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The Crypto Book


How to Invest Safely in Bitcoin and
Other Cryptocurrencies


SIAM KIDD




About this book


The aim of this book is to turn you from a typical crypto noob (newbie) into a competent crypto investor/speculator, with a basic investment framework to lean on. I’ll tell you what you actually need to know in order to step into this murky world and profit from it.


I’ve designed this book to be as easy to read as possible. You’re not going to be learning the inner workings of cryptographic laws and blockchain architecture because it isn’t necessary. Instead, you’ll find lots of bite-sized chapters that you can read quickly and refer back to if you ever have a question in the future.


I’d also like to invite you to join my community of switched-on crypto investors. I have the world’s best crypto investing course for beginners, according to many of my students. The course’s private Facebook group is a hive of activity and many students have made huge profits from the course and my crypto alerts. During 2017 my crypto alerts made the community over £3 million in combined profits. It’s a fantastic group of positive people playing with cryptos and I really want to see this community grow.


Just visit www.TheRealisticTrader.com to find out more.
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Why I’ve written this guide


Cryptocurrency: A digital currency in which encryption techniques are used to regulate the generation of units of currency and verify the transfer of funds, operating independently of a central bank.


Oxford English Dictionary online





It doesn’t matter what level you’re at right now. You may be clueless about cryptos but intrigued by what you’ve heard, or you may have bought a few mainstream cryptos like Bitcoin, Ether or Litecoin. You may even be storing them on an exchange (which, as you’ll find out later, is asking for trouble).


If this sounds like you, you’re in the right place. I will equip you with a finely tuned crypto BS detector and all the necessary information you need to decide whether this crazy market is the right fit for you – and vice versa.


But before we begin, let’s go back in time a bit…


Back in 2010 I took the plunge and quit my dream job. Ever since I was a kid I’d always wanted to be a Royal Air Force pilot and I dedicated every waking moment of my childhood to becoming one. After many hard years of chasing my dream and being called ‘space cadet’ at school, it all finally paid off when I became an officer at the age of 18 and got my ‘wings’ a few years later. It was great. I was being paid to fly, travel the world, and play with some pretty cool toys. I’ll never forget the first time I flew with night-vision goggles; it was just surreal.


I’ve had some of the best memories of my life in the Air Force, but I had to escape. I had to get out of that militarized rat race. Yes, many perks came with the job but, in reality, 90 per cent of it was a mind-numbing chore of waking up early, shaving every day, being told what to do, spending five hours or more planning maps and logistics for an hour of flying, and the extra duties you had to do as an officer.


Also, I was becoming increasingly aware of a condition known in the Air Force as AIDS: Aircraft Induced Divorce Syndrome. Pretty much every pilot I knew above the age of 40 was divorced or having a midlife crisis and many also had money troubles. It was a vortex that I thoroughly wanted to avoid.


My trading, which I started when I was 18, was beginning to come good. Well, I say good: the truth was more that I was no longer burning money at an alarming rate. For the first few years I was the worst trader on the planet; I lost £50 k in my first year and then continued to burn £2,000 per month – every month – for a solid four years. It was painful. I pretty much had a gambling problem and my stubbornly thick brain couldn’t get the hang of it all! With hindsight, my ego was hindering my progress. The idiot youth inside me was thinking, ‘If I can fly planes in the military, surely everything else in life is easy.’ How wrong I was!


After six years I actually started to become consistently profitable, but it definitely wasn’t due to being a whizz kid on the markets. I just had six years of stepping on landmines under my belt. Through trial and error, I learned what not to do.


So around late 2009 I had a convergence of exit signals. My trading was improving and I began to dislike my job. Wealth generation became my new obsession and I quickly realized that I’d never hit the monthly income goal I had set myself in the military. To top it all off, I scared myself witless on a couple of flights because I was just thinking about the trades I had running instead of flying the aircraft. My focus definitely wasn’t on flying. I did less prep, put in less effort and started to fail some rather elementary tests. It was a recipe for eventual disaster.


I had to leave.


My job became totally incongruent with my new life goals. And the first one was to sort myself out financially and hit my £20,000 per month take-home target. After a Christmas of deliberation, in early 2010 I executed the ‘7 clicks to freedom’. There is a personnel system in the Air Force where you can effectively hit the Career Nuke Button and bang out of the mob by sacrificing a monumental chunk of your pension and other perks.


