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ABSTRACT

Cryptocurrency, an encrypted, peer-to-peer network for facilitating digital barter, is a technology developed
eight years ago. Bitcoin, the first and most popular cryptocurrency, is paving the way as a disruptive technology
to long standing and unchanged financial payment systems that have been in place for many decades. While
cryptocurrencies are not likely to replace traditional fiat currency, they could change the way Internet-
connected global markets interact with each other, clearing away barriers surrounding normative national
currencies and exchange rates. Technology advances at a rapid rate, and the success of a given technology is
almost solely dictated by the market upon which it seeks to improve. Cryptocurrencies may revolutionize digital
trade markets by creating a free flowing trading system without fees. A SWOT analysis of Bitcoin is presented,
which illuminates some of the recent events and movements that could influence whether Bitcoin contributes to
a shift in economic paradigms.

INTRODUCTION

The purpose of this paper is to address the strengths and weaknesses of bitcoin, which is the first and most
valuable crypto-currency in the market, and examines its opportunities in the future. Particularly, the paper
emphasizes on the advantages of using bitcoin specifically and crypto-currencies generally in gaining economic
benefits, e.g. hedging from inflation; or points out disadvantages of bitcoin and crypto-currencies compared with
national currencies with real examples of bitcoin hacks in different countries that allow to trade bitcoin on
exchanges.
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BACKGROUND

Bitcoin is designed as a means of exchange. It can
be considered as a synthetic commodity money
(Selgin, 2015). It has a commodity money sharing
feature that presents a combination of commodity
money and fiat money. It is clearly seen that
naturally, commodity money is usually scare for
example gold and it is used for another uses other
than being a means of exchange, while fiat money
is not totally scare, and is issued by the bank with
the main purpose of exchange. Additionally, two
types of money can be used for value storage.
Bitcoin is a combination of two money types,
bitcoin is scarce due to its design and foundation.
The scarcity of bitcoin can be determined by an
automatic, determined rule by assessing the level of
competition as commodity money. However,
Bitcoin is not exactly the same as fiat money that it
has no intrinsic value. Besides that, Bitcoin also has
a similarity with commodity money that is semi-
focused. Forms of commodity money often do not
meet the threats from competitors, which is not
consistent with the bitcoin payment network. The
assessment of the potential and acceptability of
bitcoin should address the analysis of the rate of
development of bitcoin supplies. The supply of
Bitcoins can be totally predictable and keep
increasing in downward steps until 2040 and
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remain at an extremely high level of 2040. Due to
the demand of Bitcoin in contrast to supply, it is
difficult to predict the near future of Bitcoin,
leading to potential value judgments and
widespread use of Bitcoin in the future.
Nevertheless, if the demand increases steadily, the
demand eventually becomes larger than the supply
that drives up Bitcoin prices and thus deflation.
These integrated deflationary effects help Bitcoins
to be used as an investment rather than a means of
exchange. If virtual currency gradually developed
as a form of exchange and slowly became an
accepted alternative similar to the fiat currency, one
would issue a dual currency or multi-currency
structure where that fiat money and virtual
currency in parallel exist. History has recorded
many examples of the existence of dual currency or
multi-currency. There are a variety of currencies
used for exchange including cigarettes, alcohol,
barley and many others. In the Middle Ages, gold,
silver, and bronze coins were popularized and
circulated at the same time at pre-determined
exchange rates. In the 1800s, commodity money as
well as fiat money issued by the government
coexist and circulate simultaneously. In the United
States, there were many currencies used as a means
of communication, especially in the 1930s, when
even the privately-issued banknotes was used
concurrently with fiat money and commodity
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money. Today, dual currency economies start to
appear in developed and developing countries such
as Liberia, Cuba and some Latin American states.
One example is Switzerland, which has the world's
most advanced industry, accepts both euro and
Swiss franc even though the Swiss franc are
globally accepted. When multiple currencies
coexist in a national economy, Gresham's law states
that regardless of the nature of the currency,
“good” and “bad” money, they are equally valid
under the legal tender. Good money is defined as a
currency with no big difference between real value
and nominal value. Meanwhile, according to
research by Rolnick and Weber (1986), it shows
that bad money can help make good money a
premium rather than pushing it out of the money
market entirely. Although the two researchers have
ignored bid rules for the peer value of bilateral
currencies, the dollarization in countries with
underdeveloped economies and how money works
is opposite to Gresham’s law (Guidotti and
Rodriguez, 1992), where strong currencies like the
US dollar have removed bad currencies according
to Mundell (1998).

