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ABSTRACT

Bitcoin first appeared in January 2009, the creatiba computer programmer using the
pseudonym Satoshi Nakamoto who invented an opemcesoyeer to peer, digital
currency. The Bitcoin system is private, but with tmaditional financial institutions
involved in transactions. Unlike earlier digital reencies that had some central
controlling person or entity, the Bitcoin network completely decentralized, with all
parts of transactions performed by the users ofsistem. With a Bitcoin transaction
there is no third party intermediary. The buyer aadler interact directly but their
identities are encrypted and no personal informaisatransferred from one to the other.
However, unlike a fully anonymous transaction, ¢hisr a transaction record stored in a
global Bitcoin general ledger that is used to \atkdtransactions. For this reason Bitcoin
transactions are thought to be pseudonymous, nmtyamous. Although the scale of
Bitcoin use has increased substantially, it séithains small in comparison to traditional
electronic payments systems such as credit camighenuse of dollars as a circulating
currency. There are concerns about Bitcoin's uskemal money transfers and concerns
about the protection of consumers and investors might use it which raises the issue
of the regulation surrounding Bitcoin. Furthermotthere are also a number of
disadvantages that could hinder wider use. Thadada sizable volatility of the price of
Bitcoins, uncertain security from theft and fraathd a long term deflationary bias that
encourages the hoarding of Bitcoins. On the othandhBitcoin offers users the
advantages of lower transaction costs, increasgdqy; and long term protection of loss
of purchasing power from inflation. This researobirfd out that Bitcoin is unregulated in
Kenya with no regulation within the CBK Act outlilg how it should be handled.
Secondly, the research found that use of Bitcottuced the cost of international funds
transfers and that users have challenges adopnBitcoin technology in understanding
it and how it works.
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CHAPTER ONE: INTRODUCTION
1.1.Background

Money supply is defined as the entire stock of ey and other liquid instruments in a
country’s economy at a particular time. Central Ksamoften regulate this through

monetary and fiscal policies set from time to titneshield citizens against unfavorable
inflation. Electronic money on the other hand isexitension of a national currency for

use on a digital channel to lower the cost of hagdphysical cash. It is estimated that
the cost of handling physical cash exceeds oneepemf the GDP. Electronic money

issuers similarly are regulated by central banksibsuring that e-money issued is also
deposited with fully accredited financial instituts. Kenya serves as a worldwide model
for the possibilities of mobile money with M-PESARIbg a case study to the possibilities
to money. Other developing countries like Iran héeowed suit leapfrogging from

traditional bank accounts to doing banking on tlobie phone (Raskin, 2012).

As digitization has progressed, there has beememneased adoption of private digital
currencies, digital in the sense that they havpmgical manifestation. These are virtual
currencies that have the characteristics of monkgy offer a unit of measure, a medium
of exchange and a store of value. Digital curreneiee designed to operate without the
need for intermediaries or any central issuing @iy Digital currencies do not rely on
a central bank to issue it, a commercial bank twesit, or a credit card company to
transfer it. Instead, users interact with each rotlectly and anonymously and without

third-party intervention (Nakamoto, 2009).

These circumstances make digital currency a petetol to use to overcome the
limitations of developing countries as they repnésa major paradigm shift in the
concept of banking and access to global marketsouiih technology leapfrogging,
developing countries skipped building wired telepddnfrastructure and went straight to
mobile phones. Similarly, through digital currersii®nline consumers are bypassing

physical banks by use of peer to peer digital cwies (Grinberg, 2011).



1.1.1. Bitcoin asa Digital currency

Bitcoin first appeared in January of 2009 and whs invention of a computer
programmer using the pseudonym Satoshi Nakamow Blicoin system was developed
with three distinctive features. Firstly, the systes open source meaning that its
controlling computer code is open to public viewc&ndly, Bitcoin digital currency is a
peer to peer currency and therefore transactionsotiaequire a third-party to validate
instead they are validated by the Bitcoin commumitguring high levels of security.
Lastly, Bitcoin is a decentralized currency not tcolled by any single organization or

government (Nakamoto, 2009).

Elwell (2013) described Bitcoin as two things; BysBitcoin as a digital currency which

means that the unit of account used has no physieaifestation with a legal tender
status. Secondly, he described Bitcoin as privaiteey meaning that it is a currency that
is supplied by a private organization to countevegoments’ monopolies of currency

issuance (Elwell, 2013).

Although the scale of Bitcoin use has increasedstsubially, it still remains small in
comparison to traditional electronic payments systsuch as credit cards and the use of
dollars as a circulating currency. Some of thatéitons in its adoption results from lack
of a clear understanding of what Bitcoin and howdtrks. Secondly, there are security
risks with companies that trade Bitcoins recordmge losses when they were hacked
and their Bitcoins stolen. Thirdly, the legal franuek that Bitcoin operates in is not clear
since it is not regulated by any government (\W2314).

