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Abstract: Virtual currencies have recently become one ofntiost popular topics
in the media. This paper focuses on economic aspéditcoin, being an attempt
to answer the question if Bitcoin can be considenedey in the light of economic
theories of money. On the basis of the reports igbdl by the
European Central Bank and the Financial Action Ta&skce, as well as
the available Internet and primary sources, thereetbeen presented the types,
history and functioning of virtual currencies. Tkieowledge of virtual currencies
makes it possible to foresee the problems arisiog ftheir existence, such as
possible threats to international security, diffi@s with taxation etc. The growing
popularity of virtual currencies and cryptocurreagis linked with the increase of
importance of non-cash payments on global scaleus TiBitcoin may be
considered next step in the evolution of digitalne.



Introduction

In 2013 the media all over the world got interesteitcoin as its owners

earned substantial profit due to the increasesfalue. All of a sudden

more and more businesses started to accept Bipegiments, and people
became more eager to pay with this currency. Tlas the starting point

for the discussion about virtual currencies. Thaggpeared many questions
that required satisfactory answers. Thus, it has)beecessary to study in
detail the ways in which virtual currencies funaotid@his study is devoted

to the most popular of them — Bitcain.

Another reason for learning about cryptocurrenigdle limited number of
available literature and sources on the Polish iatetnational market. It
seems that researchers treat cryptocurrencies passang fashion or an
experiment, not as an actually functioning mediufrpayment that may
revolutionise our view of money. It is worth notigi that Bitcoin has been
gaining in popularity among our citizens — sufficéo say that Poland has
not only effectively working BTC stock exchangesjt kalso its own

cryptocurrencies, which are competitive with Bittoi

The aim of this article is to analyze the way inishhBitcoin and other

virtual currencies function in the contemporary Morlt attempts at

answering the question if Bitcoin is an innovatmour times or a return
to the original features of money, and if Bitcoiancbe considered as
money regarding the existing economic and non-eoimdheories of

money.

The study begins with the theoretical part, conogrnrmoney and its
functions from historical, sociological and econorperspectives. In order
to achieve the research purpose it is also eskdntitearn about the
typology of virtual currencies and the way in whi@itcoin works,
including its acceptability as means of payment. réddwer, such
cryptocurrencies as Bitcoin should be regulatedaldy, e.g. regarding tax
matters. Therefore, this study presents informa#ibaut the solutions to
the above mentioned problem that have been addptedme countries.
These issues are the basis for the analysis thet ai finding if Bitcoin
meets the criteria for being regarded as money.

Methodology of the research

The text is based on scientific books, articles exyperts’ opinion as well
as reliable Internet sources. The reports preplayetihe Financial Action
Task Force and European Central Bank were usedier to show types of
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virtual currencies. As Bitcoin and other cryptoamties are new
phenomenon there was put an emphasis on usingcastreources as
possible.

Money in historical perspective

The prehistoric man who lived in times of naturialsed economy did
not need to have money. Peoples that occupied #ieasswith hunting
and gathering probably did not exchange goodsal the settled lifestyle
that forced tribes to initiate the primal form ofde — the barter trade.
Tribes that did not move could not get some gookisiwwere available on
the territory of their neighbours (Cy&gki 1986, pp. 6-12). Consequently,
they had to gather oversupply, which was neededhdighbours, and
exchange it for goods in demand.

Man quickly noticed that transport of goods, cingtheir value and
remembering how it translates into an adequatetiyai other goods are
really onerous tasks. That is why widely demanded accepted goods
began to have the role of money, or, to be moreiggecommodity money,
in a form other than banknotes or coins (Encykligp&IWVN 2014). Grains
were the most popular as it was easy to measune the. However, the
transport of heavy sacks of grain turned out t@todlematic. The ancient
Egyptians found an easy solution to this: grain plased in granaries and
distributed on the basis of bearer document (Ggkii1986, pp. 6-12).

What is more, animals, shells or honey also settvedole of money in
ancient societies (even Latpecuniastanding for money is derived from
pecus— cattle) (Kubiak et al. 1999, pp. 161). The Slased tightly woven
pieces of linen. The Chinese produced bars ofrsatrious sizes that were
marked with emperor's stamp. All these types of cadity money had
one common disadvantage: low durability, which fedi the number of
transactions in which they could be used. It ididift to imagine that a
sick animal, damaged bar of salt or chipped stwllcc effectively be used
as money. Therefore, people started to use precimials as they are
much more durable and easy to work whilext step was to mint coins
which we use nowadays (Cyfeki 1986, pp. 6-12).

One of the definitions of money says that it is idaely accepted good
with which it is possible to pay for supplied goods meet existing
liabilities (Begg et al. 2007, pp. 544). Takingardonsideration the history
of money, we can enumerate its desirable featiteSrhan 2014):

— durability,

- divisibility,

- ease of use,



— stability,

— determined value

- limited supply,

— general acceptability.

Richard Russel from Dow Theory Letters underlitieg only precious
metals — gold and silver — have all the previousigntioned features
(Hoffman 2014).

All in all, the main function of ancient money was facilitate trade,
which resulted in quick development of civilizatidfeople began to gather
goods which could be easily exchanged for anotimes.oConsequently,
they owned more of them than it was actually needeghrding the value
in use of a certain good. The ownership of suchuii” goods made it
possible to purchase other necessary goods intiamer{Menger 2014).

The Keynesian theory of money

It should be emphasized that J. M. Keynes was ¢hgrits views over
the time. The theory of money presentedAnTreatise on Moneys
different from that inThe General Theory of Employment, Interest and
Money (Knakiewicz (ed.) 2011, pp. 173). Keynes introdudbd term
Lliquidity” and claimed that money is an asset with highest level. He
pointed out the matter of liquidity preference, @his the extent to which
one prefers keeping the most liquid assets thabeamsed at any moment,
and the extent to which one wants to keep les&digssets. The reward for
taking the last option is an interest rate. So,pfeeehoose the way they
keep their savings according to the interest tatakiewicz (ed.) 2011, pp.
227-233).

Keynes set out the three motives of keeping molegkjowski 1987,
pp. 36):

— the transactions motive, based on the need of davioney to buy
or sell goods. This motive is linked to the mediomexchange
function;

— the precautionary motive, which emerges from natwing the
future;

- the speculative motive, based on running for prdifiked to the
current and predicted interest rate.

The speculative motive is also linked to the tediqujdity trap”. An
occurrence of a very low interest rate causes pleaiple anticipate its
growth, which results in an uptick in the demand fooney (Guzdek
2010). The liquidity trap makes monetary policyffaetive, but it must be
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said that even Keynes believed that the appearainsach a situation is
unlikely (Drabowski 1987, pp. 38).

Keynes thought that money supply depends on iritesgs and net
national income. A change in money supply createsiges in the level of
prices only in equilibrium; otherwise, it leadsth® growth of involvement
of production factors until equilibrium is reachédrabowski 1987, pp.
41).

