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Bitcoin:  the  virtual  currency  built  on  math,  hope  and  hype
Bitcoin's  sharp  rise  in  value  this  year  has  many  questioning  whether  the  virtual
currency  is  sustainable  in  the  long  term

By  Jeremy  Kirk  |  18  December  13

The  ascent  this  year  of  Bitcoin,  a  virtual  currency  forged  through  hardcore  mathematics  and  buoyed  by  promises  of  financial
liberation  from  banks,  has  been  nothing  short  of  mesmerizing.
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It  is  being  increasingly  embraced  as  a  viable  means  of  exchange  and  a  valuable  investment,  free  from  meddling  by  central  banks
and  what  some  view  as  untrustworthy  financial  systems.

A  pseudonymous  programmer  calling  himself  Satoshi  Nakamoto  developed  the  Bitcoin  system,  releasing  a  white  paper  in  2008.
The  network,  launched  in  early  2009,  uses  peer-to-peer  software  to  transfer  bitcoins.

A  purely  digital  currency,  a  bitcoin  is  essentially  a  secret  number  that  is  transferred  from  one  party  to  another  using  public  key
cryptography.  "Miners,"  or  people  running  high-end  computers  that  verify  the  transactions,  are  awarded  newly  minted  bitcoins  for
their  efforts.

Bitcoins  distance  from  the  established  financial  system  and  lack  of  regulation  so  far  is  partly  what  has  made  it  attractive.  Virtual
currency  projects  have  largely  failed  over  the  years,  but  Bitcoin  has  so  far  defied  predictions  it  would  meet  the  same  fate.

Bitcoin  "seems  to  resonate  quite  deeply"  with  people  who  dont  trust  banks,  even  if  the  rosy  predictions  of  its  potential  are  baseless
in  standard  economic  theory,  said  Dick  Bryan,  a  professor  with  the  Department  of  Political  Economy  at  the  University  of  Sydney.

No  one  can  create  an  accurate  economic  model  for  Bitcoin,  and  everyone  who  thinks  they  can  give  an  explanation  is  posturing,"
Bryan  said.

So  far,  Bitcoin's  early  supporters  have  been  joyous:  If  you  bought  the  virtual  currency  in  early  2011  at  US$1  each  instead  of  a  new
pair  of  $600  snakeskin  cowboy  boots,  you'd  be  up  roughly  $600,000,  depending  on  fluctuating  exchange  rates.

In  its  first-ever  report  on  Bitcoin  released  Dec.  5,  Bank  of  America  Merrill  Lynch  predicted  a  value  of  $1,300  per  bitcoin  if  it
becomes  a  force  in  e-commerce  and  money  transfers.

It's  easy  to  be  dazzled  by  the  numbers.  And  when  proponents  elevate  Bitcoin  from  a  clever  system  for  transferring  value  to  a
potential  replacement  for  government-issued  currency,  the  sky  appears  to  be  the  only  limit.

"Buy  bitcoins  now.  Take  5  percent  of  your  net  worth,  and  put  it  into  Bitcoin,"  said  Steve  Kirsch[cq],  CEO  of  OneID,  a  startup  that
provides  encryption  services  to  protect  people's  data,  at  the  Future  of  Money  and  Technology  conference  in  San  Francisco  in  early
December.

"You  won't  be  sorry,"  Kirsch  said.  "I  think  for  the  next  few  years,  any  time  you  buy  bitcoins  and  hold  onto  them,  and  then  sell  it,
you'll  make  substantial  amounts  of  money.  You'll  be  so  happy."

Bitcoin  is  occasionally  called  a  Ponzi  scheme,  a  type  of  scam  where  money  from  new  investments  is  used  to  pay  off  a  few  early
investors  with  the  rest  skimmed  until  the  scheme  goes  bust.  While  Bitcoin  is  clearly  not  a  Ponzi  scheme,  the  frenzied  get-in-now
enthusiasm  of  late  belies  the  fact  that  it  is  a  very  new  and  immature  software  experiment.

