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In 2017, the world went mad for Bitcoin. One of the first and certainly the most hyped of the so called “cryptocurrencies”, Bitcoin was 
one of the best performing investments in the world last year, trading at $1,000 on 1st Jan 2017, rising to $19,843 on 17th December (a
20-fold increase) before finally finishing 2017 at $14,129 per coin.  On 17th December, Bitcoin had a worldwide market capitalisa�on 
of US$321.4 billion. Compare this to the value of Bitcoin on 22nd May 2010, when a li�le-known developer called Laszlo Hanyecz
proudly announced his purchase of two pizzas using 10,000 bitcoins. Let’s hope he held a few back because 10,000 bitcoins would
have bought 19.4 million pizzas on 17th December 2017!  Since then, Bitcoin’s fall from grace has been meteoric and at the �me of 
wri�ng had plummeted 60% to $8,465 from its peak.  

In this overview we chart the inexorable rise and recent plunge of Bitcoin’s value and explore the credibility and future of cryptocur-
rencies in general.  We consider the key founda�ons for any currency – demand, scarcity and security – and ask if Bitcoin has what it
takes to be a viable long-term alterna�ve.

Demand
You just have to observe the price growth of Bitcoin to realise that
demand is high.  In addi�on, the average daily trading volume of 
Bitcoin is currently north of $3bn per day and growing. The
number of Bitcoin “wallet” users has risen to over 21m today from
3m in Q1 2015 and the total number of Bitcoin transac�ons since 
launch is almost 300m.

Number of Bitcoin ‘wallet’ users increases daily—currently 20m

Total number of transac�ons using Bitcoin hits 300m

Companies like Expedia allow you to book travel using Bitcoin.
Microso� allow you to deposit coins into your Microso� account.  
Virgin Galac�c, Subway, KFC Canada, Reddit and Whole Foods all 
accept Bitcoin. The list is growing as the trend of using digital
currency takes hold. Demand is clearly not a problem.

Scarcity
When Bitcoin was created in 2009 by the mysterious ‘Satoshi
Nakamoto’, an unknown individual or group of programmers, the
only people to take it seriously were other programmers and those
within the tech savvy inner circle. How could a digital currency,
with seemingly no supply constraints and no tangible assets to
back it up be considered credible in a world where computer
hacking and the� of data is considered one of the major global 
threats? Paper currencies are typically backed by, and
theore�cally at least exchangeable for, gold.  Gold has a limited 
supply determined by how much is mined and sits behind real walls
in real banks with next to no chance of being stolen, rather than in
‘hot wallets’ on computer servers that are seemingly easily
hackable. Yet Bitcoin was considered credible then and now even
more so.

Supporters will argue that, like gold, Bitcoin has a limited supply.
Apparently only 21 million bitcoins can ever be created. This is
because Bitcoin uses ‘blockchain’ technology - a digital ledger in
which transac�ons made in Bitcoin or another cryptocurrency are 
recorded chronologically and publicly. Blockchain allows data to
be transferred from one person to another without producing a
copy of it. The system will keep a record or ‘ledger’ of all
transac�ons that have occurred between par�cipa�ng members of 
the blockchain, whilst the historical transac�ons of the chain are 
imprinted in each subsequent block to ensure that historical data
cannot be tampered with.

To put this into a real-life example, imagine purchasing 10 shares in
Microso� via a blockchain transac�on. There will be an exis�ng 
owner who sells you those shares. The blockchain would create a
record of the sale, the purchase and the re-registered ownership of
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the shares into your name. It would then add this informa�on into 
a ‘block’ with �me stamps, to keep all transac�ons in chronological 
order. This block would then be tagged onto the end of the rest of
the ‘chain’. Once added to the chain, it is provided with a digital
signature, which carries with it not only the key to all informa�on 
within that block, but also all other blocks preceding it.

The informa�on stored within the blockchain is made available to 
all members of the network. So, when you wanted to sell your
Microso� shares to another investor, they can be sure that you are 
the legal owner.

