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On December 16th, bitcoin passed the $20,000
threshold for the first time. For some, this
evokes memories of the “Crypto Winter” that
followed December 2017, the last time the asset

traded near this range.

But this is another story.

Underlying this month’s all-time high are clear
signs that the bitcoin market has matured

considerably. While the range may be the same,
bitcoin’s landscape—and outlook—are markedly

different. Here are six reasons why.
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LESS RETAIL SPECULATION,
MORE HEAVYWEIGHT ALLOCATION

Unlike traditional financial instruments, bitcoin started as a
“bottom up” revolution; retail adopters drove much of its early
growth. And retail was a key factor in bitcoin’s first ascent to
$19K, in which the asset nearly tripled over the course of just

four weeks.

One indication of that retail speculation is Google Trends, a
solid proxy for mass interest in topics. With its data you can
track aggregated query volumes over time (100 represents

peak interest in a topic).

It is clear from the four-year data that we are nowhere near
late-2017 retail interest levels today. This suggests that
today’s growth is less about retail mania and more about

institutional investors.

Indeed, heavyweights’ interest in bitcoin has accelerated
rapidly this year. Legendary macro and value investors Paul
Tudor Jones, Bill Miller, and Stanley Druckenmiller have
all publicly supported the asset, to name a few. The list of
Wall Street firms warming up to bitcoin is expanding too,

with Guggenheim Partners preparing to make room for it

in their funds, and BlackRock’s Larry Fink remarking that
bitcoin could “evolve into a global market asset”. Those

“top down” investors are starting to make waves: the 169-
year old insurance firm MassMutual just announced a
bitcoin purchase worth $100 million, a move which J.P.
Morgan strategists said may presage a $600 billion influx of

institutional capital into the asset.?

2

SPOT LIQUIDITY REVEALS
A HEALTHIER MARKET

Market liquidity refers to the health of an overall market; a
liquid market is one in which assets can be easily bought and
sold at stable, transparent prices. Lower liquidity leads to less
stable prices for an asset: slippage and price manipulation are
risks, and price dips can turn into flash crashes. This explains
what we saw after bitcoin hit $19K in 2017. Bitcoin’s market
is healthier than ever as evidenced by its trade volume, the
best indication of spot liquidity. In the months leading up to
the 2017 high, bitcoin’s 24-hour volume was typically between
$1 - $3BN. In the months leading up to this all-time high, that

same metric was significantly higher.

tSource: Bloomberg, JPMorgan Says MassMutual’s Bitcoin Foray Signals Widening Demand, December 2020

RETAIL BITCOIN INTEREST OVER TIME

1/1/2017

3/18/2018

Source: Google Trends

6/2/2019 8/16/2020



BITCOIN DAILY SPOT VOLUME
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THE REGULATORY ENVIRONMENT
HAS EVOLVED

The regulatory environment has matured rapidly over the

last three years. From that perspective, crypto—particularly

bitcoin—looks less like the “wild west” that it was in the early

2010s and more like a traditional asset.

In mid-2018, the staff at the Securities and Exchange

Commission (SEC) clarified bitcoin’s status as a non-security,

an important assessment as debate around cryptocurrency
regulation was often focused on coins’ status as securities.
Earlier this year, the Office of the Comptroller of the
Currency (OCC) clarified their stance on custody: financial
institutions may custody digital assets on behalf of their
clients. And Kraken, a San Francisco-based exchange,
recently announced that they received approval for a banking

charter in Wyoming—the first digital asset company to do so.

The list of such regulatory developments goes on. All have

strengthened bitcoin as an investable asset, further preparing

it for a place alongside traditional assets in portfolios.
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INSTITUTIONAL SERVICE PROVIDERS
HAVE ENTERED THE ARENA

Another important part of this puzzle: the recent entrance
of institutional service providers to the bitcoin sphere (and
the institutional-grade products they now make possible).
The last three years have seen significant developments in

these areas.

Blue chip names such as CME, Fidelity, and Bakkt
(majority-owned by Intercontinental Exchange) are setting
new standards for the custody, trading, and settlement of
digital assets. They are collectively subject to regulatory
oversight from the SEC, CFTC, and FINRA. Additionally,
they are audited by Big Four accounting firms, and have
received SOC reports as aresult of routine independent
SOC exams. Galaxy Digital itself has played a role in
crypto’s institutional infrastructure build. In partnership
with Bloomberg, we launched the Bloomberg Galaxy Crypto
Index (ticker: BGCI) in 2018 and the Bloomberg Galaxy
Bitcoin Index (ticker: BTC) in 2020 to improve data

integrity and standardization across digital assets.



