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History of digital currencies.

The concept of digital currencies is not a new thing. Many attempts were made during the
technology boom of the 90s using a Trusted Third Party approach but for various reasons
such as fraud, financial problems and personal conflicts, these companies failed, and with
them the digital currency.

You have no doubt heard of, and probably even used, PayPal. Paypal was launched with
ambitions to be a digital currency, but morphed into a digital payments system.

Peter Thiel, co-founder of PayPal:
“PayPal had these goals of creating a new currency. We failed at that, and we just created a
new payment system.” [SOURCE]
Why do we call digital currencies, Cryptocurrencies?

The record keeping consensus process is secured with strong cryptography which masks
everything with a complicated code that can only be understood with the public or private
keys.

A Guide to Blockchain

One critical thing that a payment network need to ensure does not happen is spending the
same amount twice or double-spending, as it is known. Traditionally, a trusted third party
controlling a central server to keep records of transactions and balances, was the only
solution. An authority in control of the funds and personal details of the users is required for
this to work.

So what is “Blockchain”?

As the name suggests Blockchain has blocks connected by a chain. A a chain of blocks
containing digital information. Each block has a code called a hash. A hash is a set of
characters (eg. “1hi517A515H” ) made up of the information contained in the block.
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The next block contains the previous block’s hash and that joins them permanently
together in an unchangeable sequence. If someone tried to change one of the blocks the
next block would not contain the correct hash so the chain would break.
Even if someone were successful in maliciously updating all the subsequent blocks, as there
is no single copy where the data is stored all the nodes in the chain wouldn't be the same.
A copy of the program and the data is stored on every computer in the chain and updated
by executing all the programs. Therefore if erroneous changes occur the majority would
overrule and disregard the malicious changes.

But it is not 100% safe, with no central server to store the data if every computer in the
chain were to go down the chain would be dead.

Bitcoin

In 2009 Bitcoin was introduced to the world by Satoshi Nakamoto an alias for a programmer
or group of programmers. They described Bitcoin as a ‘peer-to-peer electronic cash
system.’ The difference between Bitcoin and previous attempts at creating digital
currencies was that there are no 3rd Parties in the loop.

Bitcoin is decentralized, this means there are no servers, no central controlling authority. In
a decentralized network of this type, rather than one authority controlling the funds and
trans actions, every single participant needs to do this job.

If there is no controlling authority, how do we know who has funds and when transactions
occur? Bitcoin solved this by implementing a public ledger, available to everyone, of all the
transactions within the network, that have ever taken place. The Blockchain. Therefore,
everyone in the network can see the balance of every account.

Ethereum
Developing a new blockchain and building your a community of miners and users would be
difficult and this is where Ethereum has additional functionality over Bitcoin.

Ethereum takes care of the heavy lifting by its ability to host your code. Of course you need
to pay a fee for this which varies depending on the computational costs.

Blockchain apps don’t have to be just payments systems or cryptocurrencies. It could be
anything, like a social network, a learning platform

Built on basic cryptography every Cryptocurrency transaction is a file that containing the
public keys (wallet addresses) of the sender and recipient and the amount of coins
transferred. The transaction also needs to be signed with a private key by the sender. In a
cryptocurrency network ‘miners’ solve a cryptographic puzzle to confirm transactions by
using their own computer processing power. The miner receives a reward, plus a
transaction fee in return. The transaction needs marked as legitimate before it is broadcast
to the network. When a transaction is confirmed every node in the network adds it to its
database and it becomes permanent, irreversible and unforgeable.
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Cryptocurrency networks are based on absolute consensus that balances and transactions
made are completely legitimate. If nodes on the network were to disagree on any balance,
the system would not function. There are pre-built rules programmed into the network to
prevent this type of crash occurring.

Who is Satoshi Nakamoto?

Satoshi Nakamoto is the name, noted as the author of the scientific work describing the
theoretical foundations of bitcoin is not know if it is a real person or pseudonym.
Nakamoto is the name on a Peer-2-Peer profile, which also reads that he is a man born on 5
April 1975 who lives in Japan.
An Australian security expert named Craig Steven Wright has claimed to be the elusive
Nakamoto, then later denied and refused to prove or disprove it. I should be noted that in
2015 the Australian government raided his apartment and he slipped through the net.
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