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1) Institutional attraction has risen (but probably not as pervasive as publicized)

2) Thesis remains as a hedge against inflation, fast increase in central bank money 

supply and concern about efficacy of future government regulation

3) ESG/Environmental considerations are considerable and often overlooked

4) Political interference potential remains high

5) The cryptocurrency, digital currency, digital finance and central bank digital 

currency space is large and evolving quickly. This report covers some key points.

Bitcoin/Crypto Key Takeaways
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Bitcoin/Crypto: What’s Been Going On?
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• Bitcoin rallied 720% from March 2020 to 8th Jan 
2021, corrected 25% then rallied another 49% from 
the 27th Jan 2021 low. 

• 97% of all inflows into crypto assets in 2020 went 
into bitcoin (CoinShares).

• Average monthly volatility of bitcoin in 2020 was 
over 2x that of Nasdaq and S&P 500. 

• Bitcoin annual trading volume on exchanges 
doubled in 2020 vs 2019, to USD12trn, with 539bn 
trading in the first week of January 2021. 

• Alt-coin trading picked up in 2020 but bitcoin 
market cap remains highest at  61% of total and 
ether at 15.5%. Stablecoin tether is part of 70% of 
all cryptocurrency trades, yet is only 2.4% of total 
digital coin market cap. 

Cryptocurrency market trends 2020-2021
Institutional investors take part in bitcoin rally in a year with central bank stimulus

Source: Macrobond, Morgan Stanley Research
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• Most bitcoin price appreciation in 2020 was during 
US trading hours (exhibit), unlike 2017 where it was 
more Asia focused.

• There have been several higher profile new 
institutional advocates to emerge, including hedge 
funds, asset managers and pension funds. 

• Many have based their “target prices” on gold: 
similar market valuation or approximate proportion 
of assets. 

Cryptocurrency market trends 2020-2021
Institutional investors take part in bitcoin rally

Source: Binance pricing, cryptodatadownload, Macrobond, Morgan Stanley Research
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Bitcoin correlation with macro/risk markets
Market correlations picked up in March 2020 as uncertainty was high and central 
banks injected liquidity, which moved all markets together.

U
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U
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Bitcoin-gold 3m correlation was high April-
November 2020

Bitcoin-USD 3m inverse correlation picked up 
in July-August 2020 

Source: Macrobond, Morgan Stanley Research
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Bitcoin correlation with macro/risk markets
Rising inflation expectations pushed down US real yields but they didn’t correlate 
with bitcoin prices. US Fed’s balance sheet expanded months before bitcoin rally.

U
SD

Bitcoin-US real yield 3m correlation fluctuated 
a lot at a low level

US Fed balance sheet expanded before the big 
bitcoin rally

Source: Macrobond, Morgan Stanley Research
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Bitcoin Investor and User Considerations

• Inflation Hedge

– Concerns that central bank policies could be setting up for accelerating inflation

– Investing in bitcoin provides a hedge against that risk, especially if supply chain 
payments can be migrated from fiat to bitcoin

• Global Payment Functionality 

– Enable real-time, at “T” transactions around the globe

• Banks are pushing towards this but not there yet, in part due to regulation

• Assumes governments won’t enforce bans on holding, trading, or mining

• Desire for anonymity

– Actual uses of bitcoin are often scrutinized (associated with its bearer nature)

• Political risk 

– Access to the cheapest electricity and/or cheapest chips could allow for takeover
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Institutional Investors: How to gain exposure
Institutional investors played a large part in the 2020 bitcoin rally

• Buy bitcoin/crypto asset from an exchange (e.g. Binance, Coinbase, etc.)

– Advantage: easy to do

– Disadvantage: volumes limited by daily market liquidity, prices vary across exchanges, 
rely on exchange initially holding/storing the coins.

• Buy bitcoin/crypto from a private seller

– Advantage: the transaction information is less widely available as it is only reported 
through the blockchain and not posted on the exchange volumes. A large volume can 
be traded in theory if a seller is found. 

– Disadvantage: a seller needs to be found, so need to be connected to other market 
participants. Making enquiries could reveal the investment intentions. 
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Institutional Investors: How to gain exposure
Institutional investors played a large part in the 2020 bitcoin rally

• Buy bitcoin/ether futures contract

– Advantage: similar to futures contracts for commodities, currencies, rates, etc. Don’t 
need to manage a cryptocurrency wallet for some futures contracts. Relies on futures 
exchanges that institutional investors have dealt with before (e.g. CME, CBOE). 

