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A tool of Economic Empowerment or a Regulatory Nightmare?

Introduction
The year 2020 has been a significant one for cryptocurrencies. In the face of global economic uncertainties brought by closing of businesses and people not working, cryptocurrencies have proved to be
remarkably resilient, empowering people on the one hand and creating regulatory challenges on the
other.
For instance, the advent of cryptocurrency in the country like Nigeria has provided an alternative for the
local currency, which is subject to frequent hyperinflations thus affecting purchasing power at the
ground level. Evidently, a Nigerian cryptocurrency investor, Tola Fadugbagbe, credits cryptocurrency for
lifting him out of poverty. At the same time, about 6,500 km away in Pakistan, the use of digital currencies, including bitcoin, for international terror financing has been on the rise as authorities move to crack
down on illegal methods of money transfer.

But how does cryptocurrency work? Who issues
it? How does it get distributed? Who keeps track
of the accounts and transactions?
Generation: Cryptocurrencies generally
operate on a decentralized system which
records transactions in a distributed ledger
called a blockchain.

Will cryptocurrencies emerge as a new form of
legal tender money? - Exploring the case of El
Salvador.
In 2021, El Salvador became the first country to adopt
Bitcoin as a legal tender. El Salvador does not have its
own currency in practice and currently US dollar serves
as the transaction currency.
The primary reason for this step was to build a bitcoin
mining hub around the country's geothermal potential.
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Miners of these currencies run complex
computer rigs to solve complicated puzzles to confirm groups of transactions
called blocks; upon success, these blocks
are added to the blockchain record and
the miners are rewarded with a small
number of cryptocurrencies.
Distribution: After these currencies are issued, they can be
traded
on
cryptocurrency
exchanges or exchanged on a
peer-to-peer basis. In regions,
where it has been accepted as a
payment mechanism, the currency changes hands based on economic transactions.
Maintenance
of
Records:
Blockchain serves as a distributed
ledger for maintenance of
records. Every transaction in this
chain is immutable and is subject
to approval of a large section of
participants in the chain.
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Can other countries follow suit?

Making Bitcoin a legal tender implies surrendering the
monetary control of currency. Such a possibility can be
explored by countries
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Miners’ Rewards for sucessfully completing 1 block
halve every 210,000 blocks or an average of every 4 years

Can cryptocurrencies like Bitcoin have an unlimited supply as they are not controlled by a Central
Bank?
The algorithm governing the cryptocurrencies ensure that
their supply is regulated. For example, the Blockchain algorithm governing Bitcoin limits the total number of bitcoins at
21 million. To ensure this, the algorithm reduces the reward
by half for Bitcoin miners every 4 years.

2009

50 BTS

2012

25 BTS

2016

12.5 BTS

Coins to be New coin mined
mined
10,500,00
21,000,000

New coins
mined since
last halving
5,250,000

2020

6.25 BTS

New coins mined
since lasr halving
2,625,000

Some cryptocurrencies which have become a part of the financial system

The bitcoin network is an electronic payment

Ethereum is known as a “smart contract platform”

system based on cryptographic proof instead of
trust, allowing any two willing parties to transact
directly with each other without the need for a
trusted third party.

where participants can program the transfer of
value from one address to another when certain
conditions are met without the need for an external contract executioner.
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Its payment network, RippleNet, offers connections to hundreds of financial institutions around
the world via a single application programming
interface (API) and makes moving money faster,
cheaper, and more reliable.

The Tezos blockchain represents the ledger of a
cryptocurrency, tez. Tezos is used for payments, to
represent complex financial contracts, to represent financial assets from stocks to gold and real
estate, and even to power applications such as
voting.

Litecoin is a decentralized cryptocurrency
system that offers instant and low- cost payments to anyone in the world.

Celo is a mobile-first blockchain platform, built to
provide six billion global smartphone subscribers
easy access to digital banking and payment
services.

How are cryptocurrencies a tool of economic
empowerment?
The primary strength of cryptocurrencies is that they are internally
decentralized and entirely voluntary, i.e., transactions are
controlled by participants themselves without any central authority
and joining or leaving such a system is in complete control of the
participant. Such a system translates to following-

Eliminating the middleman: Blockchain technology used for
crypto assets is a digital medium that enables the management, storage, and transferring of value without the oversight
of a middleman that could benefit from the ecosystem. As a
result,
The transaction costs are significantly lowered as banks
and other financial players are not involved. This has encouraged several African countries like Nigeria, South Sudan etc. to
adopt Bitcoin as the primary mode of sending remittances.
The transactions are faster as the crypto asset system is based
on a real-time connected worldwide network.

Effectively serving the functions of money: Cryptocurrencies by virtue of being digital and being
operated on a distributed ledger has following advantages over traditional moneyAs a medium of exchange, cryptocurrencies can be transacted over long distances and
potentially be more divisible without a large transaction cost. These properties make crypto

assets especially attractive for micro payments in the new sharing and service-based digital economy.
Increased transparency and reduced leakages in the financial system as the system recording the transactions is open to all the participants.
Enhancing security of the payment systems: The design of blockchain is such that the crypto assets
can be transferred but cannot be duplicated. Also, these transactions are protected through cryptographic encryption.
As digital payments and transactions grow so does the associated cyberthreat. For example, global
fraud losses are expected to rise to $35.67 billion in the next 5 years alone. In this context, safeguarding the financial sector from cyberthreats becomes extremely important.
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An enabler of financial inclusion: Cryptocurrencies have the potential to overcome current impediments in accessing financeInfrastructure: Globally, a large section of people
is beyond the access of the current banking infrastructure. Cryptocurrencies like Celo have the
potential to overcome this hurdle via its mobile
based blockchain system.
Discrimination: In many regions and sectors, access
to finance is subject to discrimination based on
Caste, Race, Gender among others. Cryptocurrency
can overcome this as identity of users remains
anonymous in the transactions. For instance, cryptocurrency is being associated with Black Economic
Empowerment (an integration programme launched
by the South African government to reconcile South
Africans and redress the inequalities of Apartheid).
Empowering businesses by complementing the
technological revolution: Emerging technologies like
Artificial Intelligence, Machine Learning, Big Data
especially in the FinTech industry would require a complementary payment solution.
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Can cryptocurrencies be useful
outside the economic discourse?
Cryptocurrencies and the associated technology are in essence a type of collective
platform. This characteristic enables its use in
several areas. Following are some of its
examplesThe UNICEF Crypto Fund,
which is part of the UNICEF
Innovation Fund, is a pooled fund of bitcoin and
ether that makes early-stage investments in startups working on open-source solutions.
The World Food Programme (WFP) is
using cryptocurrency networks to
expand refugees’ choices in how they
access and spend their cash assistance.

Rally provides a platform for
creators to launch and manage
their own cryptocurrencies to power new forms of
community and fan engagement.

For instance, Smart Contracts enabled by cryptocurrencies like Ethereum would significantly hasten the business activity by making contracts self-executing, credible, irrevocable, and transparent.
In essence, because of the decentralized way that blockchain-based payment systems work, they empower people with the 4S’s of payments, namely how they spend, save, send, and secure their money.
But the same decentralized nature of this entity creates challenges for the economy.

What are the regulatory challenges that may
arise with increased use of cryptocurrencies?

The use of cryptocurrency would shift the control of flow of money away from the central authorities. This
will have an impact on the functions that central authorities execute.
Controlling the Macroeconomic variables: When a large part of the domestic financial system
operates with an alternate currency, monetary policy for the local currency becomes disconnected
from the local economy. This would affect the ability of monetary authorities regarding inflation control,
providing stimulus etc.
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