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Bitcoin, Block-chain, and Cryptocurrencies
I.

Bitcoin and Block-chain explained

Bitcoin is a digital currency based upon a technology known as Block-chain. They are related, but
distinct concepts. To understand bitcoin, we have to first talk about Block-chain technology. Blockchain, at its simplest, is a publically distributed ledger system. Unlike the banking system, which relies
on a central authority (such as the Federal Reserve or a bank) to verify transactions, block-chain
technology is decentralized and relies on a giant public accounting ledger to record, verify, and
maintain ownership of something. While Bitcoin is the most high profile example of this, the
technology could eventually also be used for traditional banking, credit card, and securities
transactions.
Once mature, this technology could rapidly speed up routine financial transactions. The IBM Institute
for Business Value and The Economist Intelligence Unit estimate that 65% of banks will have adopted
block-chain technology by 2020, independent of Bitcoin i.
Bitcoin, in turn, is a digital currency based upon Block-chain technology, and otherwise known as a
cryptocurrency. It is by far the market leader with $190 Billion in Market Cap as of 12/4/2017 –
however over 1300 other cryptocurrencies exist. ii
II.

Risks

We see three main risks to Bitcoin and other cryptocurrencies:
1) Regulation is probably the biggest danger to Bitcoin. Former SEC commissioner Joseph
Grundfest, now at Stanford, puts it bluntly: “the most obvious way for regulators to go after
initial coin offerings would be to label them as securities and punish them for not registering
with the authorities.” iii If bitcoin loses the ability to trade with other major world currencies,
such as the US Dollar, British Pound, Euro, or Chinese Renminbi, it could quickly become
irrelevant. Cryptocurrency’s propensity for illegal activity, such as money laundering and drug
transactions, make is especially vulnerable to strict regulation. iv
2) Banks eventual replacement of Bitcoin. If banks are able to implement Block-chain
technology effectively, they could end up replacing Bitcoin’s market purpose, especially if
Bitcoin begins to be regulated by mainstream financial bodies.
3) Classic market bubble. Even without the development of the above items, Bitcoin is subject
to the classic boom / bust characteristics of a speculative bubble.

III.

Possibilities
1) Bitcoin will begin trading on traditional futures markets this month v. This could
legitimize its use and market leading position.
2) Market regulators and institutions embrace and approve Bitcoin, making it a legitimate
worldwide means of interchange.

IV.

Should I invest in Bitcoin?

It’s our view that Bitcoin is firmly in the world of speculation – not investment. That doesn’t mean we
think Bitcoin will go up, down, or sideways – we actually have no idea what direction it will go.* It does
mean we consider Bitcoin highly unpredictable and therefore unsuitable as an “investment”.

This information is provided for educational purposes only and should not be construed as an offer to
buy or sell any security.
*Past performance is not indicative of future success.
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