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John C. Bogle 1is often credited with being the father of passive idinvesting. His
philosophy was to concentrate on investing strategically and being mindful of cost. He
once summarised those principles when he said, “Investors need to understand not only
the magic of compounding long-term returns but the tyranny of compounding costs; costs

that ultimately overwhelm that magic”l.

The fees are not the whole cost. The future returns on the fees are.

The compounding of cost is particularly interesting. Taking a simple example of a US$100
investment in equities over a period of 10 years and assuming a yearly return of 6%, an
investor that pays no cost would end up with US$179. The same investor that pays 1% per
annum of fees would end up with US$163 - US$16 less. The total opportunity cost for the
investor over the period 1is US$16, or 1.6% of the initial investment every year, not the
US$10 that we could expect from simple calculations.

The reason for this big difference is the compounding or, in other words, the fact that
investors do not benefit from the growth of the money they paid in fees early in the
investment. Keeping with the same example, the asset grew 69% in the last nine years of
the investment (again assuming 6% per annum). In year one, the investor paid US$l of
fees. Had they not paid that uUs$l in year one - nine years later (ie at the end of the
investment period), this US$1 would have turned into US$1.69. So, the US$1l of fees ended
up costing US$1.69 to the investor. Assuming a 20-year investment period, it would have
been Us$3. The cost of opportunity of the fees paid can grow quite astonishingly over
time.

But what happens if the assets the investor invests in are not run-of-the-mill equities
but something with higher volatility and higher growth potential?

The impact of fees on high growth assets 1ike bitcoin

In this example, we assume at investment of US$100 at different point in time 1in the
following three bitcoin Exchange Traded Products (ETPs):

e WisdomTree Physical Bitcoin with a MER of 0.35%

e ETP A with a MER of 1.49%
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e ETP B with a MER of 2%

Figure 1 illustrates the end result for the 1investor, depending on the period of
investment. If the investor invested in an ETP with 0.35% of fees, such as the WisdomTre
e Physical Bitcoin, on 31 January 2013, 10 years Tlater the US$100 would have turned into
Us$5968. If the same 1investor had invested in a more expensive product, the results
would have been very different. An investor in ETP A would have received US$5314, US$654
less, and an 1investor in ETP B would have missed out on US$922. Clearly, the fee impact
has not been US$11.40 or US$16.50, but hundreds of dollars.

Figure 1: Difference in performance because of fees in Bitcoin ETP depending on
time periods compared to the cheapest one.
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source: Bloomberg, wisdomTree. From 31 January 2014 to 31 January 2024. In US$. The graph shows the difference 1in
investment value at the end of the period between ETP A or B and WisdomTree Physical Bitcoin (assuming a 0.35% MER

over the full period). For illustrative purposes only.

Even on small periods, the 1impact is significant. oOver five years of investment,
investors would have Tost US$81 or Us$116. Looking only at the Tast 12 months, the
impact is already visible. An investor in the cheapest ETP would have turned Us$100 into
US$216.60 when the investor in ETP B would have received almost US$4 Tess.

conclusion

Compounding costs are a real drag for Tlong-term 1investors in most assets. But in
cryptocurrencies, it is also a drag for even short to medium-term investors. When it
comes to selecting a crypto ETP, there are many aspects to consider, such as the
structure, the issuer or the storage conditions, but overall costs may be one of the
most important aspects of the final result.
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Related Products
+ WisdomTree Physical Bitcoin (BTCW / WBIT)
+ WisdomTree Physical Ethereum (ETHW / WETH

+ WisdomTree Physical Cardano (ADAW)

+ WisdomTree Physical Polkadot (DOTW

+ WisdomTree Physical Crypto Altcoins (WALT / ALTC)

+ WisdomTree Physical Crypto Market (BLOC / WBLC

+ WisdomTree Physical Crypto Mega Cap Equal Weight (MEGA / WMEG)

Related Blogs
+ The key differences between European bitcoin ETPs and US bitcoin ETFs

+ Can you value the internet? why bitcoin’s value is built on user adoption

+ What's Hot: The Institutionalisation of Cryptocurrencies - A New Era Unfolds

View the online version of this article here.

wisdomTree.com * +44 (0) 207 448 4330 WISDOMTREF’


https://www.wisdomtree.eu/en-gb/products/ucits-etfs-unleveraged-etps/cryptocurrency/wisdomtree-physical-bitcoin
https://www.wisdomtree.eu/en-gb/products/ucits-etfs-unleveraged-etps/cryptocurrency/wisdomtree-physical-ethereum
https://www.wisdomtree.eu/en-gb/products/ucits-etfs-unleveraged-etps/cryptocurrency/wisdomtree-physical-cardano
https://www.wisdomtree.eu/en-gb/products/ucits-etfs-unleveraged-etps/cryptocurrency/wisdomtree-physical-polkadot
https://www.wisdomtree.eu/en-gb/products/ucits-etfs-unleveraged-etps/cryptocurrency/wisdomtree-physical-crypto-altcoins
https://www.wisdomtree.eu/en-gb/products/ucits-etfs-unleveraged-etps/cryptocurrency/wisdomtree-physical-crypto-market
https://www.wisdomtree.eu/en-gb/products/ucits-etfs-unleveraged-etps/cryptocurrency/wisdomtree-physical-crypto-mega-cap-equal-weight
https://www.wisdomtree.eu/en-gb/blog/2024-02-23/the-key-differences-between-european-bitcoin-etps-and-us-bitcoin-etfs
https://www.wisdomtree.eu/en-gb/blog/2024-02-22/can-you-value-the-internet-why-bitcoins-value-is-built-on-user-adoption
https://www.wisdomtree.eu/en-gb/blog/2024-01-22/the-institutionalisation-of-cryptocurrencies-a-new-era-unfolds
https://www.wisdomtree.eu/en-gb/blog/2024-02-27/understanding-crypto-etps

WisdomTree INSIGHT ARTICLE

IMPORTANT INFORMATION

Marketing communications issued 1in the European Economic Area (“EEA”): This
document has been issued and approved by WisdomTree Ireland Limited, which is authorised
and regulated by the Central Bank of Ireland.

