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Demystifying Bitcoin

As the price of Bitcoin booms, investors are taking an
ever more active interest in it. But how close is the

cryptocurrency to becoming a genuine investment

asset?

It’s no coincidence that Bitcoin is back in the headlines just as concerns
about inflation start to rumble.

That’s because cryptocurrencies, among which Bitcoin has the highest
profile, have become barometers of sentiment about aggressive central
bank monetary policy and financial repression. For the past decade,
central banks have propped up their economies in the wake of the global
financial crisis by driving interest rates and bond yields down below the
rate of inflation, in effect forcing negative inflation-adjusted returns onto
investors. That became even more pronounced as policymakers
responded in even more emphatic fashion to the economic crisis caused
by the Covid pandemic.

At the same time, distrust of government surveillance is growing as ever
more of our lives move online. An anonymous digital currency becomes
attractive.
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But there’s a lot that can potentially go wrong for Bitcoin. So much so,
that it would be hard to justify the digital currency as anything other than
among the most speculative investments.

Crypto appeal

Bitcoin has been on a tear lately amid concerns that central banks have
taken quantitative easing and other stimulus measures too far. The
growing fear is that monetary authorities are gradually monetising
government deficits, which is to say that they’re permanently funding
government overspending as a means of underpinning their economies
in the wake of the Covid pandemic.

That’s an issue, because historically debt monetisation has been a
precursor to uncontrolled inflation.

But even those who don’t worry about this sort of extreme outcome have
reasons to like Bitcoin. Just the fact that central banks are depressing
government bond yields to below even today’s low rate of inflation —
known as financial repression — has reduced the opportunity cost of
holding assets that don’t generate income, assets like Bitcoin.

More recently the cryptocurrency has had a modest positive correlation
with equities and gold and a negative correlation with US Treasuries and
the dollar.
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Meanwhile, Bitcoin has seen an increase in companies’ willingness to
use it for its original purpose: as a means of exchange. Tesla, the electric
car company, has said it would sell cars priced in Bitcoin and has
converted some of its cash dollar holdings into the cryptocurrency. And
financial firms Mastercard and BNY are also looking to transact in
Bitcoin or hold it on clients’ behalf, while CME, the US derivatives
exchange, offers Bitcoin futures, which could smooth the way for a more

liquid market in future.

Transaction detraction

Bitcoin may be making inroads into normal commerce, but it has a long
way to go before it becomes a substitute for currencies. It is still
cumbersome to use, it isn’t widely accepted and stories are legion of
people forgetting their passwords or suffering hardware problems so that
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they no longer have access to their Bitcoin wallets — some 20 per cent of

the cryptocurrency is said to be in this limbo.?

Furthermore, blockchain, the database used to record Bitcoin
transaction, is limited in how many transactions it can execute —
estimated at between three and nine per second. Factor in high
transactions costs and Bitcoin’s attractions fade relative to more liquid
assets.

US Treasury Secretary Janet Yellen recently warned that Bitcoin is
extremely inefficient for conducting transactions, and at the same time
warning that it is a highly speculative asset.

Its recent price moves have raised doubts over Bitcoin’s potential as an
alternative to safe assets or as a store of value. On Feb 21 it peaked at
USD58,000. The following day it had dropped back down to USD47,000
— where it was a week earlier. Nor is this sort of volatility new — Bitcoin’s
dollar price has always swung wildly.

One key problem for investors is that Bitcoin is impossible to value. It’s
not a claim on any underlying asset — it is the asset. It generates no
income. And unlike, say, gold, it has no long history during which it’s
been able to develop a widely held reputation as an alternative store of
value. It is thinly traded, frequently associated with illicit transactions
and subject to wild swings of sentiment.

And it subject to considerable risks.

Attracting the wrong sort of attention

The more Bitcoin attracts speculative interest from amateur investors,
the more regulators that exist to protect them will take note. At its recent
peak, the total value of all Bitcoins in existence was estimated to have
reached USD1 trillion. Although not yet seen as a potential systemic risk
for the financial system, that’s a big enough market to draw regulatory
scrutiny. That’s aside from the fact that legal authorities are already
taking an interest in its role in the black economy. Meanwhile, Bitcoin
mining is highly concentrated, mainly among Chinese operators.
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Although Bitcoin’s big appeal is its anonymity, there’s the possibility that
existing authorities could chip away at that if they were to provide
something similar. Yellen recently noted that while there are a great
many issues that would have to be resolved before digital dollars could
be created, the venture “is absolutely worth looking at.” She added that
a “digital dollar could result in faster, safer and cheaper payments.” A
digital dollar that also gave its users anonymity would potentially be
attractive — dependent on the sorts of guarantees the government would
be willing to provide.

The more Bitcoin attracts speculative interest
from amateur investors, the more regulators
that exist to protect them will take note. ”

Bitcoin’s biggest remaining draw would then be its limited supply —
there is a built-in supply limit of 21 million units. And it takes ever more
computing power to mine each additional Bitcoin, making it immune to
the sort of debasement of traditional currencies that many of its
supporters fear.