Bitcoin computer code reduces the number of coins that can be
‘created’ in each ‘block’ by a set-in-stone geometric formula (the
number of coins able to be created drops by 50% for every 210,000
blocks ‘built’).  As a result, theore�cally the number of bitcoins that 
can be created will drop exponen�ally as more are ‘found’ and 
therefore an ar�ficial supply restraint is automa�cally created.

How are bitcoins ‘found’ if there is no mint prin�ng it or central 
bank controlling the supply of it? Simply, bitcoins are ‘mined’ by
individuals or companies, using computer servers all over the
world. These miners, conforming to Bitcoin’s so�ware and 
opera�onal rules, are tasked with solving very complex algorithmic 
code and are ‘rewarded’ with bitcoins for doing so.

At first, mining bitcoins was rela�vely easy because the processing 
power required was small. However, as dictated by the source
computer code, as the number of bitcoins found increases so
‘mining’ the next one becomes ever more difficult and the 
computer processing power required becomes greater.

Complex computer tasks that could be done ini�ally on a laptop are 
now undertaken by vast warehouses of computer terminals in, for
example, rural China. As more and more processing power is
required to successfully mine new coins, so the demand for vast,
aggregated computer power grows. Using malware, experienced
hackers have managed to hijack hundreds of thousands of personal
computers, leaching individual computers’ processing power and
combining them in a vast network so as to mine bitcoins. It’s big
business and the biggest miners find more than $2m worth of 
Bitcoin every single day.

16.8m of the supposed 21m bitcoins have now been found. Today
six ‘blocks’ are created every hour and the reward for each block is
12.5 coins. Therefore, the total number of bitcoins mined in the
last 24 hours was 1875 coins. Whilst apparently c80% of the
bitcoins in existence have already been mined, because of the
exponen�ally increasing computer power needed to find the rest, it 
is es�mated that it could take un�l 2140 to mine the last ever 
bitcoin (although the introduc�on of quantum compu�ng may 
change all of that soon!).

From this perspec�ve then the scarcity argument of Bitcoin seems 
to be credible. The demand for it is also evident. However, the
most important aspect of all is the security.

Security
Bitcoin has, in its �me, been subject to many security breaches 
which have exposed the fallibility of the exchanges on which it

trades.

One of the earliest security breaches was in 2011 when the largest
Bitcoin exchange at the �me, Mt Gox, lost 2,609 bitcoins as a result 
of a hack. Although this led to the temporary suspension of the
exchange, they managed to rec�fy the issue and con�nue 
opera�ons. However, in 2014 Mt Gox lost around 750,000 bitcoins 
due to a security breach, which ul�mately called �me on the 
massive exchange, with investors losing out.
Investors protest in the wake of the Mt Gox breach

In 2016 c$70 million in bitcoins were lost from the exchange

Bi�inex when 120,000 bitcoins were stolen. To make good on the 
hack, Bi�inex provided tokens to affected customers, which could 
be redeemed by the exchange over �me in a bid to pay back losses 
incurred. This sort of self-governance can seem strange in a world
where most other forms of financial assets are heavily regulated.

Most recently (Jan 2018), a hacker managed to steal around $500m
of XEM, a cryptocurrency traded on the exchange Coincheck. It was
a simple case of gaining access to the exchange’s wallets, which
held the cryptocurrency, and transferring them out. The
transac�ons cannot be directly followed or a�ributed to an 
individual, nor can the loca�on of the stolen currency be 
determined. Although Coincheck has promised to reimburse
affected customers (how they will do this is as yet unconfirmed), 
the lack of regulatory oversight of global cryptocurrency exchanges
raises the ques�on of protec�on for the investor.

Breaches like these provide encouragement for a regulatory crack
down and restric�on of the cryptocurrency market. They also shed 
light on the darker side of the cryptocurrency world. Although the
blockchain is a public network that provides informa�on to all 
users, the informa�on shared cannot be used to iden�fy individuals 
within the chain. The anonymity offered by the likes of Bitcoin and 
other cryptocurrencies provide the perfect vehicle to launder
illegally gained proceeds.

