‘
'
13D RESEARCH & STRATEGY |
| Themes & Innovation Since 1983

Bitcoin

TBR Summit | June 19-21, 2024

These are highly-abridged samples of our research. You will be able to see
more in-depth research with our complimentary 30 day trial. Apply.

Is Bitcoin more than an emerging monetary
system? Could it also become an electro-cyber
security system? If so, this could have huge
implications for national security in the age of
digital warfare.

Throughout history, empires have had a poor track record identifying novel
technologies and their applications to warfare. A toxic combination of hubris,
cognitive dissonance and misaligned incentives among the ruling elite all play their
role.

History is filled with examples of empires preparing for the next war to be the
same as the last war.

Is it possible that in a world where nuclear weapons and mutually-assured
destruction represent a ceiling to kinetic war, states increasingly turn to the digital
arena to project power?

If so, then in the multipolar world order of the 21t century, digital warfare in
cyberspace is likely to play a major role.

If we agree with the premise that warfare over the coming decades will
increasingly take place in the digital realm, then by extension, any technology
that will secure digital property, digital communications, digital capital and
digital information should logically emerge as a key pillar to any state’s national
security. A nation state’s legitimacy is, after all, in large part derived from a social
contract to “protect” citizens from threats.
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Could Bitcoin emerge as a technology to secure cyberspace?

To answer this question, we need to understand the critical importance of proof-
of-work (PoW), the consensus mechanism that underpins Bitcoin.

In short, Bitcoin’s defense shield is the proof-of-work consensus mechanism.
This is because PoW uses real-world physical power to produce, and then
secure, finite digital resources. To attack the network requires expending real-
world physical costs ad infinitum.

If Bitcoin is emerging as the most powerful, global, decentralized computer
network backed by over 500 exahashes of energy to secure digital resources, it
may have applications in cyber security with implications for national security
policy. The most valuable digital resources should, in theory, be protected on
the most secure digital network.

Time will tell if this theoretical application of Bitcoin to national security
emerges in practice. What is clear, however, is that we have barely begun to
scratch the surface of Bitcoin’s potential use cases beyond being a digitally-
native monetary network.

Welcome to the new era of Great Power
competition in Bitcoin. The approval of
spot Bitcoin ETFs in Hong Kong, which
appears increasingly likely, could set the
next stage of Bitcoin’s global adoption. We
highlight three important implications.

In December last year, the Hong Kong Monetary Authority (HKMA) and
the Securities and Futures Commission (SFC) announced that they were
preparing “to accept applications for the authorisation of...virtual asset spot
exchange-traded funds (ETFs).”
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There have been indications that the Hong Kong regulators could
approve spot Bitcoin ETFs by the end of Q2.

Were this to happen, this could represent an additional demand catalyst
for Bitcoin at a point in its halving cycle that historically has seen the
strongest performance (see WILTW February 15). After the upcoming
halving, due to take place around April 19%, Bitcoin’s Stock-to-Flow will
double to 120 and its inflation rate will fall from approximately 1.76%
today to 0.86% as it trends towards 0% (see WILTW February 22). In other
words, over the coming months and years, we could see a new pool of
demand coming into Bitcoin just as it becomes provably the scarcest
asset on the planet.

With this as context, we highlight three reasons why the Hong Kong spot
Bitcoin ETFs, if they are approved, could be an additional demand driver
for Bitcoin.

First, there is a possibility that the structure of the Hong Kong ETFs could
be more advantageous than those recently approved in the U.S.

Second, a number of the largest funds from Mainland China have
reportedly submitted applications for a spot Bitcoin ETF.

Third, it is likely to spur other jurisdictions to reconsider or to accelerate
their approach to Bitcoin and, potentially, to launch their own spot ETF
offerings so that they are not left on the side-lines.
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