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Want a freemarket? Abolish paper currency
BY NARAYANA
KOCHERLAKOTA
BLOOMBERG

If you believe that gov-
ernment meddling in finan-
cial markets was responsi-
ble for the last recession
and the lackluster recovery,
you might be right. But
probably not in the way you
think.

Imagine what would hap-
pen in a free market if ev-
eryone suddenly decided
that future economic
growth would be very slow.
The price of safe assets such
as U.S. government bonds
— assets that pay off even
in a low-growth environ-
ment — would rise sharply.
As a result, the real (infla-
tion-adjusted) interest rate,
which always moves oppo-
site to the price of safe as-
sets, would fall. In princi-
ple, if the demand for safe
assets was strong enough,
the real interest rate could
go deep into negative terri-
tory.

Yet, two government
mechanisms prevent real in-
terest rates from getting too

negative. The first is cash: As
long as people can hold cur-
rency, which loses its value
only at the rate of inflation,
they won’t buy safe assets
that yield even less. The sec-
ond is the central bank’s
promise to keep the inflation
rate low and stable — at
about 2 percent in most de-
veloped nations. As a result,
people have little reason to
hold any asset that yields
less than negative 2 percent
(perhaps negative 3 percent,
considering that cash is
bulky and hard to store).

In other words, govern-
ments — by issuing cash
and managing inflation —
put a floor on how low in-
terest rates can go and how
high asset prices can rise.
That’s hardly a free market.

Like any government in-
terference, this causes inef-
ficiencies. By preventing
the future prices of goods
and services from rising too
far above the current pric-
es, it constrains demand for
current goods and services.
The weak demand leads
companies to hire less and
invest less in the develop-

ment of new technologies,
leaving the workforce unde-
rutilized and productivity
low. Sound familiar?

What’s the fix for this
problem? The right answer

is to abolish currency and
move completely to electron-
ic cash. Because electronic
cash can have any yield, in-
terest rates would be able go
as far into negative territory

as the market required.
If cash were abolished, I

would support the adoption
of two complementary mea-
sures. First, instead of tar-
geting a positive inflation

rate, central banks could
target true price stability by
aiming to keep the level of
prices constant over time.
(To be clear, this would be
disastrous unless cash were
eliminated first.)

Second, currency does
provide a service beyond
being a store of value and a
medium of exchange: It’s
anonymous and ensures the
privacy of transactions. In
its absence, governments
would have to allow the pri-
vate sector to offer alterna-
tives with the same attrac-
tive features.

We’ve endured a deep re-
cession and a miserable re-
covery because the govern-
ment, through its provision
of currency, interferes with
the proper functioning of fi-
nancial markets. Why not
ensure that doesn’t happen
again?

Narayana Kocherlakota is a
Bloomberg View columnist.
He is a professor of econom-
ics at the University of Roch-
ester and was president of the
Federal Reserve Bank of Min-
neapolis from 2009 to 2015.

special places. The big dif-
ference is something called
“multiple use.” The park
service essentially pre-
serves land in a more re-
strictive way and limits rec-
reation, while the forest ser-
vice conserves land but
tries to “provide the great-
est good to the greatest
amount of people in the
long run.” This quote is
from Gifford Pinchot, the
first head of the forest ser-
vice.

Many times, a national
park is a really special
place — think of the Grand
Canyon, Mammoth Cave
and geysers of Yellowstone
— and the national forest
surrounds that land, acting
as a buffer as well as a place
for those to enjoy nature
with less restrictions than
parks. For example, nation-
al parks allow dogs on a
6-foot leash on some trails.
In contrast, national forests
always lets visitors walk
dogs on a leash in high-traf-
fic areas, and in other low-
traffic areas dogs don’t have
to be leashed at all. A na-
tional forest also offers har-
vesting contracts, camp
leases and contracts for
guides and outfitters.

