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Presenter
Presentation Notes
These are the topics we are discussing today 
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Blockchain

Cryptocurrencies

Federal Reserve Bank of Dallas


Presenter
Presentation Notes
The first two are what I consider to be the foundation. We’ll discuss blockchain, what it is and how it works as well as the basics of the cryptocurrencies that run on top of it. 
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Presenter
Presentation Notes
Then we’ll discuss a few ways one can go about acquiring cryptocurrencies
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Presenter
Presentation Notes
Well, we can’t discuss cryptocurrencies without an understanding of blockchain. I thought it would be good to give a quick introduction to blockchain, because it really is revolutionary. Ok, so what is blockchain exactly? 
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Presenter
Presentation Notes
Before we answer that question, let’s think of what we do know. Let’s start with how we normally keep track of our money. 




NONCONFIDENTIAL

What 1s blockcham?

Federal Reserve Bank of Dallas 8


Presenter
Presentation Notes
Here we have a bank, and to keep a source of record, we give the banks our money to keep, right? 
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Presenter
Presentation Notes
What most people don’t often think about though, is that when we give banks our money, we actually give them two things: 1) the actual money we have and 2) the information that that money belongs to us. The banks keep track of all of that for us. 
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Presenter
Presentation Notes
But what if we didn’t want to process transactions through a bank anymore? 
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Presenter
Presentation Notes
This is where the Bitcoin paper comes in. Let’s break those two things: 1) the money we actually have and 2) the information that we have money into two separate things…blocks if you will  
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Presenter
Presentation Notes
And let’s not worry about the money part – the physical cash part – right now. Let’s just consider the information that we have money. 
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Presenter
Presentation Notes
Ok so we know we have money and this block represents that information. 
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Presenter
Presentation Notes
But we aren’t the only people doing that, right? All these other people are telling the bank they have money too. We are all connected, in a sense, by the fact that we’ve trusted the bank to keep a record that we have money. 
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Presenter
Presentation Notes
Flashback to 2008 again, though. We decide we don’t trust the bank. 
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Presenter
Presentation Notes
Instead, I think, what if I tell all of your that I have money? You all are people I trust, certainly way more than the bank, so I’ll just trust you to keep a source of record for me. I need more than one though, because what if something happens to one of you? Safety in numbers, right? 
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Presenter
Presentation Notes
In return though, you have to tell me how much money you have. We’re a trusted network, so I will only trust you to know how much money I have if you trust me to know how much you have. 
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Presenter
Presentation Notes
AND…you need to tell each other how much you have too, otherwise I will be the single holder of information (i.e. the bank) and I don’t want to be the bank either. Everyone has to know everything in our network. 
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Presenter
Presentation Notes
This collective sharing of information is what is known as a “blockchain” 
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BLOCKCHAIN IS A

TECHNOLOGY

Blockchain is the technology that supports cryptocurrencies
as well as other types of information sharing.
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Presenter
Presentation Notes
This important to remember before we move any further in the presentation – blockchain is a technology. 
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Presenter
Presentation Notes
Everything we are going to discuss from this point forward will sit on top of blockchain technology. That includes cryptocurrencies, of course, as well as…
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Presenter
Presentation Notes
Stablecoins…
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Presenter
Presentation Notes
Smart contracts…and so on
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The two largest blockchains available today:

Obitcoin $ ETHEREUM

(exclusively bitcoin cryptocurrency) (Ethereum cryptocurrency & other
technologies)

Federal Reserve Bank of Dallas


Presenter
Presentation Notes
The two largest blockchains available today are the bitcoin blockchain and the Ethereum blockchain. The bitcoin blockchain is used exclusively to record bitcoin transactions. The Ethereum blockchain records Ethereum cryptocurrency transactions, but also records transactions for other types of technologies including smart contracts and NFTs (which we will discuss in a moment). 

Now here’s a question for you to consider. Who owns these blockchains? The answer? Anyone who is processing the transactions. More on that to come. 
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Presenter
Presentation Notes
So what is Bitcoin, you ask? 
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Presenter
Presentation Notes
Remember that money I scribbled out before? Let’s unscribble that.
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Presenter
Presentation Notes
Now we have the actual cash – cold hard money – with no ownership information, just the money itself. 
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Presenter
Presentation Notes
Ok, so why is this money valuable? Typically, money is considered valuable for three reasons. 



NONCONFIDENTIAL

What 1s cryptocurrency?