Monetarist theory of money

The starting point for monetarism is the Quantibhedry of Money and
Irving Fisher’'s equation of exchange. Accordind. tBisher, the velocity of
money and the index of the real value of aggrededesactions are
constant. The equation of exchange can be used tonlgxplain the
influence of money supply on price level, but iedaot show the causal
links between variables (Drabowski 1987, pp. 12).

Monetarism is not a rigid theory. Its representgitave different views
and the theory itself is more the way of analyzémgpnomic phenomena.
According to the well-known representative of mamsim — Milton
Fridmann — money is “something widely acceptable aonvertible to
goods and services”(Knakiewicz (ed.) 2011, pp. 113).

Friedman wrote that money is one of the assetshichwwealth is kept.
He also claimed that real money demand depends on:

— the value of money,
- the real rate of return,
— people’s preferences (Knakiewicz (ed.) 2011, p)11

Monetarists do not consider interest rate as hakigy influence on
money, which sets them in opposition to Keynes{@rabowski 1987, pp.
98-104).

Friedman pointed out that money supply is exogeraouk depends on
monetary policy. Money supply consists of high-pozee money and
commercial banks reserves. In short term, a gromwtnoney supply may
have an impact on real quantities, yet in long térwauses nothing but
price growth (neutrality of money) (Drabowski 198p, 104-114).

Keeping the adequate supply of money is importariedman noticed
that when money supply grows faster than produdtiarauses inflation,
which generates costs for individuals and inflatiax. To reduce inflation
Friedman proposed the k-percent rule, which meaepikg the constant
growth rate of money supply (Knakiewicz (ed.) 2044, 126-138).



Regression theorem

According to the regression theorem value of yedsigs money is
transferred to money today’s value and money tadaglue is transferred
to money tomorrow’s value. It means that today'snded for money
depends on its purchasing power yesterday. Thevidse of money may
be equated with the value of a certain good, wkiak used as money for
the first time. It can be said that demand and lsuijmp money are affected
by the previous value of money. These two forcdsongate the value until
they reach equilibrium. Ludwig von Mises says thafood cannot be used
as money if at the moment when it started to be aseone it did not have
the exchange value based on an application otla@r fioney (von Mises
1954, pp. 108-114). According to this concept @t be possible to trace
the value of money until a certain good beginsdaubed as such; that is,
until a certain good can be used as money andsnoibaey.

Institutional perspective on money

Assuming that an institution is a set of formal anfibormal principles
that determine people’s actions (Kuder 2014), iy iha stated that money
is an institution. The principles are following:iXtaken for Y in C context
(Chrobak 2014). At the basis of money there arestitorive principles:
they themselves create situations, without whioh éxistence of these
principles would be impossible (Chrobak 2014). teatain rule did not say
that it is possible to buy a certain stated amafigoods and services with
a given banknote, this banknote would not be moibuys, the existence of
money depends on the existence of a certain grbhproans who perceive
a given object as money and use it in this wagolild be stated that the
fact that a given object is money depends on tiserokrs and participants
of the institution of money (Searle 2014).

. In order to become money, a given object musi ftértain functions,
so-called statutory functions. These functions calte (or not) certain
deontic rights (which regulate interpersonal bebars) to given objects
(people, events) (Chrobak 2014). It could be sdudt tthe statutory
functions of money will be the ones known from ewmmics, in which
money:

— as a medium of exchange it is present in the exgghahgoods and
services done by households and businesses, dantjttrade and
eliminating the drawbacks of barter economy;

— as the unit of account makes it possible to expmgses and
operate accounts;



— as a store of value (thesaurization) enables usomaplete sales/
purchase transactions in the future, and to acatmuwlealth, but
due to inflation its value decreases;

— as a standard of deferred payment lets us makiersetits in a
longer period of time, e.g. a loan repayment oragnpent for
delivered goods at a later date (Begg et al. 2007104-105).

We can also talk about money which plays its rblg, simultaneously
is not material. That is, something performs stafufunctions, yet it is not
a material object to which such functions couldalssigned. An example
could be e-money or virtual money. According tordéh Searle, statutory
functions are linked with deontic rights. A matémdject is only a token
proving that a given person who uses it has cedaontic rights, e.g. the
right to make a sales/purchase transaction forreineamount (Searle
2014).

Sociological perspective on money

Money plays a vital role in a society; thereforecislogists also do
research on it. In their view money which stop«iser its functions, stops
being money. However, it can serve them only incaiked ,normal
circumstances”. In times of peace people acceptrfaney, but in difficult
periods of war they return to commodity money. @atf@s, for instance,
fulfilled the function of money in POW camps durildgorld War I, and
now they have this function in penal institutioB®(cuch 2010, pp. 95-96).

The well-known sociologist Georg Simmel in his wditke Philosophy
of Moneyenlisted the basic characteristics of money:

— instrumentality — money is a tool which makes isgible to buy

other goods, and it is not primarily an end inlfise

— impersonality — money is a social phenomenon wigighnot be
dependent on an individual. It functions because #dccepted by
people participating in the exchange process. dpef and limits
an individual to a much lesser extent than othememhgoods;

— abstract nature — the value of money is countedhenbasis of
goods for which it can be exchanged,;

— potentiality — money does not determine the waysthirch it could
be used; it enables us to do what we like and want;

— circulation and functionality — a good becomes nyoomly if it is
used as money and serves money’s functions (Bor2ddb, pp.
97-98).

Another important issue from the sociological pahtiew concerning
money is the problem of trust. Money would not exispeople did not
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believe that they can exchange it for a certainlamof goods or services.
Sociologists claim that confidence reduces tramsaat costs and enables
market economy to function. The trust in marketneeoy includes:

confidence in the operation of market — e.g. thiciehcy of

market mechanisms, the transparent nature of market

trust in market participants — honest intentions mfrket

participants;

trust in regulations and institutions supervisihg market — they
are supposed to guarantee transaction securitypekent fraud
(Borcuch 2010, pp. 105-106).

