ANALYSIS OF CRYPTOCURRENCY AS LEGAL TENDER IN NIGERIA*

Abstract

This article examines the prospect of cryptocurrency as legal tender in Nigeria. After the 2008
financial crisis, there was the need for a currency that was more secured, transparent and
decentralised. This led to the emergence of cryptocurrencies. However, Bitcoin is the first
established cryptocurrency. While the main argument surrounding cryptocurrency is whether it
should be regulated or not and the extent to which it can be regulated, the crux of this article is
how cryptocurrency can be made legal tender in Nigeria. The reason for this article’s line of
analysis is not farfetched. 11% of Nigerian internet users own one cryptocurrency or the other.
Nigeria is leading in the number of persons between the ages of 18 and 24 using cryptocurrency
in the world. The article argues that cryptocurrency is attractive to the younger generation and
as such should be made a legal tender in Nigeria. The article also observed that controversial
monetary policies in Nigeria which erode peoples’ savings also make people to see investment
in cryptocurrencies as an opportunity to circumvent controversial monetary policies. Thus, the
article concludes that cryptocurrency has come to stay in Nigeria irrespective of the seemingly
Government’s opposition to it. However, the article suggests a hybrid of both fiat currency and
cryptocurrency. It argues that this hybrid approach will give people the liberty to use the type of
currency that best suits their purpose.
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INTRODUCTION.

Prior to the advent of money as a medium of exchange, the barter system was in existence
wherein a person in need of a particular commodity will look for another person who needs what
he has for the exchange to be complete.! This created a difficult situation as it means that at
every point in time, one must look for somebody who has what he wants and wants what he has
for there to be a complete transaction. Arising from this is the issue of determining whether the
quantity and quality of goods you are giving to the other are commensurate with what you are
getting from him. Also, there are situations where three or more persons need what Mister A has
but what Mister A has will be insufficient to meet the needs of such number of persons. The
insufficiency of the barter system due to the difficulty in getting somebody that wants what you
have etcetera created the room for the search for another means of exchange.?

Money as a medium of exchange does not have any specific definition as it can be “a shell, a
metal coin, or a piece of paper with a historic image on it, but the value that people place on it
has nothing to do with the physical value of the money”.®> Money is valuable due to its
acceptability as a form of payment and it has been in existence for about 3000 years.* It is argued

* Chinenyeze J. Amaechi, LLB, B.L, LLM (Manchester), Ph.D (Manchester), Lecturer, Faculty of Law, Imo State
University, P.M.B. 2000, Owerri, Imo State. E-mail: chinenyezeamaechi@yahoo.com

1 Karl Menger, The Origin of Money, {1892}, (2)(6) The Economic Journal, 239-255.

2 1hid.

% Investopedia, ‘The History of Money: from Barter to Bank Notes’, available at <https://www.investopedia.com/

articles/07/roots_of money.asp> accessed ion 18" June 2020.

4 1hid.



https://www.investopedia.com/%20articles/07/roots_of_money.asp
https://www.investopedia.com/%20articles/07/roots_of_money.asp

that money increased the speed at which business is done unlike what was obtainable under the
barter system.®

During the pre-colonial era in Nigeria, different ethnic groups used cowries, manilas, beads,
bottles, salt, etcetera as means of exchange.® The British Government in 1880 introduced
shillings and pence as means of exchange in British West Africa and issued bank notes through
the West African Currency Board in Nigeria, Ghana, Sierra Leone and the Gambia from 1912 to
1959.” From 1959, the Central Bank of Nigeria took over the responsibility of issuing bank notes
in Nigeria.®

The 21% Century ushered in the internet world and the ability to transact from the comfort of
one’s home with just a computer or a phone and the internet. This presupposes that the use of
money as a medium of exchange has to be updated to meet the needs of the internet generation.
To this extent, credit/debit cards are being used for the payment of goods online wherein money
is transferred from the buyer’s bank account to the seller’s bank account and also, mobile
payments are being used with cell phones, smart phones and tablets.® To further meet the needs
of the internet world, it became necessary to develop a digital currency as a medium of
exchange. This led to the development of cryptocurrency.

Thus, this article explores the extent to which cryptocurrency can be made a legal tender in
Nigeria. It achieves this by tracing the origin of cryptocurrency, its advantages and
disadvantages. It uses data from reputable database to justify its position that cryptocurrency
should be a legal tender in Nigeria. The last section concludes the article and makes relevant
recommendations.

