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1. Virtual currencies, sometimes called cryptocurrencies, are stores of value that can be traded 

between users.
2
 While the best known such currency is Bitcoin, there are more than a hundred others.

3
 

The ECB has estimated the combined value of virtual currencies around the world as about 

EUR 3.3 b, as of February 2015 while Bohme et al (2015) estimate USD 3.5 b.  

2. Trades of the currencies currently occur largely over currency “exchanges” on the internet, 

often with the exchange of virtual currency used as a payment for real world goods. The 

distinguishing features of virtual currencies are that:  

 they have limited issuance (and often specific means of extending the amount of currency 

available);  

 they use digital techniques for securing the transactions that,  

 on the one hand, provide public confirmation of the ownership of each coin keeping 

track of the entire history of ownership (in a “block chain”), to ensure that one unit of 

virtual currency cannot be sold multiple times by one owner, and  

 on the other do not necessarily identify the trader’s full identity publicly. 

3. Unlike nationally issued currencies, virtual currencies are not backed by the full faith and 

credit of a national government, nor are they governed by a regulation that restricts activities (e.g., 

legally preventing the sudden introduction of more currency). However, as long as the expectation of 

a purchaser is that others will accept the virtual currency as a store of value, they may be willing to 

purchase it.  

4. The existence of non-governmental stores of value is not new. One of the most cited in 

recent times is frequent flyer miles. One major difference between these and virtual currencies is the 

ease with which the virtual currencies can be transformed back into legal tender currency, mainly, but 

not exclusively, through a number of exchanges and trading platforms that perform this conversion.  

                                                           
1
  This statement has been prepared for a Hearing of the Economic Committee of the European 

Parliament, to be held 25 January 2016.  The opinions expressed and arguments employed herein do 

not necessarily reflect the official views of the OECD or of the governments of its member countries. 

2
  European Central Bank (2015) “Virtual currency schemes – a further analysis” ECB report 

(February) defines a virtual currency as “a digital representation of value, not used by a central bank, 

credit institution or e-money institution, which is some circumstances, can be used as an alternative to 

money.”  

3
  Gandal, Neil and Halaburda, Hanna (2014) “Competition in the cryptocurrency market,” Bank of 

Canada Working Paper 2014-33 suggest that competition in the digital currency market will not result in 

a winner-take-all phenomenon (with one digital currency crowding out all others), despite the existence 

of strong network effects for an initially successful digital currency. While there may initially be strong 

network effects favouring one currency, these effects ultimately weaken as the currency’s role as a 

financial asset (vs. means of exchange) becomes more important. 



5. Virtual currencies provide an alternative to cash and other nationally issued currencies. They 

are smaller and more secure than paper currency. Virtual currency owners can make money both from 

the float and from issuing initial currency to themselves. 

6. As a result of the apparent anonymity of transactions, some users of virtual currencies were 

involved in improper and illegal activities, including money laundering and transfer of value for illegal 

goods. As a result, certain governments have sought to take measures that effectively rule out its use as a 

currency. It is important, though, to recognise virtual currencies’ potentially beneficial role and value for 

many transactions, and for governments and legislators to enable such currencies and instill confidence in 

the future viability of such currencies, without endorsing one over the other. 

7. The focus on virtual currencies as a means of fraudulent transactions is perhaps due to a 

perceived high frequency of improper motives behind use of virtual currencies, which in turn is a 

result of the apparent anonymity built into the system. But in fact, cash is likely a much more 

anonymous means of transferring value than virtual currencies. The ownership string for virtual 

currency is public, though not the actual owner name and address. If that name and address are at one 

point identified by law enforcers, law enforcers have a powerful mechanism to track entire chains of 

transfer of value, in a way that cash would never allow. The arguments used against virtual currency 

anonymity may thus be much weaker than comparable arguments against cash. 

