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Perspective Tokenizing Capital Markets Using Bitcoin
XCP (Counterparty)

To illustrate practical tokenization on the Bitcoin protocol, consider Counterparty (XCP), a pioneering

platform launched in 2014 that embeds custom tokens and smart contracts directly into Bitcoin

transactions via OP_RETURN outputs. XCP serves as the native fuel for the protocol (created
through a "proof-of-burn" of 2,100 BTC, mirroring Bitcoin's scarcity), enabling the issuance of digital
assets without altering Bitcoin's core rules. This predates Ethereum's ERC-20 standard and
leverages Bitcoin's security for tokenized assets, making it an early blueprint for capital market
applications. Below, we explore how XCP facilitates tokenization, using it as a concrete example in
the context of our broader comparison.

How XCP Enables Tokenization on Bitcoin

Counterparty "writes in the margins" of Bitcoin transactions, using Bitcoin's blockchain for settlement

while handling asset logic via its own protocol. Key mechanisms include:

+ Asset Issuance: Users create custom tokens (e.g., named or numeric assets) by broadcasting
Bitcoin transactions with embedded metadata. For instance, issuing a token requires a small
XCP fee (e.g., 0.5 XCP for named assets) to prevent spam, paid in XCP since Bitcoin alone
lacks the granularity for complex operations.

« Smart Contracts and Functionality: XCP supports basic smart contracts for automation, such as
escrow, dividends, and transfers. Transactions are settled on Bitcoin's blockchain, ensuring
immutability and PoW security.

« DEX Integration: Assets trade permissionlessly on Counterparty's built-in decentralized exchange
(DEX), using Bitcoin addresses for custody.

Example: Tokenizing Equities and Dividends in Capital Markets

XCP excels at representing securities like stocks, directly addressing capital market needs for

ownership, voting, and payouts. A real-world-aligned example:

1 Issuing Tokenized Stock: A company (e.g., a startup) issues digital shares as XCP assets
proportional to investor stakes. Using the Counterparty wallet or API, the issuer creates a
named asset like "ACME-STK" with a fixed supply (e.g., 1 million tokens, divisible to 8
decimals for fractional shares). Metadata in the OP_RETURN data specifies terms: voting
rights, lock-up periods, and compliance notes (e.g., "Reg D accredited investors only"). This
mirrors ERC-721 NFTs but for fungible securities, with ownership tied to Bitcoin UTXOs. Cost:
~0.25—-0.5 XCP per issuance, plus minimal BTC fees.

2 Voting and Governance: Board members receive "ACME-VOTE" sub-assets (derived from the
parent stock token for a 0.25 XCP fee), weighted by share count. Proposals (e.g., mergers) are
broadcast as XCP messages; voting tallies via on-chain transfers, secured by Bitcoin's
hashrate. This creates tamper-proof corporate governance without intermediaries.

3 Dividend Distribution: XCP's "distribution" function automates payouts in BTC. For example,
quarterly earnings trigger a smart contract that scans holdings and sends BTC dividends
proportionally (e.g., 0.01 BTC per 100 ACME-STK held). This is executed off-chain but
validated and settled on Bitcoin, reducing costs compared to traditional brokers. Historical
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precedent: Early XCP projects like FoldingCoin tokenized charitable donations with similar
payout mechanics.

4 Trading and Liquidity: Shares trade on the XCP DEX, quoted against BTC (e.g., 1 ACME-STK =
0.001 BTC). Users send BTC transactions to execute swaps, with atomic settlement ensuring
no double-spends. For broader markets, integrate with Bitcoin wallets like Trezor (via
OP_RETURN support in Suite) for secure signing.

Comparison to Bitcoin NFTs and Other Mechanisms

XCP Tokenization (Capital Bitcoin NFTs
Aspect Markets) (Ordinals) Ethereum (ERC-20/721)
Issuance | OP_RETURN in BTC txns; XCP | Inscribe data on satoshis| Deploy smart contract; gas
Method | fees for logic via Taproot fees
Complex | Basic contracts (dividends, Simple ow.nersh'lp Full Turing-complete (DeFi,
. N (art/collectibles); no o
ity voting); pre-smart contract era . . derivatives)

native logic
Securit Bitcoin PoW; ~700 EH/s Same as Bitcoin; on- Ethereum PoS; faster but
Y | hashrate (2025) chain permanence less energy-backed

Scalabilit| Low volume (legacy); BTC fees | High inscription fees High TPS via L2s; but
y ~$2-5 during peaks congestion risks
Capital | 3 e | o octmma o> | Dominant o toerize
Market -g:, VOTNg 1o ’ 9. ) : funds ($1B+ RWA market);
Fit early projects like Rare Pepe deeds); emerging for requlatory tools

(collectible "equities") RWAs 9 y
Adoption | Niche (~$11M market cap); Booming (~$500M NFT | Massive ($10B+
(2025) legacy but influential volume) NFTs/RWASs)

XCP's edge lies in its Bitcoin-native design: no new chain needed, aligning with Lowery's Softwar by
using POW's energy costs to deter manipulation of tokenized markets. However, it's less flexible than
modern Layer-2s (e.g., RGB) and has waned since Ethereum's rise, with activity now focused on
collectibles like Spells of Genesis cards or Rare Pepes—early "NFTs" that could represent tokenized
IP rights.

