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EXECUTIVE SUMMARY 

 

In this research report, we are comparing the strengths and weaknesses of crypto assets (cryptocurrencies) 
and digital yuan by analysing their unique characteristics.  
 
Cryptocurrencies are part of digital currencies (all electronic money) to which digital yuan belongs. Based 
on a distributed network composed of a large number of computers, a cryptocurrency’s transactions are 
verified and their records are maintained by a decentralized system using cryptography rather than by a 
centralized authority such a bank or a credit card company. Cryptography is the mathematical and 
computational practice of encoding and decoding data to make sure all transactions are processed with due 
diligence and authenticity so that financial intermediaries can be eliminated. This practice enhances efficiency 
and lowers the costs of fund transfers among users, and it is inclusive because it covers the underprivileged 
unbanked population. In accordance with a recent World Bank’s report, almost 1.7 billion people are 
unbanked worldwide. 
 
Although cryptocurrencies have their merits, they possess several distinctively unfavorable attributes such 
as without sovereign backing, extraordinary price volatility and limited supply. Due to these shortcomings, 
cryptocurrencies should not be regarded as replacements for fiat currencies for “storing” value over time. 
 

• Cryptocurrencies are not issued by central banks, so they are not backed by national governments. As 
a result, cryptocurrencies usually experience great price fluctuations. Bitcoin volatility index has been 
within the 5% range most of the time for the 11-year period spanning from September 2010 to August 
2021. This magnitude of volatility is much higher than the 1.2% for gold and 0.5%-1.0% for major 
currencies.  

• The majority of the cryptocurrencies has a finite number of tokens to be mined by design. During 
incidence of crises when markets panics, cryptocurrencies most likely perform poorly, potentially 
letting the holders to incur notable losses.  

 
Therefore, cryptocurrencies are more of an asset class sharing similar characteristics with and competing 
against precious metals as a tool for hedging inflation.   
 
Bitcoin remains the undisputed leader in the cryptocurrency arena in terms of market capitalization. Its 
market capitalization stood at US$883 billion as of 30 August 2021, higher than the runner-up Ethereum’s by 
approximately US$506 billion or nearly 135%. Nonetheless, the gap regarding the market capitalization 
between these two leaders has been narrowed from US$937 billion or above 350% recorded in April 2021.  
 
On the other hand, a central bank digital currency (CBDC) uses an electronic record or digital token to 
represent the virtual form of a fiat currency of a particular nation. Unlike cryptocurrencies, a CBDC is 
endorsed and issued by a sovereign government, offering significant stability in its price. In addition, a CBDC 
does not have any presumption of anonymity like cryptocurrencies and should be basically used for payments, 
while some people are using cryptocurrencies as outlets for personal wealth. Thus, they are quite different in 
nature and usage.  
 
 

Fight for Supremacy in the Digital Asset Space: Bitcoin and 
Digital Yuan have Vastly Different Risk Profiles 
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IMPORTANT DISCLOSURES  
 

Cedrus Investments Ltd. (“Cedrus”) does and seeks to do business with companies covered in research reports 
distributed by Cedrus. Investors should consider this report as only a single factor in making their investment decision. 

For additional information, please send an e-mail to information@cedrusinvestments.com 
 

For private circulation only. This report is prepared by Cedrus and is for informational purposes only and is not intended to be, nor should it be construed 
to be, an advertisement or an offer or a solicitation of an offer to buy or sell any securities. The information herein, or upon which opinions have been 
based, has been obtained from sources believed to be reliable, but no representations, express or implied, or guarantees, can be made as to their 
accuracy, timeliness or completeness. The information and opinions in this report are current as of the date of the report. We do not endeavor to 
update any changes to the information and opinions in this report. Unless otherwise stated, all views expressed herein (including estimates or forecasts) 
are solely those of our research department and subject to change without notice.  

The information provided in this research report is not provided to and may not be used by any person or entity in any jurisdiction where the provision 
or use thereof would be contrary to applicable laws, rules or regulations of any governmental authority or regulatory or self-regulatory organization 
or clearing organization or where Cedrus is not authorized to provide such information. 

This report does not take into account the specific investment objectives, financial situation, and the particular needs of any specific company that 
may receive it. Before acting on any information in this report, readers should consider whether it is suitable for their own particular circumstances 
and obtain professional advice related to their own investment needs and objectives. The value of securities mentioned in this report and income from 
them may go up or down, and investors may realize losses on any investments. Past performance is not a guide to future performance. Future terms 
are not guaranteed, and a loss of original capital may occur. 

Neither the analysts responsible for this report nor any related household members are officers, directors, or advisory board members of any covered 
company. No one at a covered company is on the Board of Directors of Cedrus or its affiliates. The compensation for the analysts who prepare reports 
is determined exclusively by senior management. Analyst compensation is not based on investment banking revenues; however, compensation may 
relate to the revenues of Cedrus as a whole, of which investment banking, sales and trading are a part.  
 
Cedrus does engage in investment banking. Cedrus does trade securities on a principal basis; however, Cedrus’ research analysts are prohibited from 
owning securities they cover through Research Reports. 
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