Of course, we already
have a great park in the
area: 200,000 acres called
Baxter State Park. This
park already is preserved
better than national parks,
being wilderness of the
most remote kind with no
paved roads, no RVs, no
electricity and no pets. It
also has better funding
through a dedicated trust
fund independent of the
governor or Legislature.
They allow a small section
for hunting and do a great
job managing 30,000 acres
for forestry “in the right,
unspoiled way,” to quote
Percival Baxter. Katahdin
is and always has been the
recreational draw to this
land. It handles about 50,000
visitors per year, and it is
usually maxed out. But
that’s it. Katahdin is the
special place around here.
It’s where Henry David
Thoreau was going on that
hike through the North
Woods.

Very few people go to the
North Woods just for the
woods. Even inside Baxter,
campgrounds without ac-
cess to Katahdin don’t fill
during the peak season.
Having worked the gate at
Baxter, I know that visitors
who were shut out of Katah-
din may have had a great
day on a different hike, but
they didn’t drive two hours
from Bangor to hike a trail
that wasn’t on Katahdin. A
million people do not come
to these woods, and putting
a national park label on the
land won’t change that.

A realistic comparison
would be to look at a
woods-centered park or for-
est a few hours away from
a metro area. The North
Woods is about five hours
from Boston. Maybe we
would match up with the
North Cascades National
Park, a great 500,000-acre
park just three hours from
Seattle. I’ve hiked there;
it’s a wonderful set of
woods. Its annual visita-
tion is about 25,000 visitors.
Contrast this with a less re-

strictive, multiple-use na-
tional forest: the 16,000-acre
Finger Lakes National For-
est in Upstate New York
that sees about 150,000 vis-
its per year or the 400,000-
acre Green Mountain Na-
tional Forest in Vermont
that sees more than 1 mil-
lion visits per year. More
options to recreate equals
more people enjoying these
woods.

I’ve heard a call to undo
the monument. I don’t
agree. Then what? Give it
back? No way, the people of
Maine want access to this
land but for its traditional
use. Historically, the land
outside Baxter was paper
company land, and they
practiced forestry but also
allowed hiking, camp leas-
es, fishing, skiing, hunting,
snowmobiling and more.
Essentially, it was “multi-
ple use.” This sounds just
like the national forest I
worked on as a dogsled
musher in Wyoming. Lo-
cals would head off to the
woods to camp for a few
weeks and enjoy nature
while stewarding the land.
This land is a great re-
source, but not because it’s
been held aside for the last
15 to 20 years. It’s because
the loggers, paper compa-
nies and Mainers were
using it — but not destroy-
ing it — for the last 200
years.

We now have a chance to
preserve this land with the
traditional, multiple uses
that would help the commu-
nity. A national forest is a
perfect fit. While working
for the park service, I no-
ticed there weren’t a lot of
local people who got park
service jobs. When I worked
in the Green Mountain Na-
tional Forest, however, I
was a rare out-of-stater
working with all Vermont-
ers, many with year-round
jobs. We also worked closer
with the local people be-
cause of the multiple uses
that were occurring. It
doesn’t have to be forestry,
just whatever uses fit with
the people in the area while
still maintaining a forest.
Harvest some fiddleheads
or tap maples for syrup,
sure. Set up a yurt in the
winter and do dogsled
tours, you bet. Save aside
enough acres to protect that
rare orchid, no problem.
Everybody wins.

These 87,500 acres are
great forest land, but it’s
not special enough to make
a national park. Katahdin
is special, and it’s already
well protected. A national
forest is a win for every-
one. The next step involves
contacting Maine’s sena-
tors and representatives to
let them know what the
state wants. Go to the meet-
ings — be heard. Now is
the time to stop fighting
each other and start mov-
ing forward together on a
great resource for the state.
Let this land be the North
Woods we’ve always known
and loved, a multiple-use
area for all to enjoy. Make
it the North Woods Nation-
al Forest.

Heather Haskell graduated
from the University of Maine
in 1997 with a degree in recre-
ation and park management.
She spent 12 years working
from Maine to Hawaii in state
and federal agencies as a
ranger, guide and recreation
specialist.

and search-and-rescue oper-
ations, are restricted by
line-of-sight and altitude re-
quirements. Heavier drones
also won’t benefit from
these new rules.

