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ECONOMY

Is Bitcoin a Waste of Electricity, or
Something Worse?
By BINYAMIN APPELBAUM FEB. 28, 2018

WASHINGTON — A manufacturing start-up recently announced plans to move into
a shuttered aluminum factory in upstate New York, taking advantage of abundant
cheap electricity from the St. Lawrence River.

Instead of smelting aluminum, however, the company plans to turn that power
into Bitcoins.

Money is supposed to be a means of buying things. Now, the nation’s hottest
investment is buying money. And the investment rush is raising questions about
whether one reason for the slow pace of economic growth in recent years is that the
nation is busy distracting itself. While Bitcoin mining may not be labor intensive, it
diverts time, energy and capital from other, more productive activities that
economists say could fuel faster growth.

“It appears that much of our evolving digital infrastructure is devoted to
activities, like the proliferation of cybercoins, that are worse than frivolous,” said
James McAndrews, the former head of research at the Federal Reserve Bank of New
York.

By a wide range of measures, America has a productivity problem. The economy
is growing slowly, and almost 20 percent of adults in their prime working years are
neither working nor trying to find work. Americans who do have jobs are less likely
to start their own companies. Even the most basic kind of production is in decline.
Americans are having less sex and making fewer babies.
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Some economists see evidence that people are playing video games instead of
going to work, logging on instead of getting it on, and plowing a growing share of
their time, capital and natural resources into virtual products like social media,
games and the latest fad: virtual currencies.

Bitcoin, the largest virtual currency, is a particularly voracious consumer of
resources because new Bitcoins are distributed in a kind of lottery where each ticket
is purchased with electricity.

Bitcoin miners compete for the coins by submitting answers to difficult math
problems. Instead of solving the problems, miners use computers to submit a flood
of guesses. This can be lucrative: Each Bitcoin is currently valued at about $10,550.

Believers insist it is a worthwhile endeavor. They describe Bitcoin as a superior
currency that will eventually come into wide use, and they predict even broader
applications for blockchains, the digital bookkeeping method used to record
ownership of Bitcoins and to verify transactions.

But Bitcoin remains so hard to use that a major Bitcoin conference in January
had to stop accepting Bitcoin. It is, in practice, a speculative investment, like gold.
And Tyler Cowen, an economist at George Mason University, said mining gold was a
better use of resources, because even if it lost value, it could be used to fill teeth.

“Once the Bitcoin power is burned, it is never coming back,” he said.

Colin L. Read, the mayor of Plattsburgh, N.Y., also sees it as a public nuisance.
The city was guaranteed a fixed supply of cheap electricity as part of the construction
of power-generating dams on the St. Lawrence in the 1950s. Bitcoin mining
companies are plugging into that power supply like a swarm of hungry mosquitoes.

Mr. Read said that Bitcoin mining now consumes about 10 percent of the city’s
power, and that is forcing Plattsburgh to buy a growing amount of extra electricity
on the open market, at rates up to 100 times higher than its base cost.
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Mr. Read, who is also an economics professor, said he would rather sell the
city’s supply of cheap power to companies employing large numbers of people. Mold-
Rite Plastics, which makes bottle caps, also uses about 10 percent of the city’s power,
but it employs about 200 people. The mining companies? “They hire a security
guard,” he said. “And a guy who comes when something breaks.”

David Bowman, who describes himself as Plattsburgh’s first Bitcoin miner — “I
started a long time ago, around 2014,” he said — started with a handful of
computers. Now he has 20 machines.

A few years ago, he rented a room in an old paper warehouse, where he runs the
specialized hard drives around the clock. They sit side-by-side on wire racks, fans
whirring to dissipate the heat. About half a dozen other mining companies have
since moved into the same building.

Mr. Bowman, who is from Plattsburgh, said he sympathizes with the mayor’s
concerns. He is the only employee of his company, and he is presently a full-time
medical student on the Caribbean island of Grenada. But Bitcoin mining paid his
college tuition and it is paying for medical school.

And he doesn’t see that Plattsburgh has better options.

“The place needs all the jobs they can get,” he said, although his company
employs no one beyond him. He does pay fees to an investor-owned company that
operates and maintains the machines and has one employee.

Other governments also are grappling with the merits of virtual currencies.
Enel, the largest European power company, said earlier this month it would not sell
electricity to a virtual miner, citing environmental concerns.

“Enel has undertaken a clear path toward decarbonization and sustainable
development and sees the intensive use of energy dedicated to cryptocurrency
mining as an unsustainable practice that does not fit with the business model it is
pursuing,” the company, partly owned by the Italian government, said in a
statement.
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Some Bitcoin miners emphasize their reliance on renewable energy, but the
energy they use might otherwise be put to other purposes. Consider the example of
Quebec, one of the world’s largest producers of hydroelectric power. Local demand
has flatlined, leading the province to consider exporting electricity to Massachusetts,
which is seeking to increase the share of current power consumption generated by
sustainable sources. But Quebec is now weighing that possibility alongside a wave of
proposals from mining companies.

Some American utilities, too, are hungry for new customers. Domestic demand
for electricity is in decline as power-hungry industries, like aluminum smelting, have
moved to other countries and households are increasingly using LED light bulbs.

“They’re thankful that anyone still wants to use energy,” said Robert
McCullough of McCullough Research, an Oregon energy consultancy.

And plenty of places are hungry for jobs — even the relatively few jobs that
virtual mining brings.

Massena, the town with the shuttered smelter, is about two hours from
Plattsburgh. It also enjoys a guaranteed supply of cheap electricity, but it has lost
several of its major employers, including the smelter and a General Motors factory.

The New York Power Authority reserves 490 megawatts of low-cost power for
industrial users in Franklin, Jefferson and St. Lawrence counties, the northern tier
that includes Massena. The decline of local industry means only 52 percent of that
power is currently committed, which is why officials were delighted when a company
called Coinmint proposed to install 16,000 computers in the old aluminum building.

The company, which is still negotiating contracts, told the power authority it
would employ 150 people. Employers historically have created 30.5 jobs in exchange
for each megawatt of low-cost electricity, according to the power authority, while
Coinmint is proposing to create just new 10 jobs per megawatt. But 10 is more than
none.

“The plan is to get anybody here that you can,” said Steven D. O’Shaughnessy,
Massena’s town supervisor. “I have said all along, I’ll take whatever I can.”

https://energyathaas.wordpress.com/2017/05/08/evidence-of-a-decline-in-electricity-use-by-u-s-households/
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Follow Binyamin Appelbaum on Twitter @bcappelbaum.

A version of this article appears in print on March 1, 2018, on Page B1 of the New York edition with the
headline: Virtual Coins, Real Resources.
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