
Connecticut College Connecticut College 

Digital Commons @ Connecticut College Digital Commons @ Connecticut College 

Economics Faculty Publications Economics Department 

2022 

Introduction to The Political Economy and Feasibility of Bitcoin Introduction to The Political Economy and Feasibility of Bitcoin 

and Cryptocurrencies and Cryptocurrencies 

Spencer J. Pack 

Follow this and additional works at: https://digitalcommons.conncoll.edu/econfacpub 

 Part of the Economics Commons 

This Book Chapter is brought to you for free and open access by the Economics Department at Digital Commons @ 
Connecticut College. It has been accepted for inclusion in Economics Faculty Publications by an authorized 
administrator of Digital Commons @ Connecticut College. For more information, please contact 
bpancier@conncoll.edu. 
The views expressed in this paper are solely those of the author. 

https://digitalcommons.conncoll.edu/
https://digitalcommons.conncoll.edu/econfacpub
https://digitalcommons.conncoll.edu/economics
https://digitalcommons.conncoll.edu/econfacpub?utm_source=digitalcommons.conncoll.edu%2Feconfacpub%2F42&utm_medium=PDF&utm_campaign=PDFCoverPages
https://network.bepress.com/hgg/discipline/340?utm_source=digitalcommons.conncoll.edu%2Feconfacpub%2F42&utm_medium=PDF&utm_campaign=PDFCoverPages
mailto:bpancier@conncoll.edu


Introduction to The Political Economy and Feasibility of Bitcoin and Introduction to The Political Economy and Feasibility of Bitcoin and 
Cryptocurrencies Cryptocurrencies 

Disciplines Disciplines 
Economics 

Comments Comments 
This excerpt from The Political Economy and Feasibility of Bitcoin and Cryptocurrencies: Insights from the 
History of Economic Thought is presented with permission from the publisher. The book is available at 
https://www.elgaronline.com/view/book/9781803920948/9781803920948.xml 

ISBN 978 1 80392 093 1 (cased) 
ISBN 978 1 80392 094 8 (eBook) 



Spencer Pack - 9781803920948
Downloaded from PubFactory at 07/14/2022 02:01:37PM

via free access

This is an excerpt from the book The Political 
Economy and Feasibility of Bitcoin and 
Cryptocurrencies: Insights from the History 
of Economic Thought, published by Edward 
Elgar Publishing in 2022 and available for sale 
online:

https://www.elgaronline.com/view/book/9781803920948/9781803920948.xml

https://www.elgaronline.com/view/book/9781803920948/9781803920948.xml


© Spencer J. Pack 2022 

Cover image: Wikimedia Commons. Political cartoon of Scottish speculator John 
Law. Originally published in 1720, source Het Groote Tafereel der Dwaasheid. This 
scan is from Harper’s New Monthly Magazine, No. 301, June, 1875.

All rights reserved. No part of this publication may be reproduced, stored in a 
retrieval system or transmitted in any form or by any means, electronic, mechanical or 
photocopying, recording, or otherwise without the prior permission of the publisher.

Published by
Edward Elgar Publishing Limited
The Lypiatts
15 Lansdown Road
Cheltenham
Glos GL50 2JA
UK

Edward Elgar Publishing, Inc.
William Pratt House
9 Dewey Court
Northampton
Massachusetts 01060
USA

A catalogue record for this book
is available from the British Library

Library of Congress Control Number: 2022932706

This book is available electronically in the 
Economics subject collection
http://dx.doi.org/10.4337/9781803920948

ISBN 978 1 80392 093 1 (cased)
ISBN 978 1 80392 094 8 (eBook)

Spencer Pack - 9781803920948
Downloaded from PubFactory at 07/14/2022 02:00:49PM

via free access

http://dx.doi.org/10.4337/doi


v

Contents

Preface ix
Acknowledgements xi

PART I ESSENTIAL FOUNDATIONS: BEFORE THE 
FRENCH REVOLUTION

1 Introduction to The Political Economy and Feasibility of 
Bitcoin and Cryptocurrencies 2

2 Aristotle’s (384–322 bce) seminal contributions to the 
economics tradition 5

3 Adam Smith (1723–1790) on money 13
3.1 The origins of money, Book I, Chapter iv 13
3.2 Discussion of money in the rest of Book I of The 

Wealth of Nations 16
3.3 Smith’s “macroeconomic” theory: discussion of 

money in Book II, “Of the nature, accumulation and 
employment of stock” 18
3.3.1 Introduction 18
3.3.2 Book II, Chapter ii, “Of money considered as 

a particular branch of the general stock of the 
society, or of the expence of maintaining the 
national capital” 20