But even here, Bitcoin faces threats. Bitcoin mining already consumes

more electricity than Argentina, according to one estimate.? The Iranian
government has blamed local blackouts on power hungry Bitcoin mining

operations.3 Which gives governments just another reason to take
aggressive action against Bitcoin.

The cryptocurrency routinely captures headlines and has substantial
and vocal support on internet chatrooms. But the risks are heavily
stacked against it ever becoming a serious and substantial investment
vehicle, much less a replacement for the dollar.

[1] https://www.nytimes.com/2021/01/12/technology/bitcoin-passwords-wallets-
fortunes.html

[2] https://www.bbc.com/news/technology-56012952

[3] https://apnews.com/article/iran-media-social-media-bitcoin-coronavirus-
pandemic-6d1c703a7faalf85b0f94011259
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Important legal information

This marketing document is issued by Pictet Asset Management. It is neither directed to, nor intended for distribution or use by any
person or entity who is a citizen or resident of, or domiciled or located in, any locality, state, country or jurisdiction where such
distribution, publication, availability or use would be contrary to law or regulation. Only the latest version of the fund’s prospectus, the
KIID (Key Investor Information Document), regulations, annual and semi-annual reports may be relied upon as the basis for investment
decisions. These documents are available on assetmanagement.pictet.

This document is used for informational purposes only and does not constitute, on Pictet Asset Management part, an offer to buy or sell
solicitation or investment advice. It has been established on the basis of data, projections, forecasts, anticipations and hypothesis which
are subjective. Its analysis and conclusions are the expression of an opinion, based on available data at a specific date. The effective
evolution of the economic variables and values of the financial markets could be significantly different from the indications
communicated in this document.

Information, opinions and estimates contained in this document reflect a judgment at the original date of publication and are subject to
change without notice. Pictet Asset Management has not taken any steps to ensure that the securities referred to in this document are
suitable for any particular investor and this document is not to be relied upon in substitution for the exercise of independent judgment.
Tax treatment depends on the individual circumstances of each investor and may be subject to change in the future. Before making any
investment decision, investors are recommended to ascertain if this investment is suitable for them in light of their financial knowledge
and experience, investment goals and financial situation, or to obtain specific advice from an industry professional.

The value and income of any of the securities or financial instruments mentioned in this document may fall as well as rise and, as a
consequence, investors may receive back less than originally invested. Risk factors are listed in the fund’s prospectus and are not
intended to be reproduced in full in this document.

Past performance is not a guarantee or a reliable indicator of future performance. Performance data does not include the commissions
and fees charged at the time of subscribing for or redeeming shares. This marketing material is not intended to be a substitute for the
fund’s full documentation or for any information which investors should obtain from their financial intermediaries acting in relation to
their investment in the fund or funds mentioned in this document.

EU countries: the relevant entity is Pictet Asset Management (Europe) S.A., 15, avenue J. F. Kennedy, L-1855 Luxembourg
Switzerland: the relevant entity is Pictet Asset Management SA , 60 Route des Acacias — 1211 Geneva 73

Hong Kong: this material has not been reviewed by the Securities and Futures Commission or any other regulatory authority. The issuer
of this material is Pictet Asset Management (Hong Kong) Limited.

Singapore: this material is issued by Pictet Asset Management (Singapore) Pte Ltd. This material is intended only for institutional and
accredited investors and it has not been reviewed by the Monetary Authority of Singapore.

For Australian investors, Pictet Asset Management Limited (ARBN 121 228 957) is exempt from the requirement to hold an Australian
financial services license, under the Corporations Act 2001.

For US investors, Shares sold in the United States or to US Persons will only be sold in private placements to accredited investors
pursuant to exemptions from SEC registration under the Section 4(2) and Regulation D private placement exemptions under the 1933
Act and qualified clients as defined under the 1940 Act. The Shares of the Pictet funds have not been registered under the 1933 Act
and may not, except in transactions which do not violate United States securities laws, be directly or indirectly offered or sold in the
United States or to any US Person. The Management Fund Companies of the Pictet Group will not be registered under the 1940 Act.
Pictet Asset Management Inc. (Pictet AM Inc) is responsible for effecting solicitation in North America to promote the portfolio
management services of Pictet Asset Management Limited (Pictet AM Ltd) and Pictet Asset Management SA (Pictet AM SA).

In Canada Pictet AM Inc. is registered as Portfolio Manager authorised to conduct marketing activities on behalf of Pictet AM Ltd and
Pictet AM SA. In the USA, Pictet AM Inc. is registered as an SEC Investment Adviser and its activities are conducted in full compliance
with the SEC rules applicable to the marketing of affiliate entities as prescribed in the Adviser Act of 1940 ref. 17CFR275.206(4)-3.
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