Apart from the economic functions that have alrebdgn mentioned,
money serves also many social functions. Socidiegiistinguish the
followmg (Bylok et al. 2005, pp.99-120):

behavioral function — money determines not only stoners’
behaviours, but also other human behaviours. imjgortant for
people as it can be used to purchase essentiakgtioctgulates
our lifestyles, is an object of desire and a mofiwe committing
crime. Prostitution and gambling are the most obwiexamples of
money’s impact on human behaviour.

motivational function — man works to earn money andrder to
find a job they decide on an appropriate educaligoeth.
Nevertheless, there are also unfair and immoralswafyearning
money (contract killings, drug trafficking, orgamafficking)
information function — its production technique,myols that it
bears inform us about the culture of a given sgciEhe value of
money and purchasing power notify us of the econaitilation of
a certain country. F. A. von Hayek underlines th&rmation
function of salary, whose amount may be an incertiivretraining
or changing business activity (Godtéw-Ledj 1992, pp. 107);
disintegrating function — money subordinates otredues to itself,
which may result in the breakdown of existing sbsteuctures and
the creation of new ones. For example, politiciah® take bribes
pursue aims of certain social groups and make idesiswhich
may not be beneficial to the general public. Moran also be a
tool of exploitation. The desire for money at argstcleads to
illegal activities, and then the obtained fundslatmdered.
Integrating and institutional function — money giwise to various
institutions that are connected with it, e.g. banks stock
exchanges.
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Comparison of Bitcoin to other virtual currencies

The increasing popularity of virtual currencies gmschallenges to
countries and international economic organizatidDee of these is an
appropriate classification in order to adopt lawgulating taxation and
functioning of virtual currencies. This chapter g@pts the suggestions on
such classification put forward by the Financialtidie Task Force (the
international organization consisting of 35 membersch focuses on i.a.
the prevention of money laundering and financimgotésm (Encyklopedia
Zarzdzania 2014)) anthe European Central Bank.

Furthermore, there is shown the history of virtaairencies, which is
much longer than that of Bitcoin. The emergencehef Internet was the
starting point for thinking about the creation ofvistual currency. The
major efforts to create virtual money were madéhm 1990s (Cox 2013).
David Chaum is believed to be the inventor of prted virtual currencies,
who in 1982 published a study on blind signatutkanks to which it is
possible to send information (and money too) with@wealing its sender
(Chaum 2015). This brilliant programmer and crypgét soon used his
idea to set up a quite well-run but short-livedibass, becoming a pioneer
in the field of virtual currencies.

Knowing the history of Bitcoin prototypes it is @asto assess if it has
any chance to survive and revolutionise our wathistking about money.
Next part of the chapter introduces a detailed rijg#mn of functioning and
popularity of Bitcoin.

Types of virtual currencies

According to FATF's definition, “virtual currencyis a digital
representation of value that can be digitally tchded functions as (1) a
medium of exchange; and/or (2) a unit of account/ar (3) a store of
value, but does not have legal tender status”.u¥irturrency should be
distinguished from e-money, defined as “a digiapresentation of fiat
currency”. The term “digital currency”, often usitierchangeably with the
term “virtual currency” is a bit wider term and indes e-money as well as
virtual currency (FATF 2015, pp. 4).

In October 2012 the European Central Bank delivaregport on virtual
currencies, which attemps at classifying them asewaand making their
systematical division.

According to the EBC, virtual currencies are chtwased as having
digital form and unregulated legal status. The repalists also the basic
differences between virtual currencies and e-momemoney is legally
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regulated, based on an existing, traditional cuyeand is its unit of
account, is widely accepted, its supply is fixedcontrolled, and the user
takes mainly an operational risk. On the other hadual currency is
completely new, unregulated, accepted by a nariiowal community, its
supply is either not fixed or depends on issuegesisions, there is no
control over it, and the user runs the operatideagkl, credit and liquidity
risk. (EBC 2015, pp. 16).

The classifications suggested by the EBC and FAEFqaite similar.
According to the EBC, virtual currencies can beidid into (EBC 2015,
pp. 13-15):

— closed virtual currency schemes — there is no adiorewith the
real world. They cannot be exchanged for real cusyr@and usually
function in computer games, in which they are edwore the basis
of user's performance. They can be spent on cegaods and
services offered in a game.

— virtual currency schemes with unidirectional flowirtual currency
can be purchased for real currency, but cannotxbeagged back
to real currency. This type of virtual currency ntaey used to buy
both real and virtual goods and services. An exarhpte could be
point-based customer loyalty programs.

— virtual currency schemes with bidirectional flowthkis type of
virtual currency may be purchased for real money exchanged
for real money. It is used to buy both real andual goods and
services.

FATF divides virtual currencies into the converil{bpen; other name
for EBC's “virtual currency schemes with bidirectal flow”), which have
their equivalent in real currency and can be exgldrback-and-forth , and
the non-convertible (other name for EBC’'s “closetttual currency
schemes”). Moreover, convertible virtual currenctas be divided into
(FATF 2015, pp. 4-5):

— centralised — controlled by an administrator. Tlemimistrator
issues the currency, establishes the rules fouses and may
withdraw it from circulation at any time.

— decentralised (cryptocurrencieshhave no administrator. They are
open-source, math-based, exchanged on P2P basty die
protected by cryptography and rely on the algorithased on
public and private keys pairs.

Both reports highlight the difficulty in classifitan, division and
definition of virtual currencies. It is associateith the variety of virtual
currencies and their newness. The necessity tdecsegh a classification
does not arise only from researcher’s curiosity, iuessential to create
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legal regulations of virtual currencies since theyade both legal and
taxation systems.

Bitcoin prototypes

Since the end of the 1980s there have been creadodus digital
currencies which attempted at achieving the statusternet money. The
most important precedents of Bitcoin are DigiCagtd a&E-gold. In
accordance with FATF classification they are nogtptwcurrencies, but
centralised, open virtual currencies.

But for the invention of blind signatures by D. @ha Bitcoin would
not exist today. At the turn of the 1980s and 199Dsaum set up an
American-Dutch company DigiCash and decided to @oney thanks to
his invention. The user could exchange cash held imank for virtual
currency by the means of special software (if thekballowed for such an
operation). The so-called DigiCash Mint authengdadigitally each unit of
virtual currency. Money created in this way could dent to another user,
or exchanged back and put in the bank account. Bankactions could be
conducted via DigiCash wallet software. The system ensured the
anonymity of its users (Garfinkel et al. 2002, p@g3-625). The company
failed in November 1998 and was taken over by edasihnologies due to
the insufficient interest of potential users anffidlilties in establishing
cooperation with banks and companies providingnfiiel services (e.qg.
VISA) (Pitta 2015), which was related to Chaum'pinsiveness. Perhaps,
if DigiCash had started its operations a few ydatsr, when the Internet
and online transactions became more popular, itldvbave had more
chances to achieve success.

The idea of creating virtual money did not disappedth the
bankruptcy of its pioneer. In 1996 Gold & Silver Seeve company,
founded by oncologist Douglas Jackson and Barrip#iwney, introduced
the E-gold system. In contrast to Digicash, E-golis based on precious
metals: gold, silver, platinum and palladium. Oe Hasis of the reserves of
these metals the company issued its own Interme¢rcy (E-gold 2015).
The system enjoyed huge popularity, having over Susérs in 2009.
(Forrester et al. 2013, pp. 27). However, aftenisig the USA Patriot Act,
which states that it is necessary to have a spkogglce to run a business
dealing with financial transactions (USA PATRIOT AQ015), Gold &
Silver Reserve faced serious problems. Its foundene accused of i.a.
money laundering and the dynamic growth of the Egeystem was
actually stopped (Forrester et al. 2013, pp. 27).

