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Abstract

Analyzed in the article are the problems of occupying the financial market and formation of crypto-currencies in today’s financial world,
also analyzed are the aspects of ambiguity in an approach to defining and attitude to crypto-currency in different countries. The objective
of the article is discovering advantages and risks of application of crypto-currencies at international financial markets.

Analyzed were the factors of influence upon-bitcoin, the most popular crypto-currency. Comparative analysis of the legislation, regulat-
ing the flow of crypto-currencies at the financial markets and taxation was performed. Approaches to the essence of crypto-currencies,
existing in different countries were studied. Also analyzed were possibilities of passing on to digital money for a number of countries.
Conclusions, regarding the risks at passing on to electronic monetary flow for a certain group of countries were arrived at. For Ukraine it
was concluded that the country were within the zone of financial risks and the perspective of avoiding payment in cash was out of the
question for the immediate future.

In the work the advantages and disadvantages of crypto-currency application are listed and various views and hypotheses, regarding the
prospects of its existence were considered. The conclusions contain recommendations regarding strengthening the existing standard and

legislative base, made with due regard to the experience gained by the developed countries.
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1. Introduction

In the contemporary financial world crypto-currency, being the
product of cyber-systems is but an innovative tool of the science
and engineering progress.

The appearance of this kind of currency was promoted by interest
of some users, economic globalization of clearing transactions and
Its rapid development.

2. Formation of crypto-currencies in today’s
financial world

Bitcoin, as the kind of crypto-currency, was first introduced in
2009. Gradually their number reached several hundreds within a
short period of time. Their wide expansion of various crypto-
currencies during the last five year period and popularization led
to their number exceeding 1,800 and this number is unlikely to
stop growing [1].

This is primarily due to the fact that some countries create their
own national crypto-currencies at the state level. Such crypto-
currencies already exist in Belarus, Estonia, Ukraine, Venezuela,
the USA, Israel, Hong Kong, Great Britain and other countries.
The projects of creating their own crypto-currencies before the
end of 2018 are being implemented in Norway, Kenya, Sweden,
Turkey, Iran [2-7].

The possibility of tracing at the state level the operations with
virtual currency seems to be beneficial for creation of national
crypto-currency, as they will be reliable, protected from fraud,
they cannot be the subject of forgery and they can be easily con-
verted.

As far as the value of bitcoin, the most popular crypto-currency, it
is largely influenced by such factor as customer demand. It is
known that in 2016 the cost of bitcoin was 300$ and it became 23
tomes greater within the two succeeding years. It was supposed
that bit would have become three times greater by the year of 2022,
exceeding the 20 000 mark[8].

The multitude of converted digital currencies, protected by crypto-
graphical methods has led to the variety of notions, definitions and
attitudes to them. There are several terms for defining the notion
of a crypto-currency in the world financial community, like “er-
satz” money, digital currency, virtual currency, private currency,
inferior money, stock house asset and many others.

In developed countries, like for example, Switzerland, Germany,
the USA, Japan crypto-money is used as payment means, in the
USA crypto-currency is also applied for emission of securities. In
such European countries, like Bulgaria, Estonia software products
are subjects of obligatory taxation. In Norway such type of crypto-
currency is considered to be a stock house asset, and all risks due
to its application are foreseen. Still the risks of application of such
tools are essentially high, despite certain legal field and creation of
protective measures. At present the rules of regulation, presuming
formation of the system of monetary obligations for crypto-
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currency, a possibility to carry out control and a reliable tax field
have not been created yet.

3. Advantages and disadvantages of crypto-
currency application

It is worthwhile remembering that crypto-currency is not provided
with guarantees and the rules of regulations of operations with
crypto-currencies have not practically been written anywhere.
Operations with crypto-currencies are not controlled by state
structures and hence the ambiguity of approaches to its usage. As
can be seen in tablel, the approaches to taxation of such opera-
tions, their recognition and permitting such operations at the legis-
lative level differ drastically

Table 1: Recognition, application and taxation of BTC in different world
countries

relations can be measured by their resistance to the our days chal-
lenges.