1. Money 1s a store of value

aD 2 Moneyisaunmt ofaccount

3. Money 1s medium of exchange

Federal Reserve Bank of Dallas 29


Presenter
Presentation Notes
And, if you remember, our blockchain is taking care of #2 for us…

For the purposes of Bitcoin and cryptocurrencies, we are discussing its properties of storing value and serving as a medium of exchange 
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Presenter
Presentation Notes
Why do I say it behaves like a commodity? Well, when thinking of this currency, consider gold. Gold is just a metal, right? What gives gold value? Inherently, nothing. We’ve just collectively decided that gold has some value in our marketplace. 
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Presenter
Presentation Notes
And because of that, the value of gold is entirely dictated by the market. 
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Presenter
Presentation Notes
So here we go: If gold is just metal, then cryptocurrencies are like electronic metals
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Presenter
Presentation Notes
And just like the regular gold, the value of electronic gold metal goes up and down with the market
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Presenter
Presentation Notes
But we don’t call it electronic metal
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Presenter
Presentation Notes
We call it “ether”



=
WHAT ABOUT OTHER e

CRYPTOs?

There are over 4,000 cryptocurrencies in existence:

Dbitcoin /X.RP\ e QO I |

tether
@ ETHEREUM

Z Stellar e

CARDANO Chainlink

Federal Reserve Bank of Dallas


Presenter
Presentation Notes
As of January 2021, there are over 4,000 cryptocurrencies in existence. Some of the ones you might have heard of (or traded yourself) include these ones here. Keep these in mind as we start the next section. 
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Presenter
Presentation Notes
Today, nearly 46 million Americans, 17% of the population, own Bitcoin – a figure that has more than tripled since 2018. 
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Presenter
Presentation Notes
The first two are what I consider to be the foundation. We’ll discuss blockchain, what it is and how it works as well as the basics of the cryptocurrencies that run on top of it. 
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Presenter
Presentation Notes
Then we’ll discuss a few ways one can go about acquiring cryptocurrencies
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Presenter
Presentation Notes
Bitcoin mining is two things: 1) it is how new Bitcoins enter circulation and 2) it is how maintenance and frankly, auditing, of the blockchain occurs. 
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Presenter
Presentation Notes
Let’s start with maintenance. Remember our blockchain from earlier? Since we are sharing all data with everyone all of the time, this is computationally very expensive. 
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Presenter
Presentation Notes
Just look at how many more arrows there are in the blockchain diagram when compared to a traditional architecture. 
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Presenter
Presentation Notes
Just look at how many more arrows there are in the blockchain diagram when compared to a traditional architecture. 
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Presenter
Presentation Notes
Proof of work (PoW) is a decentralized consensus mechanism that requires members of a network to expend effort solving an arbitrary mathematical puzzle to prevent anybody from gaming the system. Proof of work is used widely in cryptocurrency mining, for validating transactions and mining new tokens. (https://www.investopedia.com/terms/p/proof-work.asp#:~:text=Proof%20of%20work%20(PoW)%20is,transactions%20and%20mining%20new%20tokens.)
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Presenter
Presentation Notes
Proof of work (PoW) is a decentralized consensus mechanism that requires members of a network to expend effort solving an arbitrary mathematical puzzle to prevent anybody from gaming the system. Proof of work is used widely in cryptocurrency mining, for validating transactions and mining new tokens. (https://www.investopedia.com/terms/p/proof-work.asp#:~:text=Proof%20of%20work%20(PoW)%20is,transactions%20and%20mining%20new%20tokens.)
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Presenter
Presentation Notes
But why would anyone want to do all this work? They are compensated in Bitcoin? The short answer is there is a lot of money to be made. Reports show that today there are an average of 6.25 bitcoins per approved block. That means any one successful computation of the proof of work will yield about $225,000 in bitcoin. How many blocks are approved each day? On average, there are 144 blocks mined each day. 
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Presenter
Presentation Notes
But why would anyone want to do all this work? They are compensated in Bitcoin? The short answer is there is a lot of money to be made. Reports show that today there are an average of 6.25 bitcoins per approved block. That means any one successful computation of the proof of work will yield about $225,000 in bitcoin. How many blocks are approved each day? On average, there are 144 blocks mined each day. 
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6.25 x $36,000 (price as of 6/7/21) = $225,000

approximately144 blocks are mined each day

6.25 x 144 x $36,000 = $32,400,000
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Presenter
Presentation Notes
But why would anyone want to do all this work? They are compensated in Bitcoin? The short answer is there is a lot of money to be made. Reports show that today there are an average of 6.25 bitcoins per approved block. That means any one successful computation of the proof of work will yield about $225,000 in bitcoin. How many blocks are approved each day? On average, there are 144 blocks mined each day. 
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Presenter
Presentation Notes
But why would anyone want to do all this work? They are compensated in Bitcoin? The short answer is there is a lot of money to be made. Reports show that today there are an average of 6.25 bitcoins per approved block. That means any one successful computation of the proof of work will yield about $225,000 in bitcoin. How many blocks are approved each day? On average, there are 144 blocks mined each day. 
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But why would anyone want to do all this work? They are compensated in Bitcoin? The short answer is there is a lot of money to be made. Reports show that today there are an average of 6.25 bitcoins per approved block. That means any one successful computation of the proof of work will yield about $225,000 in bitcoin. How many blocks are approved each day? On average, there are 144 blocks mined each day. 