I’ve learned a lot since leaving the Air Force. From 2010 to 2014 I was an utter failure. My first three businesses flopped, I ran up a £130 k debt and I was forced to borrow £10 k from my parents to prevent personal bankruptcy. The road to success is never as straightforward as in the movies. I now know that success is like a Space X rocket launch: years of preparation and failure on the ground and then – boom. The success bit happens in a couple of minutes!


Fast-forward to today. It’s late 2017, and I’m in Vegas tapping away at the keyboard, resisting the pull of the ‘strip’. I now own seven profitable businesses and have fingers in a few other companies. I’ve hit many of my financial targets, including my original monthly income goal. I’ve got my dream car (I like my toys), live in a house I thought it would take 20 years to achieve, and I’ve just finished speaking to a huge audience about cryptocurrencies at the US Money Show.


And in 2015 I achieved a personal record on the markets by making just over £420 k in 30 minutes at home while I sat in my underwear during the Black Monday Crash.


So what have I learned?


1  When it comes to investing, often the thing you really don’t want to do is the thing you really need to do.


If wealth generation were easy, everyone would be rich, right? I see too many people being miserable about their lives who aren’t willing to get up and do something about it. I once met a guy in the USA who moaned that where he lived was always cold. I told him he wasn’t a tree! All he needed to do was pack his stuff into a van and move south. In my case, leaving the dream job I dedicated most of my life to was a really tough pill to take. And for four hard years I thoroughly regretted it. Joining the Air Force was the best thing I’ve ever done, but leaving it was the second-best. So if you, too, are in a position that isn’t in line with what you want to do…PIVOT!


2  Whenever you are presented with a good opportunity, you have to reach out, grab it and dominate it.


Some opportunities will work out, some won’t. It’s all about the risk-to-reward ratio. When the potential reward is considerable, you need only a small win rate. If I ever come across an opportunity with a 1:10 risk-to-reward ratio (10R), I’ll take it, regardless of my opinions. For example, if something presents itself where I risk £1, but it has the potential to reward me with £10, I’ll be all over it. Every now and then, one of those opportunities morphs into a 100R outcome. Wealth generation is just a numbers game, and you only need one or two big hits to set yourself up. That’s why you need to allocate a small portion of your capital (risk capital) that is constantly swinging for the fences. In this book’s case, cryptocurrencies are anything from a 10 to a 1000R play…


3  You need to know how to avoid the scammers out there.


We saw it during the tech bubble in the early 2000s, and we’re seeing it again now. A whole bunch of amateurs are popping out of nowhere pretending to be Bitcoin or crypto investing experts, but 99 per cent of the time they’re far from it. They’re spreading misleading and incorrect information that will end up biting them – and you. Yes, you can spend hours on YouTube and Google learning everything you can about cryptos, but knowing the theory won’t make you a good investor. Just like those new millionaires who go out and buy themselves a Ferrari and imagine they can drive like Lewis Hamilton, the inevitable outcome is pain. Luckily for you, scammers are easy to spot. Long story short, knowing about cryptos and becoming a competent investor are two completely different skills.


I’ve written this book to share everything I’ve learned about the world of crypto investing, so that you, too, can profit from this radical world of virtual currency trading.
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The crucial difference between money and currency


‘Money isn’t everything, but it’s right up there with oxygen!’


Zig Ziglar





It may seem a bit odd starting the first main chapter of the book on a topic you think you know well, but you are mistaken. I speak to thousands of people across the globe every year and, whether it’s on stage or in conversation, I use the opportunity to probe people’s understanding of money. Guess what? It’s not as good as it should be.


It’s ironic, seeing as we all spend our blood, sweat, tears, talent and time trying to earn it. And most of us are still completely oblivious to what it really is, how it flows, how it’s created, and, more importantly, how to get it, keep it and multiply it. Money isn’t everything, but it’s the best stepping stone to achieving the real goal of health, wealth and happiness. And wealth in this context is freedom – freedom to do whatever you want, whenever you want, with whomever you want.


You’ll find that as your financial wealth ascends, your views on money also change. Once you get to financial independence and the stresses and strains of financial heartache pass, it’s as if a huge weight has been lifted off your shoulders and you suddenly have a clearer lens to look through. Money no longer holds a compelling grip over your life and psyche and you can think clearly about bigger things. Oh, and you’ll probably start spending money trying to get back the health you sacrificed in the pursuit of money in the first place.


I remember reading self-help books back when I was stone broke in 2010, so I’m aware that this may all sound pretentious. I read amazing teachings from billionaires and titans of industry with their philanthropic views. But, when you’re struggling to feed your family and pet dog and cat, money is literally the only thing you care about.


