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George Selgin on free banking

George Selgin is a senior fellow at the Cato lastitan associate editor at Econ Journal
Watch, and a professor of economics at the Unityeo$iGeorgia, and he has written many
books on the subject of money and prices. He isobtiee modern Free Banking School,
which draws its inspiration from Hayek's ideas loa denationalisation of money and
choice in currency. Yesterday, he gave an afternalérto the Adam Smith Institute, on
the subject of 'the anachronism of state-contratesey' and why a free market approach
to banking and currency would produce greater firdrand economic stability. (Could it
bringlessthan we've had recently?)

He explained that government monopoly in currenepback to ancient times, when

rulers regarded it s a useful way of raising momeayticularly in times of national

/ﬂ emergency. That ancient origin might by why rembhdew economists — including the
great Adam Smith — even noticed that money was opaly. Tudor monarchs, of course,

jealously guarded their rights to create monopafhiesverything from salt to candles. But the rismigldle class

resented these privileges, and in 1601, crown moliepwere largely revoked. With the accessiorhef$tuarts,

however, they made a return, and Charles | wefarags auctioning them off. Eventually, in 1640rIRanent revoked

the monopolies again — but they overlooked the motyoover the coinage, and over paper currencyy Tiwgot the

first, says Selgin, because it was ancient andiingd; and they forgot the second because pap@moyrwas still in

its infancy.

By the nineteenth century, economists had morernstateding of how monopolies damage the public eserand a
few of them objected to this anachronistic hangoBeit the great Stanley Jeavons dismissed thegfleampetition,
citing (erroneously) Gresham's Law, that bad momeyld drive out the good. For a hundred years gthes little
further debate — the monetary authorities weredyneans efficient at their job, but they mostly ided complete
disasters, so there seemed little reason to chthimggs. Until, that is, the raging inflations o&th960s and 1970s
caused Hayek to propose that the state monopohytbegroduction of money should instead by opanetb
competition. And today, that idea — and the idegetifrning to some commaodity currency that canmoti€based by
politicians — is gaining strength.