1.1.2. Digital Money Servicesin Kenya

The first digital money service in Kenya is Bitpasglaich is a digital payment service that
enables anyone in the Diaspora to send money tpl@eaesiding in Kenya. Bitpesa
converts Bitcoins to Kenya shillings and forwarle tnoney via a mobile money service
to the recipients in Kenya (SmartKenya, 2014). Aeotsimilar digital payment service is
Kipochi which is basically a Bitcoin wallet with MBESA mobile money integration.
Kipochi works on all mobile phones, having SMS, I&&d HTML5 frontends, as well



as on desktop computers giving its users a varmdtyptions to carry out Bitcoin

transactions (Braendgaard, 2013).

Kenya is home to mobile money transfer inventiothwie success of M-PESA being a
case study for the rest of world. M-PESA thrivedtba underdevelopment of traditional

banking infrastructure to grow. Similarly, Bitcostands a chance to thrive in Kenya with
majority of Kenyans turning to the online marketbwy and sell goods and services as
witnessed with the growth of e-commerce websites OLX (Greeley, 2014).

1.2.Research Problem
The proposed research is exploratory in natureedgitcoin is a fairly new concept in the

Kenyan market. However, significant scholarship basen devoted to the workings of
Bitcoin and the following section reviews empiricgtudies relevant to the proposed
research.

Elwell (2013) noted that Bitcoin transactions haweethird party intermediary to validate
since this is done by a peer to peer Bitcoin comtyuHe concluded that because of this
reason, Bitcoin transactions are purported to be é&xpensive for users as compared to
other traditional payment systems. Credit card camgs for instance will charge
merchant significant fees for their role as a &dsthird party intermediary to validate
electronic transactions. In addition, Elwell (2013)ted that Bitcoin sales are non-
reversible which eliminates the possibility of comeer charge backs, which merchants
find costly (Elwell, 2013). However, while theredensiderable subjective evidence that
Bitcoin actually reduces the cost of internatiorfahds transfer, there exists no
comprehensive data on the size of the Bitcoin’s adsantage. This research proposes to
bridge this gap and find the exact cost benefit tha use of Bitcoins brings to Kenyans

who use Bitcoin to receive or send money in andobtite country respectively.

West (2013) found out that literacy is often a leiddhurdle to bringing financial
inclusion to the unbanked. West (2013) argued slgatems that should work in theory
break down when poor people are unable to learn twowse them or are unable to
assume the accountability of consumers who knowr thghts and how to obtain

recourse to maintain transparency and honestyarsystem. He also observed that one



needs to be able to read and understand when msrsgnt to them so that they are
confident that the correct amount was sent (WeBL42 This means therefore that,
Bitcoin usage is limited to a certain group of peopho can understand what it is and be
able to use it. This forms a challenge in the adopof Bitcoin and relevant guidance is

required to help people tap into the benefits ahgiBitcoin. However, Kenyans in the

rural setting where illiteracy levels are high hadopted mobile money services like M-
PESA. This means that there is need to exploréndfet are other challenges in the

adoption of digital currencies beyond illiteracykenya.

Regarding the regulation of Bitcoin, Plassaras 8Ga&und out that although only four
years old at the time, Bitcoin’s ability to serve r@gulation-free virtual cash posed a
number of difficult legal questions because oftigsmsnational and largely decentralized
nature. While it was yet to gain the widespreadeptance enjoyed by other major
international currencies, Bitcoin continued to gramv popularity making regulatory
solutions for the challenges it presented necessadyis research, he noted that though
some scholarship had been devoted to domestic ategul of Bitcoin transactions,
virtually no attention had been given to regulatBitcoin at the international level. His
argument was that the International Monetary FuiMF) which is the international
institution tasked with coordinating the interna@b foreign currency exchange should
lead the regulation of this new currency ensurheg &l member countries played by the
same rules. It is therefore of paramount importdocehe proposed research to find out
what regulatory framework that regulates digitairencies in Kenya and how the said

framework complied with international standardanty.

Bitcoin is a disruptive technology in the digitaticaonline payments space in Kenya.
Such technologies always happen without properlatign and governments have been
known to play catch up in the regulation of suathtelogies (Elwell, 2013). Therefore,

the use of Bitcoin in Kenya to conduct foreign emey exchanges raises questions
whether these exchanges are regulated by the Cbatrka of Kenya and if not what can

be done to protect the parties involved. Furtheendoes the use of Bitcoin reduce the
cost of international funds transfer and what araes of the challenges faced by Kenyans

in the adoption of Bitcoin as a digital currency?
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1.3.Resear ch Objectives

The research paper aims at finding out the impacdligital currencies on e-commerce
landscape in Kenya. In detail, the following obpees will be achieved by the proposed

research:;

i.  To determine whether the use of Bitcoins can redheecost of international
funds transfers.
ii.  To establish the challenges encountered in theteatopf Bitcoin as a digital
currencies in Kenya.
iii.  To determine the adequacy of the existing legah&aork for regulating Bitcoin

in Kenya.

