WisdomTree INSIGHT ARTICLE

MAKING SENSE OF BITCOIN PRICE
INCREASES

Jason Guthrie — Head of Digital Asset Product and Head of Digital Assets
21 Jan 2021

Bitcoin pushed past $40,000 for the first time having run up over 265%' since oOctober

2020 and over 430%2 in the last 12 months, making it one of the best performing assets of
2020.

People often ask why has it moved this much? what’s it worth? This is a hard question
to answer for anything but harder still for bitcoin given the early stage of its Tife,
its complicated ecosystem and the lack of an agreed fundamental valuation approach.

Oone answer 1is that if the price is going up, there are more buyers than sellers at a
given price level - the better answer 1is that we’re seeing constrained supply and
increased demand being driven by a range of overlapping factors. In this blog, we’ll
have a Took at some major factors that may be involved in this trend:

1. Sstructural supply reduction: The halving

on May 11, 2020, the bitcoin reward for mining blocks was halved. Given the nature of a
bitcoin mining business, they consume resources priced in fiat currency (hardware,
power) and generate bitcoin and they are consistent and natural sellers. The halving has
reduced the supply and this puts upward pressure on price as people Took to buy. For
further insights, see here.

There is also an interesting valuation model based on this, called “stock-to-flow”3 which
is used to assess the price of bitcoin by treating it as a store of value asset, such as
gold, and determining value based on supply characteristics - the price has followed
this surprisingly well.

2. Supportive central bank policy: Continued Quantitative Easing (“QE”)

The devaluation of fiat currency* is one of the prime investment rationales put forward
for bitcoin and one that has resonated with investors around the world. In much the same
way as gold, an asset with a fixed supply 1is 1ikely to serve as an excellent inflation
hedge as central banks print money at unprecedented rates in response to the events of
2020. As a result, bitcoin is finding its way into more and more people’s investment
portfolios.

3. Increased confidence: Recovery post Q2 2020 crisis

Bitcoin was hit by the 2020 market sell-off, as were all assets but it bounced back
quicker than everything else. This was important for the cryptocurrency as many sceptics
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said it would fail at the first crisis; 2020 seemed to prove that sentiment was wrong,
at Teast for the most recent crisis.

4. social Proof: Consistent headlines of institutional adoption

Institutional adoption has come thick and fast in 2020. Not just in the investment space
but also with corporates starting to hold bitcoin as part of their corporate treasury.
Notably in 2020, sSquare Inc. bought $50mn, Galaxy digital bought $125mn and
MicroStrategy Inc bought a massive $625mn. These are all Tisted companies and not crypto

startups®.

Additionally, Paypal entered the crypto space announcing in October 2020 that it would
allow payments in bitcoin. Having bitcoin used in this way, and by these companies,
provides people with the confidence it is here to stay. Another interesting idea 1is that
major purchases by Targe company treasuries also constrain supply as these are typically
Tong term holdings. That said, the recent price moves may have thrown their portfolios
out of balance so we may see some selling in the near term, but let's see.

5. Momentum or Fear Of Missing out (FOMO)

This may be the oldest reason for anything. Investors pile into an asset while it’s on
the way up and this 1is true for bitcoin more than any other asset class, especially when
it is retail investors.

These five factors paint a picture of constrained supply and factors that support demand
or, more accurately, make people feel comfortable to take advantage of it. Less supply +
more demand = Price increases.

1 wisdomTree, Bloomberg. Data from 1st October 2020 to 7th January 2021.
2 wisdomTree, Bloomberg. Data from 1lst January 2020 to 7th January 2021.

3 The stock to Flow (SF or S2F) model 1is a way to measure the abundance of a particular
resource. The Stock to Flow model 1is generally applied to natural resources and it
attempts to value bitcoin in a way similar to other scarce assets like gold and silver.

4 Fiat money is government-issued currency that is not backed by a physical commodity,
such as gold or silver, but rather by the government that issued it. The value of fiat
money is derived from the relationship between supply and demand and the stability of
the 1issuing government, rather than the worth of a commodity backing it as 1is the case
for commodity money.

> https://bitcointreasuries.org/
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Important Information

Marketing communications issued in 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 dssued in jurisdictions outside of the EEA: This
document has been qissued and approved by WisdomTree UK Limited, which 1is 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 cConflicts of Interest Policy and Inventory are
available on request.

For professional clients only. The information contained in this document is for
your general information only and 1is neither an offer for sale nor a
solicitation of an offer to buy securities or shares. This document should not
be used as the basis for any investment decision. Investments may go up or down
in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should
be based on the information contained in the appropriate prospectus and after
seeking independent investment, tax and legal advice.

The application of regulations and tax 1laws can often lead to a number of
different interpretations. Any views or opinions expressed in this communication
represent the views of wisdomTree and should not be construed as regulatory, tax
or Tlegal advice. WisdomTree makes no warranty or representation as to the
accuracy of any of the views or opinions expressed in this communication. Any
decision to invest should be based on the information contained 1in the
appropriate prospectus and after seeking independent investment, tax and Tlegal
advice.

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 or securities in the
United States or any province or territory thereof. Neither this document nor any copy
hereof should be taken, transmitted or distributed (directly or 1indirectly) into the
United States.

Although wisdomTree endeavours to ensure the accuracy of the content 1in this document,
wisdomTree does not warrant or guarantee its accuracy or correctness. Where WwisdomTree
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 liability whatsoever for any direct or
consequential Toss arising from any use of this document or its contents.
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