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Abstract— Money is perhaps the best recognized and at the
same time less understood figure of economy. During the
evolution of a monetary science starting from the eighteenth
century and fundamental works on such questions as true
nature and main functions of money, the approach and theories
about monetary science have changed significantly up to date
not reaching the final state. The twenty-first century can be
characterized with a vast development of technologies and the
increase use of the internet which significantly succeeded the
development of monetary system introducing a new
phenomenon - virtual currencies. While remaining rather
illusive, virtual currencies have been broadly noted by both,
legislative authorities and practitioners. Moreover, such prime
authorities as Securities and Exchange Commission, S Treasury
and European Central bank have also shared their concerns
about this new type of currency. Due to the growing popularity
of virtual currencies, especially crypto currencies the suggested
topic deserves extra attention. Despite the diverse opportunities
virtual currencies might offer it is rather hard to ignore the
related risks - virtual currencies, representing a type of
unregulated, digital money might support superior risks such as
money laundering, financing illegal activities et cetera. In scope
of this paper the overall analysis and estimation of risks related
to possible development of virtual currencies and the
insufficient, not unified regulation is discussed. The main
findings of the paper suggest that virtual currencies have a
strong potential for further development nevertheless, the
development of global or at least regional legislative base should
stand prior.
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1. INTRODUCTION
When speaking about money and its functions perhaps one of
the most fundamental ideas is the separation of such terms as
money and wealth. As T.H. Greco suggested, wealth creation
and money creation should be seen as two entirely different
things. He offered, that while wealth is created by the
application of human skills to natural resources in the myriad
ways that produce useful goods and services, money, on the
other hand, is a human skills to natural resources in the
myriad ways that produce useful goods and services, money,
on the other hand, is a human contrivance; it is a symbol
created by a deliberate process involving entities called
banks. The discussion of development and the main aspects
of virtual currency seems even more important during the
time, when the fight with financing illegal entities stand prior
to the possibility of private money emission. Nevertheless,
despite the drawbacks virtual currency possess, it managed to
increase the recognition significantly. One might say, that an
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important risk is that people tend to exchange goods and
services via thousands of currency types rarely questioning
the legal aspects of those.

Before evaluating the virtual currencies and discussing
related risks, it might be handy to recall the development of
alternative currencies as a class, especially being aware of the
fact that alternative or complementary currencies range from
quaint to robust, simple to high technologies showing in
many various forms and being organized in quite different
ways. Here, a Local Exchange Trading Systems (LETS) -
systems of mutual credit and CES, an online money and
banking systems can recalled. While LETS functions as clubs
that set their own guidelines, CES is administered through an
online program that connects local groups to create a global
network.

The whole idea of e-gold still might seem rather grounded —
Jackson, a creator of e-gold was convinced that gold was a
superior currency to paper money, despite the consensus
among professional economists that a gold-standard
prevented governments from responding quickly to monetary
crises. Through its existence, e-gold managed to gain
popularity having more than 5 million active accounts
(archive.org), nevertheless, the vast risks to illegal activities
were identified. In April 2007, Department of Justice USA
announced that federal grand jury in Washington, D.C. has
indicted two companies operating a digital currency business
and their owners on charges of money laundering,
conspiracy, and operating an unlicensed money transmitting
business — those two being named were E Gold Ltd and Gold
& Silver Reserve, Inc particularly dealing with e-gold. A
brief summary would state, that being a new step in
technological development virtual currencies especially so-
called crypto currencies still are able to demonstrate a vast
development. In scope of this paper the diverse aspects of
virtual currencies will be summarized. While performing a
literature and statistical analysis, this paper will seek the
answer on whether new types of currencies hold the ongoing
possibility to diverse their usage possibilities and could
virtual money in any way lower the role of nationally emitted
money. Above all, the possible encouragements for
legislative virtual currency development will be formulated.
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2. LITERATURE REVIEW

2.1. Virtual currency:

Although the modern trade in some extent can be
characterized by the existence of virtual currency, this term is
not a new one. Virtual currency continues to maintain the
main features of traditional currency, in other words virtual
money are a symbol or synonym for a value, a payment system
technology which continued to grow over the past 20 years.
Virtual currency is based on the idea of exchanging value
without the approval of an institution. While being aware of a
broad developments of various payment mechanisms and
creation of alternative currencies, the bold question of what
virtual currency is should be answered. Legislative acts of
United States explains virtual currency to be a medium of
exchange that operates like a currency in some environments,
but does not have all the attributes of real currency, which points
the absence of legal tender status in any jurisdiction.

Appropriate  regulatory treatment of administrators and
exchangers under three scenarios have been addressed:

e Brokers and dealers of e-currencies and e-precious
metals. Since the definition of a money transmitter
does not differentiate between real currencies and
convertible virtual currencies, the same rules apply to
brokers and dealers of e-currency and e-precious
metals.

e Centralized convertible virtual currencies. Convertible
virtual currency is generally understood as a substitute
for real currencies, transmitting the convertible virtual
currency at the direction and for the benefit of the user
constitutes money transmission on the part of the
exchanger;

o De-centralized convertible virtual currencies. Have no
central repository and no single administrator, and that
persons may obtain by their own computing or
manufacturing effort.

In essence, virtual currencies were admitted to act as a
medium of exchange and as a unit of account within a
particular virtual community. The question then arises as to
whether they also fulfil the “store of value” function in terms
of being reliable and safe, or whether they pose a risk not
only for their users but also the wider economy.