E-gold and DigiCash did not win the title of Intetrcurrency, as well as
Beenz, Rand and many others. In 2007 there appearadw virtual
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currency called Ven. Primarily used only by theras# Hub Culture social

network, it has been available for any owner ofeamail address since
2008 (Hub Culture 2015a). The Ven exchange rateaged on a basket
containing other currencies, goods and future estdrfor coal. The issuer
assures that this makes it stable currency, biit avitoating exchange rate
(Hub Culture 2015b).

The history of virtual currencies does not provade/ basis to expect
that the similar innovations will have permanerisence. The majority of
them came to an end due to the insufficient inteoégotential users or
because of the fact that national authorities avé likely to accept
alternative currencies which are anonymously temsé, perceiving them
only as a threat. Thus, if an issuer of virtualreocy reveals their identity,
they risk being prosecuted. That is why decenwdlisryptocurrencies have
more chances to survive than centralised virtuakeagies.

Bitcoin

Bitcoin was established in 2009 (Nowakowski 201%. [58-62),
however, it does not have a single definition so fehe analysis of
available literature and Internet sources leadshé conclusion that the
majority of authors concentrate on how Bitcoin w&rlomitting such an
important issue as what exactly it is (Nogackile2@15a). Undoubtedly,
Bitcoin is an innovation, but not so new as itangtimes thought. Thus,
giving the appropriate definition seems to be diffi, yet possible.
Definitely, Bitcoin (according to the presentedssidication) belongs to
open, decentralised virtual currencies with bidiml flow (i.e.
cryptocurrency). The name Bitcoin refers not omatunit of money, but
also to software and the P2P network (Nowakowskb2@p. 58-62).

There is also a problem with establishing the nafr&itcoin’s inventor
(inventors?). We know only a nickname: Satoshi Mai@. The author
himself defines Bitcoin as ,an electronic moneyteys operating within
the Peer-to-Peer system” (Satoshi Nakamoto 2016)wlnder that the
author of the Bitcoin system carefully concealsitentity if we recall the
fate that awaited the inventors of previous virttiarencies.

How to get Bitcoins?

Bitcoins can be obtained in a few ways: by exchaggyour own
financial resources, receive them from another ,user mine them
themselves. Although the first two ways do noteaaiay doubt, the last one
may be unclear.
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So-called Bitcoins’ mining consists in running sipeésoftware on one’s
computer. A computer uses its computing powersbeesa cryptographic
task. If it solves the task as the first one, tlseru(often named as a
,miner”) wins currently the ,prize” of 25 BTC (Mazck et al. 2013, pp.
37-38), but every four years it will be reduced hif (in 2017 it will
amount to 12,5 BTC) (Kapiszewski 2015). The mommpoating power the
computer has (precisely, the higher is the proportof the power it
contributes to the mining pool), the stronger thance of overtaking other
competitors (Nowakowski 2015, pp. 62). Having beemified by the
mathematic systemProof of work”, new Bitcoins are collected in a
database. They cannot be mined more often than evesy 10 minutes
(Nowakowski 2015, pp. 62). Over time Bitcoins’ nrigi has been more
and more difficult and requires using better hamdwadhat is why the so-
called mining pools are increasingly popular: these the computer
networks that facilitate mining this cryptocurren@®farczuk 2014, pp. 54)
However, Bitcoins cannot be mined indefinitely. Freupply is fixed up to
21 M, and the last Bitcoin is supposed to be minef136 (Nowakowski
2015, pp. 62). The increasing “difficulty” does naflow for a sudden
increase of Bitcoin on the market (Szymankiewicz£2Qp. 65), which in
January 2015 amounted to over 14 M (Blockchain.#tih5a).

Bitcoins can be purchased in so-called stock exgdmncurrency
exchanges or directly from another user, e.g. wi@rhet forums and
special websites (Bitcoin.pl 2015a). Another ingéireg method of earning
a small amount of BTCs is to complete tasks on iefssuch as watching
advertisements on special platforms (Szymankie@@d4, pp. 65). Earned
currency is kept in so-called wallets (Nowakowdbd 2, pp. 59).

Wallets and the transaction mechanism

Bitcoin is not a physical object. That is why thexgpears a problem

how to keep it. The user can do the following:

— use special ,wallet” software (Forrester et al. 20dp. 38)- this is
the most practical solution, but exposed to cylbacks. A Bitcoin
wallet generates public keys (Bitcoin addresseslichvindicates
the place of payment, and private keys, which aegluo authorize
it (Nowakowski 2015, pp. 60-61);

— write down the private and public keys generatethieywallet on a
piece of paper or save them in a word processark@013, pp.
8). This method helps to avoid the risk of cybex@tand Bitcoin
theft, but is not very practical. The piece of papey be easily
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lost, whereas the file can be accidentally deletddst in any other
way.

— materialize the owned currency, i.e. ask a profesdi company
(e.g. Casascius Coin) to produce an object sirtolarcoin, usually
using precious metals, with the Bitcoin symbol. Tikeer side of
such a coin bears a hologram with the private Ezyihankiewicz
2014, pp. 76). Nevertheless, this solution is vexpensive and
little practical;

Regardless of the ways in which the user plansseogenerated keys,
they must begin with choosing the appropriate tyjpeallet. These are just
some of them (Bitcoin.pl 2015b):

— software wallets — can be used only on devices lniohwthey have

been installed;

- offline wallets;

— browser-based wallets — do not require installatyau just have to
log into an online service;

- instant wallets — to get them you do not need tgster in the
service;

— mobile wallets — dedicated to mobile devices;

— wallets on flash drives — e.g. USB drives.

Offline wallets are believed to be the safest asy tdo not have to
connect to the Internet and therefore are the lealsterable to hacker
attacks. Browser-based wallets are the least sgfecially the instant. This
is associated with the necessity of choosing adduservice provider that
will not suddenly disappear from the Internet, takithe database with
users’ keys. That is why it is advised to keepedhmmly a small amount of
BTCs, especially the one that will be soon tramsfiéto another user.

Wallets show the information about the availabledsiand enable us to
carry out transactions, just as online bank accouint order to ensure
safety and anonymity, a Bitcoin user should usetamgair of keys during
each transaction. The use of the same public kejlitédes tracing
transactions. Next way of securing one’s Bitcomshie diversification of
resources, that is, the division of possessed Bicimto various types of
wallets. Another methods are to encrypt the walletipdate of antivirus
software.

In order to send Bitcoins to another user one nded$ype their
password (the public key) in the appropriate piacie wallet and choose
the number of Bitcoins to be transferred (Clark20dp. 10) Bitcoin can be
divided into (Szymankiewicz 2014, pp. 39):

— 100 bitcents (cBTC),

— 1000 mbits (BTC),
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— 1000 000 ubits
— 100 000 000 satoshi.

The price of Bitcoin varies in stock exchanges amgency exchanges.
Between 2013-2014 it was characterised by a hidgtility. At the end of
2013 the price increased more than tenfold, whategated lively interest
in this virtual currency. In December 2015 the @rat Bitcoin was ca. 360
USD and it seems that it has been stabilising.qBibain.info 2015b).

