
II.Mining and Proof of Work 

I. Coin Description

Bitcoin
PRODUCT DEEP DIVE:

Bitcoin is the world’s first cryptocurrency. It was invented by Satoshi Nakamoto, an anonymous figure who published the 
white paper “Bitcoin: A Peer-to-Peer Electronic Cash System” in 2008. Like the cryptocurrencies that followed it, Bitcoin 
was conceived to create a decentralised payment system that does not need a central authority like a bank. Instead, Bit-
coin is stored and exchanged securely on the internet through a digital ledger known as a blockchain. Every transaction 
is published publicly in the Bitcoin blockchain, leaving no room for manipulating transactions or adjusting the rules mid-
game. Cryptographic technology ensures that no one can spend the exact same units of the currency twice. The Bitcoin 
supply is limited to a fixed number of 21 million.

Coin holders, in reality, do not have the assets on their accounts. Wallets store both public and private keys consisting of 
64 characters, and they can sign a transaction validating ownership of the assets. Anyone with access to the 64-character 
private key also has access to the Bitcoin funds. This signature serves as a proof of ownership key and protects from poten-
tial fraud.      

After execution, each transaction is added to a mempool and usually confirmed within ten minutes. The transaction with 
the highest included transaction fee will be validated first. When a Bitcoin transaction is verified, every node of the net-
work stores it, securing your funds and making transactions irreversible. The total unspent output determines the number 
of Bitcoin owned by a person who belongs to this address; both the public key and the private key are needed to decode 
a message. Transactions mostly have multiple outputs. In every asset movement, the whole transaction input has to be 
spent contrarily; the remaining unspent amount will be lost. Consequently, most transactions have two outcomes. One of 
them represents the sender, the other one the receiver.

Bitcoin mining is how new bitcoins enter into circu-
lation. It’s also a crucial component of the security 
of the blockchain ledger. During the mining process, 
new validated blocks are added to the blockchain. 
Building a valid block is costly in terms of hardware 
and electricity, so miners receive compensation 
in block rewards like Bitcoin and transaction fees. 
A cryptographic hash function is used for security 
purposes and constitutes the backbone of cryp-
to security. The mining process will become more 
complex as more participants join the system since 
significantly more computing power will be required. 
In order to overcome these challenges, mining pools 
have been created.

III.Bitcoin transaction in the background
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Proof-of-Work (PoW) describes a policy that uses absolute 
computing power to prevent any undesirable action that is 
likely to affect the stability of the network. The theory was 
first presented by Hall Finney in 2004, who designed the cen-
tral concept of PoW to limit spam emails and DDOS attacks. 
Five years after its invention, Satoshi Nakamoto applied Fin-
ney’s concept to create the first cryptocurrency network.

Like Finney’s idea, Bitcoin uses Proof of Work to make trans-
actions irreversible and decentralised. Hashes, the heart 
of the system in a blockchain network, are assembled into 
blocks and verified by miners. This practice allows increased 
profitability by stabilising the mechanism instead of practis-
ing malicious activities on the investor.
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IV. Use Cases

PRODUCT DEEP DIVE: BITCOIN

In a way, Bitcoin deviated from its original vision because of scaling issues due to limits on the amounts of transactions the 
Bitcoin network can process. At present, Bitcoin is primarily used as a speculative store of value, much like digital gold or 
gold 2.0. Bitcoin is also widely regarded as an attractive investment due to its historically low correlation to traditional  
asset classes, such as stocks, bonds, and gold.

After years of consolidation, Bitcoin managed to break 
the $1000 mark in 2017 and started an intense bull run until 
January 2018 with a new all-time high of around $20000. 
Between 2018 and 2019, the coin mostly moved sideways 
with occasional more volatile periods. In 2020 about half  
a year after the halving, a new bull market started and  
catapulted the Bitcoin price to $68000. After a correction, 
the price consolidated around the previous support area.
It is also important to point out that over the last five 
years, Bitcoin has significantly outperformed  
expectations.
 

As outlined in the original Bitcoin whitepaper, Bit-
coin is the world’s first “peer-to-peer electronic cash 
system” that “allows online payments to be sent 
directly from one party to another without going 
through a financial institution”. 

Bitcoin is often referred to as digital gold because a 
substantial amount of its properties are similar. The 
most significant similarity is scarcity, which leads to 
its characteristic as a store of value. Furthermore, 
they share properties around supply and demand, 
given their predictable, constant supply.

V. Investment Case

VI. Historical Performance
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Bitcoin and fiat currencies are similar in other ways, like 
being fungible, non-consumable, and portable. However, 
what differentiates them is Bitcoin’s decentralised and dis-
tributed nature, while fiat currencies are centrally issued by 
authorities. Bitcoin transactions only involve two parties, so 
they don’t require a bank or payment provider, unlike fiat 
currencies. Transactions on the Bitcoin network take minutes, 
whereas fiat transactions may take days to settle. Bitcoin 
transactions, however, are non-reversible once a transaction 
is completed. Furthermore, Bitcoin is divisible, as units can be 
as small as one Satoshi or one hundred millionth of a single 
bitcoin (0.00000001 BTC).
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