STRENGTHS

The design, the nature of operation, and the future
limit source of bitcoin make it a viable currency for
the world and elevate its position over traditional
currencies such as money and gold over recent
years. The returns from mining bitcoin will be
diminished every four years until the number of
bitcoins reaches the maximum limit of 21 million
(King, 2013). The scarcity of bitcoin is important
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factor as it determines the value of this crypto-
currency, meaning bitcoin will never be inflated
from an overabundance due to the limited amount.
Moreover, the most outstanding advantage of
bitcoin over national currencies is that it hedges
against inflation originating from national
government changes or restrictions (Magro, 2016).
Thus, bitcoin has been perceived as a safe place to
store money, i.e. money stored in the form of
bitcoin is not affected by the effect of “time value
of money”. Thus, people buy bitcoins because of its
strength as a refuge against inflating national
currencies. The Ellington’s head of systematic
strategies — Rasheed Sabar also believed that
cryptocurrencies can be the safe havens in the next
crisis that protect against high inflation and capital
controls, and bitcoin can be considered as an
insurance policy against low-trust states of the
world. The fact that the number of hedge funds
used bitcoin to hedge against risks is small but
growing  (figure 1)  (Zuckerman, 2017).
Nevertheless, price of bitcoin, is like most
commodities, is wildly subject to external factors.
For example, bitcoin was the best performing
currency of 2015 using the US Dollar Index due to
market demand for a safe option to store wealth
and its price volatility (Desjardins, 2016), which
made this crypto-currency the most valuable
currency in the world at the end of 2015. United
States and China witness this feat in the global
economy; South America, in particular, is a hotbed
for increased cryptocurrency usage, e.g. bitcoin
transactions increased by 510% within only one
year from 2014 to 2015 (Bitcoin: A New Global
Economy, 2015).
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Figure 1

Moreover, Argentina has seen a tremendous
increase in bitcoin demand due to its extremely
high inflation rate and high population of unbanked
citizens. Before the existence of bitcoin,
Argentinian citizens would prefer to convert the
peso to U.S. dollars to avoid losses in monetary
value. Nevertheless, strict restrictions that are
imposed on the amount of U.S. dollars that
Argentinian citizens can convert encourages people
to switch to crypto-currencies; bitcoin has changed
the situation. Bitcoin adoption arose and people
started to trade bitcoin in black market with the
increasing price (Magro, 2016). Literally, the
demand of every individual in the world is to
preserve their money value is apparent, and the
existence of cryptocurrencies meet that demand by
providing prominent legal vehicles. Argentina is
not the only country that has demand of
cryptocurrencies to protect value of national
currencies. Global markets crashes due to political
conflicts are another reason that increase value and
demand of cryptocurrencies. For example, prior to
the Brexit, or the United Kingdom has recently
removed itself from the European Union, price of
bitcoin declined by around 15% (Bovaird, 2016).
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However, after the U.K successfully walked away
from the European Union, bitcoin’s price
skyrocketed by over 18% from $550 to $650 in the
following day. The Brexit further adversely
affected the globally traded markets because
investors lost confidence in what the Brexit vote
would mean financially. In this situation, bitcoin
presents itself is the safest currency that can be
traded expeditiously, especially  worldwide;
whereas other fiat currencies requires in-person
exchanges if people wish to and that money cannot
be used if it is not accepted locally. On the other
hand, bitcoin does not deal with this problem.
People who want to buy bitcoin only need to create
an online account with an online exchange, quote
their bid and wait for the transaction to be
completed in a few minutes. Then, people can use
bitcoin in digital wallet to make global purchases
without the complication of currency convert and
without any fees of converting different currencies.
Thus, bitcoin is an ideal solution that offers users
unique benefits such as quick entry and exit quick
entry and exit for a currency that can quickly gain
value. Although fiat money can appreciate against
other currencies and gains more value, fiat money
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cannot beat the agility of bitcoin. To conclude, the
disruptive technology of bitcoin is the most
valuable option for investors who simply wants a
tool to hedge against sinking global markets and
protect their wealth (DeVries, 2016).

WEAKNESSES

Bitcoin has a few shortcomings in the design phase
and is difficult to modify. For example, every
transaction on the ledger or block chain is open to
the public that everyone can see it, which means
being attacked easily due to easy access (King,
2013). According to Hileman 2016, so far, the
Bitcoin network has been subjected to a series of
checks to address DDos attacks. These tests aim to
demonstrate the design of bitcoin that its network
can’t handle a large amount of transactions. The
fact that Bitcoin participants collapse the system is
one of the most damaging aspects of bitcoin.
Bitcoin has expanded and disseminated dubiously
over time through a number of events. Silk Road is
a black market, demonstrating the negative image
of using digital money, not just bitcoin. In this
market, publicly traded prohibited items such as
weapons, drugs, and a million of illegal
transactions are paid by bitcoin mainly by the
manipulation of the hidden bosses due to lack of
state management. This has taken place from 2011
to 2013. According to Bearman 2015, the figure
could have reached one billion dollars. Bitcoin has
become a popular tool of ransomware, like the
Wannacry virus attack in 2017. This has made it
difficult for the government to track down the
people behind the transactions (Virgna, Demos, and
Hoffman, 2017). Thus, without positive marketing,
digital money can be misunderstood as being used
only for criminals.