Challenges and Future Potential

+ Limitations: XCP's age means limited developer tools; scalability ties to Bitcoin's (e.g., no
sharding). Regulatory compliance (e.g., SEC for securities) requires off-chain KYC layers.

« Synergy with Modern Bitcoin: Combine XCP with Ordinals for hybrid assets (e.g., inscribed stock
certificates) or Trezor integration for secure holding. As Bitcoin halvings boost scarcity, XCP
could revive for "thermodynamically secure" securities in a multipolar world.

+ Practical Setup: Fund a Counterparty-compatible wallet (e.g., XCP Wallet) with BTC/XCP via
exchanges like Bitget. Issue assets via the tutorial process: Fund — Issue — Broadcast.
Secure with Trezor by signing raw BTC txns.
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Addendum: Rare Pepe NFTs Minted on Bitcoin via
Counterparty (XCP)

Rare Pepe NFTs, minted on the Bitcoin blockchain using the Counterparty (XCP)
protocol, represent one of the earliest and most iconic examples of non-fungible tokens
predating Ethereum’s ERC-721 standard. Launched in 2016, the Rare Pepe project
combined Bitcoin’s proof-of-work (PoW) security with XCP’s asset issuance capabilities
to create a decentralized marketplace for collectible digital art—cartoon frog memes
inspired by the internet’s “Pepe the Frog.” These assets, while initially playful, serve as
a practical case study for tokenizing unique capital market instruments, such as
intellectual property (IP) rights or fractionalized collectibles, on Bitcoin. This section
explores how Rare Pepe NFTs were minted, their significance, and their relevance to
capital market tokenization, complementing the broader discussion of XCP, Bitcoin
NFTs (Ordinals), and other mechanisms.

How Rare Pepe NFTs Are Minted on Bitcoin via XCP

Rare Pepe NFTs leverage Counterparty’s asset issuance system, which embeds
token metadata in Bitcoin transactions using OP_RETURN outputs, secured by
Bitcoin’s POW. The process and characteristics are as follows:

+ Minting Process:

+ Asset Creation: Artists used the Counterparty wallet (e.g., XCP Wallet or
Freeport) to issue named assets, such as “RAREPEPE” or specific cards like
“PEPEKING” (Series 1, Card 1). Each asset required a small XCP fee (0.5 XCP
for named assets) and a negligible Bitcoin transaction fee ($0.10-$0.50 in 2016;
~$2—$5 in 2025). Metadata, like the image hash or description (e.g., “Pepe as
Elvis”), was embedded in the OP_RETURN field (80 bytes limit) or linked to
external storage like IPFS.

+ Issuance Rules: Creators set supply limits (e.g., 100 PEPEKING tokens) and
divisibility (often indivisible for true NFTs, unlike fungible XCP tokens). Some
cards, like “PEPECASH,” were fungible to fund the ecosystem.
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« Verification and Trading: Assets were verified by the Counterparty protocol and
traded on the XCP decentralized exchange (DEX), with ownership tied to Bitcoin
addresses. Transactions settled on Bitcoin’s blockchain, ensuring immutability.

+ Community Governance: The Rare Pepe Scientists, a community group,
curated submissions to maintain quality, akin to a DAO approving tokenized
securities.

+ Security: Each Rare Pepe is anchored to Bitcoin’s PoW, requiring attackers to
outspend the network’s hashrate (~700 EH/s in 2025) to forge ownership—a
thermodynamic barrier aligning with Jason Lowery’s Softwar thesis.

+ Storage: Unlike Ethereum NFTs, which often rely on off-chain storage (e.g., IPFS),
Rare Pepe metadata was initially embedded on-chain or hosted on stable
community servers, ensuring durability. Some modern integrations use Bitcoin’s
Taproot for larger data inscriptions, inspired by Ordinals.

« Example Card: The “PEPEKING” card (2016, Series 1) was minted with a supply of
100, each token representing a unique digital collectible. Owners could trade it
on the XCP DEX or hold it in a Bitcoin wallet (e.g., Trezor, as per your prior
query). By 2025, rare cards like PEPEKING have sold for 1-5 BTC (~$100K—
$500K at $108K/BTC), reflecting their cultural and financial value.

Relevance to Capital Market Tokenization

Rare Pepe NFTs demonstrate Bitcoin’s capacity to tokenize unique assets, offering a

model for capital market instruments like IP rights, art-backed securities, or

fractionalized collectibles:

5 Intellectual Property (IP): A Rare Pepe could represent tokenized ownership of a
digital artwork’s copyright. For example, “PEPEKING” holders might license the
image for merchandise, with royalties distributed via XCP’s dividend function—
similar to how tokenized bonds pay interest. This mirrors capital market needs for
IP-backed securities.

6 Fractionalized Collectibles: While most Rare Pepes are indivisible (true NFTs),
XCP supports divisible assets. A high-value collectible could be fractionalized
into 1,000 tokens, traded like shares, enabling retail investors to own “micro-
shares” of a rare asset.