Some estimate it costs of $7000/bitcoin to mine 


" WHAT DOES IT COST TO

MINE CRYPTO?

$7.000+

Federal Reserve Bank of Dallas


Presenter
Presentation Notes
https://www.coindesk.com/for-crypto-miners-bitcoins-halving-could-mean-a-doubling-in-costs
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Presenter
Presentation Notes
Bitcoin mining is two things: 1) it is how new Bitcoins enter circulation and 2) it is how maintenance and frankly, auditing, of the blockchain occurs. Gas price on Ethereum is $3.70 yesterday
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Presenter
Presentation Notes
Then we’ll discuss a few ways one can go about acquiring cryptocurrencies
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Then we’ll discuss a few ways one can go about acquiring cryptocurrencies
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Money lost to blockchain hackers by hack target (2020)

2
PPl

Hack target

Tron DApp |%10,000,189

Blockchain |$5,910,200

EOS DApp |$2,848,249

$1,000,000,000 $2,000,000,000 $3,000,000,000 $4,000,000,000 $5,000,000,000
Money lost

https://aithority.com/technology/blockchain/blockchain-hackers-stole-3-
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Feds recover more than $2 million in ransomware payments from
Colonial Pipeline hackers

The seizure of cryptocurrency paid by Colonial Pipeline to a Russian hacker ring marks a major milestone for the Department of Justice

¢y Listen to article 5mn

Federal Reserve Bank of Dallas


Presenter
Presentation Notes
Washington post from yesterday – ransom was 75 BTC, they recovered 63.7 BTC

ransomware operators gained access to Colonial Pipeline Co. via a VPN account that was no longer regularly used and didn't have two-step verification enabled.
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Lost Passwords L.ock Millionaires
Out of Their Bitcoin Fortunes

Bitcoin owners are getting rich because the cryptocurrency has
soared. But what happens when you can’t tap that wealth because
you forgot the password to your digital wallet?

Federal Reserve Bank of Dallas


Presenter
Presentation Notes
January 2021
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What percentage of bitcoin is ‘lost forever’?

20% = $140b
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January 2021
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hosted wallets: a digital wallet facilitated by an intermediary who transmits and
stores crypto assets on behalf of their customers

unhosted wallets: usually a software application that allows individuals to
manage their own crypto assets (like physical cash in a wallet)
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hosted wallets: a digital wallet facilitated by an intermediary who transmits and
stores crypto assets on behalf of their customers

unhosted wallets: usually a software application that allows individuals to
manage their own crypto assets (like physical cash in a wallet)
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Then we’ll discuss a few ways one can go about acquiring cryptocurrencies
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Presenter
Presentation Notes
These are the topics we are discussing today 
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» Blockchain is the technology that supports cryptocurrency (and other
applications)

« Cryptocurrencies are a means of digital exchange

* Mining allows for maintenance of the blockchain as well as growth and
circulation of new coins

» Gas prices are transaction fees

« Digital wallets are the ‘on ramp’ to the crypto blockchain

Federal Reserve Bank of Dallas
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* News and Current Events

« CoinDesk Newsletter

« CoinTelegraph

« Education

 99Bitcoins

 Blockgeeks
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https://www.coindesk.com/newsletters
https://cointelegraph.com/
https://99bitcoins.com/
https://blockgeeks.com/

Connections In the Classroom:
Rise of Cryptocurrency

Tamara Redic | Economic Education
Cottrell Advisor
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Connections In the Classroom: Embed

« Draft an Argument: Explore the .
relationship of risk and return as Degree of risk
related to cryptocurrency. A

» Draft an argument for or against digital
currency investments.

« Make a _
Prediction: Consider cryptocurrency
as an investment strategy

» Using current news reports and/or events
to make a prediction about a Pp— ederal Reserve Bank of Dall
crytocurrency.




Connections In the Classroom:

Extend —

Building Wealth Lesson 7: Risk &
Return

Building Wealth Lesson 7-
Teacher Procedures
Building Wealth Lesson 7-
Presentation

Extend

Risk return relationship

e e

Greater
return

Greater
risk

Lower
return

Lower
risk



https://www.dallasfed.org/%7E/media/documents/educate/lessons/2021/Lesson7/bw07p.pdf
https://www.dallasfed.org/%7E/media/documents/educate/lessons/2021/Lesson7/bw07.pdf
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