15 November 2017
The Rise of Cryptocurrencies: Massive Opportunity or Speculative Hype?
When it comes to cryptocurrencies, or digital currencies, many people may be
familiar with Bitcoin, whose value rose above USD 7,000 per Bitcoin unit during
November 2017. Prices for Bitcoin have overwhelmingly multiplied – over
100,000 times face value since the start of this currency in 2009, reflecting the
sharp growth in demand for Bitcoin globally.

Highlight

EIC sees cryptocurrencies still facing a variety of challenges, both from wild
exchange rate fluctuations and conflicting responses from regulators throughout
the world, making widespread adoption difficult. Yet cryptocurrencies and related
technologies hold many benefits that can facilitate the infrastructure of both the
governmental and private sectors. Cryptocurrencies hold a lot of potential to
transform not just monetary transactions, but also to make organizational
processes quicker and more efficient.

Cryptocurrencies are a form of a digital money created on computer systems. Their dominant
feature is that there are no third-parties or middlemen controlling the currency, unlike
traditional fiat currencies. The developers of each cryptocurrency can design their own systems, starting from
how to acquire the money, how much money will circulate in the system, and how to use it. Each cryptocurrency is
based on decentralized and distributed tracking of currency movements, making all transactions visible to anyone in
the network, which in turn enhances the security and transparency of data.

Of all the cryptocurrencies, Bitcoin is the first to have been invented. With the Bitcoin market
heating up over 600% since the beginning of 2017, people around the world have their eyes
on Bitcoin’s phenomenal growth. This growth is driven primarily by rising demand, both from people who are
starting to awaken to the use of cryptocurrencies, and from investors looking to profit from trades. Bitcoin has
outperformed traditional currencies in many respects, such as enabling faster remittances. Since Bitcoin does not
require intermediaries to confirm transactions, payments made via Bitcoin can be completed within ten minutes or so.
Bitcoin is also very secure. With everyone in the Bitcoin network working from real-time transactional data and the
same database, it is difficult to modify transaction data or an attack on the system to occur.
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The popularity of Bitcoin has resulted in over a thousand other newly-invented
cryptocurrencies. Each of these new currencies contain enhancements offering a variety of
features and facilitating more real-life applications. For example, Ether applies smart contracts so that
transaction conditions can be specified. Merchants can opt to process payments on the condition that the goods have
been marked as delivered. Insurance claims can be automatically filed when a plane is delayed, saving passengers
the trouble of filing such claims later. Another cryptocurrency, Ripple, has been designed as a remittance currency,
enabling safer remittances within just seconds. These two cryptocurrencies are currently getting increased attention
from investors and financial institutions because they provide obvious benefits that can be applied in a variety of
scenarios. As a result, their price has risen more than 3,000% since the beginning of 2017. Both currencies together
are now worth more than 20% of the cryptocurrency market, with Bitcoin accounting for more than half of the market,
and the rest of the market share being belonging to other cryptocurrencies.

Despite all the advantages, EIC still believes that replacing traditional currencies with
cryptocurrencies will not be easy. Cryptocurrencies still face limitations, such as small market
caps and high exchange rate fluctuations. Currently the total market value of cryptocurrencies is 8 times
less than the number of US dollars in circulation and 42 time less than the value of gold. Cryptocurrencies also
reveal high volatility when compared to the world’s major currencies, such as the US dollar, Euro, Japanese Yen, or
Chinese Yuan. Since the beginning of the year top cryptocurrencies like Bitcoin, Ether, and Ripple experienced
swings of up to 14% within a day while the world’s major currencies fluctuated at most by only 0.5% per day. This
trend hinders the widespread adoption of cryptocurrencies. This is reflected in the small number of stores accepting
payment in cryptocurrencies and very low user rates, though cryptocurrencies were created over 8 years ago. A
recent Morgan Stanley study showed that out of 483 large online stores, the number accepting cryptocurrencies fell
from five in the first quarter of 2016 to just three in the second quarter of this year. This demonstrates that
cryptocurrencies still have a long way to go toward becoming widely used like other online payment methods such as
Visa, Master Card or PayPal.

The view of the government and central banks in each country is also an important challenge
to confidence in cryptocurrencies. At present, there are still very few countries that recognize cryptocurrencies
as official currencies and allow them to be used formally. One such country is Japan, which has legalized Bitcoin as
a legitimate form of payment and has also issued business licenses to those who operate cryptocurrency exchanges.
However, most countries around the world have not yet issued formal regulations since they view cryptocurrencies as
digital assets that have no intrinsic value. Moreover, some countries are moving in the opposite direction and sending
out negative signals, such as the Chinese government's ban on initial coin offerings (ICOs) and ordering the
shutdown of cryptocurrency exchanges.

Thai regulatory authorities have not yet issued official statements controlling the use of
cryptocurrencies. However, they have shown a positive outlook towards the development of
FinTech and financial innovations. Currently, Thai banks have not yet authorized the use of cryptocurrencies
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as legal payment schemes. They have also issued warnings about the risks involved in holding cryptocurrencies. Yet
Thai regulatory authorities continue to pay close attention to related technologies, such as Blockchain, which provide
additional data transparency. Over the past few years, Thai regulators have shown very positive views toward
FinTech, issuing regulations to support financial innovation and even creating regulatory sandboxes to enable
entrepreneurs to test out new financial products prior to legalization. Such measures have influenced the business
sector to invest in these studies and develop services using these technologies.
Implication

EIC estimates that targeted development of cryptocurrency for use by the
financial sector and governmental institutions is more likely to occur
soon than the widespread use of cryptocurrency among individuals.
Many major financial institutions such as Citi Group and MUFG have begun to develop
their own cryptocurrencies for internal use, while governments are more likely to develop
their own cryptocurrencies to push people toward electronic payment, especially in
countries like Japan, China , and Russia. This will enable businesses and governments to
vastly reduce their transaction and management costs.

EIC views supporting technologies such as blockchain and smart
contracts as having strong potential and benefits that can be applied to
the business sector in the future. These technological features can be applied to
work processes that require verification and validation, helping to significantly reduce work
time and increase efficiency for many organizations such as by: 1) Maintaining a history
of aircraft use and repairs to quicken the sales processes for each aircraft; 2) Keeping a
log of an individual’s medical records for use in research and analysis whilst limiting
access to information to authorized parties, and 3) Real time tracking of the status and
quality of goods and products being transported, especially fresh foods and perishables.
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Figure 1: The value of cryptocurrencies has skyrocketed
Units: Billions of US dollars, Index

Note: Data as of November 6, 2017
Source: EIC analysis based on data from Coinmarketcap and Coindesk

Figure 2: The current market value of cryptocurrencies is 8 times smaller than US dollars in circulation and 42 times
smaller than the value of gold.
Unit: Billions of US Dollars

Source: EIC analysis based on data from Coinmarketcap, SET, the Federal reserve, the IMF, and Business Insider
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Figure 3: Cryptocurrency prices typically experience high volatility, especially compared to the major currencies of today
Unit: %

Note: Data as of November 6, 2017
Source: EIC analysis based on data from Coinmarketcap, Coindesk and Bloomberg
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