To properly master money, first you need to understand it. You need to know the game you’re playing. And if you don’t know the rules of the game, you’re going to get slaughtered, just like 99.99 per cent of the population who are destined to remain on the financial merry-go-round. It’s not your fault if you’re born into poverty, but, if you die in poverty, that is your fault. All it takes is a little bit of effort to learn the game and you’ll do wonders for yourself.


This is even more important in the realm of cryptos. If you don’t precisely understand money, you’ll never fully grasp cryptos and the sheer importance of what they will do to the world and how to capitalize on them. Probably the most important phrase of this book to remember is this:




Cryptos are the EVOLUTION of currency and blockchain is the REVOLUTION of trust.





Some people say that this is a money revolution, but it’s not. It’s much bigger than that. The transition into cryptos is as big as the transition from bartering to coined money in 700 BCE.


What is money?


Money is essentially three things:


•  A unit of measure


•  A medium of exchange


•  A store of wealth.


It’s not often I get sucked down into the weeds of definitions, but being pedantic in your knowledge of money will help you see through a lot of nonsense in the future relating to what banks, governments and cryptos are doing. Breaking down the definition even further, there are seven things money has to be:


1  A unit of measure, so you can accurately gauge how much something is worth.


2  A medium of exchange, so you can transact with someone else efficiently without bartering your own goods for other goods. Bartering is terribly inefficient due to the necessity of requiring the right thing for the right person at the right time. For example, if you have chickens and you need milk from the farmer, you can get it only if the farmer wants chickens as a means of payment. If not, no milk for you.


3  Fungible, so your unit of money can be recognized by other people in other places. That way, we can all agree that the money we both hold is the same.


4  Divisible, so you can break it into smaller bits to buy cheaper things.


5  Durable, so it can withstand different climates, temperatures and transportation. This is why food can never be money.


6  Portable, so you can transport large amounts of wealth on your person. Again, this is why food or oil can’t be money.


7  A store of wealth, the most important point of all. Money has to be a store of wealth over long periods of time. No exceptions.


This is why currency can never be money. Currency matches only six of the seven points. It can’t be a store of wealth over long periods of time because it is often relatively fragile compared to, say, gold and silver and it doesn’t last too long. Most paper notes last barely five years in circulation before ending up in tatters. Currency also tends to be in low denominations and notes for efficiency purposes. Gold and silver aren’t ideal for everyday use as currency, but civilizations throughout time have had their currency backed by gold or silver.


Put it this way: would you rather find an ancient shipwreck full of gold coins and bars or a shipwreck full of ancient paper currency notes? You’d pick the gold, of course. Gold is universal and has the ultimate fungibility. You would struggle to buy a loaf of bread in other countries with a £5 sterling note but you’d have no problem with gold.


Another reason why currencies can’t store wealth over long periods is because currency issued by governments or countries has a short shelf life. Governments can be overthrown; countries can disappear. In those situations, the currency becomes useless. More importantly, governments ruin the purchasing power of their currencies by printing more of it. Zimbabwe is a perfect example of this. Its government tried to inflate the country’s national debts away by printing more and more Zimbabwean dollars until it had 89.7 sextillion per cent hyperinflation! This is what it looks like: 89 700 000 000 000 000 000 000 per cent. That’s a lot of zeros. Ultimately, the Zimbabwean dollar died and the US dollar took over.




In a nutshell, the key difference between money and currency is that currency is everything money is, except for the fact that it cannot be a store of wealth over long periods of time.





Currencies can’t be trusted as they always lose purchasing power the moment the government decides to print more currency to pay debts. That is why gold and silver have a good 5,000-year track record and have kept their value because governments can’t just print more gold or silver. Only gold and silver can be money. Nothing else. Not diamonds or oil. Just bullion. It’s the only thing that has a track record and is proven, regardless of what happens on the planet.


Are cryptocurrencies money?


No. Hell, the term has ‘currencies’ in it. Cryptos will be a huge paradigm shift in finance over the next couple of decades, but you can’t fool yourself and think that there won’t be times of mass horror in the future – whether it’s a thermonuclear war, a biological outbreak like the one Bill Gates keeps warning us about, or even the very real threat of AI.


Either way, if disaster strikes, it’s unlikely that you will have easy access to a laptop and an Internet connection. You could be a crypto billionaire and it still wouldn’t buy you a loaf of bread in a collapsed society without electricity. In times like this, physical gold and silver always become the safest bet again. Bitcoin and cryptocurrencies can never be true money. A crypto may appear that is ‘backed by gold’ or ‘backed by the IMF SDR’ (explained later), but it can never be money, only currency.