– Disadvantage: CME futures are cash settled so don’t give the investor the actual 
cryptocurrency, just the exposure to the price movements. Bakkt and ICE contracts are 
physically settled so the cryptocurrency is only exchanged when the contract expires. 
Contracts don’t trade at the weekend, while the underlying does trade.   

• Invest in a company that buys bitcoin/crypto assets

– Advantage: No need to handle cryptocurrency, this is just like buying an equity of a 
company. 

– Disadvantage: Fees can be high, it may be more expensive to invest in the company 
than buy the same exposure of the bitcoin/crypto underlying (there is a premium). The 
alternative could be to buy a publicly listed company that invests in crypto assts.
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• Grayscale has grown to become one of the largest buyers of bitcoin in the market and they say they 
are mostly buying for institutional investors like pension funds and asset managers. 

• Grayscale owns over 649,000 BTC, the equivalent of over $27bn and 3% of total BTC outstanding. 

Institutional Investors: What is the Grayscale Bitcoin Trust (GBTC)?
A company that buys bitcoin on behalf of investors, charging a fee

Source: https://grayscale.co

Grayscale cumulative inflows by product in 2020

• History

– GBTC was the first passive 
investment fund in the US with 
bitcoin as its main underlying asset.

– Started in Sept 2013 for accredited 
investors but then received approval 
for shares to trade publicly.

– January 2020 became an SEC 
reporting company, the first crypto 
company to do so. 
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• How it works

– GBTC is not an ETF but operates in a similar 
way.

– GBTC bitcoins are held in custody with 
Coinbase who put in them in cold storage. 

– Investors can buy shares of GBTC directly 
from the company (when they open for 
investment) but redemption of shares is only 
available in the market. This is the key 
difference from an ETF where redemption is 
always available. 

• GBTC charge investors a 2% fee. 

• There is a premium for investors to invest in 
bitcoin with GBTC vs buying themselves from 
an exchange. In Dec-20 the premium hit almost 
40% as BTC was in demand; it is now 8%.

Institutional Investors: What is the Grayscale Bitcoin Trust (GBTC)?
A company that buys bitcoin on behalf of investors, charging a fee

GBTC premium: GBTC share price vs net 
asset value of bitcoin held. Higher value = 
expensive to invest via GBTC

Source: Bloomberg, Morgan Stanley Research

https://www.bloomberg.com/news/articles/2021-01-22/biggest-crypto-fund-s-40-premium-evaporates-during-meltdown?sref=y7MuEthk
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• Many companies have submitted requests to the US SEC to create and manage a bitcoin ETF. So far no 
company has been successful. 

• The SEC is concerned with regulating a product that could be available for retail and institutional.

• Unlike investing in a company like Grayscale, ETF products could offer more liquidity when investors 
wish to come out of the market or even go back in.

• In 2021 the market will be closely watching whether the SEC will approve a bitcoin-based ETF, 
particularly in view of the impending change in the SEC leadership with the new administration.

• The CFTC is however responsible for regulating futures products, so this is a potential reason why 
futures products related to bitcoin and other cryptocurrencies were already approved for trading a few 
years ago. 

• Switzerland and Canada have already approved ETP/ETF crypto-based instruments

– Canada approved an Ether-based ETF in December 2020 that was launched on the Toronto Stock 
exchange and backed by Gemini through 3iQ. 

– Switzerland approved several ETP products with some being physically backed by bitcoin and trade 
on the SIX exchange.  

No investment recommendation is made with respect to any of the ETFs or mutual funds referenced herein. Investors should not rely on the information included 
in making investment decisions with respect to those funds.

Institutional Investors: Will there be a bitcoin ETF?
Could gaining bitcoin exposure through an ETF be the easiest way?

https://www.bloomberg.com/news/articles/2020-12-31/wall-street-revives-dream-of-a-bitcoin-etf-with-new-sec-filing?sref=y7MuEthk
https://www.bloomberg.com/news/articles/2021-01-15/cryptocurrencies-face-greater-oversight-under-gensler-led-sec?sref=y7MuEthk
https://3iq.ca/the-ether-fund/
https://www.coindesk.com/new-bitcoin-etp-launches-on-swiss-stock-exchange-six
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• A handful of companies that trade on major stock exchanges have started to buy bitcoin themselves, 
meaning that company’s share price tracks (in part) the price of bitcoin. 