As  a  result,  Bitcoin's  buzz  is  offset  by  suspicion,  doubt  and,  occasionally,  contempt.

"I've  always  had  the  view  that  Bitcoin  is  a  very  beta  project,"  said  Evan  Schmidt,  who  runs  Buttcoin.org,  a  mocking  blog.  "It  seems
a  lot  of  people  are  basically  saying  'Get  some  bitcoins,  hold  onto  them  forever  and  you'll  be  rich'."

He  launched  Buttcoin.org  in  mid-2011  after  becoming  fascinated  by  the  community  around  Bitcoin  --  libertarians,  scammers,
developers,  hackers,  early-adopters  --  as  well  as  its  embrace  by  the  Silk  Road  online  drugs  market.

"There  were  a  lot  of  weird  things  that  were  going  on,"  Schmidt  said.

Buttcoin  immortalizes  Bitcoin  supporters  at  their  most  hyperbolic  moments,  with  heavy  doses  of  sarcasm.  The  blog  gets  more  than
15,000  hits  a  month,  said  Schmidt,  who  said  he's  fine  with  Bitcoin  as  a  speculative  play  but  doubtful  of  it  as  a  currency.

It's  clear  Bitcoin  could  be  positive  for  e-commerce.  Once  a  bitcoin  is  sent,  the  transaction  cant  be  reversed  unless  the  receiver
gives  it  back,  similar  to  a  cash  deal.  Thats  good  for  merchants,  who  may  end  up  liable  if  someone  uses  another  person's  credit  card
to  pay  for  goods  and  the  money  is  reclaimed  in  what's  known  as  a  "chargeback."

In  addition,  consumers  don't  have  to  submit  personal  information  when  sending  bitcoins,  reducing  opportunities  for  identity  theft.

No  major  website  was  quicker  to  seize  on  bitcoins  than  the  Silk  Road  marketplace,  shut  down  in  October  by  the  FBI  for  facilitating
contraband  sales  using  the  virtual  currency  as  its  only  payment  method.

For  vendors  of  illegal  goods,  Bitcoin  is  close  to  perfect.  "I  think  it  is  one  of  the  best  innovations  coming  from  the  modern
computing  era,"  said  a  former  Silk  Road  methamphetamine  and  heroin  dealer,  via  instant  message.  The  dealer,  who  confirmed  his
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role  in  Silk  Road,  has  a  strong  background  in  technology  and  said  he'd  place  Bitcoin  high  on  the  list  of  the  most  important

creations  in  the  last  few  hundred  years.

For  the  Silk  Road,  it  also  meant  the  site  didn't  have  to  interact  with  credit  card  companies  or  banks,  which  would  have  led  to  a

swifter  end.

Bitcoin  transactions  are  considered  final  after  six  verifications  are  received  from  computers  on  its  decentralized  network.  Since

computers  verify  the  transaction,  people  don't  have  to  trust  the  person  who  sent  them  a  bitcoin,  or  any  other  entity.

But  on  a  broader  level,  people  using  Bitcoin  must  trust  the  software  and  ecosystem,  said  Toby  Miller,  a  professor  of  journalism,

media  and  cultural  studies  at  the  University  of  Cardiff  in  Wales.

Youve  got  to  have  several  kinds  of  trust  involved  when  you  dont  have  government  or  reserve  banks  or  the  banks  themselves,  Miller

said.

That  hasn't  stopped  some  legitimate  businesses  from  accepting  and  even  keeping  some  bitcoins,  even  with  its  wild  exchange  rate.

David  Maloney  runs  Honestbeef.com.au,  a  Web-based  business  from  Casino,  a  small  town  in  northern  New  South  Wales  in

Australia.  Honestbeef  brokers  orders  between  farmers  and  buyers  seeking  high-quality  beef.

Maloney,  a  database  programmer  by  trade  who  has  watched  Bitcoin  since  it  started,  said  he  doesn't  accept  credit  cards,  only

interbank  transfers,  which  carry  no  fee,  and  bitcoins.

But  Bitcoin  is  much  more  than  just  a  payments  system,  Maloney  said.

