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Over the last couple of months, we have had numerous 

queries regarding bitcoin (and other cryptocurrencies). In 

this month’s Market Synopsis we look into this 

phenomenon and gauge its potential impact on the 

global economy and investment markets today and into 

the future. 

Despite the pullback in September, a USD 1,000 of bitcoin 

purchased in July 2010 would still be worth USD 93 million 

today. Such mind-boggling returns have caught the 

public’s attention. There were more Google searches for 

“bitcoin” in August and September than for “Donald 

Trump”. Public appetite is so high that the Bitcoin 

Investment Trust, though officially an open-ended 

investment vehicle, which should trade close to its net 

asset value (“NAV”), has traded as high as twice it’s NAV in 

recent months. Other virtual currencies have also seen 

staggering returns: Ethereum is up more than 3,800% 

year-to-date, giving it a market cap of close to 

USD 30 billion. Dogecoin, a currency that was started “as 

a joke” according to its founders, currently commands a 

market cap of USD 130 million. 

Interestingly, the run-up in bitcoin prices bears a close 

resemblance to classic bubbles: As shown in Figure 1, it 

goes off the chart, hovering around USD 6,100 at the time 

of writing.  

Yet, as the turn of the millennium dotcom boom and bust 

illustrated, wild swings in asset prices can sometimes mask 

important structural changes that new technologies have 

unleashed on the global economy. This raises the 

question of whether the explosion in virtual currencies is 

relevant for the broader investment markets. We believe it 

is, but not of significant magnitude yet. 

The exponential growth in combined market capitalisation  

of all virtual currencies is shown in Figure 2, which provides 

data up to 13 September 2017. At current, the total 

market capitalisation of these currencies stands at 

USD 178 billion, as indicated by the red dot in the upper 

right corner of Figure 2. 

Globally, there is circa USD 6 trillion in currency 

outstanding and hence the value of virtual currencies 

now represents 2.9% of the value of traditional cash and 

currency. That is not that significant, but it is no longer 

trivial either. The importance of virtual currencies increases 

should one look at rates of change. The global stock of 

currency in circulation has risen by 5.5% over the past 12 

months. However, if one adds virtual currencies to the mix, 

the rate of growth jumps to 7%. The contribution of virtual 

currencies to the rate of growth of the broad money 

supply – which include such items as bank deposits – is 

still fairly small. However, one focuses on currency in 

circulation for a reason: It is the largest component of 

base money. The stock of base money helps determine 

the total money supply through the “magic” of the money 

multiplier (and fractional reserve banking).  

For the time being, the macro impact of virtual currencies 

has been constrained by the fact that most people are 

buying them as a store of value, rather than as a medium 

of exchange. It is no coincidence that up until recently, a 

disproportionately large amount of demand for virtual 

Figure 1: Bitcoin price versus Mania index 



Figure 2: Market capitalisation of currently available cryptocurrencies 

currencies has come out of China, an economy that 

suffers from a plethora of savings and a dearth of safe 

investable assets. In addition to accumulating their wealth 

in overpriced condos, the Chinese are snapping up 

bitcoins. Over time, the public may begin to regard virtual 

currencies as legitimate substitutes for “real” currencies 

(i.e. USD, EUR, GBP, etc.). This could lead to people 

wanting to hold fewer of these traditional currencies, 

causing them in turn to either spend their excess cash 

holdings or deposit them in commercial banks. The first 

outcome would obviously be inflationary, but so would the 

second, if rising deposit inflows caused banks to increase 

lending. 

What would happen if people began transacting more in 

virtual currencies? At that point, the US Federal Reserve 

and other central banks would need to decide whether to 

take some traditional paper money out of circulation in 

order to make room for the growing share of private virtual 

currencies. The merits of doing so would depend on the 

state of the business cycle: When inflation is low (as it is 

today in most of the world), central banks would gladly 

welcome anything that boosts spending and liquidity. 

Indeed, in some ways, the issuance of private currencies 

could have similar effects to helicopter drops of money. 

However, if inflation were to accelerate too rapidly, 

central banks would have to begin withdrawing their own 

currencies from circulation, or push for the withdrawal of 

private currencies. 

The former outcome would not please the fiscal 

authorities. When the US Treasury issues a USD 100 bill, it 

gains the ability to buy USD 100 of goods and services 

with it. The government’s cost is whatever it pays to print 

the bill, which is almost negligible. This so-called 

“seigniorage revenue” is quite large, averaging close to 

USD 70 billion per year for the US government alone over 

the past decade. Why would the US, or any other country 

that issues its own currency, want to part with this revenue? 

The answer is that it would not… Instead, governments are 

likely to introduce their own competitors to bitcoin. The 

blockchain technology on which bitcoin is built is 

ingenious, but completely within the public domain. 

Central banks are already thinking about how to issue their 

own virtual currencies. These government-sponsored 

virtual currencies are unlikely to offer the full anonymity of 



While each may cap the number of coins in circulation, 

collectively they represent a potentially significant (and 

possibly unlimited!) addition to the monetary base. Thus, it 

is not clear how well virtual currencies would perform as 

inflation hedges compared to more traditional instruments 

such as gold and land, let alone modern hedges such as 

inflation-linked securities. 