• The most well-known company is Tesla, which filings showed on Feb 8th that it now holds ~$1.5B. 

• MicroStrategy, which owns over 70,000 bitcoins, or $1.135bn worth, started buying in August 2020 
and said they bought to hedge against a devaluing dollar. The company has continued to add to its 
assets even after the recent weakness and volatility. 

• Square (SQ) disclosed in 2020 that it had bought ~$50M, but retail investors in particular have viewed 
it as a derivative on bitcoin given its bitcoin trading services available to Cash App (consumer users). 
Likewise, PayPal’s announced entrance into Bitcoin trading has grabbed investor interest (particularly 
among retail investors). 

• Multiple companies that specialize in bitcoin/crypto trading have started the IPO process. 

Institutional Investors: Buying Equity of Companies
Gaining bitcoin exposure through companies that are buying crypto themselves

https://www.bizjournals.com/washington/news/2021/01/22/bitcoin-microstrategy-michael-saylor-billionaire.html
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• The case for bitcoin being used as a transaction vehicle for goods and services becomes harder to 
defend if bitcoin daily liquidity is falling. 

• Every day more bitcoin are created but at half the pace now versus a year ago. The recent bitcoin 
bull market resulted in buying demand but the demand appears to be concentrated. 

• Bitcoin addresses that hold more than $1 million worth of bitcoin are on the rise. The chart shows 
that over 60% of bitcoin issued are held in wallets that own over 100 bitcoin, with almost 30% held 
in wallets that own between 1,000 and 10,000 bitcoin.

Bitcoin liquidity falling
The bitcoin created is held by a smaller and smaller number of people/addresses. 

• A wallet can be owned by one person or held for a group. 

• The effect is not just from price rises. It is appearing that 
those who hold a very large amount of bitcoin are not 
willing to sell. 

• If bitcoin availability falls, it reduces its attractiveness to 
be used as a vehicle for trading in goods and services. 

Source btc.com
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• DeFi companies have started to issue coins, that at the 
moment trade like the smallest alt-coins and are very 
volatile. 

• The market cap of DeFi tokens has reached $71 billion, 
making up 5% of the total market capitalization of 
cryptocurrencies, a rise from less than 1% at the start of 
2020. 

• In 2017, if a digital finance company wanted to raise money, it could issue a new coin through an ICO. 
In 2020, the name to call the cash raise or project is a DeFi project. 

• Examples of DeFi include decentralized exchanges, stablecoins, lending platforms and prediction 
markets.

• Most DeFi projects have opted to utilise the Ethereum network as it was designed for smart contracts.

DeFi: The new buzzword called decentralized finance
Financial products or applications that use a blockchain or cryptocurrency

Source: https://www.coingecko.com/en/defi

Market capitalisation of DeFi 
(USD)

18th Jan
41bn

9th Feb 
70bn
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• Most coins and blockchain networks have been created to 
manage transactions between two parties. 

• In the end, the creators aim to be able to handle the most 
number of transactions, while adding attractive safety or 
user-friendly features. 

• The Polkadot network can currently handle over 80,000 
times the number of transactions of the Ethereum 
blockchain and 8,000 times the number of transactions 
that Visa did per second last year.

• Polkdadot’s systems thus provide a realistic alternative to 
manage transactions to the current cryptocurrency 
blockchains and could even compete with Visa. 

• The Polkadot coin now has the sixth-largest market cap of 
$22trn.

Altcoins: A few original altcoins still around but most disappeared
E.g. Ether, Litecoin, but the new big coin is Polkadot

Transactions 
per second

Bitcoin 7

Ethereum 15-20

Visa (in 2020) 1736

Polkadot 166,666+

Source Macrobond, Morgan Stanley Research
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Trading volume on exchanges 2020 bitcoin trading volumes were double 
2019

Bitcoin | Trading volumes
Volumes on exchanges were high in January 2021

Source: Macrobond, Morgan Stanley Research
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