8. Governments may be particularly anxious to ensure that virtual currencies do not supplant 

the currencies they issue, as the worry has been expressed that if virtual currencies substantially 

supplanted cash, central bank ability to conduct monetary policy might be placed at risk and the 

seigniorage
4
 from issuing currency could be reduced. However, Blundell-Wignall (2014) argues that 

virtual currencies cannot undermine the ability of central banks to conduct monetary policy, as long as 

taxes are paid in legal tender which, in turn, requires that banks “be able to clear with the 

government’s bank, most the central bank.” Moreover, supplanting does not currently appear to be a 

real risk, as the level of public trust in virtual currencies is limited. Nonetheless, to the extent a 

regulator is selected for virtual currencies in the future, there is an open question as to whether central 

banks should be given the role to regulate virtual currency, or whether other bodies with a less direct 

financial interest in the regulatory outcome may be more appropriate.
5
 While central banks and 

finance ministries may have an interest to maintain seigniorage, they also may have a 

counterbalancing strong experience with oversight of currency.   

Regulatory challenges ahead 

9. Risks from using virtual currency are real. Exchanges may be breached, with resultant theft 

of virtual currency. If people lose their assets and become poor, the government may have to pay 

benefits to more people than it otherwise would. For virtual currencies to succeed and grow, rules will 

be needed that “provide clear guidelines on registration and know-your-customer rules.”
6
 Repudiation 

                                                           
4
  Seigniorage is the value earned by institutions that issue currency. It is a powerful generator of 

revenue, particularly in jurisdictions in which foreign users rely on the currency for transactions 

without ever returning the currency to the issuer. 

5
  European Central Bank (2012) “Virtual currency schemes” ECB report (October) states that virtual 

currency schemes “do indeed fall within central banks’ responsibility as a result of characteristics 

shared with payment systems, which give rise to the need for at least an examination of development 

and the provision of an initial assessment.” The issue of jurisdiction for de-centralised currencies 

operating independently of state control could require international cooperation (p.42). 

6
  See Blundell-Wignall (2014), “The Bitcoin Question: Currency versus Trust-less Transfer Technolgoy”, 

OECD Working Papers on Finance, Insurance and Private Pensions, No. 37, OECD Publishing. 

http://dx.doi.org/10.1787/5jz2pwjd9t20-en p. 11. Note that know-your-customer rules require that 

financial institutions are satisfied that customers transacting with them are truly the people they say they 

are. 



of virtual currency as a currency, as has occurred in China, Germany, France, Korea and Thailand, 

will clearly make growth a challenge. Even where virtual currencies are permitted, only an estimated 

3 out of 10,000 merchants accept virtual currencies
7
.  

10. If competition from virtual currencies is encouraged, a clear identification of virtual 

currencies as currencies would be needed. The UK has taken a position on virtual currencies that 

exempts them from VAT, thus treating them, in and of themselves, as currencies and not as goods or 

services. At the same time, the UK is requiring that virtual currencies provide mechanisms to prevent 

money laundering. According to a 4 August 2015 article, the Australian Senate is expected to 

announce that cryptocurrencies will be treated as currencies in Australia.
8
 The U.S. Internal Revenue 

Service, in contrast, has issued guidance that treats virtual currencies as property.
9
 The challenge of 

determining the appropriate tax status of virtual currencies remains to be settled in the future. 

Conclusion 

11. As decisions taken on regulation can have a profound impact on the spread of innovative 

products, a key challenge that arises in all these areas is how to ensure consumer protection is 

maintained for new products and business models, particularly when new products are not adequately 

covered or regulated by existing rules.   

12. Key factors to consider for consumer protection will include: 

 What mechanisms exist for building consumer trust? 

 What responsibilities are held by platforms? 

 What responsibilities are held by platform users? 

13. Another key challenge is how, and to what extent, should rules intended to pursue the broad 

public interest, such as know-your-customer rules, be interpreted for new products, especially to the 

extent that such rules, if interpreted at the strictest level, could potentially yield market power to 

established financial industry companies, excluding competitors and restricting options of consumers. 

14. As governments face the challenge of producing regulations for innovative financial products, 

they may be called upon to determine whether to pursue a level playing field for new products or 

whether, even, to consider giving such products a better playing field, to the extent they may have 

disadvantages compared to existing products. 

                                                           
7
  See European Central Bank (2015) “Virtual currency schemes – a further analysis” ECB report 

(February). 

8
  Accessed 5 August, 2015. http://www.ibtimes.co.uk/bitcoin-deemed-regular-currency-by-australian-

senate-committee-1514009.   

9
  See http://www.irs.gov/uac/Newsroom/IRS-Virtual-Currency-Guidance.  
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