
O P I N I O N  P I E C E

C O I N C O M P A S S . C O M

J u n e  2 0 1 8

The Accidental Bitcoiner



Page 1

Through our daily research in the world of finance, geo-politics, and macro-
economics we come across interviews and research papers where the author either
inadvertently, or despite themselves and their objections present what we believe is a
pro-Bitcoin argument.

This week's 'Accidental Bitcoiner' is Michael Pento of Pento Portfolio Strategies. In
an interview with Chris Martenson on Peak Prosperity Podcast, Mr Pento provides an
in-depth analysis of Central Bank policies post-2008 and how the upcoming yield
inversion will affect the global economic landscape. Mr Pento's opinions are
summarised and we analyse that should his projections take effect, we believe this
would lead to an appreciation of the value of Bitcoin.

In this interview Mr Pento defines fiat currency as based on faith, unlike gold which is
based on science. Mr Pento describes that it takes US$1,000 to remove an ounce of
gold from the earth, so it has intrinsic value.

The figure Mr Pento is referring to is the cost of gold production per troy ounce. That
number is a rounded global numerator yet when one takes into consideration the
parameters such as a mine’s location and national currencies, the most recent
figures we’ve come across range from US$700 (Peruvian mine) to $US850 (USA
mine) and US$1,200 for a mine in Australia.

Mr Pento asserts, and we agree, that fiat currency is based on faith in that ‘they’
(governments, central banks) can print their own money. He argues that
governments can only print money and not have their currency collapse based on
two things, everyone else is doing it and you can sell those assets (government
issued debts). However ‘if you print $7 Trillion dollars and then raise interest rates a
little, and we enter a recession, and the response you go to money printing then the
market’s verdict on the value of your currency, and its purchasing, power goes away
quickly. This leads to runaway inflation and the big winner here is gold.’
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What Mr Pento is describing is a reenactment of the policies in late 2008 as a
response to the GFC. By adding liquidity (‘printing money’ or quantitative easing)
Central Banks hoped to ignite inflation and spur economic growth. However QE
policies did not lead to inflation but deflation, and there are arguments that
Quantitative Tightening (the removal of liquidity) may itself lead to inflation.

Michael Pento points out that since 2008 the Federal Reserve Balance Sheet has
ballooned to US$4.4 Trillion and the outstanding debt has risen from US$10Trillion to
US$22Trillion.  

Mr Pento also highlights that many corporations around the world are now ‘zombie
corporations’, meaning that they can only repay their debt by issuing new debt. Their
earnings are not enough to pay the interest on their debt. As interests rates rise,
which they are now starting to do, it will make this harder for corporations to repay
their debts. However now that central banks can only take rates from 2% to 0,% and
their balance sheets have more than doubled ‘if we enter a recession there’s no tools
in their arsenal to respond as they did in 2008 because balance sheets are stressed
beyond limit’

Mr Pento goes on to assert that ‘Central Banks have printed wealth, which inevitably
fails, it’s a negative sum game, in the short term there’s the evisceration of the middle
and lower class and you have a plutocracy.

At the other end of this credit cycle when it ‘blows’ (as in the next bubble to burst)
instead of just lowering interest rates and deploying quantitative easing they will have
to deploy new things such as helicopter money (direct deposits into people’s bank
accounts), negative interest rates and the banishment of cash to get inflation going.
Just going through the primary dealers (supplying them with credit) will not be
enough! But they will need to circumvent the banking system and send cash directly
to the public. Central Banks will directly monetise treasury debt and have the treasury
send it to their citizens. They will banish cash, making it illegal. Central banks will
adopt a ‘Fed Coin’ that’s traded on the blockchain. You will have money on the
blockchain but you cannot withdraw it to ‘horde your wealth’ you will be only be able
to spend it. You will have $1,000 worth of a ‘FED coin’ which will diminish each year
due to negative interest rates forcing you to spend it sooner rather than later.

CoinCompass.comDisclaimer: this is not financial advice
Coincompass provides educational material only. 

June 2018

The Accidental Bitcoiner

https://coincompass.com/
http://www.coincompass.com/


Page 3

“The structure created by Central Banks is not a tenable situation, it’s breaking down
around the world.”

In a separate interview Mr Pento believes that Bitcoin is ‘not money’ because even
though it is divisible and portable, money has to be durable and very scarce. Gold is
virtually indestructible and very scarce.

He says an EMF bomb could wipe out your hard drive and thus destroy your bitcoins.
Coins can be stolen from exchanges, and that there’s thousands of these
cryptocurrencies. The electronic numbers and letters are not durable and they’re
certainly not scarce.