Even though it is important to define and classify aspects of
virtual currencies, the definition tends to vary depending on
the context, for example taxation, the registration and
licensing of market participants or anti-money laundering, as
the digital currency does not comfortably fit any existing
classification or legal definition. As it was fairly noted,
virtual currency is not a foreign currency, nor a traditional
commaodity, nor is it simply a payments network.

2.2. Cryptocurrencies

Bitcoin, first being introduced in 2008, is a peer-to-peer
digital currency that trades on public exchanges and can be
instantly transferred between any two people anywhere in the
world with the speed of an email and at far lower cost than
for transactions processed through the traditional financial
system (Forbes.com). The bitcoin launching was based on a

nine-page “Bitcoin: A Peer-to-Peer Electronic Cash System”
unleashing the bitcoin software, all of it public, in January
2009. At this point it might be sound to give a brief
explanation on what traditionally is understood with peer-to-
peer landing. As European Commission explains, peer-to-
peer lending is a type of crowd funding — the crowd lends
money to a company with the prior understanding that the
money will be repaid with interest. As a comparison a
traditional borrowing from a bank can be given, except that
peer-to-peer means borrowing from lots of investors.
Nevertheless, there is a feeling that crypto currencies are
somewhat different from what is traditionally understood
with peer-to-peer lending, as rather often, investing in
companies or projects is far not the prime trigger for the use
of virtual currencies.

As regards the process of making the economy as a whole
rich — here are some doubts as well. Being strictly
overviewed and even not allowed to enter foreign exchange
market, crypto currencies are highly unlikely to be invested in
any assets, for instance, in shares of any company or used to
increase the production amounts. It is true to say, that
traditional nationally launched currencies hold their position
only due to the legal passion of their issuer, but, when
addressing the question of the potential positive influence on
the overall economy enrichment, crypto currencies fail due to
the fact, that their value is not admitted in cross-country
relations and therefore, can’t be used and is not able to
influence the facilities or economic state in cross-national
comparison.

Moreover, even those positive aspects of virtual currencies
which could be admitted, such as lack of regulation and
independence from national regulators are in some points
more cons than pros. Fair to note, two hundred thousand of
the missing bitcoins later turned up. Before and since, there
have been numerous bitcoin heists, blamed on hackers, and
more than a few bitcoin losses — people literally lose their
bitcoins by misplacing the code that proves ownership. While
the lack of legislation and supervision plays good for possible
money launders, it doubles the possible negative influence by
reducing any possible protection for the society.

3. METHODOLOGY

3.1. Research Goal

As the top goal of this study the author identifies the
estimation of risks virtual currencies possess. The
understanding of the development of virtual currencies and its
availability in different economic zones as well as analysis of
quantitative data is essential in order to mirror whether the
increasing interest in virtual currencies holds a substantial
risk to the economy. In addition, the results should give an
obvious answer on whether there is a further development of
virtual currencies may bring any impact on the national
currencies. In means of the research a diverse statistic data
and survey analysis were conducted

3.2. Analyses and Research

As Bitcoins are fairly admitted to be the most known
cryptocurrencies, therefore, the collation will be limited to
those. Rather interesting data are provided by Coinbase — the
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platform which claims to be the world’s easiest way to buy
Bitcoins. It is claimed, that the service of Coinbase is now
available in 32 countries. Fair to say, that providing its
service in such countries like Canada, USA or United
Kingdom, the list of potential clients holds residence of such
countries like Latvia, Romania and Bulgaria — countries with
far more less developed financial market. While evaluating
the listed countries it can be concluded, that Coinbase
provided service on buying or selling Bitcoins is welcomed
rather in well-developed and organized financial market
representatives or small countries with poorly developed
financial system and supervision, which might play a bold
role for less legally supported transactions. While analyzing
the list of countries where for instance Bitcoins are not
banned a rather cautionary seems the fact that despite the
development towards union financial market in euro area
countries, the possibility of purchasing, Bitcoins which could
be awaited to be equal due to its innovative nature, is still an
issue. Therefore, the desultory approach towards regulation
of virtual currencies seems somewhat of an issue.

CONCLUSION

The performed study leads that H1 can’t be supported. It
hasbeen proved that there is an absolute lack of systematic
legislative foundation regulating transactions with virtual
currencies. Even more, the approach varies significantly even
in the scope of union European market. Such a situation if left
neglected might bring new challenges to the market and give
a certain support to illegal transactions and money laundering
operations. H2 can be supported. Development of virtual
currencies should not be seen purely negative as it might
improve the exchange of values among the users. Still, the
development of global regulative base should stand prior.

To conclude, a view of G.Gref, the head of Sherbank can be
mentioned. Being interviewed at the end of 2013, he admitted
that development of virtual currencies is indeed a new step in
technological development, however, it will go hand-in-hand
with the development of global regulation system
development (vestifinance.ru). So far, is seems that the
development of virtual currencies has strongly outperformed
the union global regulation which in the nearest future can
cause significant challenges not only to the users but
challenging the overall stability of national financial
supervision authorities as well. The development of
international and union supervision mechanism as well as
synchronized tax system can be advised admitting the fact,
that for the new leap in monetary development, residency
might become a sort of secondary issue. The spontaneous end
of virtual currency development is very unlikely and
therefore, the main challenge is the creation of such climate
that would eliminate virtual currency’s’ possible use in illegal
transfers.
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