The risks, connected with the flow of crypto-currency appear to be
impossible to be concentrated in one work. Nevertheless, it is
possible to trace one of the latent risks, connected with refusal
from the flow of real monetary currency and also take into account
the tendencies that can be seen in many countries of the world.
The criterion of transition of a country from cash to digital money
can be taken as a basis.

Within the last five-year period the countries of Northern Europe,
like Norway, Sweden, and Switzerland have been the leaders in
refusal from operations with cash. Denmark, Finland, Singapore,
South Korea, Great Britain and the USA are among the top ten
[13]. Ukraine is missing in the list, consisting of 60 countries, as
its share of cashless settlements is only 25%. The complex pro-
gram of development of the financial sector until the year of 2020
envisages increase of such settlements up to 55%. The readiness
of a country to refuse from cash money in financial settlements in
favour of digital analogues of money shows the degree of its adap-
tation to the new trade rules and is determined by several criteria.
Digital evolution index in country’s economy determines ability of
the financial organization to control virtual money, while observ-
ing the conditions of preserving the real value of monetary mass.

Table 2: Readiness of separate countries to refuse from application of cash
[14]

Index of
N oo o | Digital | Possibiliy of
o Country money and its ev_olutlon transition to digi-
digital ana- index tal money
logues
1 Sweden 0,4 57 Acceleration of
2 Denmark 0,5 51 transition to digital
3 Kenya 0,3 18 money increases
4 Turkey 0,65 33 preservation of a
possibility of creat-
ing real value of
monetary mass
5 South 4.4 51 Preservation of
Korea real value of mon-
6 Japan 55 47 ey at stable coun-
7 USA 75 54 try’s economy for
8 Philippines 58 20 digital money
9 Russia 8,5 26
10 Belgium 15 45 At stable invest-
11 Germany 18 48 ments there is a
12 France 36 48 possibility of
13 | Mexico 26 28 creating real
14 | India 82 22 monetary value
for transition into
digital plane.

Legal permis-sion or
Recognition of . likely to be imple-
iy crypto-currency el mentted (+),
Prohibited (-)
Germany Private money Not taxed +
Switzerland | Foreign curren- +
cy
Norway Stock market Profit tax +
asset
Russia Currency 10 % tax on +
operations with
crypto-currency
Russia Ersatz money -
Ukraine Virtual assets 5 % tax is to +
be introduced.
For legal and
physical per-
sons plus 1.5%
war tax.
Kazakhstan -
Ecuador -
Brazil +
Iceland -
Vietnam -
USA Currency Tax on capital | +
Great Britain growth.
Australia
China Virtual goods Prohibited
for legal
persons
France Derivate 19% +
Finland Financial opera- | VAT +
tions, valuable
assets
Belgium VAT +
Canada Valuable prop- Tax on busi- +
erty, transac- ness income
tions
Japan Electronic mon- | 15-55% +
ey
Denmark Digital money +
Norway Stock market +
asset

Compiled in accordance with the data, listed in [9-12]

On the basis of the data, provided by HowMuch-the analytical
portal in January 2018 application of bitcoin is permitted in 99
countries out of 246 countries of the world [9]. In such countries
like Iceland, Bolivia, Kazakhstan, Ecuador et al. application of
crypto-currency is legally prohibited. In China, Russia, South
Korea legislation is being prepared for protection of national cur-
rencies and for opportunities of influencing operations with cryp-
to-currencies. To the countries that intensely implement crypto-
currency and popularize it belong Hong Kong, Singapore, the
USA, Canada, Great Britain, EEC countries et al.

The appearance of virtual money, in the shape of changing crypto-
graphical currencies and their roles in the contemporary monetary

Thus, currency exchange happens to be, which is based upon on
application of digital codes and computer programs. Provision of
infrastructure for making such operations seems to be an im-
portant aspect. To perform it you need: internet, information tech-
nologies, presence of terminals, computerization of population and
its willingness to use electronic wallets, presence of computer
cabinets and the desire to substitute cash with digital money.

In economic literature there exists the notion of the “absolute val-
ue” of cash, which is represented by the parity index between cash
and its digital analogues.

