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EXECUTIVE SUMMARY

Bitcoin faces several challenges as an asset and as a currency

• Bitcoin, the first and most widely used blockchain based cryptocurrency, is a peer-to-peer digital cash system which 
relies on cryptographic proof rather than trust

• We expect to see a rise of cryptocurrencies which challenge Bitcoin, especially those which solve the speed and 
cost of transactions, energy usage and volatility

• While Bitcoin has been able to function as a means of payment, high volatility coupled with slow and expensive 
transactions prevent widespread adoption

• Given its high volatility, low liquidity, operational challenges, governance challenges and ESG risks, we do not 
believe that Bitcoin is suitable for most institutional investors, even in a currency portfolio. For investors that do 
want to gain exposure, specialist funds may be the safest way to do so

Central banks are carefully watching these developments 

• Central banks are learning from cryptocurrencies and considering their own digital and cryptocurrencies.  
These would allow them to gain greater transparency over transactions, potentially reducing tax avoidance and 
money laundering; and present potentially innovative ways to stimulate demand during periods of economic stress

• We do not expect Bitcoin, or any other private cryptocurrency, to replace traditional government backed 
currencies. However, a combination of central bank digital currencies and other private cryptocurrencies are likely 
to take an increasing share of the global payments sphere

Blockchain technology has significant applications outside of cryptocurrencies

• Blockchain, a form of distributed ledger technology, has the potential to revolutionise how we validate and verify 
transactions 

• Distributed ledger technology is already being used to improve supply chain management, multi-party transaction 
processing and record keeping

• We expect to see many businesses implement distributed ledger technology both through blockchain and other 
methods to improve efficiency, security and transparency 
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Blockchain is a secure and decentralised form of distributed ledger technology that enables the 

transfer of digital assets between parties. By far the most well-known use of blockchain is in the 

creation of cryptocurrencies – with Bitcoin , the first, and most widely used, blockchain-based 

cryptocurrency. Bitcoin was created in 2008 as a reaction to the widespread distrust and 

dissatisfaction that resulted from the global financial crisis. It initially gained popularity as the 

official currency of the Silk Road, an online black market, where its position as a revolutionary, 

and anonymous, means of payment had great value. It has since moved through various stages 

of evolution, with advocates proposing uses from an alternative to fiat1 currencies to, more 

recently, an inflation hedge or store of value, similar to gold. 

The rising popularity of Bitcoin and other cryptocurrencies with retail investors, reinforced  

by announcements by major companies that they would accept Bitcoin as a payment, has led 

institutions to consider, and in some cases take exposure to cryptocurrencies. In our view, high 

volatility, low liquidity, the possibility of market manipulation and operational challenges make 

Bitcoin unsuitable for most institutional investors, even in a currency portfolio. That said, we 

believe the implications of the underlying blockchain technology should not be 

underestimated.  

Blockchain is likely to change how we think of currencies over the longer term, as well as how 

payments and transactions are processed. We expect to see businesses adopt this technology 

for record management, improving security and operational efficiency, and for governments to 

use blockchain to launch digital currencies, potentially impacting both monetary policy and 

credit creation. Blockchain has the potential to be a disruptive technology at both a micro and 

macro level. As the application of blockchain technology expands, investors should consider 

how they can gain exposure to this growth. 

THE BLOCKCHAIN  
PHENOMENON 
A STRING OF HIGH-PROFILE INVESTMENTS, COUPLED WITH A METEORIC 

PRICE RISE, HAS CATAPULTED BITCOIN INTO THE SPOTLIGHT. INDEED, 

THE MARKET CAPITALISATION OF BITCOIN HAS BREACHED $1 TRILLION, 

COMPARABLE WITH THE OUTSTANDING VALUE OF YEN IN CIRCULATION. 

AT SUCH A VALUATION ONLY AMAZON, APPLE, MICROSOFT, AND 

ARAMCO HAVE HIGHER MARKET CAPITALISATIONS. IN THIS PAPER, 

WE EXAMINE BITCOIN AND THE BLOCKCHAIN PHENOMENON, THE KEY 

FEATURES OF THIS TECHNOLOGY, AND THE POTENTIAL IMPACT ON THE 

MICRO AND MACROECONOMIC LANDSCAPE. 

