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Take-Aways
	The technology underlying digital currencies may have a long-term disruptive impact on global payment systems.
	A blockchain – “a database that consists of chronologically arranged bundles of transactions known as blocks” – makes possible the distributed ledger, which “allows a payment system to operate in an entirely decentralized way, without intermediaries.”
	A distributed ledger’s principal advantages are its high speed, its low transaction costs and its immutability.
	The risks of a decentralized payment model include uncertainties about how to handle large-scale disruptions, snowballing volumes and disputes.
	A number of financial institutions currently are experimenting with making payments and settling securities trades through distributed ledgers.


Recommendation
While most people may not yet have bitcoins and other cryptocurrencies in their online wallets, the possibility that these virtual monies will transform the worldwide payment regime is real. Underlying this digital legal tender is the advanced technology of blockchains and distributed ledgers. In this first of two informative reports (click here for part 2), David Wessel of the Brookings Institution explains what the two innovations entail, how they operate, and what potential opportunities as well as risks they portend. getAbstract considers this useful primer required reading for those who want to understand the implications of the distributed ledger.

Summary
Global consumers and businesses may make cryptocurrencies such as bitcoin the most popular payment options in the future. But virtual currencies are just one facet of a broader technology transformation that, over time, may fundamentally upend the current framework of centralized payment systems controlled by central banks and financial institutions. The advance underlying this new dispersed exchange system is the distributed ledger, which relies on a blockchain – “a database that consists of chronologically arranged bundles of transactions known as blocks.”
“Blockchain is a bit like gluten…Everyone is talking about it but no one knows what it is in great detail.” (Tim Swanson of R3CEV, a bank-supported start-up in distributed ledgers)

The distributed ledger represents a revolutionary breakout from the existing payment model that has served end-users in much the same fashion since the 16th century. In the traditional payment system, financial institutions settle transactions between parties. A payment involves a debit of the purchaser’s bank account and an equal credit to the recipient’s account, all handled through intermediaries. In turn, central banks maintain ledgers that tally transactions among banks.
“The distributed ledger…could turn out to be a highly disruptive technology, one that challenges the dominance of the big players in payment systems and that significantly reduces the cost of financial transactions and the speed with which they are completed.”

That all changes with a distributed ledger: Blockchain technology, by making transactions cryptographically secure and visible to participants, eliminates “double spending” of electronic money and replaces the centralized ledger. Members of the system can affirm that the record of any transaction is accurate and unique; thus the mark in the distributed ledger represents the digital asset. The main advantages of a distributed ledger are its high speed, low transaction costs and immutability. Blockchains can work with or without a virtual currency. Bitcoin, for example, operates a “permissionless” network, in which all users have access to the distributed ledger. In a “permissioned system,” private members can deploy blockchain technology without a currency: A number of financial institutions currently are experimenting with making payments and settling securities trades via distributed ledgers.
“Bitcoin and its cousins aren’t likely to unseat the dollar or government-issued currencies in the foreseeable future, despite the hype that sometimes suggests otherwise.”

Alas, risks abound in a decentralized payment model, including uncertainties about how to handle large-scale disruptions, snowballing volumes and disputes. But regulators have to engage with innovations that can benefit society as a whole, while protecting consumers, ensuring system stability and guarding against malevolent uses of new technology.

About the Author
David Wessel is director of the Hutchins Center on Fiscal and Monetary Policy at the Brookings Institution.

Did you like this summary?
Read the article:
					http://getab.li/26653
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Note: Part 1 expiains the basics of Bitcoin and the
blockehain. Cick here to read part 2, which covers
tensions withn the industry and with reguistors
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Bitcoi, the stateless virtual currency, often sounds
fike something betueen fad and fraud. But the
technology undergiring bitcoin and cther
cryptocurrencies—both the software protocals that make them viork and a ‘distrbuted ledger
innovation known s the “blockchain'—may prove to be an enduring development that coukd
significanty ater the viay money changes hands around the work.

As Bank of England economists put i n arecent essay, “The key innovation o digital
currencies is the ‘distributed ledger which alows a payment system to operate n an entrely
decentralized vay, ihout intermediaris such as banks” This could urn out 1o be a highly
disruptive technology, one that chalknges the dominance of the big players n payment
systems and that significant reduces the cost of fnancialiransactions and the speed vith
which they are complted
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