The point is that even though I’m a massive advocate of cryptos and I’m all in on cryptos in many ways, you should always maintain the big picture. No matter how connected the world becomes, crypto wealth is not real wealth. So when your cryptos finally turn into seven or eight figures, simply convert your newfound riches into real physical assets like land.


The Colonna family perfectly illustrates this point. It’s not very well known, but the Colonna family in Italy is one of the oldest (if not the oldest) billionaire families on the planet. They’ve been relative billionaires for over 930 years and 13 generations. They’ve survived two world wars, the Black Death, Spanish influenza and many other horrible times. So what is their technique? How on earth have they managed to survive those events and also ensure that their offspring don’t squander their wealth away? It’s simple. A Colonna family member recently shared their secret: ‘A third a third a third’.


They divide their wealth as follows: a third into land (not necessarily property), a third into gold and silver bullion, and a third into fine (museum-quality) art. They have developed this strategy over troubled times throughout history. Whenever they saw the marauders approaching on the horizon, they would quickly roll up their art, get the deeds to their land, load up the horses with bullion and ride off to a safe house. When the threat had finally left, they would simply go back to their villa, pop the art back on the walls, put the bullion back in their safe and reclaim their land with the deeds.


The simple secret is to buy stuff that lasts, and who are we to argue with that? Success leaves clues, so I’m definitely heeding their wisdom!
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Who created cryptos, and why?


‘A cryptocurrency (or crypto currency) is a digital asset designed to work as a medium of exchange using cryptography to secure the transactions. A defining feature of a cryptocurrency, and arguably its most endearing allure, is its organic nature; it is not issued by any central authority, rendering it theoretically immune to government interference or manipulation.’


Wikipedia





In essence, cryptocurrency is just digital currency. It is currency that exists solely on the Internet and completely bypasses any middlemen – in other words, the banks. So I could send money directly to you into your own crypto wallet in a matter of seconds, with negligible, if not zero, transaction fees, and without anyone tracking or watching the transaction.


It’s every anarchist’s dream, which is why it was no surprise that when Bitcoin, the first mainstream crypto, entered the scene, the black market loved it. Bitcoin’s widespread adoption by the more nefarious elements in society in the early days is one of the reasons it grew so much in price to begin with. And we all know what humans are like when they see something zooming up in price. Flushed with FOMO (fear of missing out), we flock to it.




Economics 101, or basic economics: whenever capital flows into an asset, the price increases.





However, it’s important to understand that there’s a difference between digital currencies and cryptocurrencies. In the past we have had all sorts of attempts to create a digital currency that uses the Internet to speed up transactions. From eCash and Digi Cash in 1990, to WebMoney in 1998, none of them evidently went mainstream. The only exception is PayPal, with its ability to email transactions over the web.


The real reason why digital currencies never took off is that they were all centralized, in the sense that there was a middleman running the show, and when you have someone else in the picture, there’s third-party counter-risk. For example, if you had a lot of money with a certain system like PayPal and it went bust, you’d lose your money. Then you’d have to go through the rigmarole of claiming on insurance. Granted, that’s no different from traditional banks, but they’ve cleverly convinced the public that they are too big to fail.


A cryptocurrency, then, is a form of digital currency, but it often comes with a decentralized system using a blockchain (which we’ll cover later). In addition, there is inherent safety built into these currencies as they are encrypted with cryptographic puzzles that computers have to crack. With Bitcoin, for example, the in-built cryptographic security is so good that the National Security Agency spent six months trying to hack it before giving up. And the NSA is the USA’s spying organization with near-unlimited resources!
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How does a crypto have value?





The question of how a crypto has value is a tricky one and there’s no single, correct answer, just many converging theories that apply to cryptos. In a nutshell, there are four main reasons:


1  Market perception


2  Scarcity


3  Capital in-/outflows


4  Speculation.


Market perception


What gives anything value? Speak to an economist and they’ll bombard you with a number of different variables, but it all comes down to what someone else is prepared to pay for it.


I experience this every day in my private equity company. I like investing in, and buying, other businesses, and so I have a lot of meetings with business owners. I constantly encounter ‘entrepreneur delusion’, where business owners who have set up, run and grown their business from scratch overvalue the business they’ve built as a result. Just as every parent believes their baby is the cutest on the planet, the same goes for business owners. I’ve seen some preposterous valuations, all because the owner can’t separate the effort they’ve put into building it from its actual value.