3.3.3 Book II, Chapter iv, “Of stock lent at interest” 24
3.4 Smith on expansionary monetary and fiscal policy 27
3.5 Money in Smith’s Lectures on Jurisprudence 31
3.6 A summing up of Smith from a bitcoinian perspective, 

and segue to Law 33

4 John Law (1671–1729): the financial engineer as social engineer 35
4.1 A note on Law’s character 35

Spencer Pack - 9781803920948
Downloaded from PubFactory at 07/14/2022 02:01:08PM

via free access



vi The political economy and feasibility of bitcoin and cryptocurrencies

4.2 Law’s Money and Trade Considered 36
4.3 Law’s proposals for new forms of money 48
4.4 Theoretical and political economic implications 55

4.4.1 On value theory and monetary theory 55
4.4.2 Political economic implications for bitcoin 

and other cryptocurrencies 69

PART II SOME ESSENTIAL DEBATES AND 
DEVELOPMENTS IN THE MODERN ERA

5 Marx’s (1818–1883) monetary theory: mainstream 
conservative theory; yet radical, revolutionary challenge 76
5.1 Methodological issues 76
5.2 Marx’s monetary theory and implications in Capital 

Volume I 83
5.2.1 Theory 83
5.2.2 Practical implications for bitcoin and other 

cryptocurrencies 89
5.3 Money, credit and the interest rate (rental price of 

money) in Capital Volume III 94
5.4 Conclusion 101
Appendix 5A:  Marx and the historic specificity of 
economic categories 104

6 Keynes (1883–1946): monetary theorist as capitalism’s 
saviour – the key issues 107
6.1 Historical context 107
6.2 Keynes’s overriding goal 109
6.3 Keynes’s two diagnoses 112
6.4 The specific prescription and the general prescription 117
6.5 Other key issues and controversies stimulated by 

Keynes’s work 121
6.5.1 Methodological issues 122
6.5.2 Keynes on gold, the international gold 

standard and policy-induced inflation 126
6.5.3 Keynes on financial asset prices’ contribution 

to capitalist instability and stagnation 130

Spencer Pack - 9781803920948
Downloaded from PubFactory at 07/14/2022 02:01:08PM

via free access



viiContents

6.6 The contradictory significance of Keynes for bitcoins 
and other cryptocurrencies 134

PART III BLOWBACK

7 The surprising rise of libertarianism and the libertarian 
response: starring Murray Rothbard (1926–1995) – What 
Has Government Done to Our Money? 142
7.1 Historical context 142

7.1.1 The rise of the new system of reformed capitalism 142
7.1.2 The subsequent decline of Keynesian economics 148
7.1.3 The attack on the liberal welfare state and the 

rise of libertarianism in the US 153
7.2 Rothbard: “a star to worship” – really? 158

7.2.1 Rothbard as a historian of economic thought 158
7.2.2 Rothbard’s What Has Government Done to 

Our Money? 161

8 On the road again: Friedrich A. Hayek’s (1899–1992) 
Denationalisation of Money 171
8.1 Introductory comments: the continuing relevance of 

Sraffa’s 1932 critique of Hayek 171
8.2 Hayek’s conclusion: avoiding the road to serfdom 175
8.3 On the road to bitcoin: Hayek’s plan for various 

private fiat currencies 177
8.4 Hayek’s monetary, macroeconomic and political theory 183

PART IV CURRENT ISSUES ON THE POLITICAL 
ECONOMY OF BITCOIN AND CRYPTOCURRENCIES

9 Issues raised by bitcoin and cryptocurrencies for monetary theory 199
9.1 Methodological issues 199
9.2 Price or value theory concerns 203
9.3 Issues in interpreting Keynes and Rothbard 206
9.4 Key contributions of each theorist 208

10 Issues raised by monetary theory concerning bitcoin and 
cryptocurrencies 218
10.1 On the quality of bitcoin and cryptocurrencies 218

Spencer Pack - 9781803920948
Downloaded from PubFactory at 07/14/2022 02:01:08PM

via free access



viii The political economy and feasibility of bitcoin and cryptocurrencies

10.2 On the quantity of bitcoins and cryptocurrencies 219
10.3 On bitcoin, cryptocurrencies and power 221
10.4 Ultimate conclusions 225

References 233
Index 246

Spencer Pack - 9781803920948
Downloaded from PubFactory at 07/14/2022 02:01:08PM

via free access



ix

Preface

For decades now, I have taught courses and written books and various articles 
in the field of the History of Economic Thought. For the last half dozen years 
or so, I have also been an economic advisor to various entrepreneurs and 
projectors in the nascent bitcoin/cryptocurrency community. Knowing my 
interests, I was asked to give a paper on this topic at the European Society for 
the History of Economic Thought in Sofia, Bulgaria scheduled for May 2020. 
The ensuing pandemic gave me the opportunity and time to reflect much more 
extensively on this topic. This book is the result.

