Gold vs. Bitcoin vs.
Stablecoins

“The only reason that cryptocurrencies
exist is because of regulations that stop
us from using gold as money.”

Peter Schiff
(CYAELCEWEVTS

e Similar to gold ETFs, all of the gold-backed
cryptocurrencies on the market are centralized. This
means they have counterparty risk. Unlike storing your
own physical gold, gold-backed cryptocurrencies
require you to trust a company for storage.

e There are three main types of centralized, collateralized
stablecoins: fiat, commodity, and crypto. Gold-backed
cryptocurrencies are considered to be centralized and
“off-chain-backed coins”. The most famous gold-backed
cryptocurrency is the Digix Gold Token (DGX). DGX has
a market capitalization of approximately USD 4mn and a
daily trading volume of approximately USD 240,000 over
the past year. Even though Digix is backed by gold, it
often trades at a discount to gold, and Digix’s return is
extremely volatile compared to gold’s return.

e Gold-backed cryptocurrencies have higher costs and
risks than ETFs and managed gold funds. Investors can
suffer loss of value due to faulty private key storage,
double-spends from weak blockchain security,
regulatory uncertainty, lack of liquidity, and
nontransparent accounting by gold vaults.



Again, it’s an area where I will
be sad if our rules stand in the
way of people developing a
stablecoin that has investor
interest that people want. So, if
there are things that we need to
do to adjust our rules, again,
come talk to us.

Hester Pierce,

SEC Commissioner

The last time Bitcoin saw its 50-
day moving average cross
definitively above the 100-day
moving average, a spot on the
ledger cost about $300. Since
then, bitcoin is up 17x. It just
happened again.

Bill Miller IV
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Last year we featured an article exploring the intersection between gold and
Bitcoin.267 The article focused on how gold impacts Bitcoin’s application as a global
store of value. Now an even newer competitor to gold is emerging:
stablecoins. Stablecoins promise to improve on gold by being digital and to
improve on Bitcoin by being stable. But can the companies behind these
stablecoins deliver or are they just modern alchemists? This chapter gives a
rundown of the stablecoin market with a focus on gold-backed stablecoins, which
are in many ways similar to gold ETFs. Bottom line: All of the gold-backed
stablecoins on the market are centralized, which means they have
counterparty risk. Unlike storing your own physical gold, trusting a

company to store your gold is required.

Gold and Bitcoin

Gold has fascinated mankind for thousands of years. So far, more than 190,000
tonnes of the precious metal have been mined.268 How much is still underground
remains unknown. One thing is clear, however: The extractable quantity is finite
and subject to diminishing returns. Similarly, the number of bitcoins that can be
mined is limited: The mysterious inventor of Bitcoin has set the maximum amount
to 21 million coins.269 Unlike fiat money, gold and Bitcoin cannot be
created by central banks at will in response to demand shocks. While the
average annual growth rate of the gold supply is around 1.7% with a rather small
standard deviation,270 Bitcoin’s inflation rate is currently 3.69% and on a
downward trajectory.27t As mentioned in last year’s In Gold We Trust report, the
supply of newly mined bitcoins follows a preprogrammed, transparent, and
predictable schedule, which remains unaffected by fluctuations in demand.272
Their inelastic supply makes the prices of gold and Bitcoin dependent

on their demand.

Overall, the supply trajectories of Bitcoin and gold show that Bitcoin is expected to
have a lower inflation rate by 2021. Every 210,000 blocks, the reward the
miners receive per block is halved. This roughly corresponds to a four-year
“half-life”. Observers pay very close attention to the schedule, because the so-called
“halving” is regarded as an important indicator of price movement. There is only
little experience so far, since there have been only two such “halvings”. But they
show that the price has always risen in the months before the actual event.
Specifically, the Bitcoin price found its bottom in the first bear market that came
378 days before the first halving and again in the second bear market, 539 days

before the second halving.273

267 See “Crypto: Friend or Foe?”, In Gold We Trust report 2018
268 gee “Above Ground Stocks”, Gold.org, January 31, 2019

269 | this context, we should note that the edge length of the cube that could be cast from the total amount of gold
already mined is roughly 21 meters, which may have been Satoshi Nakamoto’s inspiration for the arbitrary 21 million
hard cap.

