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Introduction A Crash Course in Crypto

 
 
 

Bitcoin, Ethereum, Ripple, Litecoin, Zcash, Dash – investments or gambling
– we consider what they are and how they work. Finally we look at FOMO
and ECG machines.

 

 
 

Markets Commentary

It would be nice to take our (financial) lives off hold - (BREXIT / Trump / China etc.) As uncertainty ends
the market effect could well be positive.

Martyn vs Steve

Marty and I have purchased some cryptocurrency. Between us we agreed that it might make a useful
experiment, or alternatively a competition between us; needless to say we have differing views of this
stuff.

Martyn views purchasing cryptocurrency as an exciting investment challenge; I regard it as gambling.

So we have bought some money. My definition of money is that it is a medium of exchange. Marty
describes it as a means of keeping score (he is very competitive). But what actually do we own now?

What is cryptocurrency? The quick intro:

Normal money, the kind in your bank account, is created by Governments and banks out of thin air (it’s
known as ‘fiat’ money as that’s the Latin for ‘let there be’ - and not ‘small Italian car’). By contrast,
Bitcoin and the like are created by electricity – by number-crunching computers.

Cryptocurrencies are units of money produced by software and encrypted through a technology that is
known as ‘blockchain’ (see anon). Like any traditional asset, the values of cryptocurrencies are based on
supply and demand, and some are created by ‘Mining,’ where Miners use computers rather than picks
and shovels.

Technical Bit: Cryptographers called Miners (cryptography is the is the art of writing or solving codes)
compete with other Miners to solve complicated mathematical problems; the first cryptocurrency Miner
to crack a code is then able to authorize transactions. Miners are responsible for ensuring the
authenticity of information and for updating the blockchain with transaction data and they are rewarded
for their work by the creation of small amounts of cryptocurrency related to the authorized transactions
which they receive as payment.



So how does this money actually work? This is one bit that Marty and I do agree on – this is the clever
part - ‘Blockchain’. Blockchain is a way for a large number of people to know who owns what. It’s the
electronic equivalent of making an announcement at a football stadium crowd, ‘Steve just bought a
steak pie.’ Now everyone in the stands knows that Steve bought a pie and once you’ve made such an
announcement, it can’t be retracted – so everyone in the stadium has a complete and accurate record of
who bought what (Steve ate all the pies) – a record that cannot be changed. This allows blockchain to
effectively replicate the functions of a currency without the need for a bank. It’s interesting technology,
and is likely to become very widely used for this reason.

How risky is cryptocurrency?

In a word: very, in two words, very, very. In investment terms, we say an asset is ‘volatile’ if it is prone
to sharp decreases or increases in value over a short period of time. Ordinary cash is (usually) not
volatile: interest increases its value only very slowly, inflation erodes it only gradually, and often the two
cancel each other out. By contrast graphically represented crypto looks like a cross section of the Andes.
Most cryptocurrency falls into that class, although some of the better-known crypto has been hitting
calmer waters recently. According to Martyn, volatility is currently fairly low historically, and Bitcoin’s
recent volatility has been comparable to the equity markets.

Even so cryptocurrency has historically been extremely volatile – to the extent that people could wake
up a millionaire and go to bed a bankrupt, or vice versa. The reason for this is a combination of factors,
one of the main being powerful emotions: greed on the one hand, fear on the other, and squeezed in
between them FOMO – the fear of missing out – see p.s. section. Added to that are the big fish -
‘Whales’ (yes I know they are mammals) – Whales are very large investors who can influence the
markets by the sheer size of their punts. In summary, this stuff is incredibly high maintenance and
needs to be watched like a hawk, ideally 24/7, 365 days a year and yes, we do mean all night.

Typically there is little regulation of crypto currencies when compared to traditional currencies, although
this could be changing soon.

Our cryptocurrency challenge:

So anyway, back to the experiment / father-son showdown. Martyn and I bought four lots of
cryptocurrency between us (there are many different types out there, although Bitcoin is the best
known) and we (Martyn) proceeded to track it.

SUMMARY

This is in my view (Steve) gambling – Marty feels that it is possible to model returns by patterning and
historical analysis. I think hysterical analysis is closer to the mark. I feel that our recent article about
fear and greed could be well represented by the movement of cryptocurrency. Marty thinks it will be a
large part of the financial future.

Who is right?

We both are – at different times. I believe I am right now but I think Martyn might be right in the future.
For now we are both agreed on one thing – we have no intention of advising any of our clients on crypto
in the foreseeable future.

 

‘Financial Medical’

Our offer of a free review of your existing investments or a strategy report for recipients of this
newsletter is still open; call us if you would like a chat.

Help us, please -

Firstly: Many of you will remember my views on investing in FAANGS (Facebook, Amazon, etc). On the
basis that if you can’t beat them… We would be very grateful if those of you who have Google accounts
could give us a (hopefully nice) Google review – just click here. Many thanks to those of you who have
already left reviews for us.

 
 

https://www.google.co.uk/search?q=s+johnson+wealth+management&rlz=1C1NHXL_enGB833GB833&oq=s+johnson+wealth+management&aqs=chrome..69i57j69i60l3j69i64.4631j0j7&sourceid=chrome&ie=UTF-8#lrd=0x4870badf2b91b8a9:0xe0a36bfbf2e74adb,3,,,


And finally…

Please continue the feedback – telephone us or send an email. In the next edition I look at the rise of
the robots – will computers take over from people completely and what will be the economic effect?

p.s.

FOMO – fear of missing out. This is what drives much of human ‘investment’ (speculation) activity. If you
really feel it worth going for crypto (and there are some arguments for this) after working out what you
can afford to lose, consider extending your timescale from the short term to the medium term, this will
help to mitigate the risk as volatility may reduce as this stuff matures. Note mitigate, not remove. If you
intend to monitor your crypto investments on a daily basis I would first visit your GP for a quick medical,
including an ECG.

These attitudes are not uncommon but my perception of younger people is that change is now more
towards ‘jam today’. This it could be argued supports our economy to an extent but my concern is that,
as a politician recently said, ‘winter is coming’ – hopefully not a severe one.

p.p.s.

So who has won, Marty or I? Unfortunately I seem to have reached the word limit for this article.
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