money?

Uniform Divisible Durable Precious Constraint 
on issue

MV
stability

29

The classic gold standard (1879 – 1914)

Pros Cons
• Generates highly stable purchasing power over the 

long run
• Helps people engage in economic planning

• Promotes fiscal discipline
• Governments must rely on taxes to fund 

spending
• Enables international trade

• Exchange rates are linked which removes 
foreign exchange risk

• Short term inflation volatility due to the slow 
responsiveness of the money supply to changes in 
demand

• Tying macroeconomic stability to the market for a 
single commodity (gold) 

• No reason to think that innovations in gold production 
will match technological improvements more 
generally

• Changes in the technology of gold production 
(i.e. minting/mining/melting) will become 
macro economically relevant

• If there’s a divergence between the production 
costs of gold relative to production costs more 
generally this will cause a change in overall 
purchasing power

• It’s not a panacea
• The gold standard failed due to legal 

restrictions, so the case is undermined if you 
have deposit insurance, restrictions on branch 
banking, etc

Problems with resurrecting a gold standard:
• Don’t know the correct parity rate
• Inflation/deflation while the correct parity rate gets discovered
• No real benefit to doing it unilaterally
Ø There would be no consensus around its permanence

30

These are 
implementation 

problems not 
operational ones

Empirically, these were much 
lower than the instability and 
volatility of purchasing power 

seen under fiat systems

There’s no reason to assume the 
changes in gold supply 

operations are any more 
volatile or less predictable than 
changes in central bank strategy 

or performance

See Earle & Luther 2021
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Inflation is always and everywhere a monetary phenomenon

31

€ 

M +V = P +Y 
M = money supply growth
V = desire to spend money, or “confidence”
P = inflation
Y = real GDP growth

Total spending Total receipts

This explains why the discovery of new gold is inflationary unless I want to bury it in the garden
If I then decided to spend it the inflation would be due to the rise in V

• However if the gold is buried in the garden, it 
would have been offset by a reduction in the 
desire to spend

• Therefore no change in prices

Are gold discoveries inflationary?

• All else equal, yes they are
• If people are already at their optimal money 

holdings, excess money will get spent and 
drive up prices

32

M = money supply growth
V = desire to spend money
P = inflation
Y = real GDP growth

Total spending Total receipts

• Then, if I subsequently choose to spend it 
(i.e. an increase in V), we will see 
inflationary pressure 

€ 

M +V = P +Y 

€ 

M +V = P +Y 

€ 

M +V = P +Y 


