2 ASSET

coinbase 7 tinacevent

market notes: A spot
bitcoin ETF is like
water..taking the path
of least resistance.

A US spot ETF for Bitcoin is
inevitable. And there’s no
time like the present. It’s
symbolic of institutional
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A US spot ETF for Bitcoin is inevitable. And there’s no time like the present. It’s symbolic of
institutional adoption. Infrastructure providers will be the big winners.

market notes: A spot bitcoin ETF is like water...taking the path of least resistance.
7/7/23- Marcel Kasumovich, Deputy CIO

“The Commission applies the same analytical framework used...to assess whether a listing
exchange of an exchange-traded product (“ETP”) can meet its obligations under Exchange Act
Section 6 (b)(5). As the Commission has explained, an exchange that lists bitcoin-based ETPs can
meet its obligations under Exchange Act Section 6(b)(5) by demonstrating that the exchange has
a comprehensive surveillance-sharing agreement with a regulated market of significant size,”
the SEC offered (emphasis added).

Blackrock’s S1 submission for a spot bitcoin ETF breaks the logjam of previously rejected filings
by resolving the surveillance-sharing agreement. It has always been the SEC’s stated preference:
“Although surveillance-sharing agreements are not the exclusive means by which a listing ETP
can meet its obligations...such agreements have previously provided the basis for the
exchanges...and the Commission has historically recognized their importance.”

Other applicants didn’t ignore the SEC’s guidance. They couldn’t execute. Blackrock did. Now, a
backlog of existing and refiled applications is waiting for consideration. The timing is interesting
to say the least. There’s a fresh push from US legislators to pass a stablecoin bill. Optimism is
running high enough that there’s also momentum to table a comprehensive Digital Asset Market
Structure proposal. The SEC is left to make qualitative judgments. Comprehensive. Regulated
market. Significant size.

Traditional players were always to be second movers. After all, they have the most to lose. That
they are acting now is not a small step. Yes, social media can dig up old pronouncements that
are counter to the new plan. Yesterday’s history. Nobody is obliged to believe tomorrow what
they believed yesterday. And the pressure for regulatory clarity is rising all around — through
domestic legislative and international commercial channels. It’ll come by choice, by requirement
of law, or by capital flight.

Let’s put things into context of market size. Bitcoin is roughly $S600 billion market capitalization.
Around $25 billion is currently in asset management products, with the Grayscale Bitcoin Trust
(GBTC) garnering a 77% share. GBTC has operated like a closed-end fund since the SEC shuttered
its redemption feature in 2016. The Trust could not reduce its bitcoin holdings during the crypto
downturn, so investors had to find a willing buyer of shares at a suitable discount. That discount
crested at 49% last year.

The GBTC discount is greatly reduced, now at 27%, with the enthusiasm of a potential spot ETF.
It is presumed that the Grayscale Trust would be eligible for entry into the ETF ecosystem, thus
bringing the return of a redemption feature. That would allow the Trust to sell bitcoin and retire
GBTC shares — the discount would disappear, to the benefit of investors. It would also bring an
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end to the legal dispute between GBTC and the SEC, where the presiding judge said that “the
SEC has not offered any explanation.”

But why an ETF? After all, the point of crypto assets is to build independence from existing
intermediation. It’s a familiar onramp. It’s what investors know. It’s easily integrated into
existing portfolio management tools. And it’s also familiar to regulators, who have a long
working history with the latest traditional entrants into the bitcoin ETF arena. It’s almost surely
not the right tool forever. But it may be the perfect adoption tool for now.

Be mindful of the historical context. Just as crypto assets aim to press middleman
intermediaries for efficiency benefits to investors, so were ETFs an efficiency improvement to
mutual funds. From taxes to access and implementation, ETFs greatly reduced barriers to entry.
ETF assets have grown more than 10-times since 2009 compared to roughly 2-times for mutual
funds (Figure 1). Yet, mutual fund assets are still nearly 3x greater than ETFs, at $18.2 trillion
versus $6.8 trillion (Figure 2). Habits are slow to break.

