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Cryptocurrencies: a disruptive threat or the future of money? 
 
A lot has been mentioned, warned and fantasized about digital currencies in the last few years since its inception 
in 2008. The problem is that society in general is not able to see clearly its benefits and opportunities as well as 
its perils and flaws. Over the last few weeks, Bitcoin and Ethereum have both appreciated significantly due to a 
few main factors. China’s ease into enforcement rules on some of their exchanges, Japanese regulators’ approval 
of these transactions, some major businesses exploring the use of cryptocurrencies and emerging market 
currency depreciation and lack of central bank policy coordination and inflation expectations of strong currencies. 
 

1. Central Banks and Monetary Policy 
 
Central Banks have been printing fiat money in large amounts in the past 9 years to counter the recession 
creating buy the credit crisis of 2008/09, which has led among other things to an incredible expansion of 
money supply. The creation and removal of this artificial, centrally managed unit of wealth has produced a 
high level criticism and doubt in terms of the efficacy and ultimate ability to recoup growth while at the same 
time creating ultra-easy conditions the wealthiest sectors of society, thereby widening the inequality gap and 
generating financial other asset bubbles in other sectors of the financial markets. 
By having a decentralized, more “democratic” currency, whose creation, use and storage value only depends 
on individuals and businesses’ trust in its cybersecurity and government independence. 
 

2. Transactions and applications on Fintech 
 
Businesses are slowly testing the ground and adapting its payment system processing and risk management 
of handling payments and receipts in the new currency. 
However a gradual adaptation of its use will depend on the currency’s market price stability, which in turn is 
constantly being arbitraged between the different regional and countries’ jurisdiction exchanges. It will also 
depend on how robust are the cybersecurity protections at the wallet level. The latter is especially critical 
since most of the hacks and breaches in the exchanges had come from poor security protocols of online 
wallets and their bank account linkages, as opposed to the distributed ledger’s protocol of confirming and 
logging transactions. Bitcoin’s escrowed transactions using two-out-of-three party confirmation make the 
system robust enough to handle returns and refunds. 
 
Recent Fintech startups are beginning to crowd this space by building online bitcoin payment processors that 
would ease small and medium businesses accept and pay in the currency, reducing costs and ultimately 
attracting also the underbanked part of the economy. The payment processing business has been the bread 
and butter business of the retail and commercial banking industry, which is now feeling an increasing 
pressure to either compete head on or associate with them, either by join ventures or full acquisitions. 
 

3. Initial Coin Offering 
 
This is one of the best uses of the virtual currency in helping to develop and create alternative crypto 
currencies as well as useful application of the new currency, especially in the online economy. In an ICO 
campaign, a percentage of the cryptocurrency is sold to early backers of the project in exchange for legal 
tender or other cryptocurrencies, but usually now for Bitcoin. It is currently an unregulated mean by which 
funds are raised for a new cryptocurrency venture.  Its popularity is mainly because the funding is more 
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aligned to the similar nature of the startup created. An impressive statist is the fact that as of May 2017, 
there are 20 ICO’s per month, and there are a least 18 websites that now are tracking ICOs. 
 

4. Gold 2.0 (Reserve Currency) 
 
Much have been said and speculated on the virtual currency potential to replace the precious metal as a 
preservation of wealth. Again here, its value will definitely take off as its business transaction use spreads. 
Nonetheless, its growing intrinsic value is also implicitly dictated, in the case of bitcoin, by the supply limit of 
21mm coins. As such, this calls for a need to change the hashing rules and/or protocols to extend this limit, if 
we want to see this a broader adoption of the new currency. 
 

5. Distributed Ledger Technology (DTL) and Financial Markets 
 
More than the bitcoin itself of a highly secure means of payment (or of any other virtual currency for that 
matter), the independence and efficiency accomplished by the protocol surrounding it (blockchain), makes it 
an attractive proposition to be used for other purposes as well. 
Contracts are starting to be traded, cleared and valued through a distributed ledger technology which offers 
transparency, speed and security, are allowing companies and individuals to reduce costs significantly. Mayor 
Wall Street banks have recently made the move to group together and joint venture into distributed ledger 
controlled back office protocols, which ultimately will allow them to save tens of billions of dollars a year in 
middle and back office costs in over-the-counter derivative transactions with other Blockchain member 
counterparties. 
Beside payment processing, for the wider global banking industry, DLT will mostly impact areas such as 
syndicated loans, trade finance and know your customer compliance, where multi party information and 
contracts will need to be vetted and kept on updated and transparent. 
This kind of cost controlling efforts for the industry will require all the member banks to agree on the specific 
protocol rules that govern their “private blockchain” for execution, clearing, settlement and post trade 
valuation. It would also require strict cybersecurity measures as one breach in the system can not only cost 
the member firms billions of dollars in reverse and correct trades, but also permanently hurt the faith of the 
new industry venture. 
However, these bank group venture initiatives (eg. the R3 consortium) will take distributed ledger 
technologies private, and with that, its access and protocol decision making through a gatekeeper and 
administrator, and ultimately centralizing a technology initially meant to decentralize its control. 
 