The role that money plays in modern economies is often 

the subject of intricate theoretical debates. It is actually 

not necessarily that complicated: For the most part, 

inflation occurs when the demand for goods and services 

outstrips the supply of goods and services. Outside of 

extreme situations, the choice of monetary regime does 

not affect the supply-side of the economy (this is 

determined by productivity and the size of the labour 

force, neither of which central banks have much control 

over). Thus, it really is just a question of how the monetary 

regime affects aggregate demand. 

In this regard, there are reasons to believe that the 

proliferation of virtual currencies will boost the demand for 

goods and services, either through the wealth effect 

bitcoin, but for most people, that may not be such a bad 

thing. Private virtual currencies suffer from numerous 

deficiencies which expose their users to fraud. When 

thieves stole 6% of all outstanding bitcoins from the 

Japanese Mt. Gox exchange in 2014, the victims had 

nothing to fall back on. A government-sponsored virtual 

currency could at least offer some protection to its 

holders, thereby making it more valuable to use. It would 

also allow central banks to fulfil their responsibilities as 

lenders of last resort. The Free Banking Era during the mid-

1800s in the US, which at one point saw 8,000 different 

currencies in circulation, experienced multiple banking 

crises. A world with myriad private currencies all 

competing with one another would be similarly unstable – 

there are currently more than 1,200 cryptocurrencies and 

more are added almost daily. 

This gets to a more fundamental issue, which is that 

bitcoin often comes across as a solution in need of a 

problem: People can already transfer money fairly easily 

when it is legal to do so. If the main practical advantage 

of bitcoin is to overcome capital controls and empower 

tax cheats, junkies, and hackers, it is hard to see how this 

does not call for a government crackdown.  

Ironically, the “mining” of additional bitcoins requires 

significant investment in specialised computers and 

dollops of electricity. Virtual currencies may exist in bits 

and bytes, but real resources must be expended to 

create them. In contrast, governments can create money 

with simply the stroke of a pen. 

Granted, if governments used this power to devalue the 

value of money – as they have periodically done from 

time to time – the virtues of bitcoin as a store of value 

would become more evident. The algorithms that power 

bitcoin limit the total number of coins that can ever be 

created to 21 million. However, bitcoin is not the only 

cryptocurrency, with hundreds of competitors have 

sprung up. As mentioned above, there are currently more 

than 1,200 cryptocurrencies. The tally of cryptocurrencies 

with market capitalisation in excess of USD 1 million at 

14 September 2017, is shown in Figure 3. At the time of 

writing, this figure stood at 619, which is (also) off the 

chart… 

Figure 3: Number of cryptocurrencies with market capitalisation in 

excess of USD 1 million 
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channel (people who acquired bitcoin in its early days 

feel richer today) or via the currency substitution channel 

(if people start transacting in bitcoin, they may try to 

dispose of their excess “real” currency either by spending 

them or depositing them in banks, leading to higher loan 

growth). Neither of these effects are terribly significant right 

now, but both have the potential to increase in 

importance over time.  

At some point, governments will take steps to rein in virtual 

currencies. However, until then, their existence is likely to 

spur inflation in the fiat currencies in which most prices are 

measured. This would be bad for high-quality government 

bonds, but potentially good for equities. 

To conclude, the rise of cryptocurrencies has been 

staggering. Although not currently significant from a 

global economic impact, one would be foolish to just 

make it off as something trivial. Its development, 

regulation and concomitant impact should be monitored 

over time. The largest concern for us is that the 

bubble-like returns to date are drawing the public into an 

“investment” which might be driven by ingenious 

technology, but does not offer any tangible investment 

characteristics at present: It is not really a hedge against 

inflation since the supply of cryptocurrencies, in general, is 

probably infinite – this in contrast with traditional inflation 

hedges, like gold and land, which is of finite supply. 

Cryptocurrencies are also not used in global trade flows 

or for any significant transactional activities. In addition, 

the risk of regulation is ever present and could be the 

prick required to burst the apparent cryptocurrency 

bubble…  

Indicator Spot MTD YTD Y-o-Y

Gold 1 276.35   -0.3% 10.8% -0.1%

Brent Crude 60.90        5.8% 7.2% 26.1%

USDZAR 14.07        3.8% 2.4% 4.2%

EURZAR 16.36        2.2% 13.2% 10.6%

GBPZAR 18.56        2.2% 9.6% 12.4%

JSE All Share TRI 8 343.10   6.1% 19.4% 19.9%

JSE Resources TRI 2 325.51   5.4% 18.8% 22.2%

JSE Industrials TRI 15 632.02 8.3% 29.7% 26.6%

JSE Financials TRI 8 336.01   2.4% 6.8% 11.8%

JSE Listed Property TRI 2 310.80   1.6% 9.9% 10.7%

S&P 500 2 572.83   2.1% 14.9% 21.0%

Euro STOXX 50 7 354.20   1.9% 13.9% 22.9%

FTSE 100 6 316.23   1.7% 8.5% 12.0%

Nikkei 225 34 185.43 8.2% 17.1% 28.7%

Hang Seng 76 387.98 3.0% 33.7% 28.4%
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