1.4.Value of the Study

The use of digital currencies is a new conceptalglwith the first widely used Bitcoin
having been in operation for five years at the tohthis research. The proposed research
seeks to build the building blocks to more reseancthis field which will be used as a
reference by other researchers to build on it. 8a#lgo this research will inform on the
legal framework on the use of Bitcoin and recommenchow the Kenyan government
could regulate the use digital currencies in Kerfyardly, the proposed research is also a
learning opportunity to the researcher and presepi®neering platform in the research
of use of digital currencies in Kenya. Lastly, tlesearch will inform the Kenyan online
shoppers and the e-retailers on the potential lerafthe Bitcoin digital currencies and

warn them of any potential challenges so they ayeernonfident to adopt it.



CHAPTER TWO: LITERATURE REVIEW

This chapter presents the results of a detailedaliire review on digital currencies, the
factors affecting the adoption of Bitcoin as a wigicurrency and a review of the
applicable theories relevant to this study. An apm@tion of previous work relevant to
this study is beneficial also in providing directin the construction of data collection

instruments and the analysis to be done on theodéiected.

2.1.Digital Currencies

Digital currency is an extension of a national enay for use on a digital channel to
lower the cost of handling physical cash. Raskidil@) found that the cost of handling
physical cash exceeds one percent of the GDP.ratectmoney issuers similarly are
regulated by central banks by ensuring that e-mas®yed is also deposited with fully
accredited financial institutions (Raskin, 2012).

The theoretical roots of Bitcoin can be fdum the Austrian school of economics
and its criticism of the current fiat money systand interventions undertaken by
governments and other agencies, which, in theiwyviesult in aggravated business
cycles and massive inflation. One of the foremasnes in this field is Hayek (2013)

who noted in his papeDenationalisation of Mongythat government should not have a
monopoly over the issuance of money. He instegdested that private banks should be
allowed to issue non-interest-bearing certificatessed on their own registered
trademarks. Hayek argued that these certificateccwrencies should be open to
competition and would be traded at variable excharajes. His conclusion was that
currencies able to guarantee a stable purchggngr would eliminate other less

stable currencies from the market and the rexfulhis process of competition and

profit maximization would be a highly efficient metiary system where only stable
currencies would coexist (Hayek, 2013).

2.2.Bitcoin asa Digital Currency

Theoretically, Bitcoin is two things at once. Prihg Bitcoin is a digital currency,

meaning that the unit of account it employs hasphgsical manifestation with legal



tender status. Secondly, Bitcoin is what (HayeK,3@lescribed as a “private currency”;
a currency provided by private enterprise aimecbatbating government monopolies on
the supply of money. Conventional financial actetgsh as central banks or government
institutions, are not involved with Bitcoin trans@aas according to Hayek. In supporting
the case of Bitcoin, Hayek argued that traditianatrencies like the USD are prone to a
number of weaknesses, especially vulnerability riftaiion and political corruption.
According to Hayek, Bitcoins are more stable thaditional currencies since they are
not prone to these weaknesses. Bitcoin reliessonsérs from its supply to the means in

which it is generated and validated online.

The creation of Bitcoin in 2009 was inspired byision to create a currency that was
untraceable where users could transact more effigievhen provided with a peer to

peer medium of exchange and a secure method ofcamjocontracts (Nakamoto, 2009).
This resulted in creation of Bitcoin which have oentral issuing authority and no

traditional financial institutions are involved Bitcoin transactions. He also developed
open source software which allows users to viewcthde and understand how it works.
Bitcoin is not pegged on any real-world currency @&s value is determined by supply

and demand as shown of the graph below.

Figure 1: Number of Bitcoin in usage since inception of Bitcoin in 2009. Source,
(Damodar an, 2014)
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From the graph above, there were approximately illlbmBitcoins at the beginning of
2014. The number of Bitcoins in finite and is caghé 21 million which is estimated to
be reached by the year 2040. Bitcoin’s softwarevslthe generation of Bitcoins over

time so that there will never be more than 21 wonillin circulation (Damodaran, 2014).

There are three ways for users to obtain Bitcoiworling to Elwell (2013). Firstly,
users can purchase Bitcoins by exchanging a cyrreunch as the USD, for Bitcoin files.
Secondly, users can obtain Bitcoins in exchangegfmds or services, as is true for a
traditional currency. Lastly, Bitcoin can be obtinthrough a process called mining
where users are able to generate Bitcoins by ubkkig computer’'s processing power to
solve a complicated computer algorithm (Elwell, 201

2.3.Cost of Bitcoin transactions

According to Elwell (2013), one of the benefitstthaers derive from the use of Bitcoin
is lower transaction costs. He argued that becthese is no third-party intermediary,
Bitcoin transactions are alleged to be relativeheaper for users than those using
conventional payments systems and traditional trealids, which charge merchants
significant fees for their role as trusted thirdtpantermediary to authenticate electronic
transactions. Additionally, Bitcoin sales are nemarsible, which removes the possibility
for misuse of consumer charge-backs enabling metsh@ass some of these savings on
to the customer resulting to a low funds transkest ®f Bitcoin transactions (Elwell,
2013).