$321bn worth of digital currency si�ng on computer servers 
throughout the world makes an irresis�ble target for unscrupulous 
and tech-savvy hackers. This compares to $261bn of gold stored at
Fort Knox in the US - which do you think would be easier to steal?!
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Bitcoin dominates a huge market for cryptocurrencies-worth $137bn

However, stealing exis�ng currency is not the only security risk.  
How do we know that the Bitcoin computer source code is tamper-
proof?  Or that the enigma�c Satoshi Nakamoto hasn’t built a 
backdoor into the system to allow for the crea�on of coins in 
excess of the 21m limit or indeed the destruc�on of the current 
system?

Regula�on
Manipula�on of the system from within is an unquan�fiable risk 
and one of the main reasons why cryptocurrencies have a�racted 
scru�ny of the world’s regulatory bodies (the other reason that 
regulators are all over Bitcoin is the apparent untraceability of
transac�ons and the recogni�on that Bitcoin has been used to fund 
everything from drug trafficking to weapon purchases – but this is
another story and not to be elaborated on in this overview).

Just this month, the Securi�es and Exchange Commission in the US 
cracked down on AriseBank raising $600m to fund an ini�al coin 
offering for a new decentralised bank. This follows a move by 
Lloyds Banking Group to prevent their credit card customers from
using their cards to fund cryptocurrency purchases.

Japan’s Financial Services Agency recently approved a unified 
regularity framework for cryptocurrency exchange pla�orms, 
gran�ng licences to 11 companies to operate crypto exchanges.  
Now the US is following suit and the ‘Ac�ng Comptroller of the 
Currency of the United States’, Keith Noreika, has stated that he is
considering imposing a na�onwide licensing program for 
cryptocurrency exchanges, similar to the licensing program recently
enacted in Japan.
With regula�on comes control and many of the pioneers of Bitcoin 
lament the introduc�on of government interven�on into a system 
that was designed to allow free and uninhibited exchange of

currency between individuals and businesses anywhere in the
world. Cynically it could be argued that governments are being
lobbied hard by big banks to regulate and control an industry that
could quickly render redundant their collec�ve role as financial 
middlemen in trillions of dollars’ worth of transac�ons annually.

On balance it seems that regula�on of this industry is sensible – not
least because hopefully regulators can help to prevent huge crypto
robberies and ideally monitor and control the supply and sale of
crypto currencies to unsavvy and unprotected consumers.

The future
Regardless of what comes out of the incredible story of Bitcoin,
perhaps of more interest is the introduc�on of the founda�ons 
upon which the currency is built – the blockchain. As a concept the
blockchain is not just the system of coding that underpins
cryptocurrency. It is a universally recognised and secure ledger
where individuals or companies can trade anything from currencies
to stocks and shares to proper�es and is both revolu�onary and 
incredibly exci�ng.  It is not surprising therefore that the big banks 
are star�ng to embrace blockchain as a credible and viable medium 
of exchange.

However, the idea that cryptocurrencies themselves can replace
the world’s fiat currencies any �me soon is simply not credible or 
viable. Whilst it could be argued that gold-backed currencies are
no different to crypto – if you stop and think about it, what actual
tangible use does gold have? Not a great deal. However, the belief
in gold as a store of value is what gives it value and who can say
that Bitcoin won’t one-day have the same belief structure. We
don’t invest into things that we don’t understand and where we
can’t gauge demand, scarcity or security of any investment.

As both the security and scarcity aspects of cryptocurrencies are
s�ll unproven, we’re happy to leave the demand aspect to others 
for the �me being.  

Finally
Finally spare a thought for James Howells from Newport. In mid-
2013 James accidentally threw out his computer hard drive, with
7500 Bitcoin iden�fica�on keys inside the device.   This is now 
worth over $60m and as Mr Howells contemplates hiring a squad
of diggers to work through that landfill site to find his missing coins 
I think it would be difficult to convince him that Bitcoin isn’t a 
physical, tangible asset.  Perhaps Bitcoin is buried treasure a�er all 
– we wish him every success in his quest.
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