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THE PROSPECTS OF USING CRYPTOCURRENCY BITCOIN
AS A FINANCIAL INNOVATION IN THE INFORMATION
ECONOMY OF UKRAINE

Abstract. We have established that a relatively new market of cryptocurrency is the subject of
great interest for research under the current conditions of financial innovations in payment services.
Our findings have revealed objective prerequisites for creating cryptocurrency as an innovative
means of information-based payment. Cryptocurrency poses a challenge to the financial system of
Ukraine since both the central bank and other state regulators can not control its emission and
circulation. They show the growth dynamics in cryptocurrency market capitalization where Bitcoin
predominates. Although cryptocurrency is not included in the National Register of payment systems
and it is officially prohibited for circulation in Ukraine, our country ranks among the world’s top
five countries by number of users of different bitcoin-wallets.

We have examined the strengths of Bitcoin that have made this cryptocurrency a convenient
means of international payment with a high investment potential. The results show disadvantages to
using cryptocurrency for both the whole country in general and ordinary consumers in particular.
We have defined main threats that national governments can face in case of an unregulated spread
of cryptocurrency. Also this study, based on the works of leading foreign scientists and financial
market experts, systematizes factors that influence the price of Bitcoin. It substantiates opportunities
and prospects for the cryptocurrency market development in Ukraine.

The study has shown that cryptocurrencies have their own niche in payment systems; they
are quite competitive and reliable financial instruments. The growth dynamics of cryptocurrency
market capitalization in the world makes Bitcoin the most successful example of the use of virtual
currency in the information economy. As the modern society is being inevitably virtualized, our
country’s economy should follow the path of innovations by finding solutions to a number of
technical, economic and legal issues on the cryptocurrency market development in Ukraine through
involving the experience of the leading European countries.
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NEPCIIEKTUBU BUKOPUCTAHHSA KPUIITOBAJIIOTH BITKOITH
SIK ®ITHAHCOBOI IHHOBAIIII
B IHOOPMAIIIMHIA EKOHOMIIII YKPATHA

AHoTanis. BcraHoBi€HO, 110 Y Cy4aCHUX yMOBaX pO3BUTKY (IHAHCOBUX IHHOBAIM y cdepi
MJIATDKHUX MOCTYT MPEIMETOM HayKOBHMX AMCKYCIH € BIIHOCHO HOBUM 1 MaJIOJIOCITIKEHUN PUHOK
KpUNTOBAIIOTU. PO3KPUTO 00’€KTHUBHI MEPEIyMOBH CTBOPEHHS KPUNTOBAIIOTH SK 1HHOBALIITHOTO
MJIaTHKHOTO 3aco0y 3acHOBaHOTO Ha iH(opmarltii. KpunroBamora cTana BUKIMKOM IS PiHAHCOBOT
CUCTeMH YKpaiHM, OCKUIbKHU ii eMICiI0 Ta 00Ir HE MOXKE€ KOHTPOJIIOBATH IEHTPAIbHUN OaHK Ta 1HIII
JiepaBH1 peryinroroui opranu. [lokazaHo TuHamiKy 3pOCTaHHS KarliTanui3alili puHKY KpUIITOBAJIIOT
13 JOMIHYIOYOIO YacTKoro OiTkoiHa. | Xo4ya KpurnToBanioTa HE BHECEHA JI0 HallloOHaJIbHOTO Peectpy
MJIATDKHUX CHCTEM, 1 € 0(iliifHO 3a00pOHEHOI0 sl 00Iry Ha TepuTOpii YKpaiHu, Haia Jep’kaBa
BBIMIIIIA IO T’ SITIPKH KpaiH CBITY 3a KUIBKICTIO KOPUCTYBAYiB PI3HUX OITKOTH-TaMaHIIIB.

Buznaueno cunbHI cTOpoHHM OITKOIHA, SKI 3pOOMIM IO KPUNTOBATIOTY 3PYYHHM
MDKHApOJAHUM IUIATDKHUM 3acO00M 3 BHCOKHM IHBECTHIIIMHUM TIOTEHIliAIOM. BucBiTIeHO
HEJIOJIIKK O00Iry KPUINTOBAIIOTH SK JUIS TEPECiYHUX CIIOKHUBAYiB, TaK 1 JIepKaBU B IUIOMY.
BuokpemieHo OCHOBHI 3arpo3u HEpEryJabOBAaHOTO MOUIUPEHHS KPUIITOBAIIOTH JJISl HAI[IOHAJBHUX
ypanis. [pyHTylounch Ha Npangx NPOBIIHMX 3apyODKHMX HAayKOBLIB 1 €KcHepTiB (hiHaHCOBOTO
PUHKY, CHCTEMaTH30BaHO (aKTOpH BIUIMBY Ha IiHY OiTkoiHa. OOIpyHTOBaHO MOXJIMBOCTI Ta
MEPCIIEKTUBHU PO3BUTKY PUHKY KPUITOBAIIOTU B YKpaiHi.