1 A fiat currency is a national currency issued by a government that is not backed by a  
commodity such as gold
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A QUICK GUIDE TO BITCOIN
INVENTION

Bitcoin was invented in 2008 by an unknown individual or group of people under the 

pseudonym Satoshi Nakamoto2. It is a peer-to-peer digital cash system which relies on 

cryptographic proof rather than trust, utilising blockchain technology. Traditional digital 

payments rely on a trusted intermediary like a bank or government to facilitate a transaction. 

Bitcoin was designed to enable peer-to-peer payments without the need for a trusted party to 

verify the transaction. Transactions are secure from fraud with no way to create, falsify or 

double-spend a coin without amassing the majority of computing power on the network. 

THE BLOCKCHAIN

A blockchain is a type of database which stores data in blocks and then chains those blocks 

together. The Bitcoin network is a peer-to-peer payment system that allows users to transfer 

digital tokens, Bitcoins, to each other – with new transactions adding additional blocks of data 

to the Bitcoin blockchain. Anyone, around the world, can download software which allows 

their computer to work on the Bitcoin blockchain, verifying transactions and the integrity of 

the blockchain. 

Each block in the Bitcoin blockchain is one megabyte of data. Once a computer has verified 

the block, it then has to identify a 64-digit hexadecimal number to claim it. The first computer 

that both processes the data and works out the number (together known as proof of work) is 

rewarded with the issue of new Bitcoin plus the transaction fees for the transactions that are 

within that block. The amount of new Bitcoin issued per block processed declines over time 

until all 21 million Bitcoin have been issued. These computers are often referred to as miners. 

This decentralised network requires no central authority, has transparency of all transactions 

and is impervious to attack as long as good-faith users represent the majority of network 

computing power.

DECENTRALISATION

Bitcoins are not controlled by a central authority. There is no one trusted entity or body that is 

responsible for issuing coins or confirming transactions. The issue of Bitcoins is limited by the 

underlying code which distributes the coins as rewards for completing work on the 

blockchain. The total supply of Bitcoin is limited to 21 million units, of which around 18.5 

million have already been created, with no ability for any entity to create more once the final 

coin has been ‘mined’. The decentralised model ensures that no one person is able to 

manipulate the supply of coins, or limit transactions on the network, as to do so they would 

need to control the majority of miners. Although there are operations that dedicate large 

numbers of pooled computers to mining, the risk of anyone controlling the majority is low, 

although not zero. 

ANONYMITY

One of the key benefits of cryptocurrencies is that users do not need to identify themselves. 

Cryptocurrencies are pseudonymous as users identify themselves by a code or 'public key' 

rather than their names or other identifying information. Although this offers a degree of 

privacy, anonymity can be compromised when exchanging digital currencies for fiat 

currencies where accounts are likely to be linked to the user’s personal identity. As all Bitcoin 

transactions are publicly announced, traditional currency transactions can be used to identify 

the individual related to the public key.
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2 https://www.economist.com/the-economist-explains/2015/11/02/who-is-satoshi-nakamoto



PEER-TO-PEER

Bitcoin allows users to transfer funds to any other user on the network. Traditional banking 

requires funds to be sent through one, or several, trusted intermediaries. This direct transfer 

of funds can be faster and cheaper than sending money internationally through traditional 

banking systems. Additionally, much like cash, all transactions are final. There is no mediation 

or ability to recall an incorrect or fraudulent transaction within the system. 

OPEN SOURCE

Since the launch of Bitcoin, the open source software which the currency is based on has 

been utilised and modified to create over 4,000 different cryptocurrencies3. These alternatives 

to Bitcoin are referred to as alt-coins and each has its own unique features, benefits and 

limitations (see Figure 1). These include stable-coins which use the blockchain’s technology, 

but with a peg to another asset. Governments are also exploring creating alt-coins called 

central bank digital currencies. Many of the challenges facing Bitcoin have been addressed in 

various ways by iterations and improvement to the original code. Alt-coins have improved 

stability, transaction speed and energy consumption. An alt-coin with the right public, or 

private backer may have the potential to change the cryptocurrency landscape. However, the 

first-mover advantage of Bitcoin remains significant, and to date, no alt-coin has successfully 

challenged Bitcoin’s dominance. The price of alt-coins is also generally highly correlated to the 

price of Bitcoin, which has prevented a solution to the volatility problem. 