2.4.Challengesin the Adoption of Bitcoin

The first challenge is user privacy which Nakam@©09), the inventor of Bitcoin
envisioned for users who seek autonomy while u8iigoins for their commercial and
financial transactions (Nakamoto, 2009). The cingieas Bortner (1996) noted is that
such anonymity might be exploited by potential molaeinderers who might use Bitcoin
for illegal financial activities (Bortner, 1996).c8ording to Androulaki (2013), the
Bitcoin system has tried to seal this loophole hguging that although there exists a

degree of anonymity in Bitcoin transactions, thisra permanent and complete historical



record of Bitcoin amounts and encrypted identifies all transactions on the Bitcoin

system that is potentially traceable (Androulakil2).

Secondly, Bitcoin currency is linked to a complemputer program that many do not
understand and that operates without accountalditgny controlling entity and is not
backed by any government. Elwell (2013) argued th& could be an unattractive
vehicle for holding wealth for many people as castied to the widespread use of the US
dollar which encourages its continued use and isngrediment to the use of other
currencies, including Bitcoin. However (Mayer, 2DXéh the other hand argued that
Bitcoin is an option for something you can holdi@asl of dollars, at least for a time and
does not threaten the use of the US dollars.

Thirdly, Bitcoin’s price has been volatile since itreation in 2009, subject to sharp
appreciations and steep depreciations in valueusecaf speculative users who hoard
Bitcoins expecting a rise in the price of Bitcofaréf, 2013). He observed that because
the supply is capped in the long run, widespreaal afsBitcoin would mean that the
demand for Bitcoin would likely outstrip supply, usang Bitcoin’s price to steadily
increase. The consequence of that increase ishitad&itcoin price of goods and services
would steadily fall causing deflation. He concludbdt faced with deflation, there was a
strong incentive for users to hoard Bitcoins antdspend them, causing the current level
of transactions to fall (Graf, 2013).

The other factor that hinders the use of Bitcointgssecurity. Elwell (2013) noted that
while counterfeiting is purportedly not possiblatcBin exchanges and wallet services
have at times struggled with security. Althoughhcaad traditional electronic payment
systems having periodic security problems, a higtidence of security problems on a
system trying to establish itself and gain custoomifidence could be more damaging.
For instance, he noted that a Bitcoin bank operfited Australia but stored on servers
in the USA, was hacked between 23 to 26 Octobet3dMis resulted to the of 4,100
Bitcoins worth over 1 million AUD (Elwell, 2013).

Lastly, according to West (2014) literacy is of@ridden hurdle to bringing financial

inclusion to the unbanked. Systems that should vimrtheory break down when poor
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people are unable to learn how to use them or @abla to assume the accountability of
consumers who know their rights and how to obtatourse to maintain transparency
and honesty in the system. West argues that or#sriedbe able to read and understand
when money is sent to them so that they are comfitteat the correct amount was sent
(West, 2014).

2.5.Legal framework for Bitcoin

The lack of an underlying legal framework posesitamithl problems to the use of
Bitcoin as a currency. Such absence of regulatiqoublic oversight, subjects Bitcoin to
credit, liquidity, and operational risks, as wedl sk of fraud. Furthermore, the lack of
oversight coupled with the finality and irrevocatyilof Bitcoin transactions gives many
skeptics cause for concern. Plassaras (2013) arthetd because digital currency
transactions necessarily occur over the Interngteesecurity is a constant concern.
Despite the technical measures used to secureidndivBitcoin transactions, user-end
storage and usage of Bitcoins are key securityarahility. For instance, in June 2011, a
hacker compromised a user account containing al@@ 000 Bitcoins, totaling
approximately $9 million, causing the value of ddigcoin to plummet from $17.50 to
$0.01 in only a few hours (Plassaras, 2013).

2.6.Theoretical perspectiveson the use of Bitcoin

The study proposes to use the Diffusion of innaretitheory which seeks to explain
how, why, and at what rate new ideas and technadpggad through cultures based on
various levels of adopters categorized into innorgtearly adopters, early majority, late
majority, and laggards. Diffusion of technology nfasts itself in different ways in
various cultures and fields and is highly subjecthe type of adopters and innovation-

decision process.