Institutional interest means little without the right
infrastructure. Now, unlike three years ago, that interest can
be met with institutional-grade products. Many
institutional investors have “done the work”, and the
lowered barriers to entry finally allow them to express their

view.
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WE ARE NOW IN AN UNPRECEDENTED
MACRO ENVIRONMENT

In 2017, there was little reason for many to care about bitcoin
beyond the price action itself. Bitcoin had not yet solidified
its lane as digital gold, and the macro environment was
relatively untroubled. Today, with interest rates pinned near
zero, trillions of dollars of fiscal stimulus being printed, and
aggregate global debt expected to soar to $277 trillion by year-

end, it is a different story.

The fundamental shift in the macroeconomic landscape has
created a supportive backdrop for bitcoin. Bitcoin provides
potential downside protection as a compelling macro hedge.
Its uncorrelated nature makes it an attractive portfolio
diversifier in uncertain times: correlation to equities
remains stable during most time periods between -0.2 and
0.2. Moreover, bitcoin’s fixed supply—there will only ever be
21 million—stands in sharp contrast to the Federal Reserve’s
rampant money printing. May’s halving event lowered the
coin’s annual inflation rate from 3.6% to 1.8%. At 14.9% of
GDP in Fiscal Year 2020, the federal deficit is almost twice as
large as it was at the worst of the Great Recession in 2009.
Bitcoin was born out of that recession, and it stands to shine

in anincreasingly uncertain 2021.
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THE ADOPTION STORY HAS EXPANDED

Bitcoin is no longer dominated by computer scientists and
Libertarians—or by retail investors frantically downloading
exchange apps to make speculative bets, as we saw in late-
2017. Institutional-grade fund structures are now attracting
high-net-worth individuals, financial advisors, and family
offices. And, as mentioned previously, investing heavyweights

and institutions are now allocating.

But perhaps the most interesting part of the adoption curve
has been corporate treasuries. From August to October alone,
MicroStrategy (NASDAQ: MSTR) and Square (NASDAQ: SQ)
made nearly $500 million in publicly disclosed balance sheet
investments. MicroStrategy “has recognized bitcoin as a
legitimate investment asset that can be superior to cash and
accordingly has made bitcoin the principal holding in its
treasury reserve strategy.” It now plans to raise $400 million
to buy even more bitcoin. Square nodded to the macro
environment: “Given the rapid evolution of cryptocurrency
and unprecedented uncertainty from a macroeconomic and
currency regime perspective, we believe now is the right time
for us to expand our largely USD-denominated balance sheet

and make a meaningful investment in bitcoin.”

We anticipate that more corporate treasuries will follow
MicroStrategy and Square’s lead as concern about the

weakening of the U.S. Dollar continues to increase.
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IMPORTANT DISCLOSURES

The information (Information) contained herein may not be reproduced or redistributed
in whole or in part, in any format, without the express written approval of Galaxy Digital
Capital Management LP (“GALAXY”). By accepting this document, you acknowledge and
agree that all of the Information contained in this document is proprietary to Galaxy.
‘While not explicitly referenced within this piece, Galaxy manages the Galaxy Bitcoin
Funds and the Galaxy Crypto Index Master Fund LP (collectively, the “Funds”) which
invest in bitcoin. The Information is not an offer to buy or sell, nor is it a solicitation

of an offer to buy or sell, interests in the Funds or any advisory services or any other
security or to participate in any advisory services or trading strategy. If any offer and
sale of securities is made, it will be pursuant to the confidential offering memorandum
of the Funds (the Offering Memorandum). Any decision to make an investment in

the Funds should be made after reviewing such Offering Memorandum, conducting
such investigations as the investor deems necessary and consulting the investor’s

own investment, legal, accounting and tax advisors in order to make an independent
determination of the suitability and consequences of an investment. Securities
transactions are effected through Galaxy Digital Partners LLC, a member of FINRA and
SIPC. The Information is being provided to you solely for discussion purposes and may
not be used or relied on for any purpose (including, without limitation, as legal, tax or
investment advice) without the express written approval of Galaxy. Investment in the
Fund is different from the Bloomberg Bitcoin Cryptocurrency Fixing Rate (the “Index”).
The performance of the Fund will vary from the performance of the Index.

Certain statements reflect Galaxy’s views, estimates, opinions or predictions (which
may be based on proprietary models and assumptions, including, in particular, Galaxy’s
views on the current and future market for digital assets), and there is no guarantee
that these views, estimates, opinions or predictions are currently accurate or that they
will be ultimately realized. To the extent these assumptions or models are not correct
or circumstances change, the actual performance of Galaxy and the Fund may vary
substantially from, and be less than, the estimated performance. None of Galaxy, the
Fund nor any of their respective affiliates, shareholders, partners, members, directors,
officers, management, employees or representatives makes any representation

or warranty, express or implied, as to the accuracy or completeness of any of the
Information or any other information (whether communicated in written or oral form)
transmitted or made available to you. Each of the aforementioned parties expressly
disclaims any and all liability relating to or resulting from the use of the Information or

such other information.

