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Once again, the US Securities and Exchange Commission denied 
a spot Bitcoin Exchange Traded Fund. Crypto crowds, angry and 
perplexed vow to !ght another day. The answer however might 
be fairly obvious. But the options to get approval could unravel 
the core ethos of decentralization if key industry players comply 
with what is likely being implied and not being said.

The crypto community’s overzealous focus on ge!ing a spot 
Bitcoin ETF approved has given the SEC a great amount of 
leverage. The regulator holds a very strong hand and it’s not about 
to fold without winning some if not all the chips. They’ve certainly 
understood how much cryptocurrency adopters would rejoice 
in a spot Bitcoin ETF approval as a mark of pride akin to divine 
a"rmation. 

Since 2017, and along with every denial of an ETF, the watchdog 
has continued to state that the cryptocurrency trading industry 
has yet to establish “comprehensive surveillance-sharing 
agreements with a regulated market of signi#cant size” (see 2020 
Copper In-Depth report).

Many will argue that CME futures and US-based exchange 
volumes are now in the trillions annually. Fair enough.

However, all combined, this would still account for a fraction of 
the global market, most of which is happening on unregulated 
exchanges that the SEC has li!le power and reach over.

What the SEC might really be saying is that US-based and other 
regulated exchanges have too li!le a market share of the total 
trading volume of a global asset class. And they’re not wrong. 
Fiat-to-crypto exchange volume shows that they’ve cornered a 
tad over 25% of the market with li!le sign of gaining any additional 
share against their competitor crypto-to-crypto exchanges (see 
chart).

Which leaves the crypto industry with only a few solutions that 
would get the SEC to approve a spot Bitcoin ETF. 

Scenarios that might get  
spot Bitcoin ETF approved in the US

The #rst scenario, and most tedious, is that regulated exchanges 
become the aforementioned ‘signi#cant-size’. This would be slow 
and have li!le guarantees of ever actually happening considering 
the size of the competition.

More dangerously and under the banner of self-regulation, 
US-based exchanges can opt to ban incoming Bitcoin and other 
cryptoassets from unregulated exchanges.

The la!er option would be akin to an a!ack on Bitcoin of epic 
proportions breaking the cryptocurrency’s parity from within. 
Famed cryptocurrency educator Andreas Antonopoulos said in 
an interview that “tainted coins are very destructive. If you break 
fungibility and privacy, you break the currency. If [fungibility] is not 
#xed, it is possible to a!ack Bitcoin in ways we haven’t seen yet 
and that could prove very e$ective.”

On the one hand, such an exercise would be a fairly simple task for 
regulated exchanges to execute. Contrary to many government 
and #nancial bodies who continue to harp on about money-
laundering, the blockchain is transparent and tools plentiful to 
address this particular issue. 
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By Fadi Aboualfa, Head of Research, Copper
The views and opinions expressed in this op-ed article are those of the authors and do not re%ect any position by Copper.
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The result, however, would bring a parallel market with Bitcoin 
becoming an una!ractive asset to transact with. Exchanges, 
regulated or otherwise, understand well that such a policy would 
be fairly destructive for the industry they cater to. As such, 
it’s unlikely to be a viable option as it would not only bring the 
competition down, but themselves along with it.

It would also spell doom for the competitive advantage that 
the US currently basks in. This is a scenario even the SEC would 
probably like to avoid being burdened with.

Win some, lose some

There is one more scenario that could prove powerful and 
e$ective with only short-term market e$ects. Regulated 
exchanges can amp up clearing requirements and add inbound 
limits from unregulated exchanges. Much like unregulated 
exchanges who have thresholds for not requiring Know-Your-
Client (KYC), the opposite can be true for regulated exchanges 
whereby increased documentation and longer account-credit 
times can be placed.

This would increase compliance and at the same time signi#cantly 
maim the allure of unregulated exchanges. While regulated 
exchanges were slow o$ the mark to add tokens in 2017 that 
propelled unregulated exchanges to new heights, this is no 
longer really the case. Regulated exchanges can and are catering 
to the crowds. This, in turn, would increase the market share of 
regulated exchanges and a ‘crypto-run’ would likely ensue on the 
mere mention of additional requirements which would border on 
sanctions.

Although this might seem as anti-competitive practice, it’s 
unlikely to upset regulators, if under the banner of self-regulation.

Is it worth it?

On the one hand, a Bitcoin ETF would likely reduce volatility as sell 
pressures would decline by the addition of longer-term investors. 
And lower volatility would further increase investor appetite.