Bitcoin emerged in 2009; an invention of Nakam@&009) who was inspired by the idea
of creating a currency that is not regulated by gayernment of financial institution

where users can enforce rules via a peer to peaamcmity setup. The lack of clear
regulation however exposes users to potential rasic there is need to find ways to

regulate the use of digital currencies. There ame main reasons where users prefer
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Bitcoin. Firstly, Bitcoin offers more privacy comea to other traditional payment
system. Secondly, Bitcoin cautions users agaitilgttion as it has steady supply. On the
other hand, the complexity of Bitcoin, its pricelatdity and security breaches act to
deter the widespread adoption of Bitcoin. The aidopdf Bitcoin can best be described
by the Diffusion of technology theory which seetisekplain how, why, and at what rate
new ideas and technology spread through culturegdoan various levels of adopters

categorized into innovators, early adopters, eadjority, late majority, and laggards.
2.7.5ummary of Literature Review

This literature review has looked at the originBifcoin, how (Nakamoto, 2009) the
inventor of Bitcoin was inspired to create an ogenrce peer to peer digital currency
platform where users can transact with some degfg@ivacy and at the same time
being in charge of ensuring that rules are adhéwedGecondly, the literature review
brought out the factors that influence the widegesaf Bitcoin. These are user privacy
and the idea that users are shielded from inflaton the other hand, the literature
review also brought out the issues that affectviltiespread adoption of Bitcoin namely

complexity of the Bitcoin system, price volatilityecurity and literacy.

Finally, the literature review looked into the régory framework of the Bitcoin system
and identified that there lacks proper regulatiérihe Bitcoin usage globally. There is
however need for regulation to protect online comsts and Bitcoin users from
exploitation by malicious hackers. Therefore, tlse wf Bitcoin in Kenya to conduct
foreign currency exchanges raises questions whthee exchanges are regulated by the
Central bank of Kenya and if not what can be dameprbtect the parties involved.
Furthermore, does the use of Bitcoin reduce the obsnternational funds transfer?
There is a need to find out whether use of BiténiKenya does actually reduce the cost
of international money transfers in Kenya. Lastligere is need to find out what

challenges that users are encountering in the fuBgomin system in Kenya?

All the research works that have been cited ab@xe lbeen conducted outside Kenya

which means there is an opportunity to replicat®esatudies in Kenya. The proposal
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research seeks to find the impact of the use Bitooi international funds transfer, the
challenges that users have in the use of Bitcostesy and finally the legal regulatory

framework that regulates the use of Bitcoin usage€eanya.
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1. Introduction

This study aimed at evaluating the impact of digitarencies in Kenya with a particular
interest in the use of Bitcoin currency, hence mered the impact on the cost of
international funds transfer, factors affecting tagoption of Bitcoin and the legal
framework that regulates Bitcoin in Kenya. This ufiea therefore describes the data to be
studied, case study selection, and the data colfecnd analysis methods to be

employed.

3.2.Research Design

Descriptive research was used on a case studystwible and understand the impact of
Bitcoin on e-commerce in Kenya. The study usedsa study of Bitpesa; a digital money
service in Kenya which enables users in Kenya teive money sent from the UK.

Bitpesa was a source of quantitative data as redgarthe cost of money transfers which
was used to show the impact of use of digital cwies on the cost of international
money transfers. Secondly, qualitative data abdwt thallenges that users have
encountered in the adoption of the Bitcoin systeas wollected using a questionnaire

guide.

3.3.Case study selection

Bitpesa is an organization based in Nairobi, Kewlich operates in the money transfer
market with a unique methodology of using Bitcom arder to reduce the cost of
international money transfer. In this regard, Bsigge primary focus is on the Kenyan
remittances from the UK with a view to grow acr&sast Africa next and the African
continent at large. According to Bitpesa website, tompany’s core emphasis with the
Bitcoin service is to reduce the cost of moneydfars to Kenya, increase the speed of
money transfers and make it as convenient as pesb users to transfer money to
Kenya. Bitpesa targets to reach the Kenyan communthin the UK to understand their

unique needs and tailor their products to meetaimeeds. Their choice of Kenya as their

13



sub-Saharan headquarters was guided by her cétegion and her innovation culture
as seen in the mobile money front (SmartKenya, R0llde company has five employees
most of which are in senior management. Bitpesausasd to collect quantitative data as
regards to the cost of money transfers which wahlolw the impact of use of Bitcoin on
the cost of international money transfers. Secgnthlg challenges that are faced by
Bitpesa customers provided data to study the factbat influence the adoption of
Bitcoin currency in Kenya. Lastly, the legal franmmWw that governs Bitpesa’s operation

was evaluated to understand the regulations behandse of digital currencies in Kenya.

3.4.Data Collection methods

The information about the cost of international dartransfer services in Kenya was
collected using secondary methods of data collecti® this information was publicly

available on company publications, press releasgcampany websites.

Primary data was collected through in-depth in®ma& which were organized with the

employees of Bitpesa. The company had five empyehe time of conducting the

research. The response rate was positive thouglegzitbeing an international company,
most of the senior management targeted as respisndere out of the country and only

the Chief Executive Officer was available at thmeiof the data collection. Elizabeth

Rossiello, the CEO of Bitpesa was interviewed aedalse of her being part of the
senior management, she gave more insights whichtmigt have been captured using a
structured questionnaire. The questionnaire guidglst to establish the challenges that
Bitpesa users normally faced while using the Biépggstem.