The main form of value comes from the marketplace or, in other words, what other people deem a fair price. This is one reason why many crypto scams out there fail at the first ‘value hurdle’. For example, there is a prominent scam coin called OneCoin. Over 2 million people have been lured into investing in it, but it has no market. The coins’ selling price represents nothing more than the price the scheme’s owners have set for it. The coin itself is worthless. If it ever did go on to the open market, the price would plummet by 99 per cent on the first day. This is an example of a Ponzi scheme and it will inevitably fail.


Scarcity


Scarcity is another way things derive value. Gold is a classic example of this. Why does gold have any value? There are many reasons, which we will discuss later, but scarcity is a big one; gold is extremely hard to find and mine. Throughout the ages, the amount of gold mined roughly correlates with human population growth at 2 per cent per year. It’s because we find it special, and it’s so rare, that it has value.


Scarcity is one of the main factors cryptos use to gain value. Most cryptos launch with a limit on the number of coins that will ever exist, so scarcity is built in. For example, in Bitcoin’s case, there will only ever be 21 million Bitcoins in existence. And Bitcoin’s algorithm is designed to increase its mining difficulty every time a new coin is mined. The very last Bitcoin will be mined in 2140!


Capital in-/outflows


One of the basic rules of the markets is that if capital flows into a specific asset, with all things being equal, the price will soak it up and rise. On the flip side, if capital flees an asset, prices tumble.


We’ve all seen and felt this first hand since 2008. From 2008 to 2012 the USA more than quadrupled its currency supply, and it didn’t stop there. What happened to that extra capital? Despite the objective for that newly created currency being to get it to the general public in order to spark economic growth, it didn’t. It never does. What happened was that it was absorbed and funnelled into the equity markets (stocks) and spilled over into the property market. As you can guess, prices for pretty much everything in those two sectors rose dramatically. Of course stocks have gone up. Trillions of dollars are sloshing around, pumping it up.


The main reason cryptos have increased so much in price since 2017 is that a monumental amount of capital has been flowing in, ballooning prices. It’s a big wave of capital pushing everything up – even the scammy coins with no real-world utility.


Put it this way. At the beginning of 2017 the total crypto market cap was just $17.7 billion and $15.5 billion of that was in Bitcoin. The price of one Bitcoin was $963. Fast-forward just nine months and the total crypto market cap has ballooned to $190 billion, with $115 billion in Bitcoin. The price of one Bitcoin now stands at $7,000! That’s the power of capital inflows.


I’ll bet my entire net worth that the price will continue to grow. I’m expecting the crypto market cap to sail far beyond $1 quadrillion within ten years. Just imagine what the prices for all cryptos will be by then.


Speculation


This leads nicely to the topic of speculation. As you can imagine, FOMO (fear of missing out) brings out the worst in amateur investors. They see statements like ‘Cryptos are going to grow 10, 100, 1,000 times’ and they bet the farm.


Speculation like this fuels volatile price fluctuations, so much so that in many cases the price of a crypto will rally, as ‘the market’ (that’s us) gets so enthusiastic about a particular crypto’s potential that the price rises in anticipation of what it’s going to do over the next few years. What then happens is nothing, or even a steady and sustained decline, as amateur investors get impatient and lose faith.


Summary


These, then, are the four basic reasons why cryptos have value.


I’m expecting cryptos and blockchain tech to assimilate and infiltrate every aspect of life and the world in the future, but I’m well aware that this is not going to be a smooth ascent. We will see many bubbles, and many bubbles popping. Over time, though, it will increase and become embedded in society. I mean, can you remember what the world was like without the Internet? I can’t. I barely remember what I did with all my idle time as a teenager before Facebook popped up!


By the time my son is 16, the term ‘cryptocurrency’ will no longer be a ‘thing’; it’ll just be ‘money’.




Key advice


Do not risk more than you can afford to lose.


I’m going to say this again because this market will be full of continuous booms and busts:


Do not risk more than you can afford to lose.


If you lose it all, you want to be able to say, ‘Oh well, that was fun!’ The golden rule is to use only risk capital.
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Risk capital vs moonshot money vs risk cashflow





If you’ve spent any time in the markets, you’ll be aware of the term ‘risk capital’. It’s a phrase people pay lip service to while completely ignoring it, in the same way that most of us accept T&Cs without actually reading them. I want to shine a spotlight on this term, and its lesser-known sister, risk cash flow, because it’s this beauty that has enabled me to load up on high-yielding assets in the past without affecting my total risk too much.
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