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Standing by itself, the general statement, ‘good money drives out bad,” is the more
correct empirical proposition. Historically, it has been good, strong currencies that
have driven out bad, weak currencies.

UK (Mundell, 1998: 20) :
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Gresham’s Law, properly understood, can be a powerful tool in the hands of histo-
rians for the study of monetary history. The catchy phrase, ‘bad money drives out
good,” is not a correct statement of Gresham’s Law nor is it a correct empirical asser-
tion. Throughout history, the opposite has been the case. The laws of competition
and efficiency ensure that ‘good money drives out bad.’
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Good Money Drives Out Bad:
Free Coinage and Gresham’s Law in
Chinese Western Han Dynasty

Yen-liang Chen
Associate Professor
Department of History, National Dong Hwa University

ABSTRACT

Gresham’s law has one precondition: If there is a fixed rate of
exchange between bad money and good, then bad money will drive out
good. We argue that, when (1) there is no fixed exchange rate between
bad and good money, and (2) when the government encourages free coin-
age, then there is a possibility of good money driving out bad. We use
these two preconditions to explain why the “Sizhu” coins were successful
during the reign of Emperor Wen (r. 179-157 BC) under his free coinage
policy. The analysis of metallic composition and their weights, confirms
that the Sizhu coins minted under free coinage policy had better metal
contents than those Sizhu coins under central minting policy.

This success had another important institutional setting. In 1975, an
official scale for money was excavated in the Hubei province. This con-
firmed the existence of the Money Weighing Law (MWL). MWL stipulat-
ed that all circulating coins should be checked with official money scales,
or the user would be punished. This warranted that bad money could be
separated from good. Thus the second condition of Gresham’s law (good
money will drive out bad) was brought into effect. This explains why the
high quality Sizhu coins were prevailing and Emperor Wen’s monetary
reform was successful.

Key Words: Gresham’s law, Sizhu coins, monetary scale, Money

Weighing Law, Emperor Wen of Han dynasty





