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“Men, it has been well said, think in
herds;
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Prologue

 


The Satoshi Faithful And
Me



 


Once upon a time, stretching as far back as
the 8th century, some people tried to convince other
people that they could turn base metals into gold.

It can’t be done.

In 2009, along came someone, or some people,
who called himself, or themselves, Satoshi Nakamoto, and went the
alchemists one better. The mysterious inventor of the
crypto-currency bitcoin - who appeared like a ghost out of nowhere,
never showed his face or revealed his true identity, and vanished
two years later – apparently managed to convince some people that
he had turned thin air into money.

*****



We first met on a summer’s day in 2013, in a
New York City hotel - the Satoshi Faithful and me – during a
one-day bitcoin conference, held in a high-ceilinged, carpeted hall
with 350 folding chairs, a stage along the far wall with a podium
set up for speakers, a long table laid out for panel discussions
and, behind that, a big screen to show power point slides.

Waiting for the morning session to begin, as
everyone mingled there, and in an ante-room where coffee was
served, it struck me that most of these people knew most of these
people and, given their age, this could have been their five-year
high school reunion.

Not that I’d expected a geek and nerd crowd
of spotty 14 year-olds. But here was a room filled with used-to-be
spotty 14 year-olds who, somewhere along the way, had smoked the
same brand of fervent enthusiasm that you find in believers on any
given Sunday at a packed revivalist church.

“Ignore bitcoin at your peril,” a young man
warned.

I asked, “Why’s that?”

“Fiat currencies are doomed.”

A young woman told me, “I’m here to get
rich.”

That was a common theme, and I felt a
paternal instinct to remind her that when it comes to investing,
there is a single truth that can never be ignored - the higher the
returns, the higher the risk.

She didn’t want to know. “In bitcoin we
trust.”

Someone else said to me, “Ten percent of
global trade, that’s all bitcoin has to do, and when we capture ten
percent of global trade, each bitcoin will be worth one million
dollars.”

“Gee, only ten percent of the world’s
trade.” I wanted to find out, “And just when do you suppose that
will happen?”

He promised, “Sooner, rather than
later.”

I’m sure he didn’t have a clue how much
money is represented by 10% of global trade. Or, as one economist
later told me, if such a thing is even possible that’s exactly why
bitcoin won’t survive. If that ever happened, people would flee
bitcoin for gold.

An equally earnest fellow informed me, “The
problem is that central bankers are white collar terrorists. It’s
obvious. Their job is to steal your money. They erode the value of
the dollar. Ever hear of inflation? They can’t do that with
bitcoin.” He wrote me off with a shrug. “But you’re too old to see
the benefits of new technologies.”

Perhaps I was the oldest person in the room,
but I couldn’t let that go unanswered. “No, I’m not.”

“You won’t admit it, even when you’re using
it without realizing it.” He showed his disdain. “Fiat money is a
waste of time. And when everyone in the world is using bitcoins
instead of your old fashioned fiat money...”

Another person assured me, with absolute
authority, “The dollar is dead.”

I wondered, “Has anyone else in the country
heard this news yet?”

“Do you deny Austrian economics? The
government is in a panic. They know this is the end. But there’s
nothing they can do. It’s too late.”

Another of The Faithful now proclaimed,
“Without central banking, all the wars of the 20th century would
not have taken place.”

I suggested, all the wars of the
18th century and of the 17th century and of
the 16th century, too, had taken place before central
banks.

He wasn’t interested.

I’d come with an open mind to find out about
bitcoin the currency and had run head first into bitcoin the
religion. I wouldn’t have blinked if they’d all been wearing orange
robes.

What I was seeing, others had seen before.
Economist Nouriel Roubini expressed it best when he likened bitcoin
bugs to gold bugs, describing them as, “Fanatics who speak of
bitcoin in cult-like religious ways. Like gold bugs they have
paranoid conspiracy views on the dollar.”

Someone I would speak with more than a year
later assured me, “Most of the people behind bitcoin see it as a
grand plot to take over democracy. They just don’t understand that
bankers never lose.”

Leading the chants was an anarchist crowd.
But instead of Hari Krishna, their mantra was, “The absurdity of
central banks,” and “The irrelevancy of self-serving capital
controls.”

