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Why Spot Bitcoin ETF sucks balls — Blockchain DXB

Centralization of Authority: Approval of a Spot Bitcoin ETF may introduce a
centralized authority or intermediary, contradicting the decentralized nature of Bitcoin as
a peer-to-peer electronic cash system.

Counterparty Risk: ETFs typically involve counterparty risk, as investors rely on the
fund manager to hold and manage the underlying assets. This contradicts the trustless
nature of Bitcoin transactions.

Custodial Risks: ETFs usually require custodial services, adding a layer of risk by
relying on third-party institutions to hold the Bitcoin. This undermines the self-custody
principle central to Bitcoin's ethos.

Dependency on Traditional Markets: ETFs often tie Bitcoin's value to traditional
market dynamics, potentially exposing it to the influence of institutional investors and
traditional financial instruments.

Potential for Market Manipulation: The approval of a Spot Bitcoin ETF might
increase the susceptibility of Bitcoin prices to market manipulation, as seen in traditional
financial markets.

Regulatory Vulnerability: Bitcoin's original ethos includes resistance to government
control and censorship. An approved ETF could expose Bitcoin to increased regulatory
scrutiny and potential interference.

Loss of Anonymity: Bitcoin transactions are pseudonymous, promoting user privacy. An
ETF may necessitate the disclosure of investor information, compromising this aspect of
Bitcoin.

Financialization of Bitcoin: ETFs introduce financial instruments that can be used for
speculative purposes, diverting from Bitcoin's original purpose as a medium of exchange.
Introduction of Leverage: ETFs often allow for trading on margin, introducing leverage
into the Bitcoin market, which can lead to increased volatility and risks.

Divergence from Satoshi's Vision: The approval of a Spot Bitcoin ETF may signify a
departure from Satoshi Nakamoto's original vision of creating a decentralized and
trustless financial system.

Increased Systemic Risks: Integration into traditional financial systems through ETFs
may expose Bitcoin to systemic risks present in those systems, potentially impacting its
stability.




e Financialization of Bitcoin Mining: The ETF approval might incentivize the
centralization of mining operations, as institutional investors may focus on areas with low
energy costs, potentially undermining Bitcoin's distributed mining network.

e Potential for Fractional Reserve Practices: In the traditional banking system, fractional
reserve practices have led to financial instability. ETFs might introduce similar risks if
not managed appropriately.

e Risk of Mismanagement: ETFs are susceptible to mismanagement, fraud, or
malpractice by fund managers, posing risks to investors and contradicting the transparent
and secure nature of Bitcoin.

e Erosion of Decentralized Governance: ETFs may introduce governance structures that
differ from the decentralized and consensus-based governance inherent in Bitcoin's
protocol.

e Market Correlation with Traditional Assets: Approval of a Spot Bitcoin ETF may
lead to increased correlation between Bitcoin and traditional assets, reducing its
effectiveness as a diversification tool.

e Encouragement of Financial Intermediaries: Bitcoin was designed to eliminate the
need for financial intermediaries. The approval of an ETF may encourage the
reintegration of such intermediaries into the Bitcoin ecosystem.

e Loss of Cypherpunk Ideals: Bitcoin emerged from cypherpunk ideals that aimed to
create a financial system resistant to censorship. The approval of a Spot Bitcoin ETF may
compromise these ideals by subjecting Bitcoin to the rules and regulations of centralized
authorities.

A Spot Bitcoin ETF may go against the ethos of a peer-to-peer electronic cash system and how
institutions offering such ETFs might benefit disproportionately:

e Fee Structures Favor Institutions: Traditional financial institutions stand to benefit from the
management fees associated with ETFs. This contradicts the peer-to-peer ethos of Bitcoin,
where users can transact directly without relying on third-party financial institutions for
processing payments.

¢ Creation of Economic Barriers: ETFs could create economic barriers for individuals to
directly participate in the Bitcoin market. The financial requirements, fees, and minimum
investment thresholds associated with ETFs may exclude smaller retail investors, undermining
the inclusive nature of Bitcoin as electronic cash for everyone.

¢ Inequality in Access: Institutions, with their substantial resources and expertise, would be
better positioned to take advantage of the ETF structure, potentially exacerbating economic
inequality in the Bitcoin ecosystem.

¢ Incentive for Fractional Reserve Practices: The structure of ETFs may inadvertently
encourage fractional reserve practices, where institutions might not hold a one-to-one ratio
of Bitcoin to outstanding shares. This introduces a level of risk and opacity contrary to the
transparent and verifiable nature of Bitcoin's blockchain.

¢ Shift in Investor Behavior: Approval of a Spot Bitcoin ETF might shift investor behavior
from direct ownership and control of Bitcoin to indirect exposure through financial
instruments. This undermines the idea of individuals being in full control of their own wealth,
which is a key principle of Bitcoin's peer-to-peer ethos.




Loss of Permissionless Innovation: Bitcoin's permissionless innovation allows anyone to
create and implement financial applications on its blockchain. The approval of ETFs might
introduce regulatory burdens that hinder this permissionless innovation, stifling the
development of decentralized applications and financial tools.

¢ Risk of Financialization Over Utility: ETF approval might lead to a focus on the
financialization of Bitcoin, where its use as a medium of exchange takes a backseat to
speculative trading. This goes against the original vision of Bitcoin as a tool for daily
transactions and a store of value.

¢ Contradiction to Sound Money Principles: Bitcoin was designed to be a form of sound
money, resistant to inflation and debasement. The financialization introduced by ETFs may
undermine these principles, exposing investors to the inflationary practices of traditional
financial systems.

¢ Potential for Market Manipulation by Institutions: Institutions with significant financial
resources may have the capability to influence Bitcoin prices through large-scale ETF
transactions, potentially leading to market manipulation that goes against the principles of a
fair and transparent financial system.

e Centralized Decision-Making: The management and decision-making processes associated
with ETFs are centralized, diverging from the decentralized governance model that defines
Bitcoin. This shift introduces a single point of failure, compromising the resilience inherent in
a peer-to-peer system.

¢ Dependence on Institutional Approval: The approval process for ETFs involves regulatory
bodies and institutional gatekeepers. Relying on these entities for approval contradicts the
decentralized nature of Bitcoin, where users can transact without requiring external validation
or permission.

¢ Potential for Rent-Seeking Behavior: Institutions offering ETFs might engage in rent-

seeking behavior, extracting fees without directly contributing to the development or

maintenance of the underlying Bitcoin network. This contrasts with the ethos of a system
where users are encouraged to participate actively in the network.

In summary, the approval of a Spot Bitcoin ETF introduces various risks and challenges that deviate
from the fundamental principles of a peer-to-peer electronic cash system. It may disproportionately
benefit institutional players at the expense of individual users, potentially altering the core dynamics
of the Bitcoin ecosystem.
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