Here at CoinCompass we agree with the premise of Mr Pento’s argument but not the
conclusion relating to Bitcoin. The summary of his interviews are paraphrased but we
believe we’ve stayed true to his intended message. We intend to address his
criticisms of Bitcoin in detail:

An EMF Bomb would wipe out your Bitcoin
True, an EMF bomb would destroy your ‘hardware wallets’ but but there are other
means safeguarding your bitcoin. Once power is restored you could back up your
wallet again and everything would be restored as it was. If Mr Pento is referring to the
entire Bitcoin Blockchain being wiped then that requires that ALL computers on the
blockchain be struck by any EMF bomb. That’s every single computer around the
world connected to the blockchain. If the world lost all its electric how we ‘pay for
things’ will be the least of our problems. And if every single computer in the world
was wiped out, the bitcoin Blockchain has been synced to satellites in orbit that were
launched by Blcokstream, one of the largest bitcoin and development development
companies. At the end of the day (quite literally in this scenario) if only one copy of
the blockchain remained, the would validate each other and the network could pick
up where it left off.

Coins can be stolen from exchanges.
Yes this is true. Just like gold can be stolen from a vault or cash from a bank.
CoinCompass continuously advises its clients on up to date off-exchange methods. 
Just like keeping gold in your backyard or keeping jewellery in a private safe you can
safeguard your own bitcoin.
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Electronic numbers and letters are not durable and they’re certainly not scarce. 
Here we disagree. Numbers are durable, because they can be written down.  You
can visit paintings in caves that are over 35,000 years old. They’re still there.
Numbers are not scarce but when part of a mathematical hash they are. Two
different mathematical equations will never look the same, but would you able to tell
the difference between gold and ‘fool’s gold’?

Mr Pento then criticise the blockchain itself arguing that, ‘the decentralised immutable
ledger, government has no control over it, they can easily shut down cryptocurrency
by shutting down the exchanges, all liquidity would evaporate. You can only spend
them (bitcoins) but the government can make it illegal to transact. Transactions
would then be relegated to the dark web. 

So to address this issues how could the government shut down Bitcoin. The answer
is in the critique itself, you cannot shut down a decentralised exchange. Should  a
government decide attack the bitcoin blockchain and reverse all the recorded
transactions this would be a very expensive process that would last only 10 minutes
before the everyone connected to the network became aware of the attack and the
core developers would created a fork, and eventually consensus would move their
hash power away from the old, attacked, blockchain and into the new on. 

Shutting down exchanges,
Yes this could happen but exchanges are based in several different national
jurisdictions. There would need to be a unanimous global effort among governments
to do so and even then Bitcoin is peer-to-peer. If you make something illegal the
price appreciates (such as alcohol during prohibition). Also people would use
Localbitcoins and similar peer-to-peer services in-person and online.

Bitcoin would be relegated to the dark web.
Admittedly in the early days bitcoin found large transaction use in the dark web but
since then it has become more widely accepted as a transaction currency, and in the
case of Japan officially recognised as such.  Many of us steam multimedia content
from iTunes, Netflix, and Amazon today yet the first services to do so were deemed
illegal (and they were peer-to-peer). 
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Mr Pento then criticises bitcoin's store of value and its scarcity: ‘Why would you
believe these (bitcoin) miners won't be able to split this innumerable times, if you can
dilute anything by fiat then the value erodes greatly. You can’t do that with gold.
They’re doing that with cryptocurrency.’

Unfortunately this is widespread misunderstanding of a Bitcoin fork and alt-coins. 
Yes there are several thousand cryptocurrencies but many have come and gone.
Bitcoin is nearing its 10 year anniversary and has been enjoying a network effect as
daily transaction and connections to the network keep growing.

Diluting bitcoin would be to create more than the 21 Million that are intended to be
created. Yet unlike a central bank that can unanimously invoke such an action this
cannot be done with Bitcoin. To create more bitcoin that the original 21 Million then
over half the network (51% or more of miners) would need to implement the new
code. What would be their commercial incentive? in doing so. It cost you money to
mine bitcoin so you are betting on an appreciating value of bitcoin. Why would you
want to dilute your own returns? It’s the equivalent of hoping that the value of your
property would go down and taking actions to do so. And when thinking of gold we
actually do not know how much gold there is yet to mine in the world. We could have
extracted all of it or there could be several ‘mother loads’ waiting to be found thus
increasing supply and depreciating its value.