Y pe3ynbTari JOCHIIKEHHS BCTAHOBJICHO, LI0 KPUNTOBAIIOTH 3alHSJIM CBOIO HINIY B
IJIATDKHUX CUCTEMAaX 1 € KOHKYPEHTOCIIPOMOKHUMU Ta HAAIMHUMHU (PIHAHCOBUMH IHCTPYMECHTAMHU.
3Bakaroud Ha JAWHAMIKY POCTY KalliTajizaimii puHKY KPHUOTOBAIIOT Yy CBiTl, OITKOTH € TMOKH IO
HaWyCHINIHIIIAM TPHUKIAJA0M BUKOPUCTaHHS BIPTyaJIbHOI BAIIOTH B iH(OpMaIiliHIA €KOHOMIIIL.
OckilbKM TpoIleC BipTyami3alii Cy4acHOTO CyCHiIbCTBa HEBIABOPOTHHIM, EKOHOMIKAa Haloi
JepKaBU Ma€ MIATPUMYBAaTH Kypc Ha IHHOBAIIMHICTh IIJISXOM BHUPIINICHHS HU3KU TEXHIYHUX,
€KOHOMIYHMX Ta MPAaBOBUX MUTaHb MIOJ0 PO3BUTKY PUHKY KPUOTOBAIIOT B YKpaiHi, CHUPAIOYUCH
Ha JOCBIJ] MPOBIAHUX €BPOIEHCHKUX KPaiH.

Kntouoei cnoea: OITKOTH, KpUINITOBAIIOTA, BipTyalbHA BallloTa, IUIATDKHA CHCTEMA,
iH(popMaIliiiHa EKOHOMIKA.
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HEPCIIEKTHUBBI NCITOJIb30BAHUSA KPUIITOBAJIIOTBI BUTKOUH KAK
®UHAHCOBOH MHHOBAIINH
B UHO®OPMAIIMOHHON YKOHOMUKE YKPAUHBI

AHHOTanus. PacKkpbITO 3KOHOMHYECKYIO MPHUPOAY KPUITOBAIIOTHI KaK MHHOBAILIMOHHOIO
IJIaTEKHOTO cpelcTBa. OxapakTepu30BaHbl BO3MOXHOCTH U YIPO3bl UCIOJB30BaHUsI OUTKOMHA KaK
(MHAHCOBOIO MHCTPYMEHTa 3alllMIEHHOro Kpunrorpadgueii M OCHOBAaHHOTO Ha HOBEWIINX
TexHosjorusx. OO60CHOBaHHBI (DAKTOPBI BIMSHUS Ha Ipolecc (GOPMUPOBAHMUS U AUHAMUKY II€H
KpUNTOBAIIOTH OUTKOMH. OrmpesneneHbl OCHOBHbIE HallpaBiieHUs obOecrieueHus 3((eKTUBHOrO
(YHKIIMOHUPOBAHUS PhIHKA KPUITOBAIIIOTAa B YKpauHe MyTeM OIpEeIeHHs €€ MPaBOBOro craTyca
U PETYJIMPOBAHUS ONIEPALUN C HEH.

Knrouesvie cnosa: OGUTKOWH, KpUIITOBAJIIOTA, BUPTYyalbHasl BalloTa, IJIATE)XKHAsl CHCTEMA,
(hvHaHCOBass MHHOBAITHSL.

®opmyn: 0; puc.: 2; Tabm.: 2; 6ubmn.: 17.

1. Introduction.

The global financial crisis, which affected the stability of the financial system of Ukraine
and the banking sector in particular, shook confidence in traditional financial institutions of the
state. The national currency depreciation caused poverty and a need to find alternative ways of
saving money. A dynamic development of IT technology and information economy intensified a
search for new types of information-based financial instruments. Cryptocurrency has become that
kind of financial innovation.

Cryptocurrency is a cheap, convenient and technological means as well as a promising form
of investment that provide payment transactions worldwide. According to the statistics by
CoinMarketCap [1], the cryptocurrency market capitalization was about USD 166 billion as of
03.09.2017. Since cryptocurrencies are being widely used in the world, the Blockchain technology
and Bitcoin cryptocurrency, which is also the most expensive cryptocurrency among currently
available ones, are of primary concern. In Ukraine economically active population tends to pay
more attention to financial innovations in the sphere of information economy. This makes us
believe that the study of economic nature of Bitcoin cryptocurrency and prospects for its circulation
in Ukraine are both of great scientific and practical importance.