Here they had the volume turned way up.
Especially when it came to financial support for the WikiLeaks
leader, Julian Assange, and the NSA secret-leaker Edward
Snowden.

Credit card companies had stopped taking
contributions to both, but both could access bitcoins. Which is how
The Faithful came to honor bitcoins as a blessed medal for
constitutionally protected free speech.

Divinity extended to their support of
various people in Iran, usually, but not exclusively, poets,
dissidents and musicians. Ignoring any sanctions in place, The
Faithful proclaimed sanctions didn’t apply because bitcoin and the
First Amendment are synonymous. From there, free speech morphed
into the use of bitcoins to purchase illegal drugs for personal use
on underground websites like Silk Road.

One fellow at the conference told a story
about how he’d received a panic email from a school group in
Nigeria, 6600 miles away, who’d accidentally crossed the border
into another country and needed money to bribe officials to get
home. Luckily, this man had bitcoins to send them and, thanks to
that, the group made it back safely.

If it’s true, I’m glad that he was able to
help them.

But... Third World thugs with guns at remote
border crossings accepting bitcoins? Seriously? The story was far
too convenient, far too self-serving and simply not believable.

Still, The Faithful ate it up, blindly
accepting as truth whatever they wanted to hear.

After that, a refugee from Iran who’d sought
safety in the US, received a big round of applause for saying that
people in Iran had more freedom of speech than anyone in the United
States.

That was followed by a standing ovation for
a woman who announced that she didn’t care about the US
Constitution, because the government was using it to deny us our
Constitutional rights and, therefore, the Constitution didn’t
matter.

Later, I would come across these comments in
bitcoin forums. The parentheses are theirs, not mine:

“You can bet the Rothschild Global Central
Bankers (who work for the Jesuit global trusts) do not want this
currency to succeed, and will do everything in their power and
considerable wealth to crash it or cause it to become
invalidated. They have openly stated throughout history they
do not like competition, sinking the Titanic (actually the Olympia)
to rid some of their foes (do your homework). That is just one
of hundreds of examples. If world wars, etc. are not beyond
their means to secure their dominance, what makes you think they
wouldn’t attempt to game this system? Bitcoin represents their
worst nightmare.”

Disregarding the anti-Semitic drivel of
using Rothschild as shorthand for Jews – and all the time wondering
how the Jesuits got involved and, if it was the Olympia that hit
the iceberg whatever happened to the Titanic? - the running theme
of “them against us,” and “the rest of the world is out of step”
unites The Faithful in their quest for world currency
domination.

Another person wrote, “Banks have been given
Trillions of Federal Reserve Notes at virtually 0% interest, under
the assumption that the banks would loan out the money, thus
stimulating the economy. However, the banks haven’t been actually
obligated in any way to utilize the funds in this manner. The
result has been that the bankers have been using most of it on
high-frequency stock trading, cocaine, and hookers.”

Someone else pointed out, “We live in a
world where the global economy is literally dependent on the
quality of blowjob some international banking cartel manager
received this morning.”

It goes on and on and on.

The government can’t be trusted.

Banks can’t be trusted.

Fiat currencies are doomed.

The dollar is dead.

Satoshi lives.

Bitcoin and us... we are the only
answer.

Wherever they can, The Faithful expound on
how bitcoin represents, “An existential threat to the power
structure created by hierarchical money printing.”

To see that bitcoin will triumph, they claim
you merely have to, “Look at what central banks have done to
humanity. Why would you even want them touching money?” 

And, “People and states are moving away from
the dollar. And when it reaches a critical mass, the dollar will
blow up. And the dollar will go the way of every massive devalued
fiat currency.”

This anger in their bellies is particularly
alive and well on Twitter.

“Bitcoin isn’t ideological, but
anti-ideological. Because it empowers people against
ideology-supported violence of the state.”

And, “If Bitcoin is bad for US Monetary
Policy this is a good thing.”

And this, in sequential Tweets: “Bitcoin
makes the 85 people who own the world's wealth not so wealthy. I
think their money should value to nothing and we start over with a
fresh new slate. Take the power away and soon their wealth will
amount to nothing JUST LIKE POGS.”