270 See “The Bitcoin Halving and Monetary Competition”, Saifedean Ammous, July 9, 2016
271 gee “Bitcoin Inflation”, Woobull Charts, April 27, 2019

272 See “Crypto: Friend or Foe?”, In Gold We Trust report 2018

273 See Bitcoin Block Reward Halving Countdown
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Stablecoins promise an on-ramp
into the crypto world that a
retail user can easily trust and
understand, paving the way for
wider acceptance and adoption
of programmable money and
securities. A successful stablecoin
may challenge the legitimacy of
the current myth of money
backed by weak governments
around the world.

Tatiana Koffman
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This equals an average of 458 days, and we are currently approximately 350 days
from the next halving, which will probably take place towards the end of May
2020. If the pattern observed so far is confirmed, the bottom should
have occurred somewhere between December 2018 and May 2019.

Stock-to-flow ratio, Bitcoin and gold, 2012-2032
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Source: bitcoinblockhalf.com, World Gold Council, Incrementum AG

When we compare the supply of gold to the supply of Bitcoin, we notice that both
are being mined, albeit in their own particular ways. Gold can be found in soil,
rivers, and rocks all over the world, regardless of borders. Similarly, independently
of their location, Bitcoin miners receive a reward for providing the network with
computing power to verify and settle transactions. The main difference when
it comes to mining is that mining is what secures the Bitcoin network
and the price of Bitcoin on the market. In contrast, gold mining does
not secure the price of gold. Therefore, we would like to make the
subtle distinction that Bitcoin is not a bearer instrument in the same
sense that gold is. Paying with gold requires absolutely no dependence on a
network for settlement. However, Bitcoin transactions can take hours to settle; and
trusting the software, hardware, and internet that support Bitcoin is a type of

counterparty risk even though the “party” is not human.

To make Bitcoin and gold even more scarce, a certain amount of Bitcoin and gold
becomes unusable every year. Previously, gold was used in quantities that made
smelting and recovery cost-effective and common. For example, the gold in your
mother’s necklace may well have in it metal mined by the Romans, then used by
the Tudors, etc. Now we see gold used in tiny amounts in high-tech goods,
amounts that may not be cost-effective to salvage for a long time. The British
Geological Survey estimates that around 12% of current world gold
production is being lost for this reason.274 This means gold is being
consumed in an absolute sense for the first time in history. Again, this is similar to
Bitcoin’s annual loss of coins that are unspendable due to lost private keys and fat-
finger mistakes while typing cumbersome recipient addresses. Two different

274 See “How much gold is there in the world?”, Ed Prior, April 1, 2013
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Stablecoins are important in the
same way that a bridge is
important. You may not care
much about the bridge, but
without it, the beautiful land
beyond is much harder to get to.

Erik Voorhees
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cryptocurrency researchers, Chainanalysis and Unchained Capital, have created
an upper bound of 3.8 million for the total number of bitcoins lost.275
Overall, the supply trajectories of Bitcoin and gold show that Bitcoin is expected to
have a lower inflation rate by 2021.276

Does Bitcoin Hurt Gold?

Since many young investors consider Bitcoin to be digital gold with a payment
option, some may suspect that the demand for gold is adversely affected by the
success of cryptocurrencies. As of yet, the correlation between gold and
Bitcoin returns is still low and slightly positive, indicating that the
demand for gold is not adversely affected by cryptocurrencies.