Bitcoin's  blockchain,  a  public  ledger  that  record  transactions,  holds  much  potential  for  other  kinds  of  cryptographic  verification

rather  than  just  transferring  bitcoins,  he  said.

Bitcoins  software  protocol  could  accommodate  escrow  payments  and  contract  arrangements,  where  trust  is  placed  in  the  network

rather  than  one  entity.

"I  think  it  will  be  used  as  a  currency,  but  not  in  a  way  anyone's  imagined  it,"  Maloney  said.

Send  news  tips  and  comments  to  jeremy_kirk@idg.com.  Follow  me  on  Twitter:  @jeremy_kirk

Share  this  article

Share Tweet 3 0 Email

MORE  FROM  PC
ADVISOR

MORE  FROM  AROUND
THE  WEB

Recommended  by

4 1Like

New  iPad  Air
review:
Apple's  5th
generation
iPad…

Tesco  Hudl  2
release  date,
price  and
specs:…

What  You
Need  to
Know  to
Hire,  Manage
and  Market…

Aria
Gladiator
Sabre
review:  a
gaming  PC
that  is…



0
 comments

Start the discussion…

Best Community 
 Login
 Share

Be the first to comment.

Subscribe Add
 Disqus
 to
 your
 site

0

Send  to  a  friend

Email  this  article  to  a  friend  or  colleague:

Recipient's  name  *  

Recipient's  email  *  

Your  name  *  

Captcha  *        

Send email

PLEASE  NOTE:  Your  name  is  used  only  to  let  the  recipient  know  who  sent  the  story.  Both  your  name  and  the  recipient's
name  and  address  will  not  be  used  for  any  other  purpose.

Top  5  Most  Popular

All

News

Reviews

How  To

1:

Kindle  Fire  HD  (2013)  review:  The  Kindle  Fire  HD  is  Amazon's  7-inch  budget
Android  tablet

2:

17  best  smartphones:  The  best  phone  you  can  buy  in  2013

3:

New  iPad  Air  review:  Apple's  5th  generation  iPad  is  another  step  forward

4:

New  Nexus  7  review  (2013);;  the  new  7-inch  Google  tablet  is  very  good

5:

The  10  best  budget  tablets  2013/2014:  Here  are  the  best  cheap  tablets  available
to  buy  in  the  UK  right  now



Search...
 

Latest  Videos

Sony  SmartWatch  2  video  review:  a  much-improved  smart  watch  over  the  first
generation

Sony  is  back  with  its  SmartWatch  2  which  is  slimmer,  more  stylish  and  better  than  the  original.  Here's  our  video  review.

Lumia  2520  video  review:  powerful  Windows  tablet  an  exciting  alternative  to
iPad  or  Android

Video:  Amazon  Kindle  Fire  HDX  7in  review  -  tablet  with  excellent  performance
and  great  screen

5  reasons  why  PCs  are  better  than  Macs:  Mac  vs  Windows  PC  -  which  is  best?

Video:  Kobo  Arc  10HD  review:  a  good  10-inch  Android  tablet  with  a  great
price  tag

More  Videos  »

Search Videos...
 

Latest  Reviews

Kindle  Fire  HD  (2013)  review:  The  Kindle  Fire  HD  is  Amazon's  7-inch  budget
Android  tablet
The  Amazon  Kindle  Fire  HD  (2013)  is  an  Android  tablet  with  great  price  and  specs,  but  its  lack…

Samsung  Galaxy  Tab  3  Kids  review:  a  decent  but  pricey  children's  tablet

Samsung  has  launched  a  kids'  version  of  its  Galaxy  Tab  3  7.0,  complete  with  an  easy-to-use,…

Nokia  Lumia  520  review:  an  affordable  and  stylish  Windows  Phone  8  device

With  its  reasonable  all-round  specs  and  a  SIM  free  price  of  £100  it’s  easy  to  see  why  this  phone…

More  Reviews  »

Search Reviews...
 