THE ORIGIN OF CRYPTOCURRENCY

Cryptocurrency is “a digital or virtual currency that is secured by cryptography”.’® The
constituents of cryptocurrency are exchanges, wallets, payments and mining.t* Exchange sets the
price at which one cryptocurrency can be used to purchase, sell or trade cryptocurrencies or a
national currency and as such, offers liquidity to the system; wallet provides the means to
securely store cryptocurrencies, “send and receive cryptocurrencies through the use of private
and public cryptographic keys”;'? payment refers to all the companies that provide services that
enhance cryptocurrency payments and mining is the ‘blockchain’ that confirms transactions and
secures the global record of all transactions.*® In addition, the characteristics of cryptocurrencies
are that “they are electronics; are not the liability of anyone; and feature peer-to-peer
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exchange”.* Just as fiat money which is “government-issued currency that is not backed by a
physical commodity...but rather by the government that issued it” has Dollar, Euro, Naira, et
cetera as examples,™® Bitcoin is “the digital currency that utilises cryptocurrency and is
controlled by the decentralised authority which is not like the government-issued currencies...”
Cryptocurrency is the technology “that acts as a medium for facilitating the conduct of the

different financial transactions which are safe and secure”.!’

The origin of cryptocurrency can be traced to the publication of an article in 2008 by Clay
Shirky, ‘Here Comes Everybody: The Power of Organizing without Organizations’.® Shirky’s
idea was to have a digital technology that is ‘anti-institutional’; ‘anti-democratic’;
‘decentralized’ and ‘leaderless’.?® Satoshi Nacamoto® is said to be the inventor of Bitcoin, which
is a peer-to-peer electronic cash system.?! The first step towards owing a Bitcoin is to install a
Bitcoin Wallet on your computer or phone, which generates the first Bitcoin address for the user
and the user can create more address according to his needs.?? This address is then made
available to friends to enable them pay to the address and conduct other transactions.?® Block
chain being a shared public ledger is the rallying point of all Bitcoin network, contains all
confirmed transactions and allows Bitcoin Wallet to calculate “spendable balance so that new
transactions can be verified”.?* Thus, the block chain contains transactions between Bitcoin
Wallets and the Wallet contains a secret data called private key which is used to sign
transactions.?® The private key provides evidence that the transaction came from the owner of the
Wallet and prevents the transaction from being altered by any person.?® Mining confirms pending
transactions by including them in the block chain.?’

Money performs four main functions to wit: “a measure of value; means of payment; a medium
of circulation and a means of accumulation”.?® It is argued that cryptocurrency performs two of
these functions in that it acts as a means of payment and a medium of circulation.?® The United
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States Securities and Exchange Commission (US SEC) on the other hand argues that
cryptocurrency performs all the functions of fiat money like the US Dollar “but do not have the
backing of a government or other body”.*® According to the US SEC, the benefits of
cryptocurrency are: “the ability to make transfers without an intermediary or geographical
limitations; finality of settlement; lower transaction costs compared to other forms of payment
and the ability to publicly verify transactions”.3! It also argues that transactions on
cryptocurrency are fast and cheap as transactions can be concluded within seconds.®2

One of the shortcomings of cryptocurrency is that there could be a security breach that may lead
to loss of funds.®® Also, unlike normal online transactions with a credit or debit card where
transactions can be reversed, payments by cryptocurrencies are not reversible unless the recipient
decides to do so.** According to the Wall Street Journal, an analysis by a blockchain analysis
firm, Chainalysis, shows that 20% of all Bitcoin worth $20 billion is lost because of missing
passwords that make it impossible to unlock the wallets.®® For instance, the Chief Executive
Officer of QuadrigaCX, a Canadian Crypto Exchange, Gerald Cotten died suddenly without
revealing his password and thus, made $190 million worth of Bitcoin inaccessible.®® However,
the Nova Scotia Supreme Court-appointed auditor, Ernst & Young, using public blockchain
records found amongst other things that the digital wallets were emptied eight months before
Cotten’s death.3” On the 16" of July, 2020, hackers hacked into the verified Twitter accounts of
some billionaires and multi-millionaires with a message containing a Bitcoin address promising
to double any sum of money transferred to the address.3® Blockchains bypass the intermediaries
upon which governments regulate the financial sector.®® It is also not clear how safeguards
introduced by Basel provisions will make blockchains promote financial stability or how
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Financial Action Task Force Rules will prevent blockchains from being avenue for tax invasion,
financing of terrorism, money laundering and other Dark Web activities.*° It should however be
noted that the Financial Stability Board (FSB) Report of 2018 states that virtual currencies “do
not pose a material financial risk to global financial stability”.** These shortcomings
notwithstanding, this article argues that in line with the position of the US SEC, cryptocurrencies
perform all the functions of money and as such, the need to examine the extent to which it can be
made legal tender in Nigeria.