Correlation of monthly returns, Gold (x-axis) and Bitcoin (y-axis), 07/2009-
02/2019
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This secure demand strength of gold is due to the unique advantages it
has over Bitcoin. First, gold is far less volatile than cryptocurrencies and will
remain so for the time being. In 2017, Bitcoin was about 15 times more volatile
than gold. In addition, gold is much more liquid. On average, USD 2.5bn in Bitcoin
is traded daily.277 This amounts to just 1% of the total gold market: The daily
trading volume of gold is around USD 250bn. Furthermore, gold trades in
regulated and well-established venues and has long been accepted by institutional

investors as an investment alternative. This is not the case for cryptocurrencies.278

275 See “Bitcoin Data Science (Pt. 2): The Geology of Lost Coins”, Dhruv Bansal, May 29, 2018
276 See Bitcoin Block Reward Halving Countdown

277 See Bitcoin Trading Volume, Bitcoinity.org, April 27, 2019

278 This may change quickly, however, as more and more countries open their financial markets to blockchain-
related investment vehicles. To give an example, the Liechtenstein Financial Market Authority (FMA) has recently
approved three alternative investment funds (AIFs) for crypto-assets. See “Liechtenstein gives green light to crypto
funds”, Liechtenstein.li — official website of Liechtenstein Marketing, March 6, 2018
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The advocates of public control
cannot do without inflation. They
need it in order to finance their
policy of reckless spending and
of lavishly subsidizing and
bribing the voters.

Saifedean Ammous
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Leveraging Gold’s Stability

The US dollar’s hegemony is under increasing pressure from China and Russia, as
US national debt reaches record highs. Instead of returning to a gold
standard in support of a fiat currency, the 215t century could witness

the emergence of a gold standard involving a cryptocurrency.

The notion of a monetary system based on a cryptocurrency may be surprising,
given the fact that cryptocurrencies are the most volatile asset class. Many Bitcoin
holders have experienced a ride from USD 1,000 right up to USD 20,000, and then
steadily back down, culminating in a long, choppy sideways market followed by the
recent rally to USD 8,000. Enter stablecoins. Stablecoins promise to offer all of
Bitcoin’s benefits while fixing the problem of volatility.

While the decentralized and independent nature of their supply makes gold and
Bitcoin good stores of value, there are major differences with respect to other
monetary features. Following Dobeck and Elliott279 and Berentsen and Scharz8o,

The next table gives a quick overview.281

Gold versus Bitcoin

Characteristic Gold Bitcoin
Low transaction costs X
Fast transfers X

Verifiability to prevent fraud

Confiscable X

Divisible X

Fungible

Microtransactions X
Global Acceptance X
Institutional Acceptance X
Anonymity Sometimes282
Counterparty Risk x

Volatility X

Source: Incrementum AG

However, the promise is most likely to be optimistic, as promises often are in the
cryptocurrency space. For several decades, countries around the world have tried
to peg their exchange rates to other more stable currencies. Not a single fixed

peg has lasted in the long run.

Take for example the European Exchange Rate Mechanism (ERM), which

attempted to keep the plethora of European currencies within a narrow band of

279 Dobeck, Mark F.; Elliott, Euel: Money. Greenwood Press, 2008, pp. 2-3

280 Berentsen, Aleksander and Schér, Fabian: Bitcoin, Blockchain und Kryptoassets. 2017, p. 16-17

281 This table was inspired by a presentation given by Frank Amato at the LBMA/LPPM Precious Metals Conference
2018 in Boston, Massachusetts.

282 Transfers within the Bitcoin network can be tracked indirectly due to the transparent nature of account balances.
Companies such as Chainanalysis offer to analyze the entire Bitcoin blockchain in order to forensically detect
transfers between addresses and identify the owners of the accounts. The US tax authorities are already using this
service to track cases of money laundering and tax evasion.
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each other during the ’80s and ’90s. Since the UK could not keep their print

presses turned off, George Soros and other speculators were able to mount a

speculative attack and profit from breaking the peg. This is because whenever

Reasons People Use Stablecoins

1. Exchanges: Cryptocurrency traders can reduce their exposure
to Bitcoin by selling their Bitcoin for stablecoins. This allows
traders to keep their wealth on an exchange without converting
back into fiat. This is useful for two reasons. First, many
exchanges take days to convert fiat into crypto, which means
investors must wait to trade. Second, converting back into fiat
means a tax bill is coming soon, since most exchange on- and
off-ramps now require KYC-AML.

