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Bitcoin has attracted a substantial amount of attention and investment. Two
years ago, its market capitalization was about $11 billion.[1] Today, it is
approximately $111 billion, a tenfold increase.[2] Bitcoin is the first of many
cryptocurrencies. But it is more than that. Bitcoin is also the underlying
technology behind these cryptocurrencies. The pillar of this technology is what
is known as blockchain, a distributed ledger technology. The cryptocurrency
approach to payments was originally designed to provide services in a more
decentralized and transparent manner. This article will provide three reasons
why we should be careful not to draw the conclusion that these markets won’t
be the subject of antitrust concerns.
Let’s start by defining some terminology. First, the term cryptocurrency comes
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from the fact that the technology uses cryptography to make transactions
secure.[3] Second, distributed ledger technology means that transactions are public records that get
disseminated, peer-to-peer, into a network of computers. It is a decentralized ledger, because it is
not maintained by a centralized institution.
This decentralization is in contrast with the traditional payments system, where one trusts that a
bank will verify and record all transactions. Bitcoin was specifically formulated to remove the element
of trust in centralized institutions, such as banks.[4] In fact, the key innovation in bitcoin is not the
use of cryptography or its virtual nature, it is the theoretical decentralization of its ledger.
The notion of decentralization suggests increased competition. With more competition there are less
concerns that there will be price-fixing or any other form of abuse of market power. However, studies
have suggested that decentralization has not “fully come to fruition.”[5] As a result, these new
markets may not be immune from potential abuse of market power. In order to illustrate this, let’s
consider two new products that have been created around cryptocurrencies.
The first are exchange services. In exchange platforms, one can trade a cryptocurrency for another
one, or a cryptocurrency for a traditional (fiat) currency. There are more than 200 global exchanges,
about half of them launched in the last year or two.[6] However, this rate of entry into the industry
has also been accompanied by significant exits,[7] of which the most notable example is the failure
of Mt. Gox, an exchange that in 2012 “served over 80 percent of all Bitcoin transactions.”[8], [9]
The active influx and outflux of companies highlights that it is relatively easy to enter into, but also
exit, this market. Despite this fact, trading appears to be concentrated around a few exchanges.
Using data on exchanges of bitcoin vis-a-vis fiat currencies, Table 1 lists the top five Bitcoin
exchanges during the first quarter of 2015 and 2018.[10], [11] BTC China, Huobi and OkCoin, once
top platforms, as illustrated in the table below, were no longer ranked among the top five during the
first quarter of 2018.[12] The combined trading volume of the top five exchanges in the first quarter
of 2015 was 89 percent, and for 2018 it was 81 percent.
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Despite the existence of publicly available data on trading volume by exchange, discerning the extent
of concentration may be limited by allegations that these volumes are inflated. Some market analysts
find that volume might be inflated due to the existence of wash trading — which occurs when the
trader simultaneously submits a buy and sell order.[13]
The second product related to cryptocurrencies is mining. Mining is an essential service for
cryptocurrencies because it is the process by which blocks (groups of transactions) in the ledger are
created. Mining allows a cryptocurrency transaction to be verified and recorded in the blockchain. It
consists of solving a complex mathematical puzzle with computing power. Nowadays, most of the
mining occurs in pools where miners join forces and share the revenue obtained from mining.[14]
Concentration in mining pools could pose safety perils. The bitcoin community has argued that a
mining pool controlling more than 50 percent of all mining power could manipulate the blockchain,
among other issues.[15] This is intuitive because it is the decentralized nature of blockchains that
provides, in part, increased safety — there is no centralized figure that can manipulate.
The table below lists the five largest mining pools measured by hashrates, a common measure of
mining power.[16] In 2015, the top five mining pools collectively accounted for about 40 percent of
total hashrates. Three years later, the top five mining pools represented a combined 71 percent of all
mining power.

Aside from the market structure of these new products, a second issue relates bitcoin and
competition. It is the effect of the blockchain technology on other, existing, product markets. A study
has argued that a decentralized ledger technology, by providing more transparency, can benefit and
foster competition.[17] Its authors argue that increasing transparency eliminates some information
asymmetries, which can act as a barrier to entry.[18] However, the paper also argues that increased
transparency and information might facilitate collusion, hampering competition.[19] It explains that
by sharing the use of the same public ledger, competitors have increased access to relevant
information, such as prices, which makes it easier for them to establish a cartel.
The effect of transparency on facilitating collusion is simple. Let’s imagine that a group of competitors
coordinates on a supracompetitive price for a given product. Maintaining such collusive agreement is
hard because each competitor typically cannot observe all the transactions in the market place.
Furthermore, each cartel member has an incentive to deviate from the agreement and charge a
lower price, to gain more revenue from the rest. A punishment must be designed to make the
agreement incentive compatible. Given these considerations, it follows that the success of a cartel
depends on how well it can enforce the prices they all agree on.
If the blockchain technology makes relevant market information public, it could make it easier for the
group of competitors to recognize if any one deviates from the supracompetitive price. Therefore,
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more transparency can act as a vehicle to facilitate and maintain a collusive agreement. The trade-off
between the costs and benefits of increased transparency is not new to antitrust economics. The key
question here is whether blockchains will tilt the balance in favor of one or another.
We have discussed competition in cryptocurrency-related new products and the potential effects of
the bitcoin technology on existing markets. A third issue is related to allegations of bitcoin price
manipulation.
A recent academic study purports to show that periods when the price of bitcoin fell significantly
were followed by equal increases, offsetting the initial price decline.[20] The authors argue that this
reversal in the price of bitcoin is “consistent with the Tether issuers [another cryptocurrency] pushing
out Tether to stabilize the price of Bitcoin.”[21] The authors find that Tether issuers used this
cryptocurrency to artificially increase the demand for bitcoin, in exchange for Tether, and that this
occurred only after significant bitcoin price drops. Thus, they argue, the increased demand for bitcoin
served to reverse the initial drop in Bitcoin’s price and stabilize the cryptocurrency.
In a well-functioning market with many investors, the ability of one to manipulate the price of
whatever is being traded is slim. This is true because an individual’s trade is small relative to all
trades considered. Therefore, assuming the type of price manipulation explained above occurred, one
should contemplate that a reason might have to do with a group of bitcoin traders, the Tether issuers
and/or others, exercising market power. Tackling this question is complicated by the fact that
Bitcoin’s trading data, while public, does not disclose the trader’s identity. This creates a challenge
when trying to identify trades from one investor. Research up to date, including the above-mentioned
paper, utilizes computer science methods to group transactions that reasonably appear to come from
the same investor.
In summary, we have explored three reasons why bitcoin-related markets could be the subject of
antitrust concerns. Despite the fact that bitcoin is designed to achieve greater decentralization and
more transparency, studies have pointed at potential issues with this goal. Moving forward, an
economics expert will be crucial to understand the complexity of these issues and analyze how this
new technology interacts with the economic forces at play in our markets.
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