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AND TRADITIONAL MONEY

Bohdan Lapchuk

Ivan Franko National University of Lviv,
1, Universytetska Str., Lviv, Ukraine, 79000, tel. +38 (032) 239-46-02,

e-mail: bohdan.lapchuk@lnu.edu.ua

Recently, among the most popular topics in the economic science is the phenomenon of bitcoin and
cryptocurrencies. In particular, there are many discussions about their status, the differences from the
traditional money and possible future. Significant volatility of the cryptocurrencies increases the interest
of the general public and of the media.

The study of the features of the cryptocurrencies and their differences from the other forms of money
is very relevant, since it can answer the question whether they are a future in the evolution of money or a
short-term financial phenomenon. The approach of the economists to cryptocurrencies varies from
support to criticism. Some of them even consider the bitcoin to be the biggest financial bubble in the
human history.

The article proposes a theoretical analysis of the main institutional and other characteristics of
cryptocurrencies in comparison with the traditional money – the decentralization and the global nature,
the impossibility to serve as an instrument of state regulation of the economy (i.e. monetary and exchange
rate policy, capital flow regulation), emission limitations, significant volatility and a very high overall
risk, anonymity of operations and the impossibility of their cancellation, inability to be used in credit
relations, etc.

The main functions of money (unit of account, medium of exchange and store of value) are not
fulfilled properly by the cryptocurrencies because of high volatility, decentralized emission and unofficial
status in the most of the countries. They also do not match the properties of money.

The significant volatility and very high risk are the main obstacles of recognition cryptocurrencies as
real money. The aggressive advertising of this phenomenon in the media is beneficial for speculators,
since it  gives them the opportunity to present cryptocurrencies as a future form of money and to attract
new buyers. Thus, it will tend to increase of prices and in turn to contribute to greater publicity in the
media. In particular, this can be seen by comparing the bitcoin price and the number of searches in
Google.

The politicians are afraid to control or even to ban the incomprehensible phenomenon. But the lack
of regulation and control by the state may result in the constant creation of new cryptocurrencies, mainly
for fraudulent purposes.

According to recent studies, bitcoin and other cryptocurrencies are quite popular in countries with a
poor quality of the institutional environment and with a weak confidence in the national monetary system.
There is also a danger that corrupt officials are interested in cryptocurrencies as a way to legalize their
criminal incomes.

The cryptocurrencies are not money and are not the next stage in the evolution of money. The idea of
creating a cryptographic currency arose as a reaction to the global financial crisis and was rather a
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theoretical search for an alternative monetary system. However, their recent popularity has been based
primarily on the desire to gain profits from price changes, rather than future prospects. The investors buy
bitcoin and other cryptocurrencies not because they intend to use them in future transactions as a new
form of money, but only for the speculation purposes. In addition, the cryptocurrencies transactions are
always made using the traditional money systems.

When forecasting the future, it is necessary to separate the cryptocurrencies and the blockchain
technology. Due to its qualities, especially the impossibility of falsification and transparency, blockchain
may have prospects in various spheres. Instead, the existing cryptocurrencies are too volatile, and
operations with them are too risky to be seen as a new form of money. The central banks should cunduct a
more responsible policy in order to maintain public confidence in the traditional money systems.

Key words: cryptocurrencies; bitcoin; money; functions of money; properties of money.