2. Inflation hedge: People in countries with high inflation and
hyperinflation can hold on to stablecoins in order to preserve
their savings. Bitcoin is too volatile for most people in
Venezuela. Instead, they would prefer to hold onto
cryptocurrencies backed by gold or Swiss francs.

3. Interbank settlement: Interbank settlement is a trillion-US
dollar industry, as discussed in the chapter on Ripple in the June
2019 edition of the Crypto Research Report published by
Incrementum. Instead of giving away billions in revenue to
Ripple, companies such as J.P. Morgan are releasing their own
centralized stablecoins backed by fiat in order to settle
transactions globally on a permissioned blockchain instead of
legacy banking software.

a currency holds fractional reserves, arbitrage
opportunities arise between it and other
currencies. Therefore, stablecoins that are not fully
backed are trading off between stability in the short
run and blow-up risk in the long run, because keeping
a fixed peg without investing in the underlying asset
makes the peg fragile to black swan events.

However, Bitcoin is volatile, and many cryptocurrency
users are now demanding stability. To meet this
demand, the new stablecoins are combining
the advantages of gold and Bitcoin. Gold-backed
stablecoins are similar to gold ETFs. For example, the
most famous gold ETF, SPDR Gold Shares (GLD), is a
fund that buys physical gold and divides the

ownership of it into shares.

In theory, gold-backed cryptocurrencies are supposed
to work the same way. However, there are
currently no cryptocurrency exchanges that
are licensed to trade tokenized ETFs. Even if
regulators eventually approve an application for such
an exchange, they will require KYC/AML on each
transaction.283 This begs the question: How is a
centralized gold-backed stablecoin any better
than a gold ETF? We have still not found a
suitable answer to this question. In fact, the
solution seems inferior at first glance, because

investors still have to safely protect the private keys

that control the gold-backed stablecoins, and if the tokens are traded on a public

blockchain like Ethereum, then the coins will be subject to volatile and increasing

transaction fees when they send and receive the gold tokens. Then there are all of

the problems associated with public blockchains, such as latency, lack of

scalability, and security.

As shown on the next figure, there are three main types of collateralized

stablecoins: fiat, commodity, and crypto. Gold-backed cryptocurrencies are

considered to be centralized “off-chain-backed coins” because they

generate value by a counterparty’s depositing gold, gold certificates, or

other gold-related securities into a vault. Similar to fiat-collateralized coins

like the infamous Tether, gold-backed cryptocurrencies are supposed to be listed

on cryptocurrency exchanges so that gold positions can be opened and closed

within seconds by retail and professional investors alike.

283 Know your customer (KYC) and anti-money laundering (AML) are standard protocols that require a customer to
verify their identity in order to use specific services, such as bank accounts and cryptocurrency exchanges.
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Topology of crypto assets
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This is why in a free market,
whatever assumes a monetary
role will have a reliably high
stock-to-flow ratio: the new
supply of the money is small
compared to the overall existing
supply.

Saifedean Ammous
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Topology of stablecoins
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Overview of Current Gold-Backed Crypto
Assets

Over 50 cryptocurrencies are somehow backed to gold. The next section
summarizes just a handful of the gold-backed projects. The projects selected were
drawn from responses to an official @CryptoManagers tweet on Twitter. We asked
our followers what coins they wanted to learn more about. We also selected a few
coins from the German-speaking countries, including Vaultoro, Novem, and AgAu.
Finally, we have included an update on the gold-backed tokens that we covered last

year.284

284 gee “Crypto: Friend or Foe?”, In Gold We Trust report 2018
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Coin Name

Digix Gold Tokens
(DGX)

Novem

AgAu

AnthemGold

Vaultoro

Ozcoin

KAU/KAG

Xaurum (XAUR)

Zengold

Flashmoni

AurusGold

PureGold

OneGram (OGC)

Convertible into
Physical Gold

Information not
available

Information not
available

X

Information not

Gold Sip available
LAPOX
HelloGold (HGT)
GBT
GoldX
incrementum
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Gold-backed cryptocurrencies*

