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Dedication

To those who have the courage to embark upon the bitcoin-blockchain rollercoaster ride. Cheers!
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Every informed person needs to know about bitcoin because it might be one of the world’s most important developments.
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A Missive to the Reader

Dear reader,

Bitcoin has taken the modern-day world by storm. The unprecedented and meteoric rise in the value of bitcoin has intrigued investors looking for a quick profit as well as the coder fraternity and the man on the street. The media has discussed it ad nauseum, peppering the discourse with half-baked and sometimes inaccurate facts. Myths and fallacies have taken centre stage in the bitcoin opera.

I’m sure most of you, at some time during this bitcoin brouhaha, tried to understand the concept of virtual currency and the technology underlying it. YouTube videos and talks on the subject are a dime a dozen. Articles on different aspects of bitcoins elbow for attention on the internet. Print media has also taken the bitcoin bull by the horns and published a slew of write-ups on the subject. With a surfeit of information available, it becomes difficult for a person untutored in blockchain technology or cryptography or finance to make sense of this fledgling currency and technology. I have worked in finance for 27 years and have handled taxation policies and regulatory mechanisms but even I occasionally have difficulty in separating the bitcoin grain from the chaff. This admission was the starting point of my Homeric journey (there is no other metaphor to explain the long and strife-torn path of discovery) to unravel the nuanced complexity of a cryptocurrency like bitcoin. The journey, let me assure you dear reader, had all the thrills and spills of an exciting adventure. So, I decided to share the excitement of my discovery. My book Financial Felicity: Making Sense of Money Matters (2017) featured two articles on bitcoins. I also wrote in a couple of national dailies with widespread circulation and some magazines. Much to my consternation, I realised that such forums offered a very limited space to share the intricacies of bitcoins. That is when I decided to write The Bitcoin Saga.

The Bitcoin Saga: A Mixed Montage, as the name suggests, comprehensively chronicles the bitcoin story. The book is divided into six sections. The first section, ‘A Promising Prelude’, dwells on the subprime crisis, the historical event that triggered the genesis of a peer-to-peer decentralised and self-regulated currency. This 2008 event caused a trust crisis in banks and financial institutions and egged on several cryptographers or ‘cypherpunks’ to look beyond the banking systems to an alternative ecosystem of financial transactions that would not involve a third party. This ‘Trust Trampoline’ set the stage for the advent of the master wizard, Satoshi Nakamoto.

The second section of my book, ‘The Tech Tales’, explains the Ps and Qs of bitcoins and then goes on to elaborate upon the Bible of bitcoins—Nakamoto’s brilliant white paper ‘Bitcoin: A Peer-to-Peer Electronic Cash System’. During my research, this was the point of ‘no return’. This was the point when I realised I was completely and immutably (forgive the pun) hooked to the bitcoin paradigm. Here, I would like to acknowledge and thank Anhad Jai Singh, a software engineer working with a multinational company in Gurugram, for reviewing the technical aspects of my book to ensure there are no technical ‘bloopers’ to tip me up. The technical diagrams used in the book were also put together with his help.

Section III is simply called ‘The Rant and the Rave’. As the name indicates, this section is more of a balancing act. What caused the bitcoin juggernaut to roll to a mind-boggling $20,000? Who set up the Silk Road, an anonymous market that allowed the sale of drugs, porn, guns and ammunition? Is it possible to overcome the Byzantine General’s problem? Who will be the ultimate winner in the crypto turf war? Is bitcoin caught in a bubble that will self-destruct? You will find the answers to such questions in this section. I promise you, dear reader, this section will read like a racy bestseller. So, curl up in your rocking chair with a cup of your favourite brew and enjoy the bitcoin rollercoaster ride.

The fourth section, ‘Judicial Jargon’, was perhaps the most difficult to write. I call it my Scylla and Charybdis section. Those of you who are familiar with Homer’s classic, The Odyssey, will know that it refers to a situation where Odysseus (the protagonist) was caught between the ‘devil and the deep blue sea’. This section describes the legal stance of the international community towards bitcoins as well as other sibling currencies in a chapter called ‘Legal Laminate’. It touches upon the somewhat dry issues of regulation (‘Regulatory Reckoning’) and tax frameworks of different countries (‘Taxing Matters’). It also dwells on the aim of some countries to mint their own cryptocurrencies (‘Minting Mores’). The intention of this section is not to inundate you with unnecessary government policies. The objective is to ensure that you understand the tightrope walk between a policy that monitors and a policy that strangles the growth of the technology. I tried to keep the interest alive in this section without being Scrooge-like in my description of the virtual currency laws and regulations in force globally. Those with an academic inclination would enjoy it. Those with more ‘bestseller’ tastes may gripe about the academic overload. So be it.

