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Crypto resurrection

By MANNY GONZALEZ

In two previous articles published

in The pine STAR in 2018 (“Bit-

coins: The em has no dothes” and
“Bitcoins and blockchains: Murphy's
Law”), I attempted to warn readers
of the lack of logic behind cryptocur-
rencies. This year, 2022, my view was
echoed by Warren Buffett and Paul

Cne point made in my 2018 articles
was: "Instead of i MOney
directly, you might work through an
exchange (like a stockbroker or
but almest surely less trustworthy). .
" Recent events seem to bear out this
skeplicism. .

In fact, most of the recent "mxﬂlln.l:irs”
in cryptocurrency do not actually hold

There ane too many practical
lems in obtaining and arding
vewmpm?md alphanumeric key
codes required. IE you were Lo mis-lype
one letter, or lose the USB you stored
your codes on, or suffer a targeted home
invasion, your money would be lost
forever. In addition, directly trading
or transferring cryptos is cumbersome
and costly.

50 most crypto investors just choose
to buy their crypto through an “ex-

- ive the exchange old
money (e.g. L.Fﬁg; and get Bitcoins in
return. (For convenience let’s just call
these Bitooins, while understanding that
there are many different cryplocurren-
cies out thene i“'?’

they don't actually get Bit-
coins. get an accounting entry; the
exchange’s promise to give them the
LIS value of those Bitcoins, at whatever
then-market price. .
This trend is in itself based on a com-
fallacy. The original premise and
m {:rffq-}rl !u:s?:;‘ls Il'-aa]: they were
anonymous, decentralized and outside
the control of any government. Now
the investors are investing through
well-known exchanges we v each
customir’s name, address and probably
bank, which are central dearing-houses
for many investors and which ane after
all just co tions i ated under
e Ty
and subject to that nt's over-
sight. Pnliﬂmd, mm%mcamn;trinveﬂﬂrs
are now clamoring for the government
ly despise.

So all the ical premises of
cryplos, all the reasons wene “the
money of the future,” are directly and
indisputably invalidated by the rise of

tocurnency excha
G:?his brings us hm:l-r:sdﬁ:‘mmlln earth,
financially speaking: Fine, weé'reé not
anonymous, we'ne now taxable, we're
subject to the rules and whimsies of
the exchange and astute governments
can even recover Bitcoins stashed b
criminals. But there's shll the 5
romise to pay us, right?
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Like every promise, it's only as good
as the one maki promise.

Here's what an honest, competently-
run exchange will do:

= Get real money (e.g., US$) from the
customer before anything else. If it does
this, then at least it's not outright stupid.

* Maintain very, very tight control
over its many crypto alphanumeric
codes 50 s not to get hacked. (One en-
tity had such tight control that when its
founder died, all the digital keys were
lost. Or he may be living in Brazil. Either
way; the depositors were wiped out.)

= Not waste money on high over-

heads in salaries, rents and advertising.

* Not be tempted to “make a mar-
ket.” “Making a market™ means that
when cither buyers or sellers ane lacking
for a particular crypto, the a8
matter of policy steps in at its own risk
to fill the gap, providing liquidity. Thisis
use&:lforhew.:ll n&::ﬂ'kﬂ.but entails
risk for t a [ in it.

* When you pl:gmurdﬁatﬁufm
sell a erypto, the exchange actually bu
orsells it. If it does this Nﬂﬂ:ml}', it will
have a balanced book and be mostly im-
mune to any market price movements.
But no one is really watching.

And that's it. Most q;:pto exchan
got #1 right. Several exchanges alrmsdﬁy;

went bankrupt on 52. The jury is cut on
#33 4 and 5.

Have you heard of FTX, the estimated
S40-billion bankru 7 It violated at
least #3 and &4, It may have viplated 25,
FTX was founded in May 2019, when
Bitcoin (that specific cryplo) was worth
26,000, more or less. FTX's founder, a
very smart person, is on recond as saying
that cryptocurrencies are justh -Up
vapor. Yet people wanted to give him
real money to buy vapor. So he took it.
The tempiation to simply pocket clients”
money (without actually buying the
cryplos) must have been intense - 6,000
in exchange for nothi

Except that cryplos rose in mar-
ket value over 10 tinnes.

As the prices rose further and further,
some customers must have wanted to
cash out. Butif FTX had not bought and
therefore did not own the cryptos on
behalf of the customers now selling, it
would have had to pay for the custom-

_ers’ gains out of its own Em'kel

Solution? Exaggerate financial pros-

in order b0 raise more money, not

rom customers, but big-time investors

in the exchange itself. should have

looked at the expensive and totally un-

necessary offices in Hong Kong and the
Bahamas, but didn’t.

S0 where are we now? On the theory
that some other exchanges were even
smarter than FTX and colluded with
¢ach other to sell short near the highs,
those exchanges will hope the price
keeps dropping. (Collusion to drive
prices down is illegal in stocks, but not
an eryplocurrency. You want to be free
of government meddling? You got it.)

Atsome point they will need to cover
their shorts, and the crypto market will
rebound. Speculators who entered
between %&EEDM were hoping this
would happen at a Bitcoin price of
£50,000, then 530,000, then 520,000, As of
this writing, Bitooin is down to $16,000.
My guess is that somewhere close to
$10,000, Bitcoin will rebound, though
by how much no one knows (this is not
financial advice, just gut ugimnitln based

on what [ would dao had 1 n the one
whao gold short).
My 2018 articles were with

scom and derision by the crypto-faith-
ful, calling me a dinosaur i ble of
grasping new technology. So just let me
remind readers of quate from
those articles: “You might make your
fortune in Bitcoins, so don’t let me rain

on your parade.”
%ﬁp the faith. Lots of luck.

Az an officer of the World Bank, Manmy
Gonzalez advised governnents and finencial
pshitutions: as an investment bawker, e
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