The Bitcoin market

The analysis of the Bitcoin market shows its masers that are i.a.

— natural persons (irrespective of the reasons fesgssing BTCs),

— businesses (e.g. vendors who accept payments is)BTC

— BTC stock exchanges,

— BTC currency exchanges,

— operators of BTC cash machines.

Despite the fact that BTC’s supply is continuousigreasing as well as
the interest in this form of payment, the resedras shown that over 78%
of the whole BTC supply does not circulate in tiistam (Ron et al. 2015,
pp. 7). This is the money which is located in walland is treated as an
investment (also BTCs that were forgotten by tleiners and were the
effect of the experiment with this currency befitsevalue went up). These
Bitcoins have not been used in any transactiorediney were obtained by
their present owners.

Bitcoin is a part of an international tendency toadgathe increasing
importance of cashless payments. In 2005 this slraminted to 34.6% in
Poland (EU 67.8%), in 2010 — 54.5% (EU 75%) (NBRZ2®p. 27). The
popularity of making payments via online bank actsuhas also been
growing. In 2009 46% of the owners of a bank actaurPoland accessed
them online. In 2013 this percentage went up to 58fa 79% of users
made payments online very often (2009 r. — 73%)igbta 2015, pp. 17-
18). Taking into consideration the growing intergsbnline and cashless
payments it could be stated that Bitcoin is anositege in the development
of the online payment market. Wallet software ugusdsembles online
bank accounts in its interface and options.

One of the most popular and most often recommendethod of
getting cryptocurrencies are stock exchanges. Tde popular and having
a significant proportion of total transaction volenare (Bitcoincharts
2015a):

- BTC China — 52%;

- BitFinex — 20%;
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- BTC-E - 6%;

- BitStamp — 6%.

Bitcoin stock exchanges are popular all over therldvolt is
demonstrated by the fact that there we can exchBitgeins for ca. 29
currencies (Bitcoincharts.com 2015b). The mostroéiechanged currency
through BTC stock exchanges is the Chinese yua®o (88are in all the
transactions), the second one is the US dollar 3% eleventh one is the
Polish zloty (Bitcoincharts.com 2015a).

The most known BTC stock exchanges where it isipless carry out
transactions with the Polish currency are (Bitqai2015c)

— BitCurex with the office in £64d— Bitcoin quoted only;

- BitMarket.pl with the office in Cyprus — Bitcoin, itecoin,

Peercoin, Dogecoin;

— BitBay with the office in Katowice — Bitcoin, Liten;

- BITMASZYNA with the office in Wioctawek — Bitcoinl.itecoin;

— Bitstar with the office in Warsaw — Bitcoin, Liteog

— Nevbit with the office in Gdynia — Bitcoin;

— Bitorado with the office in Pozma— Bitcoin, Litecoin, Dogecoin,
Namecoin, Feathercoin, Peercoin, Darkcoin, Vericafertcoin,
Polcoin;

— Autovaluta with the office in the Republic of theakghall Islands—
18 virtual currencies, including the 3 generatedPland: PCC
(PolishCoin), PLNc (PLNcoin), PLC (Polcoin).

BTC stock exchanges are not only places where angurchase or sell
Bitcoin. Some of them offer their users anothewises, such as funds
storage or the access to the statistical datartual/currencies.

BTC cash machines are another entities on the iBitwarket that are
worth attention. They make it possible to buy (eeidboth sale and
purchase) Bitcoins owned by a user (Chip.pl 20IBg procedure of BTC
purchase is following (Franco 2015, pp. 48):

— One inserts money to a cash machine after choasirappropriate

option;

— The device scans the QR code generated by waftgtege which
contains user’s encrypted public key;

— The cash machine transfers BTC at the given address

What is interesting and not much in accordance whth idea of
Bitcoin’s inventor — anonymity, the majority of ¢amachines require that
the user verifies their identity before starting tprocedure, usually by
scanning an ID card or a hand (Franco 2015 pp. 48).

The use of BTC cash machines is especially usefyddople arriving to
another country who want to buy local currency (€ 2015 pp. 48).
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Banks usually charge for using traditional cash mvees abroad, let alone
currency-conversion fees. BTC cash machines donmakte additional
charges, and the commissions taken by the comp#maégun them are
small, especially if a tourist decides to visitauotry that is not a member
of the EU.

Data indicates (Wong 2015) that the largest pramorof BTC cash
machines is located in the USA and in Canada. moissurprising as the
first BTC cash machine was used in Canada (CBCN2@is). In 2014
there were four cash machines in Poland, but thdtde more of them,
thanks to the Bitcoinmat project. The commissioketa by their cash
machines is just 5% (Chip.pl 2015). BTC cash mashiare present not
only in highly developed countries, but also in eleping and those most
exotic. Bitcoin does not recognise borders likeItiternet. Since 2013 the
number of BTC cash machines in Canada has increasmser 300 (Wong
2015).

The popularity of BTC is also proven by the facattmearly 6.5
thousand places in the world accept payments ia turrency. The
majority of such places can be found in Europe Sndth America, but
actually it is possible to pay in Bitcoin on anyntiaent (except Antarctica)
(Coinmap 2015). You can pay tuition fees in Bitcainthe University of
Nicosia (a cheaper method for many students froric&y, as well as make
donations (e.g. for WikiLeaks) (Szymankiewicz 201dgp. 29). The
growing number of businesses and organizationsresited in the
introduction of payment in cryptocurrencies indegsathat they notice its
increasing popularity. In the past, payment bypietee or payment card
was a completely new concept. Nowadays many consuca@not imagine
that it is impossible to make payment with a payimesrd. A similar
situation may take place in the future with payraentcryptocurrencies.

A Bitcoin user: the statistical profile

In October 2013 Tyler Durden presented the resoit@an Internet
survey which aimed at creating the statistical ifgobf a Bitcoin user.
According to this survey, the statistical Bitcoisen is an unbelieving man
aged ca. 32 with the anarchic and capitalist viigden 2015).

When it comes to the ways of using Bitcoin, 55% uskrs made
donations in this currency or gave it as a gift¥s3paid for IT services,
35% used it in gambling, and 16% purchased drudérer illegal goods.
What is interesting, 39% of respondents lead almgéfestyle (they do not
smoke, drink alcohol and take drugs). 82% of redpats describe
themselves as Bitcoin users, 60% treat BTC aswasiment, and 42% are
Bitcoin miners (Durden 2015).
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Bitcoin and the history of money

Bearing in mind the previous analysis concernirgtitstory of money
it could be said that Bitcoin has most of the esgkfeatures of money

(Hoffm

an 2014):

durability — BTC is digitally stored, is not damaigeshen used as
money;

divisibility — 1 BTC can be divided into 100 000®Aanits, called
satoshi (Szymankiewicz 2014, pp 39) (traditionalnep can be
usually divided only into 100 units);

portability — in order to fully enjoy the functiolity of BTC, one
has to install wallet software on a mobile device;

stability — the value of BTC is subject to largectuations, but
depends on the law of supply and demand, as wasateewith the
first commodity money;

determined value — the current value (December 201 1 BTC
equals to ca. 360 USD (Blockchain.info 2015);

limited supply —BTC target supply is fixed and amtsuto 21 M
(Nowakowski 2015, pp. 62), and the parameter cliffy”
prevents the sudden increase of the BTC supplyhenntarket
(Szymankiewicz 2014, pp. 65);

general acceptability — the first objects used amney were
accepted by inhabitants of a certain territory, BAG is accepted
by the Internet community and the growing numbepmlfne and
traditional shops.