Weight index of national currency stability as compared to other
currencies is used in international practice. As a rule US dollar is
considered for such purpose. The priority is in this case given to a
possibility of preservation of the value of the monetary mass by
transition to digital currency

So far, it is not possible for any country of the world to ensure a
complete transition from cash to its digital analogues. But nearly
in all relatively developed economically countries of the world the
vector of gradual reduction of cash money can be clearly seen.
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Refusal from cash currency or reduction of its volumes of its flow
in trade and other operations will promote alternations in the rules
of the world trade and the world trade rules.

Such process is impossible without any substantial blows for any
financial system. We can make quite a reasonable assumption that
the risks, due to escape from cash can be illustrated, for instance,
by Whitney’s diagram of catastrophes. Whitney’s diagram in
OXYZ coordinates, where X represents the absolute monetary

mass, related to its alternating part (M, /AK), which is con-
trolled by the state financial system, Y —is a time coordinate (T)
(years), while Z — is the dynamics of changing cash (AK), exist-
ing in the country in the current time span, showing the area of
financial instability, which can exist at the flow of a particular
currency. In the indicated coordinates the power function of Whit-
ney’s diagram is described by the equation of the type of :

, d(0,25AK* + [0,5BAK*M;, + cTAK])
W{AR) = AR =

= AK? + BMAK +¢T (1)

The general evaluated tendency is like that: the bigger the cash
volume in the country is, related to its alternating part (M, /AK),
flow towards its reduction is more likely to cause irreversible
changes un the national economy. But this is only in theory. Actu-
ally it may happen in quite a different way. For instance, AK(T)
dependence, according to the data provided in [15] for the coun-
tries with different economic development is represented in Table
3. Comparing it to the data provided in Table 2 we may speak of a
multitude of situations, due to the risks of transition to electronic

flows for different countries. Nevertheless, such risks always exist.

Now, let us detach some groups of countries, depending on their
adaptation to digital technologies (see Table 2) and depending on
their drifting towards reduction of their own cash (see Table 3).

Tabl. 3: The dynamics of cash flow (ﬁK) on different countries of the
world (billions of $)

Country Control periods, years Group char-
2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | acteristic

USA 4,25 | 3,53 [3,37 | 2,92 | 2,05 | 1,35 | 0,65

China 14,8 | 13,1 (11,38 9,31 | 6,96 | 4,10 | 2,17

India 0,74 10,65 [ 0,47 | 0,21 | 0,35 | 017 | 0,05

switzerland | 0,54 | 0,40 [ 0,39 | 0,15 | 0,18 |0,093 [-0,045| Stable re-

fusal

UAE 0,14| 0,13| 0,12| 0,09| 0,10( 0,73| 0,16

South 0,69| 0,82| 0,65 0,45| 0,51 0,35| 0,58

Korea

Sweden 0,022| 0,061] 0,062| -0,02| 0,0 | -0,04| -0,06| Stable bal-

Belarus -0,00| 0,00 -0,00| 0,00| 0,00| -0,02| -0,02| ancing

Great 0,21|0,47| 0,57 | 0,28 | 0,34 | 0,24 |-0,012]

Britain

Poland 0,01 {0,067 0,060(-0,01| 0,04 | 0,00 | -0,04| Balancing in

Romania  [-0,00 |-0,00 [-0,01 |-0,01 [0,01 [-0,04 |-0,04 | case of ex-

Czech = ube-rance or

Republic -0,02| -0,0| 0,0 |-0,03| -0,0 |-0,02 0,03| shortage

SAR -0,01 |-0,01 |-0,02 [-0,05 0,02 [0,00 |-0,01

Ukraine  |-0,04 |-0,02 |-0,02 [-0,04 [-0,04 0,06 |-0,04

The first group comprises Sweden, Denmark, Finland, China,
New Zealand. These are the countries that do not need any addi-
tional efforts for transition to electronic transactions, as they pos-
sess financial stability. However, in order not to destabilize the
national currency they have to be careful in international trade.
Still, some countries of this group, like, for instance, China and
Switzerland systematically reduce cash. Other countries belonging
to that group, for example, South Africa, Turkey et al. are not
ready yet to such transition, but keep such opportunities at exter-
nal support of their national currencies. Still, such support is not
available for all. The dynamics of the general cash flow is such,
that minimization of the real currency does not lead to risky rela-
tions in economy.

