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“Bitcoin — A Losing idea with Revolutionary Potential”

Dr. E. Ted Prince
Founder and CEO
Perth Leadership Institute
www.perthleadership.org

Investment Community (Beijing)
February 2016

Many years ago | was on the board of a company that eventually went public. Its product was software
for merchant banks. At the time it was quite revolutionary. In those days banks were only just starting to
use software for their operations. Our software, we thought, was pretty revolutionary. Of course, like all
banking and financial software it was based on the bedrock of double-entry accounting. And it also
supported multiple currencies, another major innovation at the time.

Guess what? Even though banking and financial software has evolved in ERP (enterprise resource
planning software), and is now often in the cloud, rather than on local mainframes, the software is still
basically the same. It is still based on double-entry accounting, as is all financial software everywhere.
And it still handles foreign currency transactions in the same way, by posting different exchange rates
and then calculating amounts based on them.

Money Nonsense

So now you have probably heard about Bitcoin. It’s revolutionary too. It’s a new digital currency that
doesn’t need governments or central banks. It’s so architected that it is self-regulating. Already millions
of people are using it across the globe to settle their accounts. Unfortunately many of these are
criminals, or people trying to avoid the law either because they are avoiding taxes or laundering the
financial proceeds from corruption.

So far Bitcoin is turning out to be a losing idea. Since the currency is not regulated, it has fallen in value
sharply and many people have lost some of all of their money. There has been widespread fraud. The
idea that you can avoid currency problems by converting to a new digital currency has so far proven to
be false.

On the other hand, in the West at least, Bitcoin has been hot. Thousands of new companies have been
formed to for many purposes; foreign currency trading, banking and loans, settlements, investments
and so on. So although it’s been used for fraud and criminals, enough people in the West have seen
enough promise in it to feel it is worth taking the risk.

Bitcoin was invented as a new type of digital currency. Obviously this has led to many problems. One is
that many governments don’t want to allow Bitcoin because it interferes with how they run the
economy and can cause economic problems. Also since there is no government involved, they can’t



impact the value of the Bitcoin currency directly at least and it can’t be used as a lever for economic
policy, e.g. to reduce a currency’s value in order to increase exports.

Reforming Finance

But now it is becoming apparent that there are uses of Bitcoin that go far beyond the traditional use as a
new type of currency. And it’s starting to look like these other uses might go well beyond what was ever
envisaged for Bitcoin. In fact, it’s possible that Bitcoin will have a revolutionary impact on areas which
are not directly involved in finance.

In order for Bitcoin to work it uses a new approach called blockchain. Blockchain is essentially a chain of
transactions whose integrity cannot be broken or compromised. It is self-regulating. This allows the
Bitcoin currency to be free from tampering and cyber-hacking.

But now it has become clear that blockchain is revolutionary in its own right. Essentially it’s a new way
of managing any form of system of transactions by computer, even if it’s not a financial transaction. By
using blockchain you can prevent the usual problems of fraud and hacking.

Let’s start off firstly with the financial uses. The bedrock of modern finance is double-entry accounting.
This dictates that every transaction is entered into at least two accounts so that we can always see them
in balance. This is a built-in way of preventing fraud and of ensuring the integrity of the financial
accounts.

But blockchain technology can achieve this is a totally different way. It’s not necessarily superior, but it
provides an alternative and independent way of doing the same thing, plus it adds some important
extras such as a log of transactions that form an independent way of fraud and hacking prevention.

This opens up an enormous opportunity. Remember the banking software | mentioned at the beginning
of this article? Like all such software it depends on double-entry accounting. Now you could develop this
software using or adding blockchain to provide audit and control methods that were simply not possible
before. So that means the whole world of financial software is open to being rewritten and redeveloped
using this new approach. This is an enormous global opportunity.

And it’s not just in operating financial management. It’s also of use for audit and compliance. These
issues too have become crucial as cybersecurity becomes one of the top global concerns. Blockchain
gives us new ways to develop systems that can help prevent fraud issues, and issues of audit and control.
It provides a new ay for governments to collect the taxes they are owed. It can help prevent criminals
undermining financial systems.

Obviously this technology also impacts ERP systems too. Since these are the building blocks of modern
global enterprises, this means that such systems are also going to be revolutionized by the blockchain
approach. That’s another enormous opportunity for entrepreneurs, not to mention government
financial and tax managers.

What if Bitcoin has nothing to do with Money?

But blockchain applies not just too financial and ERP systemes; it applies to nonfinancial systems, maybe
even more so. Think of systems like inventory control, purchasing and supply chains where there is a



need for a complete audit trail that cannot be compromised by insiders or outsiders. Blockchain also
allows these objectives to be achieved. So just because there is no double-entry system involved, it
doesn’t mean that there is no need for balance and accountability. Blockchain in essence provides you
with these in nonfinancial systems. That is another of its revolutionary impacts.