By mid-afternoon, with the firebrand
preachers doing their thing, the choir in full force, and The
Faithful speaking in tongues, I began asking myself, for the
average guy on the street, what problems does bitcoin solve?

That’s when a voice came down from the
rafters and spoke to me: These people are their own worst
enemy.

What follows is a year’s trek around Planet
Bitcoin, where a digital-something pretends to be a currency; that
same digital-something is played with like a commodity; a political
movement reeks of a delusional cult; and a technology – a
peer-to-peer transfer system - happens to be brilliant.

What it all comes down to is this yearlong
realization: That if the technology is to survive and prosper, and
well it should, then the other three – the pretend currency, the
pretend commodity and the anarchist mob - will have to be rudely
shoved out of it’s way.

*****


Chapter One

 


In The Beginning Someone
With A Made-Up Name Said,

“Let There Be Thin
Air.”

 


 


Towards the end of October 2008, a little
noticed scientific paper -“Bitcoin: A Peer-to-Peer Electronic Cash
System” - was published through a specialized cryptography Internet
mailing list. The byline read Satoshi Nakamoto.

Although it took some time for the
cryptography community to realize it, he’d solved the electronic
cash system’s Holy Grail of “unsolvable” problems - double spending
– by discovering the crypto-equivalent of E=MC2.

Equally astonishing, no one had ever heard
of this guy. He was totally unknown in academia and in
cryptography. And the more people looked for him, the more
intriguing the search became. Using an untraceable e-mail address
and a Web site that led back to no one, whoever Satoshi was, he was
going out of his way to make sure that he wouldn’t be found.

For the next two years, he nevertheless
continued writing and publishing in perfect English – first using
American spelling then, without explanation, switching to British
spelling – about a myriad of topics from technical cryptography and
Austrian economics to commodities and his desire that bitcoin not
be used to support Wikileaks.

At one point he let slip that he was a 37
year-old Japanese male. By then, a few people on his trail had
concluded that Satoshi couldn’t possibly be one person. It was
unimaginable that one unknown fellow could understand enough to
solve the double spending enigma. So they went in search of teams.
Every highly capable computer scientist and cryptographer that
anyone could think of was outed. But all of them had alibis. All of
them denied being Satoshi.

When someone noticed that Satoshi’s original
paper was written in Open Office - an open-source alternative to
Microsoft Word – further doubt was cast on his, or their, bone
fides. Serious computer scientists and cryptographers almost
always write in LaTex, a type setting language that provides far
better support for mathematical notation and equations.

“It’s unlikely that Satoshi was a
cryptographer because cryptographers don’t usually tend to think in
those ways,” notes Ian Miers, a Ph.D. candidate working on
cryptography and digital currencies in Johns Hopkins University’s
Department of Computer Science. “Satoshi’s original code was said
to be pretty messy. He was probably not a very good professional
programmer, but he was good enough.”

Many computer scientists agree that
Satoshi’s code is not conventional, and that he didn’t necessarily
apply the sort of rigorous testing that most classic, academically
oriented software engineers would.

Yet, Miers says, “While the code is not well
organized, what it does is fairly ingenious. It's almost like
someone making beautiful sculptures with Play-Doh and pipe
cleaners.”

The inherent beauty of this sculpture is how
he solved the double spending problem.

In the real world of cash, when you hand
someone a $10 bill, you give up control of it and, therefore,
cannot spend it twice.

In the real world of banking, financial
transactions are centralized, which means you have to trust
someone, or some institution, in the middle of the transaction to
verify that one side sent the money, that the other side received
it and that the transaction is valid. Trusting third parties in the
middle of financial transactions is hardly a stretch. That’s what
banks do.

But in the crypto-world of bitcoin that
process decentralized. There are no banks. There are no trusted
third parties. There’s no one involved except the person sending
the bitcoins and the person receiving them.

Sort of.

Jack and Jill both have a digital wallet
that holds their bitcoins. Each wallet has a public key and a
private key. Jack’s private key, known only to him is the code he
must use to send bitcoins. Jill’s public key, available to
everyone, is the address where he sends the bitcoins to her.