But for that to happen, should this assessment be correct, crypto 
companies would have to e$ectively grey-list inbound Bitcoin 
from unregulated exchanges with a short-term risk of possibly 
ushering in a new era of double pricing.
 
On the other, a Bitcoin ETF approval would likely require that 
cryptocurrency operatives fold into greater self-imposed 
oversight, which would be a complete anathema.

He who blinks, loses?

Industry players can also wait it out. It might even be the be!er 
option for the cryptocurrency industry in the long-run. With no 
easy onboarding such as an ETF, investors might very well take 
their time to actually learn and participate in the ecosystem 
further cementing the digital asset’s footprint in the #nancial 
world. At the growth rates seen over the past two years, this 
would be a feasible scenario.

Yes, an ETF would increase demand. But the juice might not be 
worth the squeeze. The demand in all likelihood will come with or 
without it.

November Analyst Retro: 
How much gunpowder is le& 
in cryptocurrency markets for 
2021?

Recent Insights, 
Research and 
Podcasts by Copper

Monthly In-Depth:
Big Crypto: Challenge or 
boon for banking?

CopperCasts — Episode 018
Nate Hindman, Head of 
Growth at Bancor

Copper’s Weekly Dispatch 
Newsle!er



Risk Bytes Newsletter
Volume 9, January 2023

page 6 of 6

THE INFORMATION CONTAINED WITHIN THIS COMMUNICATION IS FOR INSTITUTIONAL CLIENTS, PROFESSIONAL AND SOPHISTICATED 
MARKET PARTICIPANT ONLY THE VALUE OF DIGITAL ASSETS MAY GO DOWN AND YOUR CAPITAL AND ASSETS MAY BE AT RISK

Copper Technologies (Switzerland) AG (“Copper”) provides various digital assets services (“Crypto Asset Service”) to professional and 
institutional clients in accordance with the Swiss Federal Act on Financial Services (FinSa) of 15 June 2018 as amended and restated from 
time to time.

This material has been prepared for informational purposes only without regard to any individual investment objectives, financial situation, 
or means, and Copper is not soliciting any action based upon it. This material is not to be construed as a recommendation; or an offer to 
buy or sell; or the solicitation of an offer to buy or sell any security, financial product, or instrument; or to participate in any particular 
trading strategy in any jurisdiction in which such an offer or solicitation, or trading strategy would be illegal. Certain transactions, including 
those in digital assets, give rise to substantial risk and are not suitable for all investors. Although this material is based upon information 
that Copper considers reliable, Copper does not represent that this material is accurate, current, or complete and it should not be relied 
upon as such. Copper expressly disclaims any implied warranty for the use or the results of the use of the services with respect to their 
correctness, quality, accuracy, completeness, reliability, performance, timeliness, or continued availability. The fact that Copper has made 
the data and services available to you constitutes neither a recommendation that you enter into a particular transaction nor a 
representation that any product described herein is suitable or appropriate for you. Many of the products described involve significant 
risks, and you should not enter into any transactions unless you have fully understood all such risks and have independently determined 
that such transactions are appropriate for you. Any discussion of the risks contained herein with respect to any product should not be 
considered to be a disclosure of all risks or complete discussion of the risks which are mentioned. You should neither construe any of the 
material contained herein as business, financial, investment, hedging, trading, legal, regulatory, tax, or accounting advice nor make this 
service the primary basis for any investment decisions made by or on behalf of you, your accountants, or your managed or fiduciary 
accounts, and you may want to consult your business advisor, attorney, and tax and accounting advisors concerning any contemplated 
transactions.

Digital assets are considered very high risk, speculative investments and the value of digital assets can be extremely volatile. A 
sophisticated, technical knowledge may be needed to fully understand the characteristics of, and the risk associated with, particular 
digital assets.

While Copper is a member of the Financial Services Standard Association (VQF), a self-regulatory organization for anti-money laundering 
purposes (SRO) pursuant to the Swiss Federal Act on Combating Money Laundering and Terrorist Financing (AMLA) of 10 October 1997 as 
amended and restated from time to time. Business conducted by us in connection with the Crypto Asset Service is not covered by the 
Swiss depositor protection scheme (Einlagensicherung) or the Financial Services Compensation Scheme and you will not be eligible to 
refer any complaint relating to the Crypto Asset Service to the Swiss Banking Ombudsman.

It is your responsibility to comply with any rules and regulations applicable to you in your country of residence, incorporation, or 
registered office and/or country from which you access the Crypto Asset Service, as applicable.
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