5

3 https://www.statista.com/statistics/863917/number-crypto-coins-tokens/ 
4 USD as at 6 May 2021, https://www.coingecko.com/en 

Figure 1: Blockchain has been used to create a number of cryptocurrencies

Bitcoin (BTC) Ether (ETH) Tether (USDT) Dai (DAI) Ripple (XRP)

Market cap4 $1,065,771,848,805 $399,326,069,937 $54,068,289,543 $4,201,970,234 $76,218,578,357

Launch date January 2009 July 2015 July 2014 December 2017 May 2018

Coin supply Limited supply of 21m 

gradually released.

Currently over 100m 

with 5 created as 

each block is 

confirmed.

USDT are created as 

USD is deposited.

DAI are created as 

cryptocurrency 

collateral is 

deposited.

100bn fixed supply 

issued at inception.

Description Bitcoin is the original 

cryptocurrency and 

holds a dominant 

market position.

Ethereum is a 

blockchain platform 

which hosts a number 

of smart-contracts. 

Transaction time and 

costs are lower than 

Bitcoin.

Tether is a 

cryptocurrency that is 

pegged to the US 

dollar. Each Tether is 

backed by a reserve 

of $0.74 in cash and 

cash equivalents. 

Tether is one of the 

most traded 

cryptocurrencies.

Dai is a stable coin 

pegged to the USD. 

Dai is 

overcollateralised 

with a number of 

approved 

cryptocurrencies.

Ripple is an open 

source ledger 

designed for financial 

institutions to make 

transactions in hard 

currencies or in XRP. 

Faster processing and 

less electricity use 

than Bitcoin

2 https://www.economist.com/the-economist-explains/2015/11/02/who-is-satoshi-nakamoto



CHALLENGES FACING BITCOIN 
AS A CURRENCY OR MEANS OF 
PAYMENT
WHILE BITCOIN HAS SUCCEEDED IN SOLVING SEVERAL TECHNOLOGICAL 

CHALLENGES IN THE CREATION OF A DIGITAL CURRENCY, THE 

DECENTRALISED NATURE OF BITCOIN PRESENTS SEVERAL CHALLENGES 

IN ITS USE AS A CURRENCY. WHILE BITCOIN HAS BEEN ABLE TO FUNCTION 

AS A MEANS OF PAYMENT, IN ITS CURRENT STATE, IT STRUGGLES TO 

MAINTAIN THE FEATURES THAT DEFINE FIAT CURRENCIES.

STORE OF VALUE 

Bitcoin lacks the demand-pull inflationary pressures which erode the value of fiat currency, 

since the supply of Bitcoin is limited to a total of 21 million units, of which around 18.5 million 

units are already in issue. Given that the rewards for ‘mining’ decrease as coins are created, 

the underlying cost of creating Bitcoins is increasing over time, requiring higher prices to 

sustain new supply. The average cost of mining a Bitcoin has been estimated to be roughly 

$7,5005 and is expected to increase with time as the ‘proof of work’ problems increase in 

complexity. 

In the short term, the fixed level of supply, combined with rising demand, has resulted in 

higher prices (see Figure 2) – with Bitcoin attracting a significant portion of flows into crypto 

currencies  given its dominant position. 

Figure 2: Bitcoin price6 
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5 Source: Q4 2020 average production cost per Bitcoin in USD. www.bitfarms.com. 

6 Source: Bloomberg, as at 24 April 2021.
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Longer-term, there are various reasons for concern:

1
Loss of dominant position: Several alt-coins have gained in popularity since the launch 

of Bitcoin. None are currently in a position to challenge the dominance of Bitcoin, but 

each alternative has benefits relative to the original design. If another currency was able to 

gain more widespread adoption, Bitcoin could lose the network effect, where the value of a 

service increases as the number of users increase, which ensures its store of value. 

2
Network market failure: Decentralised miners are incentivised to maintain the 

network and are compensated through new Bitcoins and transaction fees. As more 

Bitcoin are mined, prices need to reflect the rising difficulty in mining. It is not obvious how the 

system would maintain itself if the price of Bitcoin were to fall below its marginal cost as, if 

sustained, the number of miners would be expected to fall, calling into question the integrity 

of the system as the probability of fictitious transaction being processed would increase. This 

will be of particular concern once the last Bitcoin is mined. Although it is expected to take 

several decades to reach that point, the fees paid will have to increase drastically to cover the 

marginal cost of maintaining the network. 

