
 
 

  

 

MIT SLOAN SCHOOL OF MANAGEMENT 
15.483 CONSUMER FINANCE: 
MARKETS, PRODUCTS, AND FINTECH 

SPRING 2018 

PROFESSOR JONATHAN A. PARKER 

Lecture Notes 11 
Bitcoin and Payments
Technologies 

© Copyright 2018 Jonathan Parker. 
All Rights Reserved. 



Which is worth more? Why? 

A $100 Treasury savings bond A $100 bill    

  

   Images are in the public domain. Source: Wikimedia Commons. 
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RockCoin RockCoin 

RockCoin RockCoin 
RockCoin Image is in the public 

domain. From the 1906 
book String Figures and 
How to Make Them. 
Source: Wikipsource. 
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Gold in many countries = stone wheels in Yap 

US $100 1922 
gold certificate; 
Currency from 
1822 to 1928 

Images of gold and silver certificates are in the public domain. Source: Wikimedia Commons. 

US $1 1928 
Silver Certificate 
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What is a cryptocurrency? Is Bitcoin a currency? 

Crypto (or digital) Is Bitcoin a Currency? 

   
 
 

   
  

  
  

 

 

    

 

 

 

   
 

   
 

    
     

 

• Exists only in electronic 
form, stored as zero’s and 
one’s. 

• Fine: Like bank reserves 
or U.S. Treasury debt. 

Compound image © source unknown. All rights reserved. This 
content is excluded from our Creative Commons license. For 
more information, see https://ocw.mit.edu/help/faq-fair-use/. 

Means of 
exchange 

Unit of 
account 

Store of 
value 

• Means of  exchange: 
bitcoin is for some 
transactions only 

• Unit of  account: not 
much, back to local 
currency 

• Store of  value: not 
very good: volatile 
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What are the 
advantages 
of  Bitcoins? 
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The two sides of  the (Bit)coin 

Advantages of Bitcoin Disadvantages of  Bitcoin 

  

 
 

   
   

  
  
   

   
   

    

  

   
 

   
   

   
  
    

 
   

  
    

  

 Low-fee peer-to-peer transactions across 
countries and currencies 

 Anonymous (or completely not) 
 Safe – fraud protection 
 Supply not controlled by government: no 

way budget gap leads to hyperinflation 
 Supply limited by algorithm/mining 

(see costs of  no limit: Venezuela) 
 Free of  lots of  government regulations 
 No commercial banking system and no 

risk of collapse of money multiplier 

Slow – algorithmic delay for transactions 
Anonymous (or completely not) 
Risk of theft (e.g. Mt Gox lost Bitcoins) 
Controlled by majority of miners 
Supply not controlled by government: prices
not stable (next slide) 
No associated banking system (Yet. Big incentive 
to create.) 
Vulnerable to government regulation 
No necessary use (e.g US taxes paid in dollars) 

o Value comes purely from the expectation 
that others value it in the future 

o Vulnerable to better national currency or 
virtual currency 
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While Federal Reserve seeks low inflation and high output, it 
provides liquidity to stabilize prices and interest rates
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 Which cryptocurrency wins? 
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Here’s the winner! 

safer 

more 
stable 

better 

faster 

Available after class from Prof. Parker at $10,000 per 
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These questions only highlight the risks of getting 
involved in different currencies when there are already 
so many simple traditional means of 
payment 
• From debit cards to credit cards 
• So many new and evolving means of payment such as 

Paypal, Alipay, and Apple pay. 
Where will the future be? 

11     

 
 

Should my business accept a crypto currency? 
• The strategy seems sound: People are using the 

currency. 
• But the move is not costless. There is the 

technological outlay, the workforce training, the 
issue of posting multiple prices and how to adjust 
and respond to market movements. 

• Finally, there is the risk that is posed by holding a 
significant liquidity in cryptocurrency. What if it 
becomes worthless? 

Image of Miracle of Science 
café in Cambridge removed 
due to copyright restrictions. 



  

    

 
  

 
 
  

  
 

 
  

       
    

Wait, this is a deja vu! 

Images © unknown. All rights reserved. This content is excluded from our Creative 
Commons license. For more information, see https://ocw.mit.edu/help/faq-fair-use/. 

This sounds like the 
history of money in the 
US prior to the founding 
of the Federal Reserve 
and a national currency 
100 years ago: 
• Privately issued money 
• Banking panics 
• Financial collapses 

every decade… 

© Copyright 2018 Jonathan Parker. All 
Rights Reserved. 12 

https://ocw.mit.edu/help/faq-fair-use


    

   

  
 

  

 

 

  

 

 

   

The History of US Financial Crises
U.S. Financial Crises, 1800 - 1913

1857 Bank Run 

Image is in the public domain. Source: Wikimedia Commons. 

April – May October 1839 – Decembe May June-
1819 March 1842 r 1861 1884 August 

1893 

August 1814 May 1837 October September November October 
– January 1857 1873 1890 1907 

1817 © Copyright 2018 Jonathan Parker. All 
Rights Reserved. 13 



Before the Great Depression, Recessions Comparatively  
Deep and Long 

Pre-1929 Post-1945 

  

    

 
  

 
 

  
  

Average 21 months 11 months recession 

Average 25 months 50 months expansion 

The average rise in the 
unemployment rate during 
1900-1929 in a recession was 
twice as large as that since 1947 

The 1991-2001 expansion was 
longest in U.S. history 

© Copyright 2018 Jonathan Parker. All 
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The History of US Financial Crises
U.S. Financial Crises, 1800 - 1913

April – May 
1819“Free 

banking” 
period August 1814 – 

January 1817 

1893 

Federal 1929-1933 
Reserve 
Act of 

October 
1839 – 

March 1842 
December May June-

1861 1884 August 

October May October September November 
19071837 1857 1873 1890 

1913 October October August 
1987 1998 2007-March 

2009 
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Is the future government crypto currency? 

• Cash used to satisfy the need to make payments, 
then checks, then credit cards over long distances 

• Now more transactions done from afar 
• Credit cards include fraud protection 
• Cryptocurrency is cheap and does not 

Will this 
happen? 

© Copyright 2018 Jonathan Parker. All 
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Conclusion: Crytpto currencies 

• Money is a social construct 
- It has no value to one person alone 
- Network externalities 

• Destined to have volatile value if private, can be stable
if  public and well-managed 

• Most Bitcoin is not being used 
- Current demand not for transactions, but for speculation 

• Private e-coin is not in limited supply 
- Profit motive may drive out decentralized currencies 

© Copyright 2018 Jonathan Parker. 
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Final thoughts on consumer finance & fintech 

1. Dimensions 
• Better analysis and advice (Roboadvising) 
• Behavioral biases: exploitation and correction 
• New platforms to “unbundle” products (P2P securitization) 
• New data analysis to better price (e.g. credit cards) 
• New technology to reduce costs (blockchain, index ETF) 

2. Future 
• Innovations partly a race between consumers and lenders 
• Changes revenue sources and profit models 
• Existing big players innovating, adapting, and purchasing 

- Examples: JPMC and Blockchain, Mint, & On Deck 
• Existing success stories not yet stress tested by recessions 

© Copyright 2018 Jonathan Parker. All 
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