3.5.Data analysis

The analysis was done using a combination of sewsgthods. Quantitative analysis was
used on quantitative data; data pertaining to th& of international money transfers
using Bitcoin in Kenya. Comparative analysis wasal®o determine how the cost of

Bitcoin transactions compared with Western Uniod BayPal.

14



Content analysis was conducted on the qualitatata;dhe challenges that users face in
the adoption of Bitcoin as a currency in Kenya aisb data relating to the legal

framework that regulates the use of digital curresin Kenya.
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CHAPTER FOUR: DATA ANALYSIS, RESULTSAND DISCUSSION

4.1.Introduction

This chapter describes the analysis of data foltbwg a discussion of the research
findings. The findings relate to the research daoestthat guided the study. The data
collected was analyzed to identify, describe anpla® the impact of digital currencies

on the cost of international funds transfers.

4.2.Impact of use of Bitcoin on International fundstransfers

BitPesa is one of Africa’s first Bitcoin startupathis making efficient and faster

international remittances from the UK to Kenya ploles The research found that this is
the company’s strongest selling point for Kenyamsd abroad, who often encounter

situations where they wish to quickly send homelksuas. Secondary data was used to
compare the cost of sending amounts from as lo asunds to 500 pounds using

Western Union, Bitcoin and Paypal.

PayPal is an American international e-commercenassi allowing payments and money
transfers to be made through the Internet. Onlimmay transfers serve as electronic
alternatives to paying with traditional paper methosuch as checks and money orders.
PayPal is used for international money transfem®ssc borders and across different
currencies for which it charges a fee which is geggn amount and the currencies being
exchanged. On the other hand, Western Union isamdial services and communications
company based in the United States having sevévaiahs, with products such as
person-to-person money transfer, money orders,nbssi payments and commercial
services. Both Paypal and Western Union have bsed for international funds transfer
before Bitcoin entered this market and tried to peta on account of lower transactional

fees for funds remmittances.

The choice of Paypal and Western Union was guidgdthe fact that these two

companies form the Bitcoin competition in the inggional money transfer market. A
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cost of transfer analysis would therefore bring thet fee differences between Bitcoin

and its conventional competitors as shown on taplgbelow;

Figure 2 Analysis of cost of international fundstransfer of 500 poundsusing

Western Union, Bitcoin and PayPal.

Cost of International funds transfers to Kenya
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According to the analysis, the cost of sending p60nds from the UK to Kenya using
Paypal was highest at 27 pounds. This was 5.4%eofimount of money sent. Western
Union came second with the cost of sending 500 geurmeing 19.9 pounds which
constituted 3.98% of the amount sent. Bitcoin wesdheapest at sending 500 pounds at
5.4 pounds which was about 1% of the amount semtpeX this findings therefore, it is
cheaper to remit funds from the UK to Kenya usingcddn platform as opposed to
Western Union and Paypal. The cost of sending sarabbunts less than 5 pounds is
highest while using Western Union but becomes obredipan Paypal when sending
amounts higher than 100 pounds. The cost of sendimgey using Paypal is a straight
gradient because Paypal charges a fixed amount48b ®f the amount sent when

sending money outside the UK to countries outsideunope.
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This comparison revealed that significant savings garticularly pronounced for small
transactions when using Bitpesa. These micro ranaés in the range of 2 to 10 pounds
are impractical via established money transfer comgs like Western Union and PayPal

since the cost of sending such equals the amoumg kent in some cases.

4.3.The Challenges Faced in the Adoption of Bitcoin in Kenya

The research found out that Bitpesa being a Bitariented company faces unique
challenges as a result of their business model.nt&er challenge is in educating their
clientele on the power of Bitcoin and enabling thienunderstand the process of how it
works. The complexity of Bitcoin starts from undarsling what Bitcoin is as a crypto
currency to how it is bought and sent to a recipiananother country. Additionally,
Bitpesa conducted various focus groups organizedhatd in London and surrounding
areas, as part of their awareness creation to Kenlyang in the United Kingdom. From
these meetings, it was noted that clients expesgerdifficulty in accessing Bitcoin
(SmartKenya, 2014). In UK, Bitcoin can be boughtiatal Bitcoin exchanges which
include BitStampwhich is a traditional exchange ahdcalBitcoinswhich is a way of
getting Bitcoin from individuals in the locality {{esa, 2013). Thirdly, the extreme
volatility of Bitcoin is a second potential drawliaio users who purchase Bitcoin. The
disadvantage is that senders might find that tteevaf their Bitcoin changes drastically

in a matter of days or hours which lowers the pasaing power and leads to losses.