That means these opera-
tors still need to meet more
strict licensing require-
ments and obtain special
permission — a section 333
exemption — from the FAA
before they can fly, Taylor
said.

Rules to integrate large
drones and Amazon’s deliv-
ery fleet could emerge with-
in the next couple of years,
according to a spokesman
from the FAA, but it could
be a while before they are
ready.

Now the FAA needs to
enforce the new rule, and
that could prove a tall
order.

Since Congress under a
2012 law tasked it with inte-
grating drones into the air-
space, the FAA has main-
tained that it was illegal for
operators to fly a drone for
commercial purposes, un-
less the operator obtained
an exemption.

Even with the claim of il-
legality, the FAA never pur-
sued an enforcement action
against an operator for fail-
ing to get an exemption.
With no regulations in
place for drone use, the
FAA had little legal ground
on which to penalize these
operators unless they flew

in a “reckless manner.”
Now that the new rules

have kicked in, the FAA
has authority to bring order
to the Wild West of drone
aviation.

“The further we get into
this and the more regula-
tions it passes, the more it
codifies that in terms of
public safety in the national
airspace the FAA has the
authority to do what it
wants to regulate drone
use,” Michael Bosse, an at-
torney and member of the
drone law team at the Port-
land law firm Bernstein
Shur, said.

But can the FAA effec-
tively police a sky full of
small drones?

Just consider this: An es-
timated 700,000 drones were
sold in the U.S. last year, ac-
cording the Consumer Tech-
nology Association, and as
many as 1 million more
could be sold this year. All
those drones — whether
they’re flown commercially
or for fun — need to be reg-
istered with the FAA. Yet,
since last December, only
about 530,000 drones have
been registered in the feder-
al database, according to an
FAA spokesman.

For a little perspective,
that’s more than the ap-
proximately 320,000 aircraft
registered with the agency.

“The capability [of the
FAA] to police them in any
systematic way is going to
be difficult,” Bosse said.

All those drones can pose
a potential hazard. Between
Dec. 17, 2013, and Sept. 12,
2015, there were at least 921

reports of drones flying too
close to airplanes, many of
which occurred at heights
above 400 feet and within 5
miles of an airport, accord-
ing to an analysis by the
Center for the Study of the
Drone at Bard College in
New York.

At least three minor inci-
dents were reported in
Maine last year — one
north of Bangor Interna-
tional Airport and two at
the Portland International
Jetport.

That concerns local
and state governments,
many of which have
started to regulate drones
within their jurisdic-
tions.

Last year, 15 states — in-
cluding Maine — passed
laws prohibiting certain
bothersome drone activi-
ties, according to the Na-
tional Conference of State
Legislatures. Those particu-
larly irksome behaviors
states sought to rein in in-
clude using drones to ha-
rass hunters (read: PETA
drones), flying over crime
scenes and flying near pris-
ons, nuclear plants and
other “critical facilities.”

The Maine law that made
the books prohibits police
from flying drones as part
of an investigation unless
they obtain a warrant. A
second bill that would have
barred drones from flying
over private property with-
out permission died in com-
mittee over concerns it
would conflict with the
FAA’s regulatory authority
in the airspace.

No towns have yet to
adopt ordinances restricting
drone use within their limits.
But the town of Kennebunk
is exploring creating a drone
no-fly zone over more than a
dozen public parks as well as
some public beaches.

The FAA asserts it alone
has the authority to regu-
late activity in the airspace.
Last December, the agency
issued a memo warning
that local and state officials
risked creating a “patch-
work quilt” of regulations
that would “severely limit
the flexibility of the FAA in
controlling the airspace …
and ensuring safety and an
efficient air traffic flow.”

Even with those con-
cerns, the FAA stopped
short of a full pre-emption
of local and state drone reg-
ulations, saying in its com-
mercial drone rulebook that
“certain legal aspects con-
cerning small UAS use may
be best addressed at the
State or local level.”

Eric Conrad, a spokes-
man for the Maine Munici-
pal Association, said this
signals that the FAA has
recognized that local and
state officials likely will be
responsible for taking ac-
tion against drone opera-
tors who pose a threat or
nuisance to the public.