Virtual money has also evolved with concerns
about security. Magic the Gathering Online
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Exchange, was one of the world's major bitcoins
until it officially went bankrupt by hacker attacks in
2011, stealing approximately 460 million USD
(McMillan, 2014). The CEO, Mark Karpeles, did
not use the management version of the new code,
along with allowing for bug fixes and security
maintenance for several weeks to accidentally
create a security hole that allows hackers to exploit
it. This incident caused a severe drop in the price of
bitcoin as the users quickly sold off bitcoin for fear
of being stolen. Etherium, another form of digital
currency, has undergone similar theft with an
estimated $ 50 million loss (Price, 2016). The
target of hackers is one who holds large amounts of
electronic currency but not follows the rules of
security. These are the main reasons that the value
of cryptocurrency is falling and damaging to the
image of virtual currency. Since 2016, the cost of
mining bitcoin significantly increases due to
changes in source code in solving algorithms. As a
result, half the amount of bitcoin returned to the
miners. This increases the efficiency by pushing
25% of the bitcoin network running on the older
hardware, because it will cost more to operate than
earning from mining (Kar, 2016). Moreover,
transition in the mining community can make the
network less safe and vulnerable to attack. It also
hinders miners access to the network due to high
costs and low profits. Only some miners survive
until bitcoin is mined. Virtual currency is traded as
a commodity that can be considered a weakness.
Commodity-based markets for trading show
continuous volatility. Volatility reduces investor
confidence in commodities. In addition, the
difficulty in determining the bitcoin price creates
uncertainty. Value fluctuations create a lot of risks,
which  prevents investors from  holding
Cryptocurrency for any period of time (PWC,
2015).
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Figure 2. Losses due to hacks on crypto-currencies platforms

As can be seen from figure 2 that losses due hacks on crypto-currencies platforms are extremely high compared
with previous years. These losses are attributable to several scandal occurs across the globe. One of the scandals
of cryptocurrencies cyberattack is the case of Tokyo Coindeck Inc. in Japan. This cryptocurrency trading
platform operator spent ¥46.3 billion ($435 million) to compensated 260,000 losses of its customers affected by
the hacking and resumed some exchange services. These customers kept their money in a digital currency called
NEM whose 523 million units was stolen. Particularly, the victims were compensated for 88.549 yen per NEM
which was the rate promised by Coincheck. Although the compensating rate exceeded the current market rate
but below the value of one NEM in terms of yen at the time NEM was stolen, which was ¥110 per NEM.
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Figure 3. Selected losses from cyberattacks on trading platforms
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Figure 3 illustrates that Coincheck is the most
damaged exchange with the largest amount of
losses of reverses compared with Mt.Gox, Bitgrail,
Bifinix, DAO and Youbit. More importantly,
despite several investigation to the hack were
conducted by the Japanese authorities, significant
progress in identifying the hackers was not
reported. This may be explained by the design of
the cryptocurrencies in which many of them offer a
high degree of anonymity to their owners
(Mochizuki, 2018). South Korea is also a victim of
cryptocurrency attacks.  Within eight months,
Youbit suffered from two hacks that forced it to
shut down and went bankrupt. The large amount of
its digital-currency reserves was lost raised
concerns about security in trading in bitcoin and
other virtual currencies, which made South Korea
faced a collapse of cryptocurrency exchanges
(South Korean cryptocurrency, 2017). 17% of its
total assets was lost in the latest security breach.
However, the exchange neither announced the
name of coin that was stolen nor specified the
financial value of its losses to the public. When the
price of bitcoin have significantly climbed up and
international speculators have come to this market
looking for speculative opportunities, especially in
Asia, the risk of being attacked online in
cryptocurrency markets is raised (Jeong and
Russolillo, 2017). Experts  warn  that
cryptocurrencies and the trading platforms are
constantly exposed to the risk of being attacked by
cyber-hackers. The typical disadvantage of trading
bitcoin is that several crypto exchanges do not
consider safeguard investors’ virtual tokens is the
highest priority, whereas traditional stock and
futures exchanges offer traders a higher level of
security despite that they take away a small

REFERENCES

http://www.ijrst.com

e-ISSN: 2249-0604, p-1ISSN: 2454-180X
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source. Goodhart (1998) claimed that the promise
to limit the source of coin is against the interest of
currencies’ controllers, thus the credibility is low.
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