The original audience for this work was therefore members of the inter-
national history of economic thought community interested in its relevance 
to contemporary economic theory, public policy, and political economy in 
general; and the broad ramifications emanating from the dramatic emergence 
of bitcoin and cryptocurrencies in particular. Yet, many other sectors of the 
reading public may be keenly interested in this work. They include:

a. in a sense, going the other way, economic theorists also interested in 
the history of economic thought and its applicability to public policy 
and political economy in general – and the potential possible profound 
changes bitcoins and cryptocurrencies present in particular;

b. general economists interested in bitcoin, cryptocurrency and public 
policy;

c. members of the political science and political theory academic communi-
ties keenly interested in the relevance of such thinkers as Aristotle, Marx, 
Rothbard, Hayek, and so on to these issues in public policy and political 
economy;

d. members of cognate fields to economics, in, for example, philosophy, 
sociology and history may also be interested in this study, given the 
possible profound societal changes which the production of private 
non-sovereign internet fiat monies present;

e. members of the bitcoin and cryptocurrency communities interested in the 
economic theory underpinning their various entrepreneurial and ideologi-
cal schemes and endeavours;

f. various public policy makers.
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x The political economy and feasibility of bitcoin and cryptocurrencies

Finally, there are many young students, budding scholars, activists, and con-
cerned young people in general who, as one reviewer wrote, believe bitcoins 
and cryptocurrencies “will be the ‘next big thing’ to change how our monetary 
and financial system work”. Members of the younger generations may find this 
book worth their time and effort to study.

All these various audiences will find much deep, heavy, yet quite nourishing 
food for thought by pondering what people such as Aristotle, Smith, Marx, 
Hayek and others had to say about money: what it is, how it functions, what 
it is made of, what it ought to be made of; and how as part of the economy 
and society it changes the total economy and society as well. And by then 
considering what these theories suggest for the political economy, feasibility 
and possible future implications of bitcoins and cryptocurrencies for this so far 
quite turbulent 21st century.

As a member of the post-World War II US baby boom generation, I must 
admit that I still find this new entire world of bitcoins and cryptocurrencies 
to be rather weird; even a bit bizarro. Yet, I also find so much of recent years 
to be rather weird and a bit bizarro: the return of an old-fashioned pandemic; 
the return and rise of religious superstition, fanaticism and wars in the US 
and beyond; the return of extensive, blatant Jew-hatred; an attempted coup by 
a US President and a storming of the US capitol by his followers – many of 
whom are definitely bizarro; bizarro weather and forest fires apparently caused 
by humans changing the earth’s climate; and more. Therefore, in this sense, 
bitcoins, cryptocurrencies, attempts to build and profit from the creation of 
non-sovereign private fiat currencies on the internet – from my perspective, 
these all certainly fit right in with the spirit of the current age.

In any event, the possible various implications of bitcoin and cryptocurren-
cies is a wonderful, challenging field to witness and ponder from an economics 
as a branch of social theory point of view – which is what this book does. 
Reflections on this new ecosystem quickly lead the mind to reflect upon many 
other interrelated domains. Moreover, of course, this new ecosystem is full 
of financial opportunities for the adroit, the clever and the swift; and deep 
financial pitfalls as well.

Thus, as the pseudo-Chinese curse has it, “may you live in interesting 
times”. So we do, like it or not.
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2

1. Introduction to The Political Economy 
and Feasibility of Bitcoin and 
Cryptocurrencies

The rise of bitcoin and other cryptocurrencies during the past decade or so has 
been spectacular. Among other things, it has been a source of surprise, wonder, 
and admiration: hence, by Adam Smith’s reckoning, a quite worthy subject for 
philosophical or scientific investigation.1 On the other hand, it has also been 
the source of disdain, fear, and incredulousness. How can something which is 
basically just made up computer code, existing in cyberspace, a mere virtual 
world, be “money”, have any “real value” at all, and not, really, be worth 
zero, nada, nothing? A variant of this position can be found in the eminent 
economist Nouriel Roubini (who is certainly an expert on financial impropri-
eties and scams) in his frankly titled testimony to the US Senate Committee 
on Banking, Housing and Community Affairs, “Crypto is the Mother of All 
Scams and (Now Busted) Bubbles While Blockchain is the Most Over-Hyped 
Technology, No Better than a Spreadsheet/Database” (Roubini, 2018).

