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Tokenomics vs. Monetary Policy

Tokenomics is about the initial state.

Monetary policy is about what happens to the tokenbase after the initial 
tokens are created.

Tokenomics is driven primarily by the role the token plays on the platform, the 
business model of the platform developers, and the expectations and 
preferences of the potential token buyers.

On the other hand, crypto and fiat currencies follow the same basic 
macroeconomic/monetary rules.

There are two things that fundamentally drive token value.
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Quantity Theory of Money

     As you all know, the QTM is an accounting identity:

M = Money supply (number of tokens)

P = Price of tokens in terms of dollars.

V = Velocity of the token (number of times a token is transacted per day).

D = Dollar value of total transactions per day
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Efficient Market Theory

Again, as you all know, EMT is an arbitrage condition that is 
enforced by self-interest:

Today’s price must equal tomorrow’s expected price or else profits can be 
made by selling or shorting the token.
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What Drives Token Price?

Token price (P) is higher if:

● Large numbers of tokens are staked or locked since this slows velocity (V).

● The token finds lots of use on the platform (transaction and smart contract fees, for  
example) since this increases as the dollar value of total transactions per day (D).

● The token has use off the platform such as micropayments, larger exchanges of value, or 
even as a store of value.

● Fewer tokens exist because they were never created or are destroyed (M).

● Future token price is expected to go up ( P 
t +1 

).

○ Induces hodling or use as a store of value.
○ Induced by expected future increases in on or off platform token use.
○ Induced by expected future decrease in token numbers or circulating tokenbase.
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Why do we Care?

Economics is a positive science, even macroeconomics.

Deciding what “good” macroeconomic policy might be is a normative question
and so is not one that economists are qualified to answer.

Someone needs to supply the primitive of what the policy objective is:

● Raise as much money as you can?
● Maximize the utility of the token?
● Maximize the value of the tokenbase?
● Create a token with a stable value?
● Help implement some platform function such as incentivizing good behavior 

or providing liquidity for on-chain markets or services?
● Something else?

Let’s consider what common monetary policies do.
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Pre-mining

Pre-mining means creating a fixed number of tokens at the beginning and never creating 
tokens again.

● Pre-mining generates a degree of certainty about M, which is probably good, all else 
equal.

● If a platform holds back tokens from circulation that are pre-mined, then this certainty 
is diminished.

● Pre-mining is non-responsive to expectations or the amount of token use on or off the 
platform.
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Mining or Scheduled Token Release

Mining creates a predictable, addition to the supply of tokens as blocks are built
to pay validators for their services.

Scheduled token releases do the same thing, but new tokens go to some other
use (usually the platform or investors).

● This creates a degree of certainty about M, which is probably good, all else equal.

● This approach is non-responsive to expectations or the amount of token use on or off the 
platform.

● This approach lowers expectations about future token prices, all else equal.

● This approach is an inflation tax on current token holders. If it is too extreme, it can crash 
token value.
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Stablecoins and Currency Pegs

A stablecoin is a token that is supposed to have its value pegged to a fiat currency, a commodity such as gold, or the 
value of a basket of fiat and/or crypto currencies.

In the real world with fiat currencies, this is difficult to do.

Every historical attempt to peg a fiat currency to another currency or to a commodity like gold or silver has 
ended in failure.

Why?

Consider the gold standard.

It is just too tempting to issue more gold certificates than there is gold.

The currency ends up being only fractionally backed.

Some speculator shorts the currency and demands gold until the central bank runs out or gives up and the value of the 
currency crashes. 9



Currency Pegs

Pegging one currency to another, the pound to the dollar for example, is more
complex, but encounters the same basic issue.

The Bank of England would never even consider holding enough dollars to 
fully collateralize such a policy.

To support the peg, central banks have fiscal tools that can help.

In particular, they can issue bonds at above market interest rates in local
currency.

The hope is that this will cause speculators to stop selling pounds for dollars,
which exhausts the factional dollar reserves that the Bank of England holds, 
and instead buy pound denominated bonds.
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Currency Pegs have a Sad History
The problems with this are:

● Raising interest rates has negative impacts on tax payers and the domestic economy.

● People may worry that the central bank will default and demand ever higher interest rates to 
   compensate for the risk, which increases the risk of default...

● People know that the central bank can pay off the bonds with newly printed fiat currency, 
   which is inflationary, lowers the effective real interest rate the bond holders receive, which 
   makes them demand a higher interest rates.....

Ultimately, no such peg has survived.

Speculators know that central banks will either give up because raising interest rates has too high a 
social and political cost, or markets will lose confidence in the bonds and will stop buying.

George Soros made his fortune this way at the expense of England.
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Stablecoins
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I’m Very Sorry, Please don’t Hurt Me
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I have a Wife and Two Lovely Children
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I Coach Little League and Recycle
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Stablecoins with Full Backing
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Implications
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More Implications
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Volatility is Bad
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Stabilized Tokens
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An Algorithmic Monetary Policy (AMP)

21



Continuing the AMP
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What does the AMP accomplish?
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Details
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Conclusions
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Thanks very much!

More details can be found on my webpage: http://www.jpconley.com/

Or on the Geeq website: 

26

https://geeq.io/

http://www.jpconley.com/
https://geeq.io/
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