CRYPTOCURRENCY AS LEGAL TENDER IN NIGERIA.

In an official statement released on the 18" February, 2018, the Central Bank of Nigeria (CBN)
stated that crptocurrencies are not legal tender in Nigeria and that exchanges such as NairaEx are
not regulated or licensed by the CBN.*> The essence of this official statement is to discourage
Nigerians from investing in cryptocurrencies as such investments are risky. Despite the CBN’s
position on cryptocurrencies, interest in owning one cryptocurrency or the other in Nigeria
continues to increase. According to a report by Arcade Research, 11% of internet connected
Nigerians own cryptocurrencies, placing the Country at 5™ in the ownership of cryptocurrencies
in the world,*® while a report by CoinMarketCap, a cryptocurrency data provider, states that
Nigeria is leading in the number of persons between the ages of 18 and 24 using cryptocurrencies
in the world.** As at 2017, over one hundred thousand merchants in Nigeria accept Bitcoin
payments.*® It is worth knowing that as at 27" July, 2020, the total market capitalisation of over
100 cryptocurrencies in the world is $307,541,969,472 billion.*® This goes to show that
cryptocurrencies as digital currency in Nigeria is rapidly emerging. In fact, the attractiveness of
cryptocurrencies to Nigerians has made Asian Exchanges such as Binance P2P to list Naira as
the first African Currency supported on its platform.*” Cryptocurrency can be used to transfer
funds to any part of the world and transact in e-commerce at little or no fee compared to the
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excessive fees charged by commercial banks.*® It is also said that a lot of African based
exchanges like Payfast, Gimini, Coinbase, Luno, Bitpay, etcetera have made it possible for
businesses and startups to accept payments in Bitcoins.*®

However, the increase in the interests in cryptocurrencies in Nigeria is not farfetched. It has been
argued that fiscal indiscipline and controversial monetary policies in Africa make savings erode
overnight.®® In Nigeria, high rate of inflation, controversial foreign exchange policy and
inconsistent monetary policies are identified as some of the causes of economic problems in
Nigeria.>! Thus, cryptocurrencies give Nigerian entrepreneurs the opportunity to circumvent the
volatility of Naira and excessive government control.>?

According to Statista, in 2020, Nigeria has 99.05 million internet users and it is projected that the
number will increase to 152.28 million by 2025, which will amount to about 65.2% of the
population of Nigeria.>® It is also said that three quarters of Nigeria’s web traffic is being
generated through smart phones.> All these data support the position of this article that
cryptocurrency should be made legal tender in Nigeria. However, due to the fact that a
percentage of the Nigerian population does not have access to the internet, this article argues for
a hybrid of both fiat currency and cryptocurrency. This will give Nigerians the choice to use the
currency that will best suit their purpose. This article is aware of the suggestion for Central Bank
Cryptocurrencies (CBCCs) which will make it possible for central banks to issue
cryptocurrencies.>® Morten and Rodney suggest two types of CBCCs — one for retail transactions
which will be available to the general public and the other for wholesale payment applications
that will be available to financial institutions only.>® This article argues against CBCCs to avoid
going back to the problems with fiat currency issued by central banks which cryptocurrencies
tried to solve.

CONCLUSION

This article examined the prospect of cryptocurrency being legal tender in Nigeria. The article
established that cryptocurrency has all the attributes of fiat money in line with the position of the
US SEC. The only difference is that it does not have the backing of any government. Owing to
the numerous benefits of cryptocurrency like lower transaction costs, ability to verify
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transactions publicly, etcetera, the article explored the factors that justify its position that
cryptocurrency should be made legal tender in Nigeria. Some of these factors are that 11% of
internet users in Nigeria own one cryptocurrency or the other despite the position of the CBN
that it is not a legal tender; Nigeria is leading in the number of persons between the ages of 18 to
24 using cryptocurrencies in the world and that many merchants in Nigeria accept Bitcoin
payments. Thus, this article argued that cryptocurrencies in Nigeria have come to stay. To this
extent, this article suggests that cryptocurrencies should be made legal tender in Nigeria
especially with the finding that almost a 100 million Nigerians use the internet. However, the
article advocates for a hybrid of both fiat money and cryptocurrency since some Nigerians do not
have access to the internet. This will give Nigerians the opportunity to use the currency that best
suits their purpose.