4.4.1_egal Framework for Regulating Bitcoin in Kenya

Bitpesa is a company that operates between therldkKanya. Since it is incorporated in
the UK, this means it is obliged to comply with Uddv that regulates digital currencies.
The research found out that there has been naadfétatement published on the Bank of
England’s website regarding its position towardg®n. The government of the United
Kingdom has stated that the Bitcoin is currentlyegulated. A high-level review of
Bitcoin use in the UK took place in the summer 0612, at which time concerns were
raised as to the lack of transparency with theafse digital currency, but it was left

unregulated. While Bitcoin is not regulated, thee@ch found out that the UK Revenue
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and Customs has classified Bitcoin as “single psepeouchers,” rendering any sales of
them liable to a value-added tax of between 1M0tp&cent. When Bitcoin is exchanged
for Sterling or for foreign currencies, such asdsuor Dollars, no value added tax is due
on the value of the Bitcoin themselves. Howeveglinnstances, VAT will be due in the
normal way from suppliers of any goods or serviaas in exchange for Bitcoin or other
similar digital currencies. Profits and losses brergpto currencies including Bitcoin are

subject to capital gains tax.

The Central Bank of Kenya Act Section 4 (1) stipesathat the Central Bank of Kenya is
the sole institution in Kenya that has full diseyatand sole rights to issue currency notes
and coins in Kenya. This responsibility encompagéasning, forecasting, procuring and
distributing currency notes and coins. CBK is atsandated to set up suitable currency
distribution mechanisms and conserving the intggritKenyan currency as a medium of
exchange. Further subject to section 22 (1) ofGhatral Bank of Kenya Act only notes
and coins issued by the CBK shall be considereal iegder within Kenya. This context
seems to focus on the physical element of the pajoeey and coins. However, Bitcoin
is a digital currency with no physical manifestatiwhich exists as a series of encrypted
numbers online and can be transferred over thenetteDespite this, Bitcoin fulfills all
the other criteria of currency which means thatai be used in its encrypted form to pay
for goods and services; it's a medium of exchamye @ store of value as well. This
research found out that there is no law under tB& @ct that regulates use of digital

currencies in Kenya.
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4.5. Discussion of Findings

The research showed that BitPesa appears poiséidrigpt the international remittance
market by offering competitive fees, by enablingmiremittances, and by offering users
a convenient way of sending money. This compansgraled that significant savings are
particularly pronounced for small transactions whesing Bitpesa. These micro
remittances in the range of 2 to 10 pounds areantfmal via established money transfer
companies like Western Union and PayPal since tds of sending such equals the
amount being sent in some cases. Earlier researchi® area by Elwell (2013) pointed
out on the reduction on the cost of internationaldis transfer but failed to bring out the

comparison with other international money transfawices.

Secondly, the research established that the bigietienge facing the Bitcoin currency
adoption is on the side of the users who have ehgd#ls understanding the concept of
Bitcoin and how it can significantly reduce the tcoksending funds internationally. West
(2014) had found out that illiteracy was the bigdesgdle facing financial inclusion of the
unbanked. Thirdly, the volatility of Bitcoin wikkontinue to be a challenge so long as
value of Bitcoin is pegged on the demand of Bitcoihis creates a loophole where
speculators can hoard Bitcoin to push the pricesSgeurity breaches on the Bitcoin
system has in the past also contributed to theirfalialue of Bitcoin as noted by Elwell
(2013).

On the other hand, the Central Bank also has thigodty to govern the exchange of
currency. Bitcoin qualifies as a soft currency with reserves to back it up and is
therefore vulnerable to fluctuations in value. Bitc platforms are also potentially
vulnerable to hacking. The Central Bank of Kenyad i not equipped to demarcate the
two or to regulate and respond to the launch o$eéheomplimentary currencies. The
Central Bank of Kenya Act should be amended tourhel regulatory guidelines for
complimentary currencies and crypto-currencies. pides digital currencies being
volatile, difficult to trace and easy to trade, aodnsidering the fact that Bitcoin
platforms and exchange services have launched nyaseit is paramount to provide
direction to protect Kenyan consumers. Furthermasepng as this alternative currency
exists in the grey area of legality it is impossibdr the Government of Kenya to regulate
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or interfere with making new currency that recogsizexamines and weighs the

possibility of crypto currencies imperative.

The Bitcoin technology can be better explained gy diffusion of technology theory.
People using the technology are in different staxjeébe adoption process. The majority
of the population is still at the persuasion stagesidering the small number of people
using the Bitcoin platform. This research soughtbiing out the advantages and
disadvantages of using the technology so that peepl be informed when making the
decision on whether to adopt Bitcoin or not. Setgritie rate of adoption has been stiff
with Bitcoin first coming into the scene in 2009t lmeeing a lot of usage to around 12
million Bitcoin at the time of this research. Theoation of Bitcoin technology is well
manifested in the adopter categories of the Diffasiof technology theory with
innovators being on the front line of Bitcoin madira lot of money mining and
transacting Bitcoin. Early adopters will includeetiBusinesses that have accepted
payments via Bitcoin. Bitcoin can tentatively bgwed to be attracting the attention of
the early majority who are seeking information abdis operation, security and

regulations in the view of adopting it in future.