Thus, the idea of using a certain good as monagtisew. If in the past
parts of linen, shells, grain and animals weretéeas money, today this
can be an IT-cryptographic creation. The userdheflhternet agreed that

Bitcoin
animal

is money, as did people centuries ago wip the fur of a wild
. Although Bitcoin does not have all the poesly mentioned

features of money, it is thought that only precioustals can have all of
them (Hoffman 2014).

Bitcoin and the sociology of money

G. Simmel enlisted the features money according/tich Bitcoin is
analysed below.

instrumentality — Bitcoin allows for the purchadesostual and real
goods and services, not being an end in itself fie®ple want to
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have BTC so as to exchange it for goods, servathsy currencies;
it is not just a part of their wallets);

— impersonality — Bitcoin is more and more often g@ted as a
means of exchange among the Internet users. lotdenascribed
to an individual;

— abstract nature — the value of BTC is shaped byaiveof supply
and demand. If we could not buy anything for itwibuld be
valueless (it would have only collection or sentita value);

— potentiality — thanks to Bitcoin one can satisfyeithneeds,
purchasing goods and services;

— circulation and functionality — Bitcoin is used m®ney and fulfils
its functions (is a means of exchange, of accunwatunit of
account, measurement of delayed payments). Thesstatutory
functions of money, which grant its users deoritibts to carry out
purchase — sale transactions.

All things considered, it could be said that Bitcis money. However,
in the case of Bitcoin, the problem of trust is imserious than in the case
of traditional money. Nobody and nothing contrdis value of Bitcoin and
the safety of its users. In the event of BTC tita# difficult to stand up for
one’s rights, especially if Bitcoin is illegal in given country. The user
must have trust in Bitcoin exchange platforms andther users.

Bitcoin, like traditional money, serves also socfahctions. The
behavioral function of is fulfilled because the usfeBitcoin encourages
people to learn more about cryptocurrencies. Dusdemrvey reveals that
70% of respondents broadened their knowledge ofnfias and
cryptography thanks to Bitcoin, whereas 42% leamede about laws and
regulations (Durden 2015). The motivational funatis fulfilled by the
popularity of Bitcoin mining — many miners use tmsthod to earn money.
The fact that Bitcoin is used by criminals and gnewing number of stock
exchanges and forums are the examples of the eligating, integrating
and institutional functions. Nevertheless, it idfidult to say how the
information function of Bitcoin is served, as itn®t material and is not
linked with the economy of any specific country.

Bitcoin and economic theories of money

When Bitcoin caught much interest in the mediayas often repeated
that this currency would revolutionise our viewmbney. In this part of
study, Bitcoin is analysed from the perspectivatmdve mentioned theories
of money in order to find out if it does not viadathe rules referring to
money.
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According to J.M. Keynes, money is characterisedhayhigh level of
liquidity. People choose the form of keeping tredrings on the basis of
the level of interest rate (Knakiewicz (ed) 201f, p27-233). In the case
of Bitcoin there is neither an interest rate noy eeward for keeping one’s
savings in this currency. Bitcoin owners believattthe value of their
savings will increase due to the interplay betweapply and demand.
Another important issue is Bitcoin's liquidity. Kegs highlighted that
money should be easily exchanged for other adsgletanwhile, few shops
and service points accept Bitcoin as a legal ter@erthe other hand, if the
user finds such a place, transaction proceeds sigodtoreover, thanks to
BTC stock exchanges and currency exchanges crypémay may be
easily exchanged for real money or other virtuatency. Thus it could be
said that Bitcoin has high liquidity in the virtualorld, while in the real
world this liquidity is much lower. Here we shoultbte the so-called
.hetwork economy”: acc. to M. Chlebuhe virtual network, creating its
own reality, may violate old theories and laws,luding economic ones.
(Chlebs 2015, pp. 4). If economy changes (the subjecteskarch), so
should science. The economy of virtual reality estssof all the actions
taken by Internet users and the results of themofiem real goods and
services (Chlebu 2015, pp. 9). Yet the most important feature of th
network economy is the fact that it functions withanstitutions known
from the real world (ChleBBu2015, pp. 18). Bitcoin and other virtual
currencies perfectly fit into it. Considering thbacacter of the network
economy, the fact that Bitcoin’s liquidity varies the real and virtual
worlds does not contradict Keynes’ views on moriHye next important
issue are the motives behind keeping money. Haairaysed the Bitcoin
market it may be said that here the speculativévedd the most important
as the interest in Bitcoin increased consideraliigmits value went up and
its current owners earned huge profits. The prémaaty motive does not
perform here an important role as it is uncertdiBiticoin is another
speculative bubble. It is also the case with taagactions motive since the
greater part of the BTC supply is not present endystem (Ron et al. 2015,
pp. 7).

Monetarists believe that the increase in money Isuppst be followed
by inflation (Drabowski 1987, pp. 98-104). It isngeally thought that
Bitcoin, whose supply is fixed, will be deflatioyabecause of its nature.
Moreover, the fixed supply does not pose the risi& sudden shortage of
BTC on the market because Bitcoin as a digital tmeamay be divided
into very small units qatoshj (Cawrey 2015). However, there appear
opinions that deflationary nature of Bitcoin wilestroy it as people will
stop making transactions. Nevertheless, it is wodticing that Bitcoin is
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kept in speculative purposes, and the transacti@atsare carried out in this
currency refer mainly to goods and services whiehheardly available (or
it is safer not to purchase them) in traditionairency (Weisenthal 2015).
The wisdom of the above mentioned statementslisistier dispute and it
seems that it will not end... Some researchersncthat Bitcoin is money
just for a small group of people. The supporterthisf belief underline also
the vital importance of the speculative motive aeging money in
comparison with the lesser importance of the tretimas motive. If we add
to this the fact that the use of virtual currendgestill not very popular, it
could be said that deflationary nature of Bitcoifi wot influence the real
economy (Ali 2014, pp. 276). In order to remedy dedlationary character
of Bitcoin (and its unpredictable consequences) rdte for increased
supply of this cryptocurrency should be set uprimet and there should be
no fixed supply (Ali 2014, pp. 282). However it sihd be noticed that
Bitcoin’s supply is growing in time and this wilappen until the level of
21 M has been reached. Another problem mention#ddmnihe context of
fixed supply is the fluctuation of Bitcoin valueused by the fact that the
money supply cannot react to the changes in der(@ih@014, pp. 283).
To sum up, it could be stated that Bitcoin has flatienary nature, but it
will not influence the real economy until Bitcoiredbomes a widely used
unit of account. Taking into consideration the fiett Bitcoin users keep it
in speculative, not transactional purposes, thiatighary nature of Bitcoin
seems to have marginal importance.