We can look at non-financial impacts in other types of areas you wouldn’t normally associate with an
idea like Bitcoin. One is military systems, especially for command-and-control. That’s another huge area
where control over all transactions and high security are vital.

Modern battlefield systems integrate logistics, supply chain and military command to ensure that the
right materiel is there at the right time from a military and battlefield perspectives. In theses systems it
is crucial that the system is self-checking to ensure that it has not been penetrated and that all systems
are in balance. If you like, this is the military version of double-entry accounting; the two entries here
are “our military assets” and “the enemy’s military assets”.

And while we are thinking about things rather than financial figures, how about all those things on the
Internet? | am referring to the Internet of Things (loT). We are starting to realize that the loT will be
massively bigger than the Internet of data that is the Internet now.

When everything is attached to the Internet, including machines and sensors of all type we have two
major problems. One is merely keeping track of them all and making sure that none of them have
disappeared, been deleted or interfered with somehow. The next issue is tracking the transactions with
them, for auditability and control purposes and to prevent hacking. Blockchain approaches give us the
types of control mechanism we need. Of course, no-one has done this yet, so it’s a new area that’s wide
open for entrepreneurs looking for an explosive new area to tackle.

Bitcoin and the Law

However | think that it is in the area of law enforcement and corruption that blockchain approaches are
going to have some of the most significant impacts. Take corruption. If you use a blockchain approach in
both financial and nonfinancial systems you have a continuous, complete and unbroken record of all
transactions. That will stop corrupt officials in their tracks by ensuring that any illegal action they take is
on record.

And the same approach also serves to prevent money laundering by criminals or at least making it a lot
harder to carry out. It isn’t just money laundering either. If you have logistics and supply chain systems
that have this sort of approach, it becomes a lot harder to illegally divert supplies and other assets for
personal or non-authorized uses.

It’s clear that blockchain approaches can have a revolutionary impact in both the private and public
sectors. They do this by radically improving controls, audibility and compliance. In government it
provides new tools for making government and governance better and more efficient. In both sectors it
helps prevent fraud and hacking.

Such systems will boost the confidence that ordinary citizens have in their government and in the boost
the confidence of stockholders in management of companies in the private sector. In turn this will
increase confidence in stock markets and reduce stock market volatility.



Blockchain 2.0

But there are some even more revolutionary approaches that will emerge. It is inevitable that
alternatives to blockchain will emerge. There is already one approach called altchain, that is basically
blockchain applied to other sectors as we have been recommending here.

| think that soon real alternatives to blockchain will emerge that embody improvements and even more
advanced approaches stimulated by the blockchain idea. This will prove to be a magnet for
mathematicians, computer scientists, logicians, crypto-analysts and cyber-specialists.

We can expect blockchain itself to undergo numerous revisions and changes that will spawn new
approaches even in fields that we haven’t thought about yet; for example in biochemistry (for analyzing
DNA combinations and mutating sequences), astronomy (for analyzing the structure of galaxies for
example) and so on. Some of these will undoubtedly become the basis for new unicorns in the future.

| predict that blockchain approaches are going to quickly lead to the following impacts:
Financial and banking software and ERP systems will be re-architected globally using these
approaches
Governments will start to migrate taxation and financial systems to these approaches
The IoT will introduce this approach soon
Organizations will use them to prevent hacking and cyber-fraud and will start to evolve new
ways to make these systems harder to penetrate and to use them to fool hackers themselves

Recommendations to entrepreneurs:

You can use the above ideas to propose totally new types of products to investors; they won’t
have seen them before and they will be intriguing and provocative at the very least.

If you already have existing products which could be affected by blockchain and Bitcoin, you will
need to think carefully about the need to re-engineer them using blockchain to keep ahead of
the competition and prevent your product from becoming obsolete.

Blockchain provides you with new ways to provide services, for example in financial consulting,
audit and compliance.

Computer security companies will need to adopt blockchain approaches; Black Hats will most
certainly do this so unless you do this you will become irrelevant.

Blockchain provides you with totally new products and services you can provide to law
enforcement and companies that are identifying corruption, fraud and other illegal acts.

Dr. E. Ted Prince, the Founder and CEO of the Perth Leadership Institute, located in Florida in

the US has also been CEO of several other companies, both public and private. He is the author

of two books: “The Three Financial Styles of Very Successful Leaders” (McGraw-Hill, 2005) and “Business
Personality and Leadership Success”, Amazon Kindle 2011 as well as numerous other publications in this
area. He is a frequent speaker at industry conferences. He works with large corporations globally on
leadership development programs and coaches senior executives and teams in the area of financial
leadership. He has held the position of Visiting Professor at the University of Florida in the US in its
Graduate Business School and is currently a Visiting Professor at the Shanghai University of Finance and
Economics in Chin
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