“The reality is this,” Con-
rad said. “If someone is fly-
ing a drone recreationally
or commercially and it
bothers someone, they
aren’t going to call the FAA.
They’re going to call the
local police department or
town manager.”

cause he thought LePage was wrong
on overhauling state employee pen-
sions. Nevermind the fact that such
an action would have been blatantly
unconstitutional under the Maine
Constitution, the very document legis-
lators swear to uphold.

Or when a leftist group — the self-
adulatory-named Maine People’s Alli-
ance — literally accused Republicans
and Gov. LePage of killing people
with their policy positions. Why? Be-
cause of a difference of opinion on the
wisdom and financial viability of ex-
panding government health care rolls.

“157 Mainers” was a talking point
derived from a Harvard study that of-
fered a high estimate on deaths theo-
retically preventable by expanding
Medicaid. Of course, it was full of as-
sumptions, like the Affordable Care
Act not creating negative effects else-
where in the market. I’m curious
whether those assumptions hold when
Maine’s Community Health Options
co-op is suing the federal government
for not living up to its word, claiming
Washington owes them over $20 mil-
lion.

Or look at the meme invented by
House Speaker Mark Eves that Gov.
LePage seeks to destroy the livelihood
of his political opponents. Set aside
the fact his argument failed complete-
ly in federal court. If Eves were cor-
rect, why did the governor never
threaten the behavioral health care
organization Sweetser, Eves’ employ-
er during most of his tenure in Augus-
ta? After all, Sweetser receives mil-
lions from state, a lot more than Good-
Will Hinckley.

Might it be because Gov. LePage ac-
tually believed in Sweetser’s mission?
And that he had no qualms with Eves
serving as a counselor there, believ-
ing him eminently qualified to do so?
Occam’s razor (the theory that the
simplest explanation is probably the
most accurate) cuts exceedingly fine.
In the Good-Will Hinckley saga, the

simplest explanation is LePage’s with-
holding of discretionary funds truly
was predicated on a belief that Eves
was unworthy of the job.

Maybe that was a good call. Or
maybe LePage was completely wrong
and in fact Eves is the second coming
of Maria Montessori. Regardless,
under the law, that decision was the
governor’s to make. And it can’t be
true that the decision was mere parti-
san politics against the opposition
party’s leaders. After all, one of Eves’
predecessors as House speaker and
fellow Democrat Glenn Cummings
was the head of Hinckley when Gov.
LePage started state support for the
school.

Yet those facts have not overcome
the accusations against the governor
that he is somehow personally biased
against individual legislators and
wants their families destitute, despite
actual proposals against him to that
effect from the Democratic side of the
aisle. So a narrative gets built up, and
the governor plays into it by leaving
recorded messages instigated by false
information. To borrow from Shake-
speare, a pox on all of these decisions.

So what now? We watch the play
unfold. Act I is over, as the governor
has now apologized. Act II will in-
clude continued Democratic calls for
recompense and resignation. Act III’s
tension builds as Republicans gener-
ally ignore those calls and declare the
matter closed. Act IV opens with Gat-
tine, as the aggrieved member, con-
tinuing to claim he now cannot work
with LePage, conveniently ignoring
the fact that he never deviated from
party orthodoxy anyway when it
came to the governor’s proposals. And
finally, in Act V, nothing will happen,
leaving the matter to the ballot and
Maine voters.

In other words, it will be a tale full
of sound and fury until November,
ultimately signifying nothing. Let’s
just hope after the curtain falls and
the 128th Legislature is inaugurated,
we can forgo drama in favor of ac-
tion.

Michael Cianchette is former chief coun-
sel to Gov. Paul LePage, a Navy reservist
who served in Afghanistan and in-house
counsel to a number of businesses in
southern Maine.
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A beer sits next to a Bitcoin sign on display at a bar in central Sydney, Australia, in
September 2015.
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Hope Savage holds up a sign urging Gov. Paul LePage to resign during a rally
Tuesday in Capitol Park, across from the State House, in Augusta.


