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ECONOMY
Bitcoin is Teaching Libertarians
Everything They don’t Know About
Economics
By Matt O’Brien

Bitcoin is hot again. Here’s what you
need to know.

Bitcoin changes prices too quickly to be a
currency and processes transactions too
slowly to be a payments system, but it is
juuust right for teaching libertarians everything they don’t know about economics.
If you listen to bitcoin’s biggest backers,
it’s supposed to be our gleaming future, one
where we can make money just by holding
it, move it anywhere in the world for free,
and no longer have to depend on banks or
governments to do the right thing. If you
look at what bitcoin actually does, though,
it’s more like digitized nostalgia for a premodern past where money was discovered
rather than printed, economics was a simple
subject where markets never failed, and you
never had to trust anyone you didn’t know.
It works, then, the way libertarians think
things should which is to say not at all.
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The first thing they don’t understand is that
money isn’t just a store of value. It’s also a
medium of exchange, or what we use to buy
things with. And if it’s going to be much of
one, then it not only has to avoid losing too
much value, but also gaining too much. Otherwise, why would you ever spend it? You
wouldn’t. You’d just hold on to it as long
as you could in case, like bitcoin, it went
from being able to buy $900 worth of stuff
one year to $19,000 the next. Which, if it
ever did replace the dollar, would bring the
economy to a halt while everyone stopped
buying anything other than the essentials
and waited to become bitcoin millionaires.
To stop that from happening, you’d need to
be able to increase the supply of bitcoins
as the demand for them did. This is more
or less what is known as “printing money,”
and, as is often the case, it can be either
good or bad depending on whether it’s done
appropriately or not. Do it too much and you
can get the type of persistent inflation the
U.S. had in the 1970s; way too much and the
kind of currency-killing hyperinflation Germany had in the 1920s; but too little and the
economy might fall into a doom loop like
the whole world did in the 1930s. Bitcoin,
though, is set up under the assumption that
people or, more accurately, governments
can never be trusted to do this, and that
pretty much anything that reduces the value
of a currency is by definition bad. That’s
why its pseudonymous creator decided there
would only ever be 21 million coins, even
though that hard limit has meant prices have
zoomed up and down and back up again as
interest in bitcoin has itself. That’s made it
the best penny stock and the worst currency
in the world.
The second thing they don’t get is that trust
makes economies more and not less efficient. Bitcoin, you see, is best understood as
an attempt to rewrite the rules of our money
and our financial system so that your savings are safe no matter what happens in
Washington or on Wall Street or whatever
digital version of them springs up. To make
it so nobody has to trust anybody. But it’s an
ideological point of view that bitcoin takes
far beyond any technological need. Here’s
what I mean by that. The real genius of bitcoin and there’s plenty of it — is that the
process of “mining” new coins creates a
public record of every transaction it’s ever
been used for. As a result, you can send
things online without needing a bank to tell
you who has what to send. That’s already
there for everyone to see. So goodbye transaction fees, and hello bitcoin!
Well, except for one little thing. The number
of transactions bitcoin can process is
extremely limited by the fact that it’s chosen
not to put much memory into its system.
Indeed, bitcoin can only handle a maximum
of seven transactions a second compared to
the 56,000 that Visa can. That means that
even though bitcoin’s transaction line isn’t

very long not many
people use it, after
all it still takes a long
time to get through it.
Unless, that is, you’re
willing to pay the $28
it now costs to skip to
the front. But what’s
the point of using bitcoin then?
There is, of course,
a pretty simple solution here. That’s just
... increasing bitcoin’s memory. The people
who run it, though, have ruled that out.
Why? Because that would require a modicum of trust, and they want to abolish that
entirely. Bitcoin’s raison d’etre, remember,
is to reprogram the economy so that governments can’t inflate your money away
and banks can’t gamble it away. Creating
a parallel financial system that lets you
manage your money outside of the traditional one is the first step in this. Keeping it
from becoming as centralized as the old one
is the second. “Bigness” in all its forms is
the real enemy. It’s how you get the kind of
single points of failure the Federal Reserve,
Lehman Brothers, or, maybe, even a large
enough bitcoin mining group that can
potentially bring the whole thing down. You
have to trust that they won’t (and regulate
them just in case).
If you don’t want to do that, then you can’t
really add more bandwidth to the bitcoin
system. Here’s why: The more data there is,
the more computing power you’d need to
win the mathematical races that decide who
gets new coins. And in that case, mid-sized
miners would have a harder and harder time
competing. The market, then, would naturally consolidate into a few big players, and
bitcoin’s payments system that’s what the
miners are really doing would be just as
top-heavy as, say, the credit card companies
are today. So just like anything else, specialization would make bitcoin work better, but
at the cost of having to trust the specializers. Which, as we’ve said before, they don’t
want to do. Bitcoiners would rather keep
it pure and useless for anything other than
talking about how it must be good for something.
But even in a world where bitcoin actually
did work, it still might not be worth using.
At least not from a societal perspective.
That’s because it’s not just a matter of how
much bitcoins cost people to use, but also
how much it costs everyone else when they
do which could be quite a bit. The type of
computers that can quickly solve bitcoin’s
cryptographically complex equations aren’t
cheap to run. In fact, they’re energy hogs.
They already consume more than 0.1 percent of all electricity (or about as much as
Denmark), which is remarkable when you
consider how little bitcoin is actually used
right now. If that ever went up, so would
its energy needs perhaps substantially so.
The important thing to understand is that
the more bitcoin costs, the more incentive
there is to “mine” for it, but the more that
happens, the more computing power you
needto win new coins. So the amount of
energy it uses should go up hand in hand
with its price.
Bitcoin, in other words, is one big negativeexternality machine. That’s what economists call a cost that someone else has to
pay for something you did. The canonical
example is the pollution that comes out of
a factory society at large is left with the
cleanup bill and bitcoin might not be that
different. Sure, some bitcoin miners run on
renewable energy sources like hydroelectric or geothermal, but a lot of them still use
coal. It’s the economical choice, after all.
Well, at least for them. So even in the bestcase scenario, bitcoin might not be cutting
transaction costs so much as redistributing
them from individuals to society.
Bitcoin is a revolutionary technology built
on reactionary economics. That first part
has blinded people to the second how could
something so clever be so useless? but it’s
true. Bitcoin’s strictly limited money supply
harks back to a time when money was a
shiny rock you dug out of the ground, not
a piece of paper with a dead president (or
treasury secretary) on it. And its attempts to
insulate miners from the forces of economic
rationality are akin to nobles’ old feudal
protections.