MEDIUM OF EXCHANGE

Several companies have announced they will accept Bitcoin as a method of payment. 

However, most goods and services transacted using Bitcoin are based in traditional currencies 

at the prevailing Bitcoin exchange rate. We believe there are a number of challenges that will 

prevent the widespread adoption of Bitcoin as a medium of exchange, although other forms 

of cryptocurrencies may over time prove more appropriate.

• Volatility is high: The volatility of Bitcoin will be a problem for any intermediary looking 

to manage a business, with the implied volatility running at around 90%. 

• Transaction speeds are slow: The average transaction time is around 10 minutes7, with 

a processing limit of just seven transactions per second. This compares very poorly 

versus other payment systems such as Visa, which can process 65,000 transactions per 

second or newer cryptocurrencies (see Figure 3). As the number of transactions that can 

be cleared per second cannot be increased, the more transactions that are submitted 

through the network, the higher the transaction costs and processing time.

Figure 3: Transaction speed8

Medium Transactions per second

Cash Unlimited PayPal 193

China CBDC 300,000 BitcoinCash 65

Facebook Libra 80,000 Litecoin 56

Visa 65,000 Dash 20

Mastercard 45,000 Ethereum 20

Ripple 1,700 Bitcoin 7

• Transaction costs are too high for small transactions: The transaction fee is 

determined by supply and demand but has been as high as $559. For very large payments 

this will be negligible, but it prevents Bitcoin being used for day-to-day activities such as 

buying a coffee.

5 Source: Q4 2020 average production cost per Bitcoin in USD. www.bitfarms.com. 

6 Source: Bloomberg, as at 24 April 2021.

7 https://www.statista.com/statistics/793539/bitcoin-transaction-confirmation-time/ 
8 Source: Deutsche Bank, Visa, various websites. 
9 According to https://ycharts.com/indicators/bitcoin_average_transaction_fee.
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CHALLENGES FACING BITCOIN 
AS AN ASSET
THE SURGE IN INTEREST BY RETAIL TRADERS AND THE ASTRONOMICAL 

RISE IN PRICE HAS LED MANY INSTITUTIONS TO CONSIDER THE ROLE 

BITCOIN COULD PLAY IN A PORTFOLIO. 

MassMutual made headlines in 2020 when it was announced it would invest $100m into 

Bitcoin (0.04% of its general investment account)10. While Bitcoin, as well as other 

cryptocurrencies, can be an attractive gamble for retail investors, there are notable issues 

for institutional investors which make direct holdings unsuitable. While Bitcoin has the 

potential to appreciate, high volatility; limited liquidity; environmental, social and 

governance (ESG) concerns; and difficulties in estimating fair value are all significant barriers 

for institutional investors. It is therefore questionable whether Bitcoin should be included in 

traditional portfolios such as ones including currencies and gold. Our sense is that any 

exposure to Bitcoin and blockchain technology should be done by investors with a deep 

understanding of the technology and the fast evolving landscape that surrounds it.

THE VOLATILITY OF BITCOIN IS EXTREMELY HIGH 

With a fixed supply, Bitcoin’s price is dictated by demand. While the price of Bitcoin remained 

relatively stable from the inception until 2017, Bitcoin prices then began to rise from under 

$1,000 to a high of over $60,000 in 2021. This huge rise has coincided with extreme volatility. 

The CME has quoted Bitcoin implied volatility at 106.6%11, which is more than five times greater 

than the volatility of gold and almost four times the volatility quoted in the VIX.

LIQUIDITY HAS IMPROVED BUT REMAINS LIMITED 

Trading volumes in publicly quoted Bitcoin instruments including Grayscale Bitcoin Trust and 

CME futures have been hovering around $250 million per day with a few spikes higher 

towards the end of 202012  while trading in both spot and futures markets is estimated to be 

closer to $10bn per day13.These popular ways of trading Bitcoin are all significantly less liquid 

than either currencies or gold – daily trading volumes in EUR/USD are roughly $2.1trn per day14  

while trading volumes in gold are $146bn15. There are also concerns that a significant amount 

of liquidity seen on the blockchain may be the result of manipulative trading16. Bitcoin and 

other cryptocurrencies trade on unregulated markets. Despite the appearance of 

transparency, the anonymity allows market participants to collude and engage in manipulative 

or deceptive trading. Bitcoin and other cryptocurrencies see frequent attempts to manipulate 

prices and trading volumes. This market manipulation exposes investors to significant risk.