Mr Pento also argues that ‘a lot of the [bitcoin] transactions are illicit, they’re child
pornography, terrorist related and money laundering’.
We are not denying this as unfortunately with new technologies the fringe element is
among the first adopters. The pornography industry was the first to use VHS, Blue-
ray and accept credit cards online. 

In 2006 torrenting (file-sharing) accounted for 70% of internet bandwidth. One would
imagine that over the past decade that percentage would increase as we’ve
implemented:  

Yet today torrenting accounts for less than 3% of internet bandwidth. Down from 70%
to 3%.
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Though it has become cheaper, easier and from a law-avoidance perspective safer
why has illegal file-sharing declined? The answer is Netflix and iTunes and Spotify.
Why take the risk of doing something illicit when you can now do it legally and
cheaply. Remember when a single CD cost over $25 and now you can stream
anything for $5 per month?

The following is an extract from an academic research paper that addresses the
illegal activity in bitcoin:
In recent years (since 2015), the proportion of bitcoin activity associated with illegal
trade has declined. There are two reasons for this trend. The first is an increase in
mainstream and speculative interest in bitcoin (rapid growth in the number of legal
users), causing the proportion of illegal bitcoin activity to decline, despite the fact that
the absolute amount of such activity has continued to increase. The second factor is
the emergence of alternative cryptocurrencies that are more opaque and better at
concealing a user's activity (eg, Dash, Monero, and ZCash). Despite these two
factors affecting the use of bitcoin in illegal activity, as well as numerous darknet
marketplace seizures by law enforcement agencies, the amount of illegal activity
involving bitcoin at the end of our sample in April 2017 remains close to its all-time
high.

This is why Bitcoin is still in the very, very early stages. We’re in the trailblazers stage
and nowhere close to mainstream adoption. As more and more people transact in
bitcoin the percentage of illegal activity declines.

Mr Pento argues that should cash be deemed illegal then gold will see an
appreciation in value. This we believe is theoretically true yet we can point to
historical evidence that the elimination of cash leads to an appreciation in the value
of bitcoin.

On 8 November 2016 Prime Minister Modhi of India announced that the country’s two
largest notes, the 5,000 and 10,000 Rupee notes, would be banned and had to be
turned in. This represented 86% of the total cash in circulation. The day the
announcement was made google search for ‘buy bitcoin’ in India grew by a third and
the premium to buying bitcoin on Indian exchanges was up to 40% higher compared
to exchanges in other countries.

Bitcoin is currently the world’s safest and easiest method of transferring value across
the world.  A global ban on cash would would then see a very large appreciation for
bitcoin as trust in Central Banks and government based fiat erodes.
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What we do

In-person workshops. 
All day interactive and highly practical workshop. Begin with little or no
Bitcoin knowledge and walk away with full control of your private keys.

Video Guides - Online DIY. 
We guide you through all the steps from securely buying to storing your
bitcoins while improving your security hygiene along the way.

Newsletter. 
Stay informed with the state of Bitcoin and blockchain developments,
news and comprehensive summary of price movements from technical
and fundamental analysts. Included is access to infrequent but important
PSAs (Public Service Announcement- emergency alerts)

Helpdesk - In person or online. 
We offer in-person help desk consulting sessions and at prearranged
times online. Contact us first for a quote and if we can't help you we
won't charge you but as Bitcoin nerds we think we probably can.

Visit CoinCompass.com for more details. 

CoinCompass is an educator providing up-to-date industry
best practices on bitcoin risk mitigation. 

We are not a broker nor money transmitter so cannot buy
bitcoin on your behalf. 

CoinCompass  provide you with the knowledge and tools to safely

buy, store and control your own coins through our proprietary

services such as:
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Disclaimer

CoinCompass provides educational consulting based upon industry best
practices and our extensive expertise. CoinCompass never receives
commission for recommending any product or service. We try and test
new products and services ourselves before we post an opinion on it.

CoinCompass is not a financial adviser and therefore never provides
investment advice. Do your own financial research of when and what
to buy or sell.

CoinCompass is not a money transmitter nor broker so cannot receive
any money for buying Bitcoin or any other crypto asset.

CoinCompass takes no responsibility for out-of-date information
because this industry is new and can change overnight. View our
various consultancy packages  including emergency alerts, to keep up-
to-date.

CoinCorner is presented for informational purposes only. The
information presented in CoinCorner should NOT be construed as
investment advice. Always consult a licensed investment professional
before making important investment decisions. The opinions expressed
in CoinCorner are those of the participants. CoinCompass, its directors
and editors shall NOT be liable for losses resulting from investment
decisions based on information or viewpoints presented in CoinCorner.
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