Corporations may Dodge Billions in US
Taxes Through New Loophole

A loophole in the new US tax law could
allow multinational corporations such as
Apple to avoid paying billions of dollars in
taxes on overseas profits. (Reuters)
WASHINGTON: A loophole in the new US
tax law could allow multinational corporations like Apple to avoid paying billions of
dollars in taxes on profits stashed overseas,
according to experts.
Stemming from a republican overhaul of
international business taxes, the loophole
involves the tax rates 15.5 percent or 8 percent that companies must pay on $2.6 trillion
in profits they are holding abroad.
By manipulating their foreign cash positions,
a determining factor under the new law, a US
multinational could potentially save money
by shifting profits to the lower rate from the
higher one, according to Stephen Shay, a
senior lecturer at Harvard Law School.
The savings could amount to more than $4
billion in Apple’s case alone, he said.
An Apple spokesman declined to speak on
the record about Shay’s analysis. US treasury department and internal revenue service
officials did not respond to Reuters’ queries
seeking comment.
The sweeping Republican tax law was president Donald Trump’s first major legislative
triumph since he took office almost a year
ago. Rushed through congress, and approved
over the unanimous opposition of Democrats, it took effect in January, delivering tax
cuts and tax code changes that large, USbased multinationals had sought for years.
One of those changes was a one-time tax
break on about $2.6 trillion in profits that
multinationals have socked away overseas in
recent years under a “deferral” rule that let
companies hold profits offshore tax-free, as

long as the money was not brought
into the United States, or repatriated.
There is no such deferral under the
new law and accumulated overseas
profits will now be taxed at either
15.5 percent for cash holdings or at
8 percent for more illiquid investments.
Both rates are far below the 35
percent rate that would have been
charged on repatriated foreign profits before the law was passed, and
below a new 21 percent corporate
income tax rate.
To knock their taxes even lower, experts
said, multinationals could have leeway to
shift foreign earnings into the 8 percent tax
bracket and out of the 15.5 percent bracket.
The loophole that makes the bracket-shifting
possible involves a formula for calculating
how much foreign earnings are subject to the
higher tax rate. The benchmark is a company’s foreign cash position, calculated as the
greater of either the average of the past two
tax years, or the cash balance at the end of
the last tax year begun before Jan. 1, 2018.
Companies would pay the 15.5 percent rate
on sums up to the calculated foreign cash
position. Anything over that would get the 8
percent rate.
Shay said some multinationals could reduce
their cash positions, and the amount of
money subject to the higher rate, through
legitimate distributions including dividend
payments.
He estimated Apple could have as much as
$289 billion in foreign cash at the end of
its current fiscal year on Sept. 30. Averaged
across the last two tax years, the figure would
be $234 billion.
To avoid paying 15.5 percent on the higher
of those two figures, he said, Apple could distribute some of its cash through dividends
or other means. Reducing its 2018 position
by $55 billion to the lower, two-year average
would save the company more than $4 billion in taxes, according to Shay.
The new law says transactions meant principally to reduce taxes due on foreign profits
can be disregarded by US tax authorities.
But tax experts said this anti-abuse measure
does not apply automatically and that corporate tax lawyers could argue it does not apply
to legitimate corporate actions.

‘Economics not Politics’: How India
Built its Relations with Israel

The visit marks a new chapter in Israel’s relationship with India, as the two countries forge
closer ties under the leadership of Narendra Modi - from multiple defence deals worth
millions of dollars to Modi becoming the first Indian prime minister to visit Israel in 2017.
“Economics, not politics,” is now fuelling India’s foreign policy towards Israel,
according to Professor P R Kumaraswamy,
who heads the Middle East Institute at the
Jawaharlal Nehru University in New Delhi.
“If a country can play a role in India’s economic development then they are a priority
for India,” Kumaraswamy said.
“Modi only went to countries that were economically important to him; UAE, Saudi
Arabia, and Iran. But not Morocco or Algeria,” during last year’s Middle East tour.

Ambiguous relations

But for more than 50 years, India kept a
distant relationship with Israel. Driven by
Nehru’s belief that Israel should be a secular multi-ethnic state, India refrained from
having full diplomatic relations with Tel
Aviv.
The policy was pushed further by Nehru’s

desire not to offend India’s sizeable Muslim
minority and Arab allies and its view that
Israel was “contaminated” with colonialism.
This led India to vote against the UN partition plan in 1947, three months after it
became independent from Britain. But that
did not stop Israel seeking India’s vote of
recognition.
Eventually, India formally recognised Israel
in 1950. Nehru described the act as India’s
acknowledgement that “Israel is a fact”.
It later acquiesced further and allowed Israel
to set up an immigration office in Mumbai,
later becoming its consulate.
Netanyahu in India: shared ideologies,
shared enemies
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