2. Actual scientific researches and issues analysis.

The issue of cryptocurrency development is quite a new subject of scientific debates.
Ukrainian financial market participants and scientists more often explore problems of the
cryptocurrency use in the world. We should mention the following scientists: S. Vasylchak, M.
Kunytska-Iliash, M. Dubyna (2017) [2], T. Zheliuk (2016) [3], H. Karcheva (2015) [4], I. Sytnyk,
O. Bohdan (2016) [5], V. Soslovskyi [6] and others. S. Volosovych’s scientific achievements are
particularly noteworthy [7]. She investigated instruments for regulation and participants in the
«ecosystemy of virtual currency schemes in different countries. Problems of the Ukrainian
cryptocurrency market have not been studied enough. It is necessary to assess positive and negative
effects of their use and prospects for their development. At the same time, the world’s experience
offers a number of theoretical developments in Bitcoin cryptocurrency as a promising financial
instrument of the information economy. The best-known foreign authors in this area are: R. Bohme,
N. Christin, B. Edelman, T. Moore (2015) [8], R. Schultz (2016) [9], O. Nykolaichuk (2017) [10],
S. Vassiliadis, P. Papadopoulos, M. Rangoussi, T. Konieczny, J. Gralewski (2017) [11].

3. The research objective.

The purpose of the article is to study the nature and characteristics of Bitcoin cryptocurrency
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economic circulation as an innovative means of payment; to substantiate strengths and weaknesses
of cryptocurrency for Ukrainian consumers; to identify threats to the national economy and to
define promising areas of its development.

4. Results.

Now there is an ambiguous opinion on the role that cryptocurrency plays in the information
economy. Financial market experts consider it to be a financial innovation and the currency of the
future which will facilitate payment systems development. However, some of them define it as an
instrument for money laundering and terrorism financing in the hands of criminals who try to evade
regulator’s control and sanctions [7].

Scientists interpret Bitcoin in many different ways. The most common interpretations
include: virtual currency [7; 8], digital currency [3; 12], cryptocurrency [6; 9; 13], e-currency [10]
and private digital currency [14].

Bitcoin — a quick decentralized digital payment system secured by cryptography, based on
new technologies with the principles of anonymity, limited release and uncontrolled by state
institutions.

Today cryptocurrency market is characterized by a dynamic development. It became 14
times larger over the last year. The market with more than 1000 cryptocurrency specifications is
dominated by Bitcoin which remains the most common cryptocurrency for many years and holds a
market share of around USD 76 billion (46 % as of 03.09.2017) (Tabl. 1) [15].

Table 1
Top 5 cryptocurrency’s characteristics by market capitalization
(as of September 3, 2017)
Year . Market Share in
. Max Price, total
Name of Technological features cap,
. supply uUsD market
issue min USD o
cap, %
Bitcoin decentralized; mined using proof-of-
(BTC) 2009 | work; SHA-256 hashing; block every 10 | 21 min 4632,25 76620,46 45,98
minutes
Ethereum decentralized; mined using proof-of-
(ETH) 2015 | work; smart contacts; block every 15 | no max 352,83 33306,59 19,99
second
Bitcoin decentralized; mined using proof-of-
Cash 2017 | work; SHA-256 hashing; block size 8 | no data 585,18 9689,22 5,81
(BCH) MB; block every 10 min
Riople distributed & centralized; settlement
PP 2012 | process consensus; use all currency, | 100 bin 0,23 8777,44 5,27
(XRP)
speed 3-6 seconds
Litecoin decentralized; mined using proof-of-
(LTC) 2011 | work; Scrypt hashing; block every 2,5 | 84 min 79,66 4202,99 2,52
minutes

Source: authors’ data based on [8; 15].

To demonstrate economic nature of Bitcoin and peculiarities of its circulation, as an
innovative means of payment, we offer summarized results of SWOT — analysis (Tabl. 2).