Opinion leaders will have the most influence duritige evaluation stage of the
innovation-decision process and on late adoptertheBitcoin technology. Depending
on the way they will actually shape the opinionvdmether Bitcoin is a good currency on
its merits or it's an insecure currency based o réported security breaches, these
opinion will be shaping Bitcoin’s adoption in thetdre.

21



CHAPTER FIVE: SUMMARY, CONCLUSIONSAND
RECOMMENDATIONS
5.1.Summary Findings

The research established that BitPesa actuallycegtlithe cost of international funds
transfers to Kenya. This comparison revealed tigtifecant savings are particularly
pronounced for small transactions when using Bap&gcondly, the research showed the
biggest challenge facing the Bitcoin currency agwpis on the side of the users who
have challenges understanding the concept of Bitand how it can significantly reduce
the cost of sending funds internationally. Finalhg research established that the Central
Bank of Kenya Act is not equipped to regulate aedpond to the launch of these
complimentary currencies like Bitcoin. The CentBdnk of Kenya Act should be
amended to include regulatory guidelines for comphtary currencies and crypto-

currencies.
5.2.Conclusions

In conclusion, the use of Bitcoin actually reduties cost of international funds transfers
as compared to traditional funds transfer senigeswestern Union and PayPal. Bitcoin
offers considerable benefits to people sendinganiemittances across borders and is an
efficient system considering that the transactiaket a maximum of 10 minutes to
complete. Secondly, the challenges faced on thptexoof Bitcoin as a new technology
are common to new technologies. Considerable awaseand training needs to be done
to the potential clients of the system to easeamskreduce the resistance to change that
might be caused by fear of change. Thirdly, therstill room for considerable input by
regulation agencies and governments to evaluat®iBiand develop inclusive regulation
that governs proper usage of the new currencyegtiog users and online consumers

while at the same time allowing the innovationealize its full potential.

5.3.Recommendations for Policy and Practice

Because digital currency knows no national boumdarit may require an international

solution and, thus, may involve Kenya working witternational partners. Traditional
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payment systems which involve monetary systemseatrelp in statutes and regulations
and overseen by central banks and transactionggsed by banks and other authorized
or chartered financial institutions. Kenya mightdedo look at the international policy
makers like the European Union and Internationah®&tary Fund for further direction on
the treatment of digital currencieBespite digital currencies being volatile, diffictd
trace and easy to trade, and considering the FettBitcoin platforms and exchange
services have launched in Kenya, it is paramoumpréwide direction to protect Kenyan
consumers. Furthermore, as long as this alternativeency exists in the grey area of
legality it is impossible for the Government of Karto regulate or interfere with making
new currency that recognizes examines and weighdssibility of crypto currencies

imperative.

5.4.Limitations of the Study

The major limitation of the study was that it wasase study which means that data
collected about the challenges the company facetheradoption of Bitcoin in Kenya
might be unique to them. The population presentgghtmot be adequate to bring out the
true and correct picture of the whole populatioecé@dly, this being an exploratory
research has its limitation in the sense that thex® no literature to learn from. Lastly,
due to the newness of Bitcoin, most of the matarsdd for this research were drawn

from the internet and may be inaccurate, subje@nagtopinionated.

5.5.Suggestions for further Study

This research suggested that more should be résehimn the factors affecting the

adoption of Bitcoin in Kenya using a bigger popigatas opposed to a case study.
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Appendix A: Questionnaire Guide
| am currently a student at the University of Nhirpursuing a post graduate degree is
Masters of Business Administration. This questiorenseeks to collect data to find out
the information on Impact of Bitcoin on E-commemcd&enya. Your responses will be

kept as confidential as required. Your contributmm opinions are highly valued.
Interview Guide

What factors make made you choose Kenya for yotic#id headquarters?
What can you are the challenges you faced wheimgeip shop in Kenya?

What motivated the need to integrate Bitpesa systginM-PESA?

0N

What are some of the benefits that users deriva thee use of Bitcoin digital
currency in Kenya?

What is the cost of a Bitpesa transaction usingd3ia?

How does the cost of Bitpesa transaction compayeuo competition?
What are the challenges that users have faced ugirg Bitpesa’'s system?

How do you caution yourself against losses fronedit price volatility?

© © N o O

Do you think that users must have some certainegegf literacy to be able to use

Bitpesa system?

10.Have you ever been attacked by Hackers? If yes,didwou deal with it?

11.What are the measures that you have put to ensairéhere is security in the
Bitpesa online system?

12.What regulation does Bitpesa subscribe to?

13. Has the government of Kenya done enough to su@smdin adoption and what
do you think needs to be done to make it availabtbe masses.

14.1n your opinion, do you think it is necessary tgukate Bitcoin?

15.What do you think is the future of Bitcoin in Kerya
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