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THE ROOTS OF CRYPTOCURRENCIES

Nowadays, because of the high speed of globalization the issue of «Global
currency» [1], is very relevant. Currently, modern society is witnessing «The Forth
Industrial Revolution» [2], which causes a transformation in different fields, including
world economy. The Internet and new technologies have started the era of digital
economy. Digital economy is a series of economic, social and cultural activities that
are performed online and are related to the use of information and communication
technology [3]. It includes activities like banking, buying and selling, and accessing
education or entertainment using the Internet and connected devices [4].
Digitalization of economy changed its framework establishing boundless space with
new rules of game for trading. Back into 1999 Milton Friedman in his interview
mentioned 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 | can take a USD 20 bill and hand it
over to you and then there is no record of where it came from» [5]. He was right,
digested assets and innovative financial channels, instruments and systems are
creating new paradigms for financial transactions and forging alternative conduits of
capital [6]. So, as far as existing bank system could not satisfy escalating demand of
digital trade market, the necessity of creation of the appropriate tool for high-speed
transactions via the Internet regardless any jurisdictions was obvious. This role of

such means of payment was occupied by virtual currency.



According to the report of the Financial Action Task Force virtual currency is 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 nor guaranteed by any jurisdiction,
and fulfils the above functions only by agreement within the community of users of
the virtual currency [7]. Virtual currencies represent both the emergence of a new
form of currency and a new payment technology to purchase goods and services [8].
Its value is founded on the agreement between the users of the system operating on
the Internet and with confidence [9]. Unlike gold or silver virtual currencies have no
non-monetary use or value — they are just bits of data [5]. One of the most modern
form of virtual currency is cryptocurrency.

Cryptocurrency refers to a math-based, decentralised convertible virtual currency
that is protected by cryptography. — i.e., it incorporates principles of cryptography to
implement a distributed, decentralized, secure information economy [7]. Currently,
hundreds of cryptocurrencies exist in the online market for trade purposes. The
common element of these different cryptocurrency systems is the public ledger
(‘blockchain’) that is shared between network participants and the use of native
tokens as a way to incentivise participants for running the network in the absence of a
central authority [6]. Unlike the fiat currency where the federal banks or governments
are responsible for the generation and printing of money, the cryptocurrency is
generated by a process called mining. Cryptocurrencies use complex hashing and time
stamping methodologies to uniquely identify each coin within that currency [10]. The
key innovation is the implementation of cryptographic identification techniques into a
“distributed ledger,” 1.e., a digital record that allows the tracking and validation of all
payments to be made. This allows cryptocurrencies to be used in a decentralized

payment system while avoiding the possibility of “double spending” [8]. Moreover,



cryptocurrencies provide certain anonymity of a user - «pseudonymousy. It is reached
by following features: it is not attached to the user's personal information; for
transactions via blockchain networking, users do not have to submit any personal
information, which means that transactions do not contain identifying information
about their participants. So, «the public can see that someone is sending an amount to
someone else, but without information linking the transaction to anyone» [11].

It should be noticed, that classical money performs several basic functions: a
measure of value, a means of payment, a medium of circulation and a means of
accumulation. However, what is now understood by cryptocurrency, in fact is a
software-digital complex consisting of a payment system, in which transactions can
be made, cryptocurrency tokens - exchange units of value in the blockchain system
and at the same time, data transfer protocols and transaction verification codes, and
also the public database of all transactions that have ever been committed in this
system. The database is maintained by all participants and is updated on all computers
after each transaction.

So, cryptocurrency is not money in a classical understanding, but it has a market
value determined by the demand and supply of account units and an internal cost
equivalent to the price of services or goods obtained in this exchange chain. Thus, two
of the four main functions of money cryptocurrency fulfils: means of circulation and
payment, since they act as an intermediary in the circulation of goods and services
and as a registrar of the fact of payment.

As an example, Bitcoin can be taken as the most known and costly, based on
blockchain cryptocurrency. Its occurrence coincided with the world economic crises
in 2008, when the world observed insolvency of the world banking system. Despite
sustainable position, which dollar occupied at that time, its trustability was reduced in
consequence of the economic crisis. Dollar’s fluctuation affected most of fiat
currencies, which precipitated instability of the world economy. Moreover, it became

more obvious that global monetary and bank system was totally dependent and guided



by governmental institutions, which were not able to prevent the formation and
repercussion of the economic crisis. The centralized global system of financial
management failed. As a result, people lost their credence in the reliability of the
banking system. Currently, the value of currency is based on the population’s trust.
Apparently, if citizens do not trust a government, they will not trust its currency. So,
eventually the central challenge appears: how to design a system that most effectively
facilitates the exchange of goods and services and generates prosperity while
preventing the institutions, that manage that system, from abusing the trust that comes
with that role [12].

Most likely, the emergence of Bitcoin was a response to the existing social
demand for a currency independent from the influence of banking institutions, as far
as they lost their reliability. While the world economy was suffering from the effect of
economic crisis, Satoshi Nakamoto (still unknown person or group of people) released
an article «Bitcoin: A Peer-to-Peer Electronic Cash System». He had proposed
anonymous payment network, served by its users without central authorities and
agents, which can be used as a system for electronic transactions without relying on
trust [12], which year after began to be exploited as a currency via the Internet.
Nowadays it is an information technology breakthrough that facilitates both a secure,
decentralized payment system and a tool for the storage, verification and auditing of

information [13].

