
The blockchain 
paradigm shift

Blockchain technology is a phrase now in common 
use.  Easy to recognise, hard to understand. In essence 

it provides for storage of data but in a manner that 
the database is not centralised to any one point. It is 

distributed. It is also mutable. That means it cannot be 
tampered with once written to the blockchain.



Trust online is a diminishing commodity as 
centralised databases containing “private” 
information are hacked. The Panama papers, Uber, 
the list is now almost endless. Do we trust these 
centralised systems of governments and large 
corporations that cloud store private information? 
That trust is seriously eroded. Do we trust the 
blockchain? Instinctively probably not because 
most do not understand it at a deep technical level, 
however there is actual reason to trust it. Well for so 
long as it takes until a chink is located.

Its use is growing exponentially. 
It is here to stay. It challenges out 
intuitive reasoning. It challenges banks 
and regulators. It excites software 
developers, innovators and futurists. 

So what can it be used for and how will 
it develop?

Blockchain use
The first iteration of use of blockchain technology 
has been as a token of value. Bitcoin is the 
universally known brand. It has attracted attention 
due to its spectacular value increase (measured 
against the dominant fiat current the USD). That said 
it has a market capitalisation of just US$138b, and the 
three subsequent largest (Etherium, Bitcoin cash and 
Ripple) between them have a market capitalisation 
of a further US$63b. The website CoinMarketCap 
lists no less than 1,324 different types of 
cryptocurrencies. The market capitalisation of the 
top 100 crypto currencies is $257b and as such 
is only a proportion of the market capitalisation 
of the larger NYSE stocks, and an infinitesimal 
percentage of the total NYSE market capitalisation. 
New Zealand’s own navcoin is no 100 with a market 
capitalisation of $48m.

There are now multiple exchanges where 
cryptocurrencies can be exchanged either with 
other cryptocurrencies or fiat currencies. Many 
demonstrate sufficient liquidity to be a legitimate 
24 hour marketplace for the larger cryptocurrencies 
with spreads equivalent to a foreign exchange 
trading platform.

However with the excitement and action that 
comes with cryptocurrencies, a major problem 
still exists for the layman – it is challenging to 
decipher the differences between cryptocurrencies. 
The social trading network eToro has an easy to 

understand infographic that breaks down the major 
differences between coins, but you still need a level 
of blockchain literacy to even understand that. 
That said who really understands why a twenty 
dollar bank note is “worth” twenty dollars? We don’t 
understand it, we simply trust that it is.

What of the potential of blockchain technology 
beyond a token of value? It is potentially a societally 
transformative technology. 

Applications already scoped are vastly wide, from 
token, to shared ownership to an application 
platform. For example:

• Trade processing and settlement
• Insurance claim processing
• Property and other asset syndication
• Car security
• Blockchain healthcare
• Management of cross border logistics
• Passports

This brings another conundrum for investors in ICO’s 
– what exactly is the capability and scale of the ICO? 
Technical intensity means sentiment and trust in 
the promoters, and probably trust in the jurisdiction, 
are important, and maybe more so than whatever the 
“truth” of technical capability may be.

Marketplace development
The market develops through creation of new 
blockchain volume. This is through either a “fork” 
of an existing blockchain or an Initial Coin Offering 
(ICO).

There have been forks of existing blockchains, such 
as the recent bitcoin fork. 

The market is awash with ICO’s. These are surveyed 
at www.coinschedule.com. It is easy to see the 
offerings now extend well beyond simple token 
offering (analogous to bitcoin) and are often targeting 
applications or specific goods or services markets.

Regulatory
As is typically the case regulation follows innovation. 
Regulators are grappling with the token applications 
of blockchain technology. Its ability to maintain 
privacy is an argument of detractors to regulate use 
to eliminate “criminal use”.