Except where otherwise indicated, the Information is based on matters as they exist as of
the date of preparation and not as of any future date and will not be updated or otherwise
revised to reflect information that subsequently becomes available, or circumstances

existing or changes occurring after the date hereof.

Investing in financial markets, the Fund and digital assets, including Bitcoin, involves

a substantial degree of risk. There can be no assurance that the investment objectives
described herein will be achieved. Any investment in the Fund or bitcoin may result

in aloss of the entire amount invested. Investment losses may occur, and investors
could lose some or all of their investment. No guarantee or representation is made that
Galaxy’s investment strategy, including, without limitation, its business and investment
objectives, diversification strategies or risk monitoring goals, will be successful, and
investment results may vary substantially over time. Nothing herein is intended to
imply that the Galaxy’s investment methodology or that investing in bitcoin may be

considered “conservative”, “safe”, “risk free”, or “risk averse.” Neither historical returns

nor economic, market or other performance is an indication of future results.

Certain information contained herein (including financial information) has been

obtained from published and non-published sources. Such information has not been

independently verified by Galaxy, and Galaxy does not assume responsibility for the

accuracy of such information.

Galaxy does not provide tax, accounting or legal advice. Notwithstanding anything to
the contrary, each recipient of this Information, and each employee, representative or
other agent of such recipient may disclose to any and all persons, without limitation of
any kind, the U.S. income and franchise tax treatment and the U.S. income and franchise
tax structure of the transactions contemplated hereby and all materials of any kind
(including opinions or other tax analyses) that are provided to such recipient relating to
such tax treatment and tax structure insofar as such treatment and/or structure relates

toaU.S. income or franchise tax strategy provided to such recipient by Galaxy.

Certain information contained herein constitutes forward-looking statements, which

can be identified by the use of terms such as “may”, “will”, “should”, “expect”, “anticipate”,

» »

“project”, “estimate”, “intend”, “continue” or “believe” (or the negatives thereof) or other
variations thereof. Due to various risks and uncertainties, including those discussed
above, actual events or results, the ultimate business or activities of Galaxy or the

Fund or the actual performance of Galaxy, the Fund, or bitcoin may differ materially
from those reflected or contemplated in such forward-looking statements. As a result,
investors should not rely on such forward-looking statements in making their investment

decisions.

None of the Information has been filed with the U.S. Securities and Exchange
Commission, any securities administrator under any state securities laws or any other
governmental or self-regulatory authority. No governmental authority has opined on

the merits of the offering of any securities by the Fund or Galaxy, or the adequacy of the
information contained herein. Any representation to the contrary is a criminal offense in
the United States. Affiliates of Galaxy own investments in some of the digital assets and

protocols discussed in this document, including bitcoin.

Hedge funds and other alternative investments involve a high degree of risk and can

be illiquid due to restrictions on transfer and lack of a secondary trading market. They
can be highly leveraged, speculative, and volatile, and an investor could lose all or a
substantial amount of an investment. Alternative investments may lack transparency
to investors of information as to share price, valuation, and portfolio holdings. Complex
tax structures often result in delayed tax reporting and potentially materially different
returns for offshore versus onshore investors. Compared to mutual funds, alternative

investments are subject to less regulation and often charge higher fees.

BLOOMBERG is a trademark or service mark of Bloomberg Finance L.P. GALAXY isa
trademark of GDCM. Bloomberg Finance L.P. and its affiliates (collectively, Bloomberg)
are not affiliated with GDCM, the Fund and their respective affiliates (collectively,
Galaxy). Bloomberg’s association with Galaxy is to act as the administrator and
calculation agent of the Index, which is the property of Bloomberg. Neither Bloomberg
nor Galaxy guarantee the timeliness, accurateness, or completeness of any data or
information relating to the Index or results to be obtained. Neither Bloomberg nor
Galaxy make any warranty, express or implied, as to the Index, any data or values relating
thereto or any financial product or instrument linked to, using as a component thereof
or based on the Index (Products) or results to be obtained therefrom, and expressly
disclaims all warranties of merchantability and fitness for a particular purpose with
respect thereto. To the maximum extent allowed by law, Bloomberg, Galaxy and its or
their licensors, and its and their respective employees, contractors, agents, suppliers, and
vendors shall have no liability or responsibility whatsoever for any injury or damages—
whether direct, indirect, consequential, incidental, punitive, or otherwise—arising in
connection with the Index, any data or values relating thereto or any Products—whether

arising from their negligence or otherwise.