Table 2
SWOT-analysis of Bitcoin cryptocurrency circulation
Strengths Weaknesses
— anonymity and users’ personal data protection; — it is used as a means of payment in the market of illegal
— decentralized emission; goods;
— direct payments; — technical complexity of use;
— high speed transactions (compared to fiat money); — no material form;
— low maintenance costs; — inability to cancel transactions;
— no centralized management; — limited use in the consumer area;
— less prone to inflation; — heavy dependence on information environment and
— high level security. consumer confidence.
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Opportunities Threats
— convenient means of payment in international online | — high risk of volatility;

trade; — unstable income;

— competition with traditional payment system; — legal regulation of national governments; — changes in
— high investment potential; consumer tastes;

— growing number of consumers in the world. — competition from new types of cryptocurrency;

— failures in the computer system and hacker attacks;
— difficulty in predicting currency exchange rates using
traditional methods.

Source: Author’s table.

A high anonymity level is one of the advantages of Bitcoin cryptocurrency because personal
data of an electronic purse owner are confidential. To carry out payment transactions one only
needs to know a recipient’s public identifier. The process of creating a wallet is a randomly
generated private key for which a cryptographic function is responsible. It should be mentioned that
the anonymous nature of virtual currencies prevents authorities from controlling funds movements
and allows taking it out of the country by developing new schemes of money laundering.

After all, despite geographical location, nationality and other factors, an individual can use
cryptocurrency without paying import or export taxes, declaring the money or even informing the
authorities of both their own country and the country to which the money is transferred. In fact, the
use of Bitcoin makes a person independent from financial institutions and law enforcement
agencies. Cryptocurrency systems make capital completely free [5]. This is confirmed by the fact
that in 2016 the occupied Crimea holds the first place among other regions by the number of
searches for the word Bitcoin because sanctions make it difficult for local businesses to make
international payments to their partners abroad.

Bitcoin has no centralized management and issuers. Digitally signed transactions between
two nodes are transmitted to all nodes of peer-to-peer network, and the data on the movement of
money are stored in a distributed database. Virtual currency payments are made directly without
any intermediaries; financial institutions do not affect the participants’ transactions [8]. Both the
absence of intermediaries and the use of Blockchain technology promote low transaction costs and a
high speed of transactions.

Bitcoin cryptocurrency is less prone to inflation because unreasonable increase in money
supply by setting a fixed Bitcoin value with an algorithmic method is impossible [3]. This makes it
attractive for Ukrainian consumers during the national currency depreciation. A technical difficulty
in using Bitcoin limits consumers’ wide access to it because one can only use cryptocurrency if
there are some technical possibilities for this (Internet, special software). Bitcoins can be bought for
the Ukrainian national currency through the service btcu via payment terminals, through Privat24,
Bitxfy mobile wallet and on some bitcoin exchange platforms that are available in the country, e.g.
BTC Trade and Kuna [16].

Over the lifespan of Bitcoin, its exchange rate ranged from a few cents (2009) to five
thousand dollars per unit (August 2017) [15]. The value of Bitcoin grows year after year (Fig. 1).

We believe that it is positive information environment that has a significant influence on its
price and increases the demand for this cryptocurrency. The exchange rate of Bitcoin has shown an
active growth since 2016 after the U.S. Commodity Futures Trading Commission officially
recognized Bitcoin as an exchange commodity. Bitcoin transactions are free of VAT in the EU
countries since October 2015 and in 2016 Bitcoins were declared as a legal means of payment in
Japan. In addition, about 260 thousand stores worldwide accept Bitcoin [16].

Rises and falls in cryptocurrency exchange rates are mostly related to the political situation
in the world, conditions in international financial markets, the activities of supranational
institutions, performances of world politicians and financiers. This volatility of the exchange rate
makes it difficult to use it, especially in the short term. The growth of Bitcoin exchange rate is
sometimes exponential i.e. it suddenly creates a financial «bubble» which allows you to get a profit
[2]. On January 1, 2017 a Bitcoin cost USD 963, and since September 3, 2017 — USD 4632 [15].
This exchange rate growth is associated with an activity in the Asian markets, particularly Japanese
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exchange bitFlyer, Korean bithumb and Chinese OKCoinHuobi. They have the main demand for
Bitcoin due to which the price on these trading platforms is significantly higher than in the
European and American markets. A bad news, dated September 4, 2017, that the People’s Bank of
China banned operations related to the ICO was behind Bitcoin’s falling price to USD 3112 [15].
The study of process of Bitcoin price formation allows us to state that it is rather difficult to
redict a cryptocurrency price using traditional methods.
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Fig. 1. The dynamics of Bitcoin exchange rate, USD
Source: authors’ data based on [15].

By summarizing foreign research on the problems of price formation in the cryptocurrency
market, variability and constant changes of internal and external environment that influence
formation and dynamics of prices we can distinguish three groups of factors that affect the Bitcoin
price (Fig. 2).