Blockchain Exchange- Fees ICO/TGE Stable t.o Gold's
Traded Price
0.13% on each trade, daily deductible
Ethereum S x
demurrage fee 0.60% per annum235
NEO X 0.05% transaction fee286 Not yet traded
Ethereum Up to 4% on each trade plus 2% annually Not yet traded
. . 0.40% storage cost per year
Private Blockchain X . Not yet traded
3% fee for conversion to physical Gold X y
From 0.2% to 0.5% per trade and 0.4% per
N/A X year to pay for insurance, auditing and X N/A

vaulting costs288

Information not Information not . . Information Information not
. . Information not available . .
available available not available available
Information not Information not . . Information Information not
! ! Information not available . .
available available not available available
Eth Each transaction of xaurum pays a fee of 0.5 x
ereum
XAUR289
Metaverse Information not
) i 290
Blockchain X 0.1% per transaction, cap 1 ZNG X available
Private Blockchain X Information not available 201 X
Fee for tokenizing gold 0.5%, transactions
Ethereum X 99 292 X X
0.15%, annual fee 2%29
1% transaction fee,
Eth 5% subscription fee
thereum 50% of the prevailing fees when PGT is
used293
Private Blockchain 1% transaction fee294 X
Information not . . Information Information not
. Information not available . .
available not available available
Public Blockchain,
but not announced X Information not available Not yet traded
yet
Private Blockchain )( 2% on each trade plus 2% annually 295

Source: Incrementum AG

*Please be advised that the table includes fees such as transfer fees, custody fees, subscription fees, and
redemption fees. We included all information which was provided to us by the companies. However, a substantial
cost that investors will have to bear may be the spread between the price of gold on the market and the price of gold
that each company charges investors. This markup on the price of gold is often not stated clearly in the
whitepaper. The table is not complete because the information was unavailable. Readers are responsible for their
own due diligence on each firm, and this is not investment advice.

285 see “Digix FAQ”, Digix, February 6, 2018
286 gee “Whitepaper v1”, Novem Gold AG,

287 See “AnthemGold: Blockchain Gold-Backed Cryptocurrency Stablecoin?”, Bitcoin Exchange Guide News Team,
April 21, 2019

288 gee “vaultoro: The Bridge Between Bitcoin and Gold”, Investltin, March 30, 2017
289 See “Whitepaper 2.0”, Xaurum, November 2017

290 see “Whitepaper”, Zengold

291 gee “A guide to gold-backed cryptocurrency”, Goldscape.net, April 20, 2019

292 gee “Whitepaper: Tokenized Physical Assets”, Aurus

293 See “Whitepaper: Token Swap”, PureGold, July 28, 2018

294 See “Whitepaper”, OneGram

295 See “Technical Whitepaper”, HelloGold, August 27, 2017
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In the future by
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https://novem.ag/pdf/whitepaper_v2_en.pdf
https://bitcoinexchangeguide.com/anthemgold/
https://www.investitin.com/vaultoro-bitcoin-gold/
https://xaurum.org/Whitepaper.pdf
https://zengold.org/white-paper/ZenGold-white-paper-EN.pdf
http://www.goldscape.net/gold-blog/gold-backed-cryptocurrency/
https://aurus.io/Aurus-Whitepaper-V2.1.pdf
https://www.puregold.io/assets/files/Puregold_ICO_White_Paper_v1.5.3.pdf
https://onegram.org/whitepaper
https://static.coinpaprika.com/storage/cdn/whitepapers/763.pdf

Gold is not an easily accessible
option for most people, given
high transaction costs involved
in moving it around and the fact
that the enormous central bank
reserves can act as an
emergency excess supply that
can be used to flood the gold
market to prevent the price of
gold from rising during periods
of increased demand, to protect
the monopoly role of government
money.

Saifedean Ammous
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Digix Gold Tokens (DGX)

There are two tokens associated with this company: DGD and DGX. The DGD
crowdsale in March 2016 was the first crowdsale and major DAO hosted on the
Ethereum network. A decentralized autonomous organization (DAO) is a type of
decentralized application (dApp) that allows owners to make business decisions by
voting electronically, and execution of the business decisions is performed using
smart contracts.296 The second is the DGX token, which equals one gram of
standard gold.297 The company reportedly procures its gold from LBMA-approved
refiners. The tokens are issued by Pte. Ltd. in Singapore, and the gold is stored at
The Safe House in Singapore. As you can see in the next chart, the daily trading
volume is approximately USD 243,000 over the past year, and USD over the past

month.