New Zealand has robust financial markets, 
securities, anti money laundering and counter 
terrorism legislation. In October the Financial 
Markets Authority published a commentary on ICO’s 
and cryptocurrency services. This confirmed that 
these activities are “inside the tent” of this core suite 



of NZ legislation. Depending on your perspective 
this is either a strong strategic advantage for a NZ 
based ICO that blends NZ’s regulatory robustness 
with known software innovation skills, or the 
playground bully killing all the fun. 

Industry participants are already well familiar with 
difficulties they have in AML compliance when 
seeking to remit funds to a bank account with a 
NZ bank. There are ICO’s in train in New Zealand. 
Innovation, like water running downhill, tends to 
always find a way around obstacles

Tax
The New Zealand Inland Revenue Department like 
many other tax authorities around the world is 
assessing the income tax and GST implications of 
cryptocurrencies. As yet there is no formal position 
in New Zealand. As New Zealand does not have 
a capital gains tax regime it is an all or nothing 
income tax or tax free capital gain question.

What do know is how the share trading rules work. 
Generally speaking, the gains (or losses) on the 
sale of shares can be included in the tax net in two 
main ways.

The first is where the shares are acquired with the 
intention of selling them. If there is this intention, 
then when sold, the sale proceeds will be on 
revenue account (taxable). The owner will claim 
a deduction for the cost, which will then either 
generate a taxable profit or a claimable loss.

Intention can be a slippery concept were the IRD 
to require a taxpayer to prove its intention at 
the date of acquisition. Timing of transactions is 
indicative of intent, however definitive evidence 
may be a diary note, a file-noted conversation, or 
similar. Demonstrating a long-term intent when, in 
fact, shares are sold within a short timeframe due 
to changing circumstances for a gain (and you are 
arguing it should be tax-free), or trying to claim 
a loss on a particular share can be difficult. Note 
the onus is on the taxpayer to prove whatever the 
IRD believes is incorrect, not on IRD to prove it 
is correct, bearing in mind that they always have 
the benefit of hindsight (including the ability to 
electronically access details of all transactions).

The second reason share transactions fall into 
the tax net is where that share investment is 
part of a share trading business/undertaking. In 
that case, the profit or loss will form part of the 
overall calculation of the share trading business’ 
income. The main point of contention in this 
instance is whether there is a business at all. The 
IRD presently have a high standard of ‘’what is a 

business’’, including, in some instances, dividing 
types of share into smaller groupings (e.g. NZ v 
overseas shares), so as to demonstrate that, when 
isolated, neither activity meets the business tests. 

So across the uncertainties in application of 
share trading rules is the question of whether 
cryptocurrencies are consistent with the definition 
of “shares”, and if cryptocurrencies do not conform 
to the characteristics of shares if the intention test 
is affected.

The IRD have expressed a view around this 
in 2016 when considering investment in gold 
bullion. Inland Revenue’s conclusion was that the 
proceeds from the sale of gold bullion bought as 
an investment would be income. They argued that 
“The very nature of the asset (bullion) leads to the 
conclusion that it was acquired for the purpose 
of ultimately disposing of it”. Such a commodity 
does not provide annual returns or income while 
being held and has use or value only in its ability to 
be realised. They noted that it is irrelevant why a 
taxpayer decided to acquire bullion - In their view 
bullion can only be acquired for ultimate disposal 
as it has no other use. They then went further to 
assert that the same treatment would apply to 
other precious metals purchased in bullion form. 

So where do cryptocurrencies fit? Some provide a 
return analogous to interest for example to holders 
of DASH master nodes. Others are seeking to be an 
applications platform rather than or in addition to 
a simple token. 

So, the New Zealand tax treatment is unclear. Some 
clarity may emerge in the next two year as the 
taxation of cryptocurrencies appears to be in the 
IRD work programme. 

And so this means...?
Another reason why the education system 
needs to invert priorities and put creativity, 
collaboration and communication no less than 
on par with numeracy and literacy. And, for 
those of us of “that” age we will be asking our 
teenage children even more questions about 
how to make something work.
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