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The Fiat Standard — Lecture 1 (Introduction) • Study Notes

Course kickoff and framing for Dr. Saifedean Ammous’ The Fiat Standard: why
study fiat as a technology, how it differs from Bitcoin, and how the
course/book are structured.

1) Big Picture

Goal: Understand the fiat monetary system on its own terms—its mechanics,
incentives, benefits, and failure modes—using an engineering, first-principles
lens similar to The Bitcoin Standard.
Why now: Modern fiat began on August 15, 1971 (Nixon closes the gold
window). The book (2021) is written at the 50-year mark of that experiment.
Core framing: Study fiat like an engineer would study a complex machine:
What are its inputs/outputs?
How is money created and destroyed?
What are typical failure modes?
What are the social/political/economic externalities?

2) Key Analogies & Mental Models

Chesterton’s Fence: Before tearing down a system, first understand the
function of the “fence.” Even if fiat wasn’t chosen by free markets, it persists—so
what function does it actually serve?
Bitcoin vs. Fiat as Reference Systems:
Bitcoin = simple, rule-bound software with difficulty adjustment (self-
stabilizing issuance).
Fiat = politically mediated, credit-based system with lending as issuance; no
analog to difficulty adjustment (more volatile, path-dependent).
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Two Kinds of Saleability:
Across time: Gold/Bitcoin tend to excel (hardness, stock-to-flow).
Across space: Fiat excels (fast, cheap global settlement relative to shipping
gold).

3) Course & Book Structure (18 Chapters, 3 Parts)

Part I — How Fiat Works (Chs. 1–6)
(Intro) Framing & method.
Origins: Fiat emerges from political constraints/default management, not a
clean design.
Fiat Technology: Operational topology; most fiat is lent into existence (credit).
Fiat “Mining”: Lending as creation; supply expands with credit booms,
contracts in busts.
Fiat Balances: Many large holders rationally maintain negative fiat balances
(debt) to own scarce assets; savers holding cash are debased.
What Fiat Is Good For: Government finance, bank backstops, and saleability
across space.
Part II — Fiat Life (Chs. 7–12)
Social, cultural, and political consequences of a credit-based, inflationary
money:

Time preference ↑ (future discounted more).
Food: Subsidized cheap calories; distorted guidelines.
Science/Education: Centralized funding ⇒ incentives for hype and
conformity.
Fuels/Energy: Inflation + policy push away from dense, reliable fuels.
Geopolitics: USD/Fed dominance; IMF/World Bank development complex.
Cost–Benefit of Fiat: Tally benefits vs. systemic costs.

Part III — The Fiat Liquidator (Chs. 13–18)
Bitcoin’s Value Prop: Superior saleability across space and time; separation of
money and debt.
Scaling: Scarce blockspace; layers (Lightning) as market outcome.
Banking in a Bitcoin World: Higher reserves, demonetization of non-monetary
assets used as savings proxies, shrinking role for bonds.
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Energy: Mining draws on low-opportunity-cost energy; bounty for cheap,
reliable power.
Cost–Benefit of Bitcoin.
Endgame: Debt jubilee-like transition vs. hyperinflation; CBDCs could alter
dynamics.

4) Core Claims from the Introduction

Fiat is chiefly a credit system: new money is created via lending, not printing.
No difficulty adjustment: Fiat supply is governed by politics + credit cycles ⇒
booms/busts.
Rational strategy under fiat: Borrow (negative balances) to acquire hard
assets; cash savers are penalized.
Fiat’s unique advantage: Saleability across space enabled it to replace gold
(not market-chosen but functionally useful).
Bitcoin as analytical lens: Using Bitcoin’s clean mechanics clarifies fiat’s
opaque machinery.

5) Key Definitions

Saleability across time: Ability to hold value into the future (low dilution).
Saleability across space: Low-friction transfer over distance.
Difficulty Adjustment (Bitcoin): Protocol mechanism tuning issuance to hash
rate to stabilize supply issuance rate.
Fiat “Mining”: The process of issuing credit (new loans) that creates new fiat
balances.



4

•
•

6) Important Dates & Context

Aug 15, 1971: Nixon ends USD convertibility to gold → modern fiat era begins.
2021: Publication; 50-year retrospective vantage point.

7) Comparative Table (Condensed)

Property Gold Fiat Bitcoin

Supply Rule Physical scarcity Policy/credit-driven Programmatic (21M
cap)

Issuance Control Mining costs/physics Central banks + banks
(lending)

Protocol + miners

Difficulty Adjustment No No Yes

Saleability Across
Time

High Low–Medium (inflation
risk)

High

Saleability Across
Space

Low–Medium
(shipping)

High (electronic
settlements)

High (digital bearer;
layers)

Governance Market/chemistry Politics/Regulation Open-source protocol
+ markets

8) Study Prompts (Active Recall)

1. Why does the author adopt an engineering rather than historical lens for fiat?
2. In what ways is lending to fiat what mining is to Bitcoin?
3. How does the absence of a difficulty adjustment shape fiat’s macro dynamics?
4. Explain saleability across space and why it mattered for fiat’s rise post-1971.
5. Why might negative fiat balances (debt) be rational for the wealthy under

inflation?
6. How does separating money and debt (Bitcoin) reconfigure savings/investment
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behavior?
7. What kinds of social domains (diet, science, energy) does the book argue are

reshaped by fiat incentives?

9) Quotable Ideas (for notes)

“Most fiat is not printed; it is lent into existence.”

“Bitcoin’s difficulty adjustment is the glue that makes the system cohere; fiat
has no equivalent.”

“Gold loses value across space; fiat loses value across time.”

“To evaluate fiat honestly, treat it as a technology with functions and failure
modes.”

(Paraphrased from the lecture for study purposes.)

10) What to Watch For in Lecture 2+

Ch. 2: Political birth of fiat—less “invention,” more “emergent workaround” for
sovereign constraints.
Ch. 3–5: Concrete mechanics (network topology, issuance via lending, negative
balances).
Ch. 6: Enumerate fiat’s three functional advantages (gov finance, bank rescues,
spatial saleability).
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11) Suggested Reading Cross-Links

The Bitcoin Standard: Early chapters on money, hardness, and time preference;
late chapters on difficulty adjustment.

12) One-Page TL;DR

The course/book studies fiat as engineered credit rather than neutral money.
Lending creates money; politics + credit cycles drive supply.
Spatial saleability explains fiat’s functional dominance post-gold.
Bitcoin offers a contrasting baseline: fixed rules, difficulty adjustment, and a
clean split between money and debt.
The next lectures deepen mechanics first, then map cultural/economic
externalities, and finally model the transition path with Bitcoin.