Digix Gold Token (DGX), trading volume in USD (left scale), and price, in
USD (right scale), 05/2018-05/2019
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The next chart shows that the Digix Gold Token is not correlated with the price of

gold. The token is more volatile and often trades at a discount to gold.

AnthemGold

What makes AnthemGold unique is that it is the first insured, fully gold-backed
stablecoin based in the US. The token is open to citizens of 174 countries, and the
vault where the gold is stored can be viewed on video, on the AnthemGold
homepage.298 Currently, there are 20kg of gold there. The gold is insured through
Lloyd’s; there is zero FACTA reporting required for investors; and according to the
founder of AnthemGold, Anthem Blanchard, the gold has zero risk of bank deposit
freeze or closure. There is a 0.40% storage cost per year, extracted from metal
(which is the same as the GLD gold ETF fee structure).299

296 For more on smart contracts, dApps, and DAOs, please see Crypto Research Report, Edition V., October 2018
297 See “Whitepaper”, Digix Global, no date

298 see Anthem Gold

299 Demelza Hays’ interview with Anthem Blanchard about AnthemGold can be found here.
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AgAu

AgAu is a gold-backed token that is being developed by Thierry Arys Ruiz and
Nicolas Chikhani, the former CEO of Arab Bank in Geneva. Their offices are
located at the Zug-based blockchain incubator, Crypto Valley Venture Capital (CV
VC). Their coin will be audited by E&Y and built as an ERC-1400 smart contract on
the Ethereum blockchain. The gold is 1 kg LBMA bars stored at Trisuna in

Liechtenstein. AgAu will be engaging in a token generation event (TGE) to raise the

Due Diligence on Gold-Backed Stablecoins

1. Can the cryptocurrency be converted into physical gold on
demand? How easy is the process?

2. Does the company disclose how it stores the gold?

3. Who is storing the gold that backs the cryptocurrency? Is that
company trustworthy?

4. Is the gold insured?

5. Does the company have a well-known and reputable auditor?
If the company is not audited, then it can easily issue more
tokens than gold, thereby creating fractional reserves.

6. What happens if the company goes bankrupt? Is it a limited
liability company that could leave investors empty-handed?

7. What blockchain are the gold tokens built on? Is that
blockchain secure?

8. Do you know how to store the private key to the wallet that
controls the gold tokens? What happens if you lose the key?
What happens if the key is stolen?

9. Gold-backed cryptocurrencies are similar to ETFs, which may
make them subject to securities laws in Europe and the US. Is
the company selling the cryptocurrency regulated? Does it store
the gold in a country that has approved their token?

10. Where can the gold-backed token be traded? Gold ETFs are
traded on exchanges, but there are currently no cryptocurrency
exchanges that are licensed to trade tokenized ETFs.

11. How much liquidity does the gold-backed cryptocurrency
have? Can you really close a position in case of a liquidity trap?
The largest gold-backed cryptocurrency, Digix Gold Token, has
a small daily trading volume of USD 243,000 over the past year,
and USD 27,000 over the past month.

12. What is the total expense ratio for the tokenized shares of
the gold fund? The most famous gold ETF, SPDR Gold Shares,
has a management expense ratio (total fund costs / total fund
assets) of only 0.40%.

13. What is the business model of the coin? How do the people
who created the coin make money? If there is not a clear way
that they are profiting, then be suspicious of indirect costs or
high risk.

incrementum

initial round of capital that will be used to buy the gold
required for backing the tokens. The storage fees are
0.2% per annum, and each transaction has a maximum
total cost of 0.4%.