6. Regulation and Money Laundering 
 
Governments and regulators have been the big absentees, or better put, laggards of the explosive growth of 
these currencies in the past few years. The inherent anonymity of the currency holder makes it a perfect 
instrument for black market transactions. Since the Silk Road FBI case, the US government and authorities 
around the globe have become more aware of this type of illegal activities. 
Money laundering is another important issue to tackle, given the currency’s similarities with cash in that its 
only owner is the person who holds the private keys to a public key containing the currency and therefore it 
could be transported anywhere and moved in and out with ease, just like holding cash. Therefore 
interchanging these keys a few times makes the trace almost impossible to track. 
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However, there’s another illegal activity more common in foreign currency controlled economies, as in the 
China case, or in Argentina in past decade. In these types of economies, moving money out of these countries 
is restricted by government regulations or central banks, easing or tightening controls to rain in the outflow 
of hard currency (usually US dollars). Somebody with as little as an internet connection can be able to move 
as much money as he/she has without the authorities ever noticing. Governments can only control the legal 
conduits (eg. online exchanges) operating within its jurisdiction. 
 

7. Bitcoins as an Investment 
 
Even though Bitcoin is not yet consider an asset class in itself, is definitely gaining an investment audience. 
This might be the main attractive benefit of this asset evolution. Gradually markets are becoming aware of all 
the potential advantages it may have in an ever more interconnected and swift, but exposed online economy. 
Therefore, investors must start allocating into this alternative “real” asset, which will gradually become an 
institutional asset class. For an aggressive portfolio, a maximum allocation of up to 5% on the virtual asset 
seems a reasonable approach. 
The currency more than tripled in value since its trough in 2017, but can become quite volatile and unstable 
at times given its incipient nature. Online exchanges are becoming more secure but sophisticated with a 
broader applications and features to make the virtual currency investment a seamless and rewarding 
experience. 
For more sophisticated investors, the different economic, legal and operational environments that exchanges 
operate in around the globe, create jurisdictional arbitrage opportunities that some speculators are willing to 
undertake betting the gaps will close fairly soon. 
 

 
Source: Coindesk.com, The Wall Street Journal 
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HISTORICAL VOLATILITIES 

BITCOIN 60.35% 

ETHEREUM 362.30% 

SPY 9.97% 

UUP 7.48% 

IEF 5.43% 
    Source: Coindesk.com, The Wall Street Journal 

 

8. Other cryptocurrencies and competition 
 
Bitcoin, Ethereum, Litecoin and Zcash are all currencies created out of a need to diversify away from fiat 
money. However their intrinsic values can often diverge due to differences in their type of business users, 
online wallets, exchanges and cybersecurity issues they encounter. Their creators however have slightly 
different goals from each other. 
Therefore, arbitrage opportunities between these currencies can be exploited by the markets and might 
possibly converge into a single commodity. 
Given recent disagreements in Bitcoin’s ultimate goals, money has been flowing out of this virtual coin into 
others, mainly Ethereum, which has rallied four folds in the recent months. 

 

9. Future and discussions 
 
The Bitcoin disagreements are revolving around deciding on the main goal of the virtual currency. On the side 
of businesses, mainly banks and financial services industry, the argument goes in favor of making bitcoin a 
payment processing breakthrough and a new means of transaction in the digital economy with a practical 
and quick commercial implementation. Their proposition among other things is to expand the limit of 21 
million coins, as well as the number of transactions each block contains so it can be processed faster than 
about seven per second and closer to the thousands per second for electronic credit card transactions. 
On the side of developers and libertarian bitcoin related business, mainly miners and miner companies (those 
that hash out algorithms in nano seconds for confirming transactions and charge a fee equal to a certain 
amount of bitcoins per transaction), the goal is more altruistic and philosophic in nature as the original 
founder envisioned, partly because these individuals have already a lot of skin in the game, and an expansion 
of the supply for commercial purposes would, at least in the beginning, plunge the currency’s market value. 
One of the solutions currently discussed is the creation of two currencies, using the same blockchain, but 
having different protocols for confirming and logging transactions. The success of the solution will most 
certainly define the fate and the use of cryptocurrencies in the next few years. 
For now it is next to impossible to say specifically how things will change. 
 
With regards to the use of cryptocurrencies in the wider economy, some new influential participants are 
voicing support for central banks to start issuing their own virtual currencies and distributing money directly 
without intermediaries distributing banknotes, cash registers or ATMs. This conversion will indicate a 
defensive move in the part of the CBs and recognition of a monetary power shift, because to be effective, it 
would need to be enforced to the wider economy (the way fiat paper currency has been for centuries) by 
prohibiting the use of other independent and decentralized virtual currencies, something that individuals will 
loop around again. Ultimately, this draconian disruption suggests the demise of Central Banks’ monetary 
policy. 

CORRELATION 

BITCOIN/SPY -0.022 

BITCOIN/UUP 0.017 

BITCOIN/IEF 0.054 

SPY/IEF -0.324 
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One thing in the ongoing discussions that seems clear is that DLT will not make banks or central banks 
redundant anytime soon. For now though, monetary authorities are comfortable to let commercial banks 
take the lead in creating and implementing disruptive technologies. As trusted third parties that add value in 
the intertemporal money preference business, the banks will continue to play a crucial role in finance in the 
foreseeable future. Experience shows, no matter how disruptive a technology is, it is always better to 
embrace it and adapt than pretend it isn’t happening. 

 
 

Leonardo Reos 
President and Founder at Sigma Capital Advisors LLC 
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