7 Marketplace Dynamics: The Rare Pepe Directory and XCP DEX function like a
stock exchange for collectibles, with transparent pricing (e.g., PEPECASH as a
trading pair). This could extend to tokenized equities, where companies issue
shares tradable against BTC or XCP.

8 Regulatory Analogies: Rare Pepes’ community curation resembles compliance
checks for securities. A tokenized stock could use similar vetting to ensure
regulatory adherence (e.g., KYC for accredited investors), with metadata
embedding legal terms.
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Comparison to Other Bitcoin Tokenization Methods and Ethereum

Bitcoin NFTs XCP Capital Ethereum (ERC-
Aspect Rare Pepe (XCP) (Ordinals) Markets 721)
Minting OP_RETURN; XCP Taproot inscriotions OP_RETURN; XCP| Smart contract;
Mechanism fees (~0.5 XCP) P P fees gas
Use Case Collectible NFTs (art, Art, deeds, RWAs Stocks, bonds NFTs, DeFi,
IP) RWAs
On-chain metadata or , On-chain or Often off-chain
Data Storage Fully on-chain
server external (IPFS)
Scalabilit Limited by BTC (~7 Blockchain bloat; high | Same as Rare High TPS via
v TPS); low volume fees Pepe L2s
Security Bitcoin PoW (~700 Same as XCP Same as XCP PoS; Ie§s ,
EH/s) energy-intensive
C_a pital Market | IP, fragtlonal Unique asset deeds Equities, dividends Complgx
Fit collectibles securities
. L ~$10B+
Adoption Niche; ~$1M-$5M ~$500M NFT market | ~$11M XCP cap | NFT/RWA
(2025) trading volume market

Rare Pepes highlight XCP’s strengths: simplicity, Bitcoin-native security, and
community-driven markets. However, they’re less flexible than Ordinals (limited by
OP_RETURN's 80-byte cap vs. Taproot’s ~4MB) and lag Ethereum’s ecosystem for
complex securities. Their cultural success (e.g., sales at Christie’s) validates Bitcoin’s
tokenization potential.

Challenges and Future Potential

+ Challenges:
Scalability: XCP’s reliance on Bitcoin’s base layer limits throughput, with fees
rising during network congestion (2025 median: ~$2-$5).
Ecosystem Decline: XCP’s activity has dwindled since 2018, overtaken by
Ethereum and newer Bitcoin Layer-2s (e.g., RGB). Rare Pepe remains a

niche collectible market.

Regulatory Gaps: Tokenizing securities requires off-chain compliance layers,

which XCP lacks compared to Ethereum’s regulatory tools (e.qg.,

Securitize).
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- Potential: Rare Pepes could inspire tokenized capital markets by combining with
modern protocols. For instance, a Rare Pepe could be re-inscribed as an Ordinal
for on-chain permanence or integrated with RGB for smart contract logic (e.g.,
automated royalty splits). Lowery’s Softwar suggests PoW’s energy-backed
security makes such assets geopolitically resilient, ideal for high-value IP or
securities in a multipolar world.

« Market Revival: As of October 2025, X posts indicate renewed interest in Rare
Pepes amid Bitcoin’s $108K price surge, with collectors using platforms like
Magic Eden to trade XCP assets alongside Ordinals.

Practical Setup with Trezor

To manage Rare Pepe NFTs or similar XCP-based assets:

1 Wallet Setup: Install Trezor Suite and a Counterparty-compatible wallet (e.g., XCP
Wallet or Freeport). Fund with BTC (0.001 BTC for txns) and XCP (0.5 XCP for
minting/trading).

2 Acquire Rare Pepes: Buy on the XCP DEX or secondary markets (e.g., Rare Pepe
Directory). Sign transactions with Trezor (supports OP_RETURN via Suite’s raw
transaction signing).

3 Security: Store XCP assets in a Trezor Bitcoin-only wallet (e.g., Safe 3 BTC-only,
per your prior query). Enable passphrase protection for high-value NFTs. Verify
addresses on-device to avoid phishing.

4 Trading: Use Trezor to sign DEX trades, ensuring ownership stays secure. For
example, trade PEPEKING for 1 BTC, confirmed on Bitcoin’s blockchain.

Conclusion

Rare Pepe NFTs, minted via XCP, showcase Bitcoin’s early ability to tokenize unique

assets, offering a template for capital market instruments like IP rights or fractionalized

securities. Their PoOW-backed security aligns with Softwar’s vision of thermodynamic
resilience, but XCP’s limitations (scalability, ecosystem size) contrast with Ordinals’ on-

chain permanence and Ethereum’s flexibility. By 2030, hybrid approaches (XCP +

Ordinals/RGB) could revive Bitcoin-based tokenization, with Trezor ensuring secure

custody. Explore

@RarePepeNews

on X or rarepepe. directory for updates and trading.

This XCP example demonstrates Bitcoin's early tokenization prowess, paving the way for
Ordinals/RGB while highlighting PoW's strategic depth for capital markets. For hands-on trials,
explore docs.counterparty.io or X discussions

@CounterpartyXCP
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