10 https://www.bloomberg.com/news/articles/2020-12-10/169-year-old-insurer-massmutual- 
invests-100-million-in-bitcoin 
11 Source: CME Group, as at 31 December 2020.  
12 According to https://www.theblockcrypto.com/linked/86754/gbtc-monthly-trading- 
volume-november. 
13 JPM: Flows and Liquidity 19 February 2021. 
14 According to the BIS Triannual survey released in 2019. 
15 According to https://www.gold.org/goldhub/data/trading-volumes. 
16 https://www.wsj.com/articles/most-bitcoin-trading-faked-by-unregulated-exchanges-study 
-finds-11553259600?mod=hp_lead_pos7
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ESTIMATING THE ‘VALUE’ OF BITCOIN IS A NON-TRIVIAL CHALLENGE 

While estimating the value of any asset is a key challenge for most investors, the framework 

needed to understand the fair value of Bitcoin is particularly complex. Data about trading 

volumes, users and the blockchain is opaque and subject to manipulation. As the supply of 

Bitcoin is limited, demand is the key driver of pricing. However, demand so far has largely been 

driven by speculation17, making estimations of fair value difficult. As this is the case, most 

cryptocurrency traders rely on technical analysis.

USE AS AN INFLATION HEDGE IS UNTESTED

Although often cited as a ‘real asset’ that can be used to hedge against unexpected periods of 

inflation – effectively a ‘digital gold’ – assessing Bitcoin’s value as an inflation hedge is not clear 

as there has not been any significant inflation since the invention of Bitcoin. This means there 

is not enough evidence to determine how Bitcoin would behave in the event of a rise in 

inflation. 

REGULATORY AND ESG RISK 

Although not true of all cryptocurrencies, the regulatory and ESG-related risks of Bitcoin are 

significant: 

• Confirming a ‘block’ can be a very energy-intensive endeavour. According to the 

University of Cambridge Bitcoin Electricity Consumption Index, the annual use of energy 

to maintain the Bitcoin network is currently similar to the annual energy consumption of 

Norway. In a world focused on decarbonisation this represents a significant amount of 

‘wasted’ electricity use (see Figure 4).

• It can be easily used for illegal activities. Given its decentralised nature, anonymity of 

ownership, and lack of regulation, Bitcoins can be easily used for illegal activities. The 

most notorious example was Silk Road – an online black market, selling everything from 

drugs to stolen credit cards and murderers-for-hire which was shut down by the US 

government in 2013. Bitcoin is still used heavily in illegal transactions with an estimated 

$20tn or 2% of total transactions related to criminal activity18.

• Governments are likely to want to limit the potential macroeconomic repercussions 

including bank disintermediation and inability to implement monetary policy, stemming 

from the introduction of cryptocurrencies. This risk was recently highlighted In India, 

where the government has proposed an outright ban on cryptocurrencies. This would 

criminalise  everything from possession, issuance and mining to trading and transferring 

crypto assets. 

Figure 4: Estimated energy use of the Bitcoin network19 
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10 https://www.bloomberg.com/news/articles/2020-12-10/169-year-old-insurer-massmutual- 
invests-100-million-in-bitcoin 
11 Source: CME Group, as at 31 December 2020.  
12 According to https://www.theblockcrypto.com/linked/86754/gbtc-monthly-trading- 
volume-november. 
13 JPM: Flows and Liquidity 19 February 2021. 
14 According to the BIS Triannual survey released in 2019. 
15 According to https://www.gold.org/goldhub/data/trading-volumes. 
16 https://www.wsj.com/articles/most-bitcoin-trading-faked-by-unregulated-exchanges-study 
-finds-11553259600?mod=hp_lead_pos7

17 https://econ.columbia.edu/wp-content/uploads/sites/41/2018/03/guha.pdf 
18 Chainanalysis Crypto Crime 2021 
19 https://cbeci.org/ 
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INSTITUTIONAL ACCESS TO BITCOIN CAN BE COSTLY AND RISKY 

Although banks are working on facilitating trading and providing custodial services for 

cryptocurrencies, investing in Bitcoin can still be a convoluted endeavour and make the 

management of risk challenging. The most popular ways to access exposure to Bitcoin 

include:

• Direct holding: Bitcoins can be bought and sold on a number of exchanges. The assets 

can then be either transferred to a Bitcoin wallet, a program which manages assets 

stored on the blockchain, or held in custody at the exchange. There are several risks to 

direct holdings with holding Bitcoins in either form. If held in a wallet, any individual with 

access to the private key would be able to authorise a transaction unilaterally. 