Another topic of an intense discussion is if Bitc@iomplies with the
regression theorem. The supporters of not complyiitg the regression
theorem turn attention to the fact that Bitcoin we a commodity the
moment it started to function as a medium of exgkarOthers say that
Bitcoin does not violate or even complies with tegression theorem and
they present many arguments supporting their th@sisse are some of
them:

— Mises’ regression theorem refers to barter econantg/ addresses
the problem of measuring the purchasing power ofien
commodity. It is possible to measure Bitcoin's asing value
because of its exchangeability for other curren(sesh as USD),
which were exchanged for gold in the past (Sie2013, pp. 42-
44);

- the issue of regression theorem does not refeittmiB because it
is not money yet, but only a medium of exchangés(itot widely
accepted) (Benedykt 2015);

— the non-monetary value of Bitcoin was created ley whll of its
inventors and first users of the system to pamigpin this
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experiment. These intangible values got the exahmamatye, which
made it possible to measure the purchasing powendykt
2015);

The first mentioned argument is the most convincirige only problem
is how Bitcoin’s exchange rate has been establisfied author does not
explain it clearly, noticing only that Bitcoin waseated when monetary
economy existed and the only problem of regresgienorem is associated
with barter economy (Siefid2013, pp. 43). The second argument seems to
be the easiest solution, however the author of tiésv clearly avoids
saying which side he takes. As it has been merdiam¢his chapter, if we
take into consideration the existence of Bitcoiarascommunity, in which
it is generally accepted as a means of paymemhight be regarded as
money. However, here the definition of ,generalig’ questionable. If
money is regarded as a means of exchange accdpiedeatain territory,
then it is impossible to separate out such a ¢eyriivhere Bitcoin is used in
the virtual world. If such a territory is extendedthe whole world, then it
is difficult to imagine that a customer pays indi$h shop with a currency
from a small country from the other side of the Mawithout difficulty.
Certainly, there are vendors who will convert thice of goods at the
currently applicable exchange rates and will coilnet conversion costs.
The last of the enlisted claims seems to be a gluatempt at finding a
solution to the problem as it is unclear how thdl W participate in the
project became the medium of exchange. The questiibrit is possible at
all. Nevertheless, one may venture to modify thigument. The non-
monetary value of Bitcoin would be then the innoxatiT-cryptographic
system: the technology that makes the existencthisf cryptocurrency
possible, and precisely, the possibility of senditagga with it. This data
would become money in a small community of Intensérs. It could be
stated that the issue ,Bitcoin and the regressimorem” is important,
taking into consideration the heated debates &rmet forums. But, on the
other hand, should we really look for the solutrmw if there may appear
completely new and more reliable data on the \irtuarencies in the
future?

Table 1. Bitcoin and traditional money

Feature Bitcoin Traditional money
L Higher in the virtual world .
Liquidity than in the real world very high
General (in virtual .
Acceptability community of Bitcoin General (but often in p

limited area)

users)
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Motives for holding | Rather the speculative than

money the transaction motive Any
Supply Fixed May be changed
Inflation No Yes
Deflation Yes, it has deflationar Yes
nature

Debatable, but it may bg
stated that it complies with Yes
the regression theorem.

Compliance with the
regression theorem

Source: own work.

Table 1 contains the summary of the most relevasuds presented in
this part of the chapter. Having analysed the mwsibf Bitcoin regarding
economic theories it could be said that it doesungiate in any way the
above mentioned theories of money. There are sahatable points, but
they should not be considered as a confirmationootradiction of these
theories. As it has been said, if the subject séaech changes, the possible
modifications of its science are completely natuBilcoin does not bring
about a revolution, but encourages to study de#myissue of money,
which has been constantly evolving.

Bitcoin’s legality

Because of the criminal potential and the diffimdt with Bitcoin’s
taxation, governments of many countries are corisigenow to regulate,
legalise or delegalize this currency. The most nage actions have been
taken by the USA. Since 2013 the companies thdtwdéathe transfer of
virtual currencies have been regarded as entitiess® activity requires
obtaining the license issued by the Financial Csifiaforcement Network
(FInCEN). In accordance with the American law saompanies must also
collect data on transactions (Bohme et al. 201528f). In the same year
the agency presented the project of a regulatiahwould introduce the
obligation of registration for these Bitcoin use#tso hold it for commercial
purposes (Louis 2015). On the other hand, a coufteixas acknowledged
Bitcoin as a currency because it enables us tchpsecgoods and services
(Siernat 2015). In 2014 it was précised which camgmand individuals
are subject to the regulations from 2013. It wasnakd that regulations do
not apply to: individuals and companies that 1)eritcoin for their own
internal use, 2) create or sell software for pusehand sale of virtual
currencies, 3) purchase or sell a virtual curresoy as to make an
investment for their own use (Poindexter 2015) BN introduces many
regulations and proposals regarding virtual cuiesydhus the USA may
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be considered a country that is the most interestedgulating Bitcoin’s
legal status. However, not only the USA has notitieal risk posed by
decentralised virtual currencies. Some countriesh(sas Russia (Pietkun
2015) and Thailand (Wyborcza.biz 2015)) have chosasier way and
instead of thinking how to regulate virtual curresc they simply
acknowledged them as illegal, solving all the peold. Table 2 shows the
legal status of Bitcoin and other virtual curresciound the world.
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Table 2. Bitcoin’s legality in chosen countries

=

Country Legal status

China Legal for individuals, illegal for financiadstitutions

Finland Legal (it is regarded as a commaodity)

France Legal (unregulated)

India Legal (unregulated, but the Central Bank Wwasned citizens
against virtual currencies)

Iceland Ban on purchasing Bitcoin abroad and aaugpBitcoin
payments (Raymaekers 2014, pp. 36)

Japan Legal (no regulations) (tvn24bis.pl 2015)

Jordan lllegal for banks, stock exchanges and ofimamcial and
clearing institutions

Canada Legal (still working on its regulation)

Colombia Considering whether to ban BTC

Germany Legal (status of private money)

Poland Legal (no regulations) (pb.pl 2015)

Russia lllegal

Singapore Legal (authorities do not interfere ioegeting BTC paymentg
(Ah Kun Ca2014, pp. 47)

Switzerland Legal (consider treating virtual cudies as any othg
currency)

Thailand lllegal

USA Legal (many regulations)

Source: Wright (2014)

Despite the fact that Poland’s Ministry of Finarttas underlined the
risks from Bitcoin, it is still unregulated and itse is legal (Ministerstwo
Finanséw 2015). In January 2015 there was a camdilie dispute in the
media over closing bank accounts of Bitcoin userg, BPH bank blocked
the account of a BTC stock exchange (BitMarketlpvas caused by the
letter from the prosecutor’s office stating thateoof the bank accounts
belonging to this stock exchange was used agairestlaw (Money.pl
2015). Such incidents give one cause to wondeorifeslegal regulations
should be introduced in Poland too, which wouldcjz® legal and illegal
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use of virtual currencies. However, it is not theation of the law, but its
enforcement that poses a problem. The anonymitythef system, its

international character and the lack of a managwghority make it

impossible to enforce the created regulations. 8ibeg, the easiest way
would be to ban BTC (like Russia and Thailand), sluld the honest
users of virtual currencies be punished for the tfaat they may be used to
finance criminal activities? It is similar to therb on the production of
knives just because one can kill with them.

