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Cryptocurrencies | Not Yet For The Mainstream 

Although the rapid growth of cryptocurrencies has captured global attention, the 
nascent ecosystem is skewed toward trade and investment rather than payments. 
We think authorities will play an instrumental role in the further development of the 
ecosystem through their controls over existing legal and financial systems. 

The Crypto Universe Is Rapidly Rising In Value 

Source: CoinMarketCap and Coin360. 

What are cryptocurrencies? 

Decentralized tokens. These digital tokens are created or “minted” through protocols developed by private 

sector parties, not by any central monetary authority. The tokens are encrypted and issued over a distributed 

ledger technology (DLT) network where transfers are permanently recorded and each entry verified by 

consensus or validated by “special users.” The number of tokens and other features is predetermined in the 

protocol and is typically not altered after launch. However, mechanisms for altering tokenomics vary widely 

depending on whether they are on-chain tokens, such as SushiSwap or Uniswap [with their native tokens 

SUSHI and UNI], or native blockchain assets, such as Ethereum or Bitcoin.   

Stablecoins. This form of cryptocurrency is a crypto token that is linked to underlying assets, such as national 

currencies, commodities, other crypto tokens, or other financial instruments. Stablecoins are designed to 

ensure price stability and enable investor access to a wider range of assets on crypto exchanges. Stablecoins 

are increasingly being scrutinized by policymakers because of the limited transparency of the underlying 

assets. They have also raised issues common to all cryptocurrencies concerning the possibility of illicit 

transactions and their threat to financial system stability should they significantly substitute traditional 

money. 

The current landscape 

Filling a void.  The prime reasons for advocating the use of cryptocurrencies as alternatives to traditional 

money are their digital and decentralized nature and token scarcity. Bitcoin is the first of its kind and the most 

prominent. That said, many proponents of bitcoin do not see it as currency (means of payment) but rather as a 
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store of value, like gold. Ether, the second-largest cryptocurrency, offers smart-contract functionality and is a 

host for decentralized apps and hundreds of thousands of tokens and their underlying protocols. The list of 

uses and alternative coins continues to expand, which is a distinct feature of this ecosystem compared with 

central bank digital currencies (CBDC), which focus on a single payment currency. 

On the other hand, while key cryptocurrencies enjoy efficiencies compared with fiat money (government-

issued and backed currency) transactions, for example in cross-border transactions, some advantages could 

be reduced by more sophisticated CBDC implementation. Some CBDC implementations have promised smart 

contract features that could compete with decentralized composability and further diminish these efficiency 

advantages. 

Valuation is not based on a strong payment ecosystem. With long wait times for a transaction to go through, 

it is difficult to envisage bitcoin being used as a mainstream currency for payment without a centralized 

intermediary. Most cryptocurrencies are not built on strong payment-based foundations, although some have 

robust money transfer adoption, such as Stellar Lumens, Ripple, and Solana. Notable evidence of payment 

adoption is Visa’s use of USD Coin (USDC), a stablecoin backed by the U.S. dollar, to settle transactions on 

Ethereum, launched in Q1 2021. Layer 2 protocols, such as Bitcoin's lightning network and Ethereum’s 

Arbitrum and Optimism, which enable transactions between parties off the blockchain, could address the 

latency issue.   

Regulation could limit cryptocurrencies' value. Authorities could potentially use their control over the 

existing legal and financial system to cut off the fiat channel funding the crypto exchanges to stave off growth 

in adoption while also regulating them to diminished levels. A wide range of potential policy and regulatory 

actions could ultimately affect use cases, scalability, and valuations. Anti-money laundering, combating the 

financing of terrorism, ransomware, securities law violation, and environmental considerations are some of 

the rationale for regulatory action.  

The credit implications 

Compliance risk. The search for additional sources of revenue, particularly in the form of fees, could lure 

financial institutions with the appetite to deal in this speculative asset class. Rising valuations and growing 

popularity are attracting the attention of fund managers, bankers, payment processors, and traders. These 

financial service providers are typically regulated and may be exposed to developing rules and possible look-

back audits in principle-based supervisory regimes. 

Legal rights and counterparty risk. Failed crypto exchanges have resulted in losses. Investors are also subject 

to cyber risks. Cryptocurrencies are generally not recognized as securities by law. Therefore, holders may not 

benefit from legal protections and are vulnerable to market manipulation and other malpractices prohibited in 

traditional trade. Financial institutions handling or taking positions in crypto trades are exposed to these risks.  

Volatility and customer risks. A growing number of companies, and even countries are accepting 

cryptocurrencies as a form of payment or legal tender. In addition to investment risk connected to 

cryptocurrencies’ price volatility, they are also taking on additional know-your-customer risks where proof of 

transferee identity is more difficult from certain crypto accounts.  

Reputational risks. Losses, especially endured by vulnerable segments of society may have significant 

reputational damage to financial-service providers, such as fund managers, especially if inappropriate selling 

practices are involved. This could also entail monetary penalties. 

Dollarization, cryptoization. Crypto could undermine a country’s monetary control if cryptocurrencies became 

more mainstream. This is similar to dollarization in some emerging countries although cryptocurrency 

volatility may be less of a concern relative to fiat value. Relative money remittance efficiency is another 

proponent of cryptocurrency usage in those countries. The mixed policy response shows varied appetites to 

systemic risks. 
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Until 
cryptocurrencies 
become more 
mainstream, they 
will remain a 
speculative asset 
with a fiat 
valuation 

Sources: ECB, Federal Reserve, PBOC, 
Bloomberg, Chainalysis, S&P Global 
Ratings’ estimates. 
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Recent Use Cases Of Top Cryptocurrencies 

Cryptocurrency Purpose Recent use case 

Bitcoin  A decentralized digital currency, first of its kind – El Salvador has adopted it as legal currency 
– Fidelity Bitcoin Fund attracts $102 million in less than a year
– Tesla could resume accepting it as payment after environmental concerns 

are addressed 
– JPMorgan has launched in-house bitcoin fund for private bank clients 
– Invesco has filed with SEC for bitcoin strategy ETF

Ether Native currency of the Ethereum network. 
Ethereum is a decentralized, open-source 
blockchain with smart-contract functionality 

– Microsoft is looking to use a system developed on the Ethereum
blockchain to prevent piracy 

– CME Group has launched Ethereum Futures 
– Chinese app Meitu has bought $40 million worth of ether and bitcoin
– WisdomTree Investment filed for ETH ETF with the SEC 

Binance Coin Issued by Binance crypto exchange, and can be 
used as payments for transaction fees 

– Hundreds of online merchants, including Travala.com,
accept BNB as payment 

Cardano A proof-of-stake blockchain platform  
with a multi-asset ledger 

– Hundreds of online merchants accept Cardano as payment

XRP Acts as a bridge currency to other fiat 
currencies exchanged on the Ripple platform. 
Ripple is a real-time gross settlement system, 
currency exchange and remittance network 

– Hundreds of financial institutions, including American Express,
Bank of America, and Santander have partnerships with Ripple 

– Ripple partnered with various sustainability leaders, including the 
Bill & Melinda Gates Foundation, aiming to hit carbon net zero by 2030

Solana Decentralized, open-source blockchain with 
smart contract functionality and focuses on 
fast processing speed 

– Hundreds of projects spanning decentralized applications, finance,
nonfungible tokens, and others are being run on this network 

Note: Stablecoins such as Tether and USDC provide a gateway to fiat and cryptocurrencies. Payment companies such as Mastercard and Visa have 
piloted stablecoin settlements. Source: Binance, Coinbase, Cryptwerk, Ripple, and Solana.  
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