Additionally, the loss of a private key or access to the wallet results in permeant loss of 

access to the assets.  If the Bitcoins are held in custody by the exchange, fraud and 

bankruptcy risk need to be considered. Several exchanges have been the victim or 

perpetrator of fraud. 

• Through futures: CME Bitcoin futures are a popular way of accessing exposure to Bitcoin 

price fluctuations, but rolling the contracts can be quite expensive – the roll cost is 

roughly 12% in annualised terms.

• Through a fund that invests in Bitcoins: Grayscale Bitcoin Trust, the world’s largest 

publicly traded Bitcoin fund, has been another very popular way to access exposure to 

Bitcoin. The fund is effectively a closed end fund, so depending on the demand, its shares 

can trade at a significant premium to the underlying assets – this premium reached 35% in 

December 2020 as the price of Bitcoin rose. This is in addition to a 2% fee charged to 

investors.20  In addition to the cost, investments need to be held for at least six months 

and are vulnerable to competition – following the launch of the first Bitcoin ETF, the 

Grayscale Bitcoin premium fell to a discount21.

• Through a related business: Coinbase has listed on the NASDAQ. This investment would 

give exposure to trading volumes as revenue is principally derived from transaction fees. 

Investments in firms which are developing or implementing blockchain solutions will give 

investors to the growth in the use of blockchain.

20  Morgan Stanley: ‘Update: Bitcoin, Crypto, and Digital Currencies’, 10 February 2021. 
21 https://grayscale.com/products/grayscale-bitcoin-trust/
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Governments are likely 
to want to limit the 

potential macroeconomic 
repercussions stemming 

from the introduction 
of cryptocurrencies and 

reinforce the dominance of 
fiat currency. This risk was 

recently highlighted In India, 
where the government has 
proposed an outright ban 
on cryptocurrencies. This 

would criminalise everything 
from possession, issuance 
and mining to trading and 
transferring crypto assets.

20  Morgan Stanley: ‘Update: Bitcoin, Crypto, and Digital Currencies’, 10 February 2021. 
21 https://grayscale.com/products/grayscale-bitcoin-trust/



THE FUTURE OF BLOCKCHAIN 
AND DISTRIBUTED LEDGER 
TECHNOLOGY
BLOCKCHAIN, A FORM OF DISTRIBUTED LEDGER TECHNOLOGY,  

HAS THE POTENTIAL TO BE DISRUPTIVE AT BOTH THE MICRO AND  

MACRO LEVEL. WE EXPECT TO SEE MANY BUSINESSES IMPLEMENT 

BLOCKCHAIN TECHNOLOGY

MICRO: A REVOLUTION FOR RECORD KEEPING

Distributed ledger technology is already being adopted by large businesses such as  

Nasdaq, MasterCard, Wells Fargo and Walmart to improve record keeping and multi-party 

transactions. For banks and financial institutions, blockchain can drive the disintermediation 

of post-trade processing and reconciliation, ensure more efficient management of client 

information and ownership of assets, and revolutionise payment systems22. These private 

centralised applications of the blockchain have the potential to increase the speed, security 

and reduce costs to making and recording financial transactions. This could extend to all 

industries that use ledger-based record keeping, including supply chain management.  

A notable example is IBM helping Walmart revolutionise its food supply chain process by 

replacing it with blockchain technology, thus making the process more transparent and 

traceable. Each node on the blockchain represents an entity that has handled the food on 

the way to the store, making it a lot easier and faster to see if one of the farms has sold an 

infected batch to a specific location. Implementation of the blockchain is occurring across 

healthcare, digital asset management, real estate and trade finance. 

We expect that blockchain technology 
will help shape a new equilibrium in global 
payments where traditional fiat currencies 

and cryptocurrencies coexist.