References:

1. Haran J. Globalization of Global Currency [Enextponnuii pecypc] / Jyotsna
Haran //  EconWorld. - 2017. — Pexum Jjgoctymy J0  pecypcy:
hittp://paris2017.econworld.org/papers/HaranGlobalizaiton.pdf.

2. Schwab K. The Forth Industrial Revolution [Enextponnuii pecypc] / Klaus

Schwab // World Economic Forum. — 2016. — Pexum pgoctymy 10 pecypcy:
https./Amww.weforum.org.




3. Zupan G. E-skills and Digital Economy [Enextponnuii pecypc] / G. Zupan
/I Republic of Slovenia Statistical Office. — 2016. — Pexxum jmocTymy 1o pecypcy:
http:/Amwwv.stat si/Stat\VWeb/File/DocSysFile/8970/e-skills_and digital economy.pdf.

4. The digital economy: opening up the conversation [Enextponnuii pecypc] //

Department of Industry. — 2017. — Pexum pgoctyny [0 pecypcey:
https:/Amwv.industry.gov.au

5. Virtual currencies: passion, prospects and challenges [Enexrponnuii
pecypc] // World Savings and Retail Banking Institute. — 2014. — Pexxum noctyny 1o
pecypey: https:/Avwww.wshi-
eshg.org/SiteCollectionDocuments/Virtual%e20currencies _passion,%20prospects

%20and%020challenges.pdf.
6. Dr. Hileman G. Global cryptocurrency benchmarking study [Enexrponnmii

pecypc] / G. Dr. Hileman, M. Rauchs // Cambridge Centre for Alternative Finance. —
2017. — Pexum JTOCTYIY 110 pecypcy:
https:/Amww.jbs.cam.ac.uk/fileadmin/user_upload/research/centres/altemative-finance/downloads/20
17-global-cryptocurrency-benchmarking-study.pdf.

7. Virtual Currencies Key Definitions and Potential AML/CFT Risks

[Enextponnnii pecypc] / FATF/OECD. — 2014. — Pexxum nmoctymy 1O pecypcey:
hitp:/Amww.fatf-gafi.org/mediafatf/documents/reports/Virtual-currency-key-definitions-and-potentia |-
aml-cft-risks.pdf.

8. Bolt W. On the Value of Virtual Currencies [Enextponnuii pecypc] / W.

Bolt, Maarten R.C. van Oordt // Bank of Canada. — 2016. — Pexxum nmoctymy 10
pecypcy: http:/mavwy.bankofcanada.caiwp-content/uploads/2016/08/swp2016-42 pdf
9. Dziuba J. Finance and Accounting for Sustainable Development —

Responsibility, Ethic, Financial Stability [Enexktponnuii pecypc] / J. Dziuba, T.
Orzeszko // Publishing House of Wroctaw University of Economics. — 2015. — Pexxum
JOCTYITY hi () pecypcy: hitp:/Awwv.dbc.wroc.pl/Content/30185/L ukasiewicz-
Kaminska Digital Currencies And Their Impact 2015.pdf.



http://www.stat.si/StatWeb/File/DocSysFile/8970/e-skills_and_digital_economy.pdf
https://www.industry.gov.au/
https://www.wsbi-esbg.org/SiteCollectionDocuments/Virtual%20currencies_passion,%20prospects%20%20and
https://www.wsbi-esbg.org/SiteCollectionDocuments/Virtual%20currencies_passion,%20prospects%20%20and
https://www.wsbi-esbg.org/SiteCollectionDocuments/Virtual%20currencies_passion,%20prospects%20%20and
https://www.jbs.cam.ac.uk/fileadmin/user_upload/research/centres/alternative-finance/downloads/20%201
https://www.jbs.cam.ac.uk/fileadmin/user_upload/research/centres/alternative-finance/downloads/20%201
http://www.fatf-gafi.org/media/fatf/documents/reports/Virtual-currency-key-definitions-and-potentia
http://www.dbc.wroc.pl/Content/30185/Lukasiewicz-Kaminska_Digital_Currencies_And_Their_Impact_2015.pdf
http://www.dbc.wroc.pl/Content/30185/Lukasiewicz-Kaminska_Digital_Currencies_And_Their_Impact_2015.pdf

10. Farooq S. The Art of Crypto Currencies [Enextponnmii pecypc] / S. Farooq,
S. Hameed [/ IJACSA. - 2016. - Pexum jocTymy 0 pecypcy:
https:/Ahesai.org/Downloads/\olume7No12/Paper 55-The Art of Crypto Currencies.pdf.

11. Nakamoto S. Bitcoin: A Peer-to-Peer Electronic Cash System

[Enextponnuii pecypc] / Satoshi Nakamoto. — 2008. — Pexum noctymy 10 pecypcey:
https://bitcoin.org/bitcoin.pdf.
12. Vigna P. The Age of Cryptocurrency: How Bitcoin and the Blockchain Are

Challenging the Global Economic Order Paperback [Enexrponnwuii pecypc] / P.
Vigna, C. Mihael J. — 2016. - Pexum jgocTymy JO pecypcy:

https://www.amazon.com/Age-Cryptocurrency-Blockchain-Challenging-Economic

13. Scholer K. An Introduction to Bitcoin and Blockchain Technology
[Enextponnmii pecypce] / Kaye Scholer. — 2016. — Pexum moctymy 1m0 pecypcey:
https://files.apks.com/docs/IntrotoBitcoinandBlockchainTechnology.pdf.



https://thesai.org/Downloads/Volume7No12/Paper_55-The_Art_of_Crypto_Currencies.pdf
https://www.amazon.com/Age-Cryptocurrency-Blockchain-Challenging-Economic