FROM  AROUND  THE  WEB

Recommended  by

2:17



Latest  How-To

How  to  use  virtual  desktops  in  Windows  for  free  with  Dexpot

De-clutter  your  desktop  by  switching  between  virtual  desktops

How  to  change  Google  ID  on  an  Android  smartphone  or  Tablet:  Add  or  swap
the  Google  account  on  your  Android  device

You  can  assign  more  than  one  Google  Account  to  your  Android  smartphone  or  tablet,  here's  how.

How  to  set  up  a  spare  router  to  expand  your  Wi-Fi  network  coverage

Fix  Wi-Fi  'black  spots'  by  using  a  second  wireless  router

More  How-tos  »

Search How Tos...

 

PC  Advisor  Poll

What  will  be  the  most  important  broadband  development  of  2014?

  Expansion  of  4G  mobile  broadband  coverage

  Wider  availability  of  ultrafast  FTTH  broadband

  Rural  broadband  upgrades

  Announcement  of  5G  mobile  broadband

  Home  broadband  becomes  cheaper  than  ever

Vote now

View  poll  results  »

Latest  Tech  Advisor  News:

PlayStation  5,  next  XBOX  and  Wii  in  photos  -  concept  images  released

Pinterest  redesigns  its  iPad  app  for  iOS7

Amazon  Prime  Air  video:  flying  drones  to  deliver  packages  within  30  minutes

How  to  power  Christmas  tree  lights  using  Brussels  sprouts

Budweiser's  Twitter-powered  knitting  machine  to  knit  Christmas  jumpers

More  From  Tech  Advisor  »



The  10  best  budget  tablets  2013/2014:  Here  are  the  best  cheap  tablets  available  to  buy  in  the  UK...

FaceTime  Audio  to  come  to  Mac  with  OS  X  10.9.2  Mavericks  update

The  6  best  tech  gifts  for  kids:  toys  and  presents  for  11-17s  this  Christmas  2013

Aardman  creates  The  Hobbit  companion  app  for  HarperCollins

ABOUT  PC  ADVISOR

PC  Advisor  is  the  World's  Number  One  Technology  Magazine  Website  for  UK  Audience  (Nielsen  Online),  and  ranks  as
seventh  most  popular  magazine  website  in  the  world  for  UK  traffic.

PC  Advisor  is  dedicated  to  covering  the  latest  digital  reviews  and  news,  and  offering  the  best  tech  advice  through  both  how-to
articles  and  real-time  forums.

More  about  PC  Advisor
More  about  IDG
Subscribe  to  PC  Advisor  magazine
Information  for  advertisers
Privacy  policy
Cookie  Options
Site  map



Contact  us

Reviews
Laptop  Reviews
PC  Reviews
Tablet  Reviews
Mac  Reviews
Smartphone  Reviews
Security  Software  Reviews
Printer  Reviews
Digital  Camera  Reviews
Software  Reviews
Storage  Reviews
Wi-Fi  Reviews
Games  Reviews

Tech  Forums
Free  Tech  support
Consumer  tech  help
Windows  7  help
Windows  8  help
Windows  Vista  help
Digital  Home  help
Mobile  phone  help
Networking  help
PC  &  Console  Games  help
Business  tech  help

Shopping
Mobile  Phone  Deals
Home  Broadband  Deals
Mobile  Broadband  Deals
Free  Laptop  Deals
Online  Learning
PC  Bookshop

Sign  up  for  our
free  technology  newsletters

Email ..
 

Follow  us
TwitterTwitter
FacebookFacebook
Google+Google+
LinkedInLinkedIn
PinterestPinterest
YoutubeYoutube
RssRSS

  

Founded  in  1995  PC  Advisor  is  part  of  IDG,  the  world's  leading  technology  media,  events  and  research  company.

IDG  UK:
Macworld
|
CIO
|
CFO
|
Computerworld  UK



|
Techworld
|
MacVideo
|
Digital  Arts

All  contents  ©  IDG  2013:  webmaster@pcadvisor.co.uk

Close
TwitterTwitter
FacebookFacebook
Google+Google+
LinkedInLinkedIn
PinterestPinterest
YoutubeYoutube
RssRSS


