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What the new ETF will mean for bitcoin … and other cryptoassets

>>

What to expect in the next 12-36 months on the ETF front

Earlier today, the first U.S. bitcoin ETF — the ProShares Bitcoin Strategy ETF (ticker: BITO) —
began trading on the New York Stock Exchange.
All signs suggest the launch will be a big success. As of 2:00pm ET, BITO had already traded
more than $700 million, putting it on pace to have one of the highest first-day trading volumes
of any ETF in history.
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But how does the product work? What does it mean for the crypto market? And what should
investors expect going forward?

WHAT IS THE PROSHARES BITCOIN STRATEGY ETF?
For the past 8.5 years, investors have been waiting to see a bitcoin ETF launch in the
U.S. That wait ended today with the debut of BITO on the New York Stock Exchange.
The new ProShares Bitcoin Strategy ETF is not quite the bitcoin ETF everyone has been
hoping for. Most investors have been dreaming of a “spot” bitcoin ETF, which would hold
bitcoin directly. Instead, BITO invests in bitcoin futures contracts traded on the Chicago
Mercantile Exchange.
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From one perspective, this is disappointing. A futures-based ETF is not as good for investors
as a spot-based ETF, for multiple reasons:
1. Cost: The bitcoin futures market tends to trade “in contango,” which means the futures
price is higher than the spot price. Over time, this can create a major headwind. History
suggests this “roll cost” will amount to 5-10% a year for futures-based products, beyond
the direct expense ratio of the ETF (~1%).

1 T
 he first filing for a bitcoin ETF in the U.S. took place on July
1, 2013. At the time, bitcoin was trading at roughly $90.
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2. Dilution: For tax-related reasons, ETFs cannot actually hold a 100% position in bitcoin
futures. Most likely, they’ll target about 85% futures exposure, with the rest allocated to
other things. This wrinkle could cause the ETF to track the price of bitcoin imperfectly
over time.
3. Tail Risk: The futures market is complex. There are position limits, for instance, that cap the
amount of futures a fund like BITO can hold. There may be some risk that the fund runs into
these and other issues in the future.
Despite these challenges, however, investors are flocking to BITO. This tells you something
very important: Investors are eager to access bitcoin through their brokerage accounts.
And this, actually, is a very big deal.
For the past few years, a vocal minority in the crypto market has argued that we do not need
an ETF. These ETF skeptics have argued that investors can already access bitcoin through
other means: apps like Coinbase, custodians like Fidelity, and so on.
Others have argued that these alternative approaches do not work for professional investors,
who prefer traditional solutions like an ETF and have been shut out of the crypto markets to date.

Investors are eager to access bitcoin
through their brokerage accounts.

The market’s early response to BITO suggests that the ETF optimists were right, as investors
are using the fund despite its shortcomings. This suggests that there is a wave of capital
sitting on the sidelines of the crypto market. It may now find its way in.
If true, this could be one of the defining stories for crypto over the next few years.

WHAT DOES THIS MEAN FOR BITCOIN … AND OTHER
CRYPTOASSETS?
It is difficult to attribute price changes in the crypto market to any one thing. The market is
impacted by many forces, from regulatory developments to technological progress to the
passage of time.
The market’s early response to BITO ...
suggests that there is a wave of capital
sitting on the sidelines of the crypto
market. It may now find its way in.

But it’s hard to look at bitcoin’s recent price movement and not conclude that the news about
the ETF has had a significant impact. The price of bitcoin is up 27% in October and is trading
near all-time highs.
As for other cryptoassets?
So far, they have not played along: The Bitwise 10 ex Bitcoin Crypto Index, which comprises
the nine largest cryptoassets by market cap excluding bitcoin, is up just 3.9% over the same
time frame.
The question is whether investors in the new bitcoin futures ETF will follow the well-worn path
of other crypto investors.
Historically, investors tiptoe into the crypto markets via bitcoin, the largest, best-known,
and most regulated cryptoasset. But over time, they tend to develop interests in other
cryptoassets: Ethereum, Solana, Uniswap, and so on. In our experience, this transition tends
to take 3-6 months, as investors learn more about the nuances behind different cryptoassets
and their underlying technologies.
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If that pattern holds, the interest in BITO may translate to additional interest in other
cryptoassets in 2022 and beyond.

WHAT SHOULD WE EXPECT GOING FORWARD?
BITO was the first crypto ETF, but it’s unlikely to be the last. Now that the door is open a
crack, you can expect Bitwise and other cryptoasset managers to try to pry it open further.
For the past decade, crypto
has been on a journey from
the fringes of finance to the
mainstream. BITO is a major
milestone in that journey, but
it’s not the end point.

You’re already seeing it: Here at Bitwise, last week we filed with the Securities and Exchange
Commission for approval to launch a physical bitcoin ETF. We submitted more than 150 pages
of research in support of our application — research we conducted to respond specifically to
the questions and concerns the SEC posed to us about approving a physical bitcoin ETF.
The SEC has up to 240 days to review our application, and there is of course no guarantee it
will gain approval.
Long term, however, the industry will get there. For the past decade, crypto has been on a
journey from the fringes of finance to the mainstream. BITO is a major milestone in that
journey, but it’s not the end point. A large majority of investors still have zero exposure
to crypto.
We’re making progress, and we still have miles to go.

Nothing contained herein is intended to predict
the performance of any investment. There can
be no assurance that actual outcomes will
match the assumptions or that actual returns
will match any expected returns. Prior to making
any investment decision in respect of the
Fund, each investor must undertake its own
independent examination and investigation of
the Fund, including the merits and risks involved
in an investment, and must base its investment
decision, including a determination whether it
would be a suitable investment for the investor,
on such examination and investigation and
must not rely on the Manager or the Fund in
making such investment decisions. Prospective
investors must not construe the contents of
this material as legal, tax, investment, or other
advice. This material represents an assessment
of the market environment at a speciﬁc time and
is not intended to be a forecast of future events,
or a guarantee of future results. This information
should not be relied upon by the reader as
research or investment advice regarding
the funds or any security in particular. Past
performance is no guarantee of future results.
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