The penultimate section, Section V, is ‘A Motley Mix’. It is an interesting but miscellaneous collection of articles on altcoins (‘Others of the Ilk’), myths that have rightly or wrongly become a part of the bitcoin narrative (‘Moribund Masala’) and the future of bitcoins (‘Future Fables’). To this heterogeneous mix I have added a chapter called ‘The Chat Room’. Here you will find illuminating quotes and comments on various aspects of bitcoins and blockchain technology by coders, bankers, economic experts and so on. Hold on! A Google search will not throw up these comments for your ready consumption. This is because these views have been generously but exclusively contributed for the book by compatriots, peers and experts.

The final section comes with a ‘Twist in the Tale’. Most of us look at bitcoins as a mode of payment or investment. So, we have conveniently placed it in a niche with a ‘financial instrument’ glow sign on it. Don’t worry! I did the same juggling and categorisation. But hey! We are being somewhat hasty in this ‘naming and shaming’ business. The blockchain technology that underpins bitcoins and others of its ilk can be applied to sectors like healthcare, agriculture, entertainment, humanitarian skills, governance and so on. The chapter, ‘Future of Blockchain Technology’, opens up new vistas of blockchain applications. The potential and promise to improve and simplify the voting processes marred by allegations of ballot fixing, the ability to ensure that ‘identity theft’ by hacking the ‘Aadhar’ portal is a thing of the past, the capacity to disburse money and tokens to Syrian refugees, a technology that enables front row seats to an IPL match or a Coldplay concert—these are some of the inherent benefits that the blockchain offers. However, there are glitches. Scalability, internal strife among the coder community, government policies that are aimed at controlling a disruptive technology and, of course, ignorance—these are some of the factors that will be the death knell of a futuristic and promising technology. For the potential to transmute into day-to-day reality, we need to iron out these creases and make the blockchain ecosystem hardier and more robust. ‘Steering the Titan’ mulls over the ways and means of stewarding the technology so that its potential is not belied.

Dear reader, as you can see, The Bitcoin Saga is an attempt to encompass all aspects of the bitcoin domain. It is another ‘block’ in my initiative to demystify subjects that wear the ‘keep away’ sign. I started with Penny Panache: Piecing the Economic Puzzle and went on to Financial Felicity: Making Sense of Money Matters where I endeavoured to simplify all things economic. With The Bitcoin Saga, I am striving to bring the subject of bitcoins, with its concomitant technical, financial and social complexities, to the table of the common reader with an intellectual palate. After reading the book if you, dear reader, can say with certainty, ‘I know what makes bitcoins tick’, I will know I have achieved my goal. If you find the subject exciting enough to mentor others on bitcoins, I’ll pop a celebratory bottle of champagne. So, enjoy your very own virtual journey to the Bitcoin ‘Ithaca’.

Bon voyage. Happy reading.

—Rachna Singh
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SECTION I

A PROMISING PRELUDE


Chapter 1

The Trust Trampoline


The problem, in a nutshell, is that our money currently depends on trust in a third party for its value. As many inflationary and hyperinflationary episodes during the twentieth century demonstrated, this is not an ideal state of affairs.

—Nick Szabo, Founder of Bit gold



The global economy of 2006 was thriving as never before. The housing sector in the United States had scaled dizzying heights. The world was on a buying spree. All and sundry were purchasing houses, hoping for a fat profit on a subsequent sale. Banks were happy to lend and cash in on the credit surge. This lending, however, lacked due diligence and loans were handed out like free candy. There was absolutely no verification of the loan repayment capacity of the borrowers. As a result, the real estate market was flourishing with subprime borrowers leading the accelerated property purchase. The year 2007 saw a shift in balance. The real estate supply inched up slowly but steadily as more and more purchasers decided to tap profits by selling property. By mid-2007, the supply far exceeded the demand. Borrowers were caught between the Homeric Scylla and Charybdis. On the one hand, they were faced with loans they could not pay off at adjusted interest rates (read higher interest rates). On the other hand, they had to square off with a property market that was inundated with sellers with nary a purchaser in sight. A tough face off.

Saddled with unpaid loans and mortgaged properties, borrowers
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