For Jack, sending a bitcoin to Jill is no
more complicated than sending an email, as long as he can access
his account with his private key and properly records her public
key. Mistakes are not reversible. If he forgets his private key, he
can never recoup the bitcoins in his wallet. If he mistakenly sends
his bitcoin to an address other than Jill’s, they’re gone.

Given that he gets everything right, what
Jill needs to know is that the bitcoin arriving in her wallet isn’t
one of a thousand cut and paste copies of the computer code that is
Jack’s bitcoin. After all, if Jack’s bitcoin can be spent more than
once, the system is unworkable. So every transaction – which is
effectively instantaneous – takes around 10 minutes to be
“verified.” It is those 10 minutes that lie at the heart of
Satoshi’s genius.

Each transaction is viewed simultaneously
around the world on thousands of computers belonging to bitcoin
aficionados known as “miners.” Armed with massive computing
power, it’s their collective job as volunteers to “verify”
transactions.

In other words, here’s the trusted third
party, pretending not to be a trusted third party.

What the miners do is put each individually
identifiable transaction into an unalterable “block” – more
computer code – which is then attached to all the other blocks that
have come before it, to form a “blockchain.” That’s a public ledger
where every transaction is visible and set in stone.

Though this is an over-simplified example,
think of the blockchain as the register of marriages held at City
Hall. Imagine that when Jack and Jill show up for their wedding
license, someone must sort through the entire register, all the way
back to the beginning, to make certain that neither one is already
married.

To prevent anyone from tampering with the
register, it’s written in hieroglyphics on several walls visible to
everyone in City Hall, and before anyone can verify Jack’s and
Jill’s status, a whole bunch of people who don’t know each other,
don’t know Jack or Jill and don’t read hieroglyphics, have to
translate every wall.

Back to bitcoin, substitute hieroglyphics
for an ever increasingly difficult algorithm which the miners must
solve. That’s what verifies the transaction, permanently cementing
the block to the blockchain. Because it can only be managed by
using astronomical amounts of computing power which consumes
astronomical amounts of electricity, it is seriously expensive.

To account for that, Satoshi programmed into
the system two rewards for the miners.

The first is a predetermined number of free
bitcoins. Once the algorithm is solved, new bitcoins appear out of
thin air - a magician’s rabbit popping out of pre-programmed hat -
and are awarded to the miner who solved the algorithm. Satoshi did
that because he knew, without these rabbits, no one would
bother.

The second is a small fee paid for work on
each block. He did this because he knew that, eventually, the hat
would run out of rabbits.

At the start, the prize was 50 bitcoins. But
he dictated that every four years the reward would be halved –
these days it is 25 bitcoins and in 2016 it will become 12.5 –
until it reaches zero, sometime around 2140.

Satoshi limited the total number of bitcoins
that could be mined to 21 million because, like gold, he needed the
supply to be finite. That way, as the supply diminished, bitcoin’s
value would, theoretically, increase.

To accommodate increasing values, he
programmed that each bitcoin works to the eighth decimal point,
meaning that if one bitcoin somehow reached the dizzying heights of
$1 million, the currency could still be used for everyday life, as
0.00000001 bitcoins would be worth 1-cent.

When I heard the explanation of bitcoin
mining for the first time, it sounded like an over-complicated
computer game.

I am innately skeptical of explanations
where money is involved that are too complicated for an 8 year-old
to understand. Read Bernie Madoff’s account of how he was able to
guarantee 12% yields in years when the market was tanking for
everyone else, and you’ll see what I mean.

At the bitcoin meeting in New York, over
lunch, I spoke at length about mining with a very patient hardware
manufacturer who was there selling mining “rigs” – chips and
graphics cards and motherboards - needed to create the necessary
computing power.

“So, you buy all this hardware to solve a
very complex algorithm... and new bitcoins arrive just like
that?”

“Kind of,” he answered. “Whoever solves the
puzzle first, wins the new bitcoins.”

Here was a guy earning a living, not with
bitcoins, but off the back of bitcoins. He wasn’t sitting at a slot
machine hoping to hit three cherries – like most of the other
people in the room - he was building slot machines.

That’s an important lesson in wealth
creation. During the 1849 Gold Rush days, the big money didn’t go
to guys knee deep in river water. It went to San Francisco
businessmen like Philip Armour, who built a meat packing empire to
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