Novem

Nestled in the Crypto Rhine Valley, aka Liechtenstein,
Novem Gold AG describes their token as one that
embraces safety, transparency, and trust, connecting
immutable blockchain technology with London Bullion
Market Association (LBMA) certified physical gold. The
number one feature of Novem that
distinguishes it from other gold stablecoins is
that coin holders actually own the gold legally,
not Novem. Therefore, if Novem goes bankrupt, the
token holders do not lose their gold. This is the only
gold coin we know of that has the gold ring-fenced and
protected for token holders within a legal structure.
Their token, named “999.9”, builds on the NEO
blockchain, and each unit is equivalent to 0.01 grams of
gold. Since the token is a regulated security
token, it is subject to strict financial-market
regulations. Since February 2019, USD 1mn worth of
tokens have already been purchased through private
sale. The physical gold underlying the currency is stored
in Liechtenstein and audited by a third party, according
to Novem. Although the 999.9 token is not yet
listed on an exchange, the Novem team says that the
token will be listed on a securities token exchange.
Although no liquidity currently exists for
Novem, if liquidity develops, investors would be able to
trade large amounts of gold within seconds, similar to
an ETF. The tokens were developed by Wolfgang
Schmid and Mario Schober, who are former precious

metals dealers.

HelloGold

HelloGold, a Malaysian-based company founded in
2015, offers a token backed by 1 gram of 99.99%
investment-grade gold. The tokens can be converted
into physical PAMP Suisse gold, and the shipping is
insured. The total GBT supply is limited to 3,800,000
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If you think you are too small to
make an impact, try spending
the night in a room with a
mosquito.

African proverb

It is very difficult to determine
which is a better mechanism to
achieve stability but what we do
know is this — the race for a
truly decentralized, stable and
transparent cryptocurrency is
alive and well, and this will be a
welcome solution to many of the
problems inherent in the market
currently.

Armin Schmid,

CEO Swiss Crypto Tokens AG
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(representing 3.8 tonnes of gold). Users also have the opportunity to convert their
gold into a digital gold token (GBT) if they have a “pro” account, which requires
standard AML/KYC. This enables them to use the stored gold as a value outside
the HelloGold system.

In addition, people may use their gold as collateral for loans made available by
Aeon Credit Services, giving them access to personal finance. Finally, HelloGold
offers a Smartphone app with which users can trade their tokens and exchange
them for their corresponding shares of investment-grade gold. When they redeem
their GBTs for physical gold, they receive the corresponding amount in bullion,

coins, or jewelry via recorded mail.

GBT accounts are charged an annual fee of 2%. Interestingly, the HelloGold
blockchain operates on a private network to reduce fees and transaction latency
and avoid the risk of independent developers adding their own contracts to the
blockchain. This means that HelloGold and its nodes control block times as well as

the execution of the gold transactions.

Conclusion

A gold-backed cryptocurrency promises to be digital gold: no weight and stable.
However, no one has figured out yet how to make a decentralized gold-backed
stablecoin. All gold-backed stablecoins are centralized in the sense that you have to
trust someone to store the gold for you. Similar to an exchange-traded gold fund,
gold-backed stablecoins have counterparty risk. In the cryptocurrency world they
say, “Not your keys, not your crypto.” Well, the parallel for gold would be

something like, “Not your vault, not your gold.”

Backing a cryptocurrency in a way that an intermediary is required — a custodian
or a bank for instance — actually conflicts with one of Bitcoin’s central tenets,
namely, that users do not have to trust any intermediary. The security of Bitcoin
and other cryptocurrencies is based on cryptographic technology. In contrast, the
gold-token projects we have presented above are managed by real companies. They
are responsible for the safekeeping of the gold. Therefore, the user has to trust that

no state or private actor will be able to steal or confiscate the gold from the vaults.

Furthermore, the coins are often traded on a public blockchain structure such as
Ethereum, which means the coins also suffer from all of Ethereum’s problems,

such as scalability and security.

Finally, there are over fifty gold-backed coins currently, and most
likely, many of them will fail. It will take a few years for the market leaders to
emerge, gain widespread exposure, and thus secure the standing of gold-backed
tokens as a store of value. This year will be pivotal in identifying which projects are

going to take the lead in this endeavor.
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