The second group is quite adapted to the possibility of transition to
electronic money. Such countries like the USA, Japan, the Nether-
lands, South Korea et al. comprising the second group have a high
index of digital evolution in the financial domain. The stability of
the value of national currency is a proof of that. But the USA and
Japan gradually reduce their cash in favour of electronic money.
The third group comprises the countries that are prepared for such
transition, but due to some circumstances they have certain limita-
tions. Leaders of the EEC, like Germany, Austria, France are
meant. They are limited by the opportunities of their partners in
the union, i.e. Spain, Czech Republic, Poland, Lithuania, Hungary
to name but a few, the countries that are balancing in the zone of
cash exuberance, but outside the zone of financial risks. These
countries need substantial investments to support their national
currencies: Polish zloty, Czech crona, or Hungarian forint.
Ukraine, like some other countries of the former USSR belong to
intermediate countries, in which state cash money will exist for
quite a while, as its financial system has stayed for many a year
within the zone of different financial risks and the country does
not possess their own opportunities for systematic reduction of
cash.

However, minimization of application of cash means is bound to
lead some day to a wider use of digital analogues. At present it is
urged by the ever growing volumes of contemporary trade and
substantial acceleration of monetary transactions, it certainly ex-
erting some influence upon changes in trade procedures and the
essence of trade balance. For many countries , especially the ones
with underdeveloped, in the true sense of the word, economy,
such distortion can lead to unpredictable consequences. The role
of bitcoin in the economy of nowadays is connected with the
world trade opportunities. Some economists suppose that it will be
possible to replace the banking system with the help of bitcoin.
Several advantages of application of crypto-currency are men-
tioned at that:

- reduction of expenses on manufacturing and storing of paper
money;

-cheap payments;

- attraction of investors;

- high liquidity, as it can be used as payment, savings and circula-
tion means;

- quickness of operations, simultaneously performed by many
participants;

- development of business;

- assignments to the budget;

- convenient and efficient settlement of accounts;

- development of computer systems and innovative technologies;

- absence of the need to convert money at payment operations;

- formation of new jobs for IT specialists.

So, why some countries are not willing to implement such effi-
cient electronic transactions and some even prohibited them [16]?
Venezuela, for instance, declares the provision of Petro, its nation-
al crypto-currency with oil, but there is an opinion that it not sup-
ported at all [17].

However there are some disadvantages and apprehensions:

- decentralization of control;

- absence of a unified emission centre;

- imperfection of the legislative foundation;

- limited number of operations (21 min units, even less in reality);
- it is not possible to identify the subject of payment at performing
operations, hence, there is a chance of concealing incomes;

-it is possible to avoid taxation;

- financing of “shadow” sector;

- impossibility of freezing accounts;

- increased expenses on licensing and registration of operations (in
some countries it is an obligatory condition for carrying out opera-
tions with crypto-currency);

- high risk of undergoing attacks by hackers , as it happened in
South Korea in 2017, after that the value of bitcoin dropped by
three times;
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- high level of risk from operations, connected with cessation of
block-chain agent’s participation or its complete withdrawal from
the market;

- loss of deposits;

- influence of mass media upon coverage the data, regarding the
rate of crypto-currency;

- influence of political and economic crises.

Contradictions of views, regarding the perspective of bitcoin ex-
istence allow appearance of hypotheses about births of new “soap
bubbles” or new global financial pyramids. Some do not agree
with this hypothesis, as they believe that financial pyramids exist
due to new investors, who provide income for the participants,
who joined earlier, but for operations with bitcoin the users remit
money between themselves, while miners get their bonuses for
keeping the system in order, and they are not considered to be
dividends.

The only thing that unites them-those who joined the system earli-
er get advantage they become richer [18-19].

4. Conclusions

Crypto-currency is a popular electronic currency, having some
new qualities and peculiarities. Investigations showed that the
views regarding the prospects of its existence differ. Still there is a
need of developing national regulations for application of crypto-
currencies for transactions and it should be done, on the basis of
experience and legislative standards of economically developed
countries.
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