Marketing communications issued in Jjurisdictions outside of the EEA: This
document has been issued and approved by WisdomTree UK Limited, which is authorised and
regulated by the uUnited Kingdom Financial Conduct Authority.

wisdomTree 1Ireland Limited and WwisdomTree UK Limited are each referred to as
“WisdomTree” (as applicable). our conflicts of Interest Policy and Inventory are
available on request.

For professional clients only. Past performance is not a reliable indicator of
future performance. Any historical performance included in this document may be
based on back testing. Back testing is the process of evaluating an investment
strategy by applying it to historical data to simulate what the performance of
such strategy would have been. Back tested performance is purely hypothetical
and is provided in this document solely for informational purposes. Back tested
data does not represent actual performance and should not be interpreted as an
indication of actual or future performance. The value of any 1investment may be
affected by exchange rate movements. Any decision to invest should be based on
the information contained 1in the appropriate prospectus and after seeking
independent 1investment, tax and Tlegal advice. These products may not be
available in your market or suitable for you. The content of this document does
not constitute investment advice nor an offer for sale nor a solicitation of an
offer to buy any product or make any investment.

An investment 1in exchange-traded products (“ETPs”) is dependent on the performance of
the underlying dindex, Tess costs, but it is not expected to match that performance
precisely. ETPs 1involve numerous risks idincluding among others, general market risks
relating to the relevant underlying index, credit risks on the provider of index swaps
utilised 1in the ETP, exchange rate risks, interest rate risks, inflationary risks,
Tiquidity risks and legal and regulatory risks.

The information contained in this document is not, and under no circumstances is to be
construed as, an advertisement or any other step in furtherance of a public offering of
shares in the United States or any province or territory thereof, where none of the
issuers or their products are authorised or registered for distribution and where no
prospectus of any of the 1issuers has been filed with any securities commission or
regulatory authority. No document or -information 1in this document should be taken,
transmitted or distributed (directly or indirectly) into the United States. None of the
issuers, nor any securities issued by them, have been or will be registered under the
United States Securities Act of 1933 or the Investment Company Act of 1940 or qualified
under any applicable state securities statutes.

This document may contain independent market commentary prepared by WisdomTree based on
publicly available information. Although wisdomTree endeavours to ensure the accuracy of
the content in this document, wisdomTree does not warrant or guarantee 1its accuracy or
correctness. Any third party data providers used to source the information 1in this
document make no warranties or representation of any kind relating to such data. Wwhere
wisdomTree has expressed its own opinions related to product or market activity, these
views may change. Neither wisdomTree, nor any affiliate, nor any of their respective
officers, directors, partners, or employees accepts any Tiability whatsoever for any
direct or consequential loss arising from any use of this document or its contents.
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This document may contain forward looking statements including statements regarding our
belief or current expectations with regards to the performance of certain assets classes
and/or sectors. Forward looking statements are subject to certain risks, uncertainties
and assumptions. There can be no assurance that such statements will be accurate and
actual results could differ materially from those anticipated 1in such statements.
wisdomTree strongly recommends that you do not place undue reliance on these forward-
Tooking statements.

wisdomTree Issuer X Limited

The products discussed in this document are issued by WisdomTree Issuer X Limited (the
“Issuer”). Investors should read the prospectus of the Issuer before investing and
should refer to the section of the prospectus entitled “Risk Factors” for further
details of risks associated with an investment in the securities offered by the Issuer.

Securities issued by the Issuer are direct, limited recourse obligations of the Issuer
alone and are not obligations of or guaranteed by any of Swissquote Bank Ltd
(“swissquote”), Coinbase Custody Trust Company LLC (“Coinbase”), any of their affiliates
or anyone else or any of their affiliates. Each of Swissquote and Coinbase disclaims all
and any Tiability whether arising in tort, contract or otherwise which it might have in
respect of this document or its contents otherwise arising in connection herewith.

The product discussed in this document is an unregulated ETP, approved to trade on the
SIX Swiss Exchange 1in Switzerland, Euronext Paris, Euronext Amsterdam and the Deutsche
Borse Xetra 1in Germany. Cryptocurrencies are a high-risk dinvestment and may not be
suitable for all types of investor. Prospective investors should be aware that the price
of the underlying asset(s) by which the securities are secured can demonstrate higher
volatility than other asset classes and consequently the value of the securities may be
extremely volatile. You must ensure that the nature, complexity and risks associated
with cryptocurrencies are suitable for your objectives in Tight of your circumstances
and financial position.

For Investors in Switzerland

This document constitutes an advertisement of the financial product(s) mentioned herein.
In Switzerland, this communication is only targeted at Qualified Investors.

The prospectus and the key idinvestor information documents (KID) are available from
wisdomTree’s website: https://www.wisdomtree.eu/en-ch/resource-1library/prospectus-and-
regulatory-reports

For Investors in Monaco

This communication 1is only intended for duly registered banks and/or licensed portfolio

management companies in Monaco. This communication must not be sent to the public 1in
Monaco.
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