Legacy mutual funds are far more vulnerable to crypto asset innovations than ETFs. The chief
argument for mutual funds is the active nature of their management. True. Fixed income assets
are a particularly large segment, accounting for nearly two-thirds of mutual fund holdings at
more than $10 trillion. At that size, the aggregate of the mutual fund industry’s commitment to
actively managed assets is unlikely to improve upon the broader market experience. Bonds are a
financial repression tax.

Assets will gradually migrate into tokenized forms. Traditional early adopters are more likely to
adapt, leading to more efficient asset management, especially in the active sphere. ETFs, with
their tax advantages, may have a unique role to play in digital rails. But it’s the infrastructure in
this transition where native digital players win big. And that’s a patience game, just as the
growth in ETFs through the early 2000s.

Think of the latest push for spot ETFs as signaling. What if it doesn’t happen? The growth will
find alternative paths. US dollar stablecoins are still the benchmark despite regulatory frictions.
The first and only institutional version of stablecoins was issued in Hong Kong, not America.
Canada, hardly a crypto cowboy country, quietly approved an ETH-staking ETF with sensible,
favorable tax considerations. Innovation follows the path of least resistance, just like water.
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Figure 1: ETF Growth v Mutual Funds — A Sign for Crypto Asset Growth
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Figure 2: Mutual Fund AUM Still Large — Ripe for Disruption
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Disclaimer:

This communication, including any attachments, is intended
only for the use of the addressee and may contain information
that is confidential or otherwise protected from disclosure. Any
unauthorized use, distribution, modification, forwarding,
copying or disclosure is strictly prohibited. If you have received
this communication in error, please delete this message,
including any attachments, and notify the sender immediately.
The information and any disclosures provided herein do not
constitute a solicitation or offer to purchase any security or
other financial product or investment and is not intended as
investment, tax, or legal advice. Unless otherwise noted, all
information is estimated, unaudited and may be subject to
revision without notice. Past results are not indicative of future
results.

This communication may contain statements of opinion, including
but not limited to, the author’s analysis and views with respect to:
digital assets, projected inflation, macroeconomic policy, and the
market in general. Statements of opinion herein have been
formulated using the author’s experience, research, and/or analysis,
however, such statements also contain elements of subjectivity and
are often subjective in nature. In addition, when conducting the
analyses on which it bases statements of opinion, the author(s) will
incorporate assumptions, which in some cases may be shown to be
inaccurate in the future, including in certain material respects.
Nothing in this presentation represents a guarantee of any future
outcome. The author(s) are under no obligation to update this
document, notify any recipients, or re-publish the content contained
herein in the event that any factual assertions, assumptions,
forward-looking statements, or opinions are subsequently shown to
be inaccurate.

Certain information contained in this Communication constitutes
"forward-looking statements," which can be identified by the use of
forward-looking terminology such as "may", "will", "should",
"expect", "anticipate"”, "target", "project", "estimate", "intend",
"continue" or "believe" or the negatives thereof or other variations
thereon or comparable terminology. Forward-looking statements
made in this communication are based on current expectations,
speak only as of the date of this communication, as the case may be,
and are susceptible to a number of risks, uncertainties and other
factors. Assumptions relating to the foregoing involve judgments
with respect to, among other things, projected inflation, the
regulation of digital assets and macroeconomic policy, all of which
are difficult or impossible to predict accurately and many of which
are beyond our control. In light of the significant uncertainties
inherent in the forward-looking statements included herein, the
inclusion of such information should not be regarded as a
representation to future results or that the objectives and plans
expressed or implied by such forward-looking statements will be
achieved.

Certain information contained herein may have been obtained from
third party sources and such information has not been
independently verified by the author(s). References herein to third
parties are for illustrative purposes and are not an endorsement or
recommendation for products or services. No representation,
warranty, or undertaking, expressed or implied, is given to the
accuracy or completeness of such information. While such sources
are believed to be reliable, the author(s) do not assume any
responsibility for the accuracy or completeness of such information.

The information and any disclosures provided herein do not
constitute a solicitation or offer to purchase any security or
other financial product or investment and is not intended as
investment, tax, or legal advice. Unless otherwise noted, all
information is estimated, unaudited and may be subject to
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revision without notice. Past results are not indicative of future
results.
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