Indeed, from an economist’s perspective, there are strong, first impression 
reasons for supposing that the price or value of a cryptocurrency ought to be 
zero. According to the classical tradition of modern economic thought (which 
may be conveniently characterized from Adam Smith up to and including Karl 
Marx), the value or price of a commodity should, in competitive conditions, 
equal the cost of producing or reproducing it (see, e.g. Walsh and Gram, 1980; 
also Dobb 1973). Since the cost of producing or, more accurately, reproducing 
this computer code is basically zero, so should its value or price.

Similarly, by neoclassical economic reasoning, there are strong reasons for 
supposing that in perfect competition, the value of a good should equal the 
marginal cost of producing that good. Again, since the marginal cost of pro-
ducing a cryptocurrency is basically zero, that should also be its value or price.

Of course, both these first impressions are misleading. As emphasized more 
by the Austrian school of thought (and generally implicitly assumed by both 
the classical and mainstream neoclassical schools), if there is “demand” for 

1 Smith 1980: 34–53; “The Principles Which Lead and Direct Philosophical 
Enquiries; Illustrated by the History of Astronomy”, Sections I–III.
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3 Introduction

a good, if that good has “utility” for at least some members of the market, and 
its supply can be kept limited, then that good will have a positive price. Thus, 
the key questions on the supply side of the price determination of this category 
of goods would be the degree and effectiveness of monopolization in produc-
ing (or releasing) the good to the market. Obviously, models of monopoly, 
duopoly and imperfect competition would be relevant here – standard fare in 
the microeconomist’s toolkit. Relevant also might be the practical workings of 
the art market. There the supply of an artist’s work can be limited by the artist, 
the artist’s dealers, or, ultimately, the death of the artist.2 Moreover, as the bril-
liant classical economist David Ricardo, at the very beginning of his Principles 
of Political Economy and Taxation, explicitly pointed out, his “principles” did 
not apply to “some rare statues and pictures, scarce books and coins, wines of 
a peculiar quality, which can be made only from grapes grown on a particular 
soil” (Ricardo, 1951: 12). Marx himself pretty much made the same point.3 
Hence, analytically (and perhaps aesthetically), bitcoins and cryptocurrencies 
may be compared to rare works of art and mighty fine wine – which is certainly 
the position held by some crypto aficionados.

To some extent, there is also a generational issue here. Older people, say 
those of the post-war baby boom generation (including the present author), 
have tended to regard what occurs merely in cyberspace as not quite real – and 
hence bitcoins and cryptocurrencies to be most likely worthless; younger gen-
erations otherwise. Indeed, when I was approached several years ago about the 
desirability of investing in cryptocurrencies, my opinion was quite Roubinian; 
upon further thought and reflection, it is now much more Smithian. Certainly, 
we have fascinating food for philosophical and scientific investigation.

Moreover, as the popularity of movies such as The Matrix and Avatar, par-
ticularly among the younger generations, attests, there is much interest in the 
ontological question of what is more real, or what is real at all – the apparent 
land of the apparent living, or some sort of variant computer-generated worlds? 
Ontological questions such as this harken back in the Western World at least 
to Plato, and his theory of the ideal forms. For Plato, what is most essential, 
hence most real, are ideal forms, which do not reside in the physical world. 
Our physical world, and us inhabitants of it, are mere pale shadows or images 
of that ultimate reality. By this train of thought, bitcoins and cryptocurrencies 

2 See, for example, Robertson (2005), also Schapiro (1994).
3 “[I]t should be borne in mind … that the price of things which have in themselves 

no value, i.e. are not the product of labour, or which at least cannot be reproduced by 
labour, such as antiques and works of art by certain masters, etc., may be determined by 
many fortuitous combinations. In order to sell a thing, nothing more is required than its 
capacity to be monopolised and alienated” (1967b: 633).

Spencer Pack - 9781803920948
Downloaded from PubFactory at 07/14/2022 02:01:49PM

via free access



4 The political economy and feasibility of bitcoin and cryptocurrencies

could easily be viewed to be more real or essential than other previous forms 
of money.4

Yet, this book is not written by a trained philosopher, and I shall henceforth 
try to steer clear of this explicit ontological line of thought. Instead, I will now 
turn to another philosopher, Plato’s great student Aristotle, who is generally 
held to also be the first major contributor to earthly monetary theory.

4 This train of thought is quite likely also the basis for Aristotle’s formal cause, the 
most perplexing and obscure of Aristotle’s four causes.
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