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Centralized decentralization may be the ultimate oxymoron. Yet, it is the perfect description
of the Bitcoin ETF dynamics. Does finance tend toward centralization? User experience will
decide.

market notes: Centralized Decentralization!?
2/16/24 — Marcel Kasumovich, Deputy CIO, Coinbase Asset Management

1. February 14 is a special day. “I Love Free Software Day” gives a different reason for loved ones
to all over the world. | know, if it’s free, you’re the product. Nonsense. “Free”
software dates back to the 1950s when it was included with computing hardware as a matter of
common sense. Drive adoption, engage great minds, and make even better products. Hardware
is costly, and what is built on the basic software is transformative. That’s the value.

2. Only, itis not how we organize.

3. LibreOffice, Linux, Firefox — these are ! free, open-source software that have stood the test of
time. But their market shares are barely noticeable. SEC Chair Gensler it for bitcoin,
which is “not decentralized because finance tends toward centralization since antiquity.” But it’s
beyond finance. ChatGPT was built to be decentralized and not-for-profit. It is centralized, for
profit, and its 180 million in three months is the fastest new network expansion ever.

4. Society self-selects into centralization.

5. Are crypto technologies following a similar path? It’s not that society doesn’t value
decentralized tools. The internet is a smashing success. It’s about how the technologies are
employed. Take crypto’s entry into exchange-traded funds (ETFs). Inflows to the new funds have
totaled more than , one of the fastest launches. Those buyers could have engaged in
bitcoin long before. The ETF is a familiar, comfortable, and centralized onramp.

6. It also changes the way we think about the current cycle. This is an institutional cycle now —the
first crypto has experienced. Around of bitcoin is held by a narrow number of institutional
players, a list and size that is growing by the day. Mainstream companies are leveraging
decentralized technologies to create compelling user experiences — the ETF is the most primitive
of those. It will also force us to evaluate market dynamics in a different light.

7. Availability of data is the beauty of blockchain. In a cycle where decentralized activity was
dominating trends, that data was a valuable signal to investors. Those signals are blunted by
centralization. Through the sharp rise in the price of bitcoin, onchain activity has been lousy,
new active bitcoin users are sluggish, and Lightning Network nodes have been stale. These were
reliable bearish investor signals in the previous cycle. Not now.
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https://fsfe.org/activities/ilovefs/index.en.html
https://digitalogy.co/blog/top-open-source-software-examples/
https://www.cnbc.com/2024/02/14/cnbc-transcript-sec-chair-gary-gensler-speaks-with-cnbcs-squawk-box-today-.html
https://explodingtopics.com/blog/chatgpt-users
https://blog.coinshares.com/digitalassetfundflows/home
https://bitcointreasuries.net/
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8. The pipeline of user experiences is strong despite weak onchain activity. Price signals are still
working. Crypto winter led builders to build, and there’s a powerful pipeline to be unlocked in
this institutional cycle. Take Taproot Assets. Introduced in 2023, the tool allows funds
to be deposited on the Lightning Network for instant movement. It’s attractive for existing
assets, like stablecoin, and new ones, such as foreign exchange.

9. So goes the art of investing. One minute you have a reliable market signal, the next starts its
decline to redundancy. But core principles are irrevocable — like supply and demand. Onchain
data reveal of bitcoin owners have held positions for more than a year, near record highs.
With a fixed bitcoin supply, new buyers have to find the price where old owners are willing to
sell. This is the case for asymmetric upside as bitcoin moves into mainstream portfolios.

10. Does it mean the price is always right? Surely not. These demand and supply dynamics can
generate huge gains in bitcoin — but to sustain them, they have to be for the right reasons. It is
the struggle between technical and fundamental analysis. Why bitcoin enters portfolios matters.
Price must meet the expectations of new demand. What do investors expect? A store of value
with technological upside that drives the marginal cost of financial transactions to zero.

11. Narratives can be persuaded by price. Speculative bubbles are deeply entrenched in financial
markets — especially for long-duration assets like technology. So, we look to market-based signs
for evidence of excesses. Interestingly, there are none, even after the rapid appreciation of
bitcoin. Volatility markets are balanced and the slope of the forward curve, a simple indicator of
leveraged demand, is boring compared to the last cycle of leverage.

12. Centralized decentralization may be the most ironic unlock. Users like it, gravitating to the
familiar. Regulators embrace it, as activity moves to spot markets with visible participants that
allow transactions to be surveilled. But what of a decentralized future? It’s alive and well. The
market is sending a lot of love — love for the technology, the rules-based approach, and the
merit-based inclusion. User experience will decide whether in centralization, we trust.

Figure 1: Bitcoin ETF — Independent Inflow!
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https://lightning.engineering/posts/2023-10-18-taproot-assets-v0.3/
https://www.theblock.co/data/on-chain-metrics/comparison-bitcoin-ethereum/percentage-of-supply-active-in-1-year
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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.

This communication contains information about the Coinbase
indices. It is not intended as a means to market or advertise the
investment advisory services of Coinbase Asset Management
(“Coinbase AM”) and should not be construed as investment
adviser advertising material.

The Coinbase Core Index was originally launched in March 2022,
with back-tested returns calculated from January 2017 through
March 2022. Index returns are calculated by a third-party
calculation agent, reported by MVIS, and represent gross returns of
the underlying assets. Index returns are for illustrative use only.
Investors cannot invest directly in the Coinbase Core Index.

The Coinbase Broad Index was originally launched in December
2023, with back-tested returns calculated from January 2017
through March 2022. Index returns are calculated by a third-party
calculation agent, reported by MVIS, and represent gross returns of
the underlying assets. Index returns are for illustrative use only.
Investors cannot invest directly in the Coinbase Broad Index.

Some of the Coinbase Index components trade on the Coinbase
digital asset trading platform. Others may involve projects Coinbase
AM or its corporate affiliates participate in or otherwise have a
relationship with. This means any licensed use of the Indexes may
result in Coinbase AM or its affiliates deriving revenue from trading
fees or the appreciation of a component’s value.

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
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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 within this document has been compiled for general
purposes only and has not taken into account the specific situations
of any recipients of the information. Futures trading is not suitable
for all investors, and involves the risk of loss. Futures are a
leveraged investment, and because only a percentage of a
contract’s value is required to trade, it is possible to lose more than
the amount of money deposited for a futures position. Investors
should only use funds that they can afford to lose. All examples
included are for explanation purposes only, and should not be
considered investment advice.

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.
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