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The process of establishing cryptocurrency as a mean of payment for
current digital economy is described in the article. Moreover, the distinction
between virtual currency and electronic money is scrutinized.

Currently because of «The Forth Industrial Revolution» [1, p.35] and
«rapid development of IT technologies the framework of economy was
changed and caused the emergence of new phenomena - digital economy,
which can be considered, as a series of economic, social and cultural activities
that are performed online and are related to the use of information and
communication technology» [2]. Thus, the digitalization of the economy has
set up the boundless environment with renewed trading rules. Furthermore,
it triggers the creation of the virtualization of the world bank system - a
transformation of banking on the base of informational technology
implementation into bank sector; according to the form it is a transition of
bank sector into electronic flatness of utilization which can be seen in
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following forms: electronic banking, electronic payment systems (domestic
and international) [3].

Consequently, the high-speed rise of digital trade market and
virtualization of the world bank system demanded the creation of the certain
financial tool which can be used via the Internet and ensured the high speed
of transactions. Such kind of instrument has become virtual currency [4].

Virtual currency is different than electronic money which is a digital
means of fiat currency and is utilized for electronic transfer of reflecting fiat
currency cost and is considered as a legal means of payment [5].
Furthermore, the distinction between virtual currency and other means of
payment is the method of the emission of payment units and the organization
of their storage and transfers system.

In addition, «unlike gold or silver virtual currencies have no non-
monetary use or value — they are just bits of data» [6]. Furthermore, the value
of virtual currencies is based on the convention among system’s users which
are working via the Internet [7].

According to the European Central Bank position which was expressed in
«Virtual currency schemes — a further analysis» «virtual currency is a digital
representation of value, not issued by a central bank, credit institution or e-
money institution, which, in some circumstances, can be used as an
alternative to money» [8]. Moreover, in report of the Financial Action Task
Force virtual currency is considered as a «digital representation of value that
can be digitally traded and functions as (1) a medium of exchange; and/or (2)
a unit of account; and/or (3) a store of value, but does not have legal tender
status (i.e., when tendered to a creditor, is a valid and legal offer of payment)
in any jurisdiction. It is not issued or guaranteed by any jurisdiction and
fulfills the above functions only by agreement within the community of users
of the virtual currency» [9].

Very often the creation of cryptocurrency correlates with the replication
to the social demand for a currency independent from banking and
governmental institutions, after economic crises in 2008 when they lost their
reliability.

However, the idea of private money is not new, it was articulated in the
book of Austrian economistFriedrich August von Hayek «The
Denationalization of money». His main idea was that government should be
deprived of the money’s emission monopoly with a target to prevent the
inflation process [10]. Furthermore, Milton Friedman in 1999 during the
interview admitted, that «...the Internet is going to be one of the major forces
for reducing the role of government. The one thing that’s missing, but that
will soon be developed, is a reliable e-cash, a method whereby on the Internet
you can transfer funds from A to B without A knowing B or B knowing A, the
way I can take a USD 20 bill and hand it over to you and then there is no
record of where it came from» [6]. His prediction was precision because
progressive instruments and systems are establishing neoteric paradigms for
transactions and new channels of capital [11].

It should be noticed, that the roots of cryptocurrency go to the end of
previous century, in particular 1983 David Chaum offered the idea of
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combining transparency and anonymity of transaction for all users by
utilizing «Blind signature» [12].

Then in 1990™ was formed the movement of cryptoanarchists —
cypherpunk whose idea was the usage of cryptography and other similar
tools for changing social order. In 1993 one of the founder of the cypherpunk
Eric Hughes announced the confidentiality of transactions by using multi-step
encryption and published.

In 1994 Timothy C. May published the work «The Cyphernomicon:
Cypherpunks FAQ and More, Version 0.666» where he described safe
untraceable encrypted transactions, which would use the P2P system which
does not need verification by third parties and would cause the independent
from the government [13].

In 1998 Wei Dai offered cryptocurrency «b-money». He wrote «I am
fascinated by Tim May's crypto-anarchy. Unlike the communities traditionally
associated with the word «anarchy», in a crypto-anarchy the government is not
temporarily destroyed but permanently forbidden and permanently
unnecessary. It's a community where the threat of violence is impotent because
violence is impossible, and violence is impossible because its participants
cannot be linked to their true names or physical locations» [14].

In 2005 Nick Szabo was created «Bitgold». As a libertarian wing of
cypherpunk inspired by the novel of Ayn Rand «Atlas Shrugged» he wanted to
create «Galt’s Gorge» in the cyberspace - free trade zone. Firstly he came to
idea of creation smart-contracts which was based on blockchain system in
1990™, and later on invented cryptocurrency.

Currently, the most popular cryptocurrency which is used by bidirectional
flow is Bitcoin. Bitcoin is decentralized P2P (Person to Person) payment
network, which serves its users without central bodies and agents. From the
users’ point of view, Bitcoin is analog of cash but only for the Internet (In
Bitcoin information site). The maximum amount of Bitcoin I the world is
restricted and cannot be more than 21 million.

The creation of Bitcoin is correlated with the name of Satoshi Nakamoto,
who on September 3, 2009, via the Internet published an article «Bitcoin: A
Peer-to-Peer Electronic Cash System» [15], in which he described the main
principals of new cryptocurrency. The main characteristics which distinguish
Bitcoin from traditional electronic money and cashless settlements that
Bitcoin is not debt obligations of the issuer.
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