
In matters of finance there is some room for 
existential consideration. One such example of 
this is the question: What if Bitcoin went to 
zero? This thought experiment is helpful in 
uncovering the links between crypto and 
mainstream finance. 

The recent expansion of the crypto-universe is a 
thing of wonder. Only a year ago there were 
a b o u t 6 , 0 0 0 c u r r e n c i e s l i s t e d o n 
CoinMarketCap, a website. Today there are 
over 11,000. Their combined market 
capitalization has exploded to USD $1.6 
trillion -roughly equivalent to nominal Gross 
Domestic Product (GDP) of Canada. More 
than 100m digital wallets hold them, about 
three time the number in 2018. 

Investors in crypto have become more 
sophisticated and deep pocketed too. 
Institutions account for 63% of trading by value, up from 10% in 2017. This maturation, 
however, has failed to tame the wild gyrations that characterize crypto markets. Bitcoin sank 
from $64,000 in April to $30,000 in May. Today it hovers around $40,000. Every downwards 
lurch raises the question of how bad the fallout might be? Too much seems at stake for the 
cryptocurrency to collapse outright. Algorithmic traders now conduct a hefty share of 
transactions and have automatic “buy” orders when bitcoin falls below certain thresholds. Still, 
in order to grasp the growing links between the crypto-sphere and mainstream markets, imagine 
that the price of bitcoin crashes all the way to zero. 

A rout could be triggered either by shocks from within the system, say through a technical 
failure, or they could come from outside it: a clampdown by regulators for instance, or in 
response to central banks raising rates. A crash would puncture the crypto economy. Bitcoin 
miners who validate transactions in exchange for a chance to earn new coins would have no 
incentive to carry on, bringing the verification process and the supply of Bitcoin to a halt. 
Investors would probably also dump other crypto currencies, as recent sell-offs show that where 
Bitcoin goes, other digital moneys follows. 



The result would be the destruction of a 
significant amount of wealth.The total value 
erased would go beyond the market 
capitalization of digital assets. A crash would 
also wipe out private investments in crypto 
firms such as exchanges. Payment firms like 
PayPal and Visa would lose a chunk of 
growing business, which would dent their 
valuations. Companies that have ridden the 

crypto boom such as Nvidia, a micro-chip maker, would also take a hit. All in all, an estimated 
$2 trillion would be lost from this shockwave -more than the market capitalization of Amazon.  

Contagion, particularly where leverage comes into play, could force speculators to dump 
conventional assets to meet margin calls. Granted, they might give up trying to meet those calls, 
since their crypto holdings would longer be worth much, which would contain the sell-off. The 
extent of leverage in the system is difficult to gauge, and the dozen exchanges that list perpetual 
swaps are all unregulated.  

A cryptocalypse could affect broader sentiment beyond fire-sales. The extent of this is unclear: 
more entities are now exposed to crypto currencies, but few have staked their wealth on them. 
Losses would be widespread, but shallow. Crucially, banks are immune and most will not rush to 
hold Bitcoin on their balance sheets any time soon. The Basel club of supervisors recently 
proposed making banks set aside an onerous $100 for every $100 in Bitcoin they acquire.  

For general market turmoil to ensue, you would need a lot of things to go wrong, including the 
price of Bitcoin to fall all the way to zero. Crypto is becoming more entwined with conventional 
finance, as evidenced by the proliferation of exchange-traded funds that track crypto currencies. 
Even credit Card giant Visa has gotten in on the game and has recently launched a debit card that 
pays customers rewards in Bitcoin. As the crypto-sphere expands, so too will its potential to 
cause wider market disruption. 

With the summer doldrums behind us, it’s an opportune time to re-focus on capital markets and 
the risks that are part of investing in them.  

Be safe, be well!  
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