Bitcoin’s taxation

Although the regulation of using and holding Bitcas difficult, its
taxation seems to be even more problematic. Thdddbat users that hold
it earn profits, since the value of Bitcoin is ieasing. The situation is
similar to a man who keeps his money in a savimgeunt. Every time
interest is credited to his account, there is glgiol a tax, called a tax on
capital gains (Kaffiski 2015). Governments of many countries are thigki
if and how to tax virtual currencies.

In March 2014 the Internal Revenue Service in tIBAYIRS) issued an
opinion that such actions as trade in virtual aucies may generate profits
which ought to be taxed (Bohme et al. 2015, pp-233). This solution is
based on acknowledging Bitcoin as a commodity (Béalikwignall 2014,
pp. 13), and the profits made from such trade eapital gains (Jacobsen
2014, pp. 42). Canada solved this problem in alainway. Yet, the
situation is a bit different in the case of ,mifer§he profits earned by
them on mining Bitcoin are subject to taxation be same basis as the
self-employed. The similar case is with a persoro wbtained Bitcoins
through the sale of goods and services. Nevertheliean enterprise pays
its employees remuneration in Bitcoins, then isuject to the same tax
obligations as the remuneration paid in a tradtiarurrency (Lane et al.
2015, pp. 12-13).

The Reserve Bank of Australia recognizes Bitcoinaasalternative
currency for the national currency and as a paymsgstem. The Australian
Taxation Office (ATO) regards transactions conddiéteBitcoin as barter
transactions, and Bitcoin trading is subject to tidwe on capital gains. In
New Zealand the basis for taxation is the markdtievaof goods and
services purchased with virtual currencies (Mallo2014, pp. 34).

In Poland, the Ministry of Finance regards the sdiBitcoin and other
virtual currencies as the chargeable transfer apgnty rights. The taxpayer
can choose the tax with lump from registered incoftls, it is necessary
to consider the income from such transactions enpgérsonal income tax
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return form (ksiggowasé.infor.pl 2015). The issue of VAT on Bitcoin has
not been precisely regulated yet. It is still becmpsidered if a transaction
in Bitcoin is an electronic service (subject to WAGr a financial service
(not subject to VAT) (Nogacki et al. 2015bhe Tax Chamber in Katowice
interprets the activity of enterprises that comssist virtual currencies
trading as an activity which is subject to VAT ¥oeeds 150 000.00 PLN
turnover (Szymankiewicz 2014, pp.77-78). One ofgsbggested solutions
to the problem of VAT on Bitcoin is to exempt ibim this tax; it is the
easiest solution, but it is difficult to say ifig right (ksiegowosc.infor.pl
2015).

Table 3 presents how virtual currencies, includiigoin, are taxed in
some countries that have not been mentioned be@mehe basis of this
information it could be said that each country apphes this matter in its
own way. It will not be possible to introduce apmiate changes in the tax
law until the virtual currencies have been fullyagxned and there appear
international studies explicitly stating that theserencies are money or
commodities. It is also necessary to learn moresatie Bitcoin network
infrastructure in order to find people who do netypaxes. The above
presented analysis reveals how many problems arergted by virtual
currencies for governments if we take into congitlen only legal and tax
issues.

Table 3. Virtual currencies taxation around the world

Country Tax treatment
Brazil Capital tax on each transaction, but the exemg@ioounts to
16 000%
Enterprises that trade in virtual currencies atgestt to
Denmark .
taxation
Bitcoin is not subject to VAT, but miners are subje
Finland income tax and people trading in virtual currengag tax on
capital gains
Norway Virtual currencies are subject to wealth tax
Singapore BTC stock exchanges pay tax on the wdlgeld currencies
. Tax is paid by miners and trade companies whickatcc
Slovenia L7 .
payments in virtual currencies
Great Britain VAT on goods and services paid irc8ii

Source: Wright (2014).
Conclusions
,could Bitcoin be regarded as money?” has beenntbst important
research question at the beginning of this workvilta conducted
necessary analyses it turns out that it is a velyathble issue, however,
this article supports the thesis that Bitcoin isnew It is possible to say
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that it does not coincide with the presented tlemorof money. The
debatable points appear only in the case of ecantimiories of money,
especially the regression theorem and general taduiify as a feature of
money. It makes us aware that money as a phenoni&sopeen constantly
evolving and it cannot be said that it has beeraestively examined. If the
subject of research is changing, the science shchdehge too. Perhaps
there will appear a new approach towards the thebrgnoney and the
issues that today are disputable will become @edrobvious.

Another question has been whether Bitcoin is apvation. In this case
the presented analysis does not leave any doulitsiifBis an innovation
in terms of used technology and IT solutions, aitree idea of ,Internet
money” is one of many followers, yet the first tiais become so popular.
Even in the primordial times people agreed thategam good would
become money. Consequently, in the' 2éntury such a good may be a
creation of an IT system.

When it comes to the taxation and legal statusitafoB one should pay
attention to the necessity of passing appropretes Iwhich regulate these
issues. It is not only about the loss of state btudgvenue from taxation,
but also the international security. It seems thate should be established
an organization that would control if virtual cumoées are not used to fund
criminal activities. On the other hand, the existenf such an organization
would be incompatible with the idea of Bitcoin asis defined by
anonymity and the lack of managing authority.

Whether we want it or not, cryptocurrencies will fresent in our life,
at least in the near future. There have been pedehe examples of
companies that are interested in developing thantdogy that makes
Bitcoin’'s existence possible. Even if virtual curcées end in complete
failure, the IT infrastructure is worth being ajgplito other fields.

Bitcoin and other virtual currencies may be examiifieom various
perspectives, not only economic. It may be treaked sociological issue —
the response of society to the increasing lackrudttin politicians and
monetary authorities, caused by international fomelrcrisis, or an IT issue
— focusing on the technical aspects of its fun@tignBitcoin is an up-to-
date topic that has not been examined in details tih is worth more
attention from researchers.
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