22 https://www.oecd.org/finance/The-Tokenisation-of-Assets-and-Potential-Implications 
-for-Financial-Markets.pdf
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MACRO: CENTRAL BANK DIGITAL CURRENCIES COULD RADICALLY 
CHANGE MONETARY POLICY

Cryptocurrencies have experienced massive growth in users, acceptance and market 

capitalisation. While it is unlikely that cryptocurrencies will replace fiat currencies, greater 

usage of cryptocurrencies has significant implications for the modern structure of the 

financial sector and on the ability for governments to implement monetary policy. We 

expect that blockchain technology will help shape a new equilibrium in global payments 

where traditional fiat currencies and cryptocurrencies coexist. 

Central banks are learning from cryptocurrencies and considering how features of the 

blockchain could be integrated with fiat currency. Several central governments are looking 

at creating central bank digital currencies (CBDCs), units of fiat currency created by a central 

bank on a blockchain technology platform. These vary significantly from cryptocurrencies as 

their value derives from trust in the underlying fiat currency rather than cryptographic 

proof. The blockchain is instead used to ensure secure and transparent transactions. 

Governments have an incentive to develop digital currencies to gain greater control over 

the money supply. Digital currencies would allow central banks to view all transactions 

using the currency. Unlike traditional cryptocurrencies, the identities of the parties would 

not be anonymised, allowing for near-perfect economic surveillance. CBDCs are a potential 

solution for the 1.7 billion people who don’t have access to traditional banks, allowing for 

inclusive and efficient monetary policy and transmission. 

CBDCs could also be used to help to stimulate demand during periods of economic stress, 

for example allowing negative interest rates to be more easily applied to cash holdings and 

deposits held in banks. A more extreme scenario could be to issue a CBDC with an expiry 

date, forcing consumers to purchase goods and services within a set timeframe and 

preventing saving.

Major central banks like the People's Bank of China and Riksbank in Sweden are on the 

cutting edge of this movement with the ongoing trials of e-CNY and e-krone respectively, 

while others including the US, UK and eurozone are in exploratory stages. This suggests that 

the true impact of CBDCs on the cryptocurrency landscape has yet to be felt. The potential 

for widespread acceptance and convenience could pose notable competition to private 

cryptocurrencies.

22 https://www.oecd.org/finance/The-Tokenisation-of-Assets-and-Potential-Implications 
-for-Financial-Markets.pdf
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CONCLUSION
BLOCKCHAIN IS A LANDMARK TECHNOLOGY WHICH IS ALREADY 

RESHAPING HOW DIGITAL ASSETS ARE MANAGED. WE EXPECT TO SEE 

GREATER ADOPTION OF BLOCKCHAIN IN THE OPERATIONS OF A  

NUMBER OF INDUSTRIES IMPROVING EFFICIENCY AND SECURITY. 

We do not expect Bitcoin, or any other private cryptocurrency, to replace government backed 

fiat currencies. However, a combination of CBDCs and other private cryptocurrencies are likely 

to take an increasing share of the global payments sphere.

Bitcoin, the original cryptocurrency, has maintained its market dominance since inception. 

Although the many alternatives have improved on the original design, none have gained 

sufficient momentum to challenge Bitcoin. Given its high volatility, low liquidity and operational 

challenges, we do not believe that Bitcoin is suitable for institutional investors, even in a 

currency portfolio. That said, as we believe the implications of the underlying blockchain 

technology should not be underestimated. For investors seeking direct exposure, who can 

withstand the potentially high volatility, any exposure to cryptocurrencies should be managed 

by investors with a deep understanding of blockchain technology and related instruments. 

Exposure through specialist funds looking at crypto start-ups could be a way to gain entry to 

new entrants at an early point.

Although Bitcoin is dominant, the risk from competitors is not insignificant. An alternative coin 

that is able to improve the speed and cost of transactions, energy usage and volatility with the 

right public, or private backer may have the potential to change the cryptocurrency 

landscape.

One area that we do believe investors need to monitor closely is CBDCs. Since the end of the 

gold standard, fiat currencies have dominated the payments landscape, allowing central 

banks to control monetary policy and facilitate credit creation. Cryptocurrencies are the first 

challenge to the dominance of fiat currencies. Although CBDCs are unlikely to entirely replace 

fiat currency, we could see significant changes to the banking sector and ways that central 

banks implement monetary policy. 

In the longer-term blockchain technology is likely to lead to a new equilibrium in global 

payments where traditional fiat currencies will coexist with both private cryptocurrencies and 

government backed CBDCs.   
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