INFLUENCING FACTORS

v

Information
I I I

v v

Economical Technical

— number of users (demand);

— popularity defined by

— computing power;

—number of transactions GoogleTrends; — technical complexity of
over a specific period; —users’ comments on cryptocurrency mining;

— price of gold; forecasting  prices  of — scaling the network;
—world stock index MSCI; Bitcoin in online — hacker attacks on the
— NASDAQ index; communities; cryptocurrency exchanges.
— personal savings rate; — trust of financial

— financial stress index. institutions,  corporations

and individuals;
— media news.

Fig. 2. The classification of factors influencing Bitcoin market price
Source: authors’ data based on [9; 12—14].

In Ukraine Bitcoin cryptocurrency became really popular in 2014 when enthusiasts created
nongovernmental organization — Bitcoin Foundation Ukraine (BFU) [2]. Cryptocurrency occupied
its own niche in payment systems and a significant part of Ukrainian consumers use it for

purchasing goods and services on-line or they use it as an investment with a high level of
capitalization.
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However, Bitcoin cryptocurrency market in Ukraine is currently in a legal vacuum. Today,
the most serious problem for our country is the mechanism which allows implementing the concept
of cryptocurrency into national law through adopting appropriate standards in tax, banking, civil
and commercial law. In 2014 the NBU considered cryptocurrency to be a cash equivalent which is
not provided with value and can not be used by physical and legal persons in Ukraine as a means of
payment since it contradicts the norms of Ukrainian legislation.

Despite the ambiguous attitude of the National Bank and the central government one can not
deny a successful international experience in using cryptocurrency. Ukraine should not avoid using
it. It is necessary to learn experiences of the countries like the USA, Denmark, Japan and Germany
where Bitcoin is freely used.

In the USA there are two approaches to the taxation of operations where Bitcoin is used:

1) taxation of capital assets (long-term investments) at 15 % of earned income and short-
term investments at the rate of 35 %;

2) taxation of currency exchange gains at the rate of 23 %.

Denmark and Japan regulate activities of stock exchanges that sell digital currencies, and
Germany licenses cryptocurrency operations [3].

The EU legislation currently classifies Bitcoin as «a digital representation of value which is
not confirmed by the central bank or a government agency and is not tied to legally established
exchange rates, which can be used as a legal tender for purchasing goods and services, their
transmission and storage, and can be acquired electronically». The exchange of traditional currency
for a Bitcoin unit is free of a value-added tax.

Major European financial institutions (World Bank, Bank for International Settlements, the
European Central Bank) strongly believe that it is necessary to introduce state monitoring, as a
function of the central banks, for the use of virtual currency. In this context, they support the liberal
monetary concept of using cryptocurrency [2].

Despite the denial law there are about 20 companies using Bitcoin in Ukraine. According to
the indicators of an exchange platform the volume of Ukrainian Bitcoin transactions is UAH 8
million per week (in 2017), whereas it was UAH 500 thousand a year ago [17].

In any case, since last December Ukrainian stock exchange has been trading Bitcoin index
futures contracts. Specifications of the contracts are registered in SSMNC. In fact, this is the first
regulated market in the world that offers Bitcoin futures contracts [2].

5. Conclusions.

The dynamics of the growth of cryptocurrency market capitalization in the world shows that
virtual currencies have their own niche in payment systems and are quite competitive and promising
financial instruments. Bitcoin is so far the most successful example of the cryptocurrency use in the
information economy.

To ensure an efficient cryptocurrency market in Ukraine we can offer the following
approaches to solving this problem:

— the financial sector of the national economy should remain innovation-oriented by
resolving a number of technical and economic issues about creating a favorable institutional
environment for cryptocurrency market development in Ukraine, and this way shadow Bitcoin
operations can be prevented,;

— determination of the cryptocurrency legal status in Ukraine requires a consolidated
approach to its classification and regulation of transactions with it. When appropriate regulation and
infrastructure are developed, a cryptocurrency system as well as Blockchain technology will
certainly occupy their niche in the payment system of Ukraine. During the first stage this system
can be used in the sphere of information services, and then — in the consumers’ ones;

— we need to use liquidity potential of this unit at the state level by adopting foreign
experience of cryptocurrency market. This will allow the Ukrainian economy to develop by
supporting innovative start-ups.

425



— the conservative model of cryptocurrency market regulation in Ukraine seems to be rather

promising. It is the state that ought to license and tax transactions with cryptocurrencies by the
means of financial regulators.

In further scientific inquiries attention should be given to applied aspects of cryptocurrency

market regulation and an effective «ecosystem» consisting of new members, not typical for
traditional payment systems.
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