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Bitcoin has earned its badges of merit falling on to the world 

stage in late 2017 with the listing of futures contracts first on the 

Chicago Board Options Exchange (CBOE) and later on the Chicago 

Mercantile Exchange (CME). But sophisticated investors looking 

to hedge their risks are still lacking in institution-tier investment 

products linked to the world’s largest cryptocurrency.

The nature of Bitcoin being on global and largely unregulated 

exchanges adds to US regulatory push back in accepting complex 

derivative products to be traded on the nation’s largest securities 

exchanges. But watchdog approval is only one part of the problem 

as to why structured products are an increasingly difficult task to 

get approved for Bitcoin.

Market liquidity remains bleak, and principal-guaranteed 

investment products in an underlying asset that is extremely 

volatile compared to other commodities only add fuel to the fire in 

both positive and negative directions. These factors could make it 

difficult for sponsors to meet their obligations to investors.

Copper runs the rule on the objections raised against approving 

an Exchange Traded Fund (ETF) in the US, and the market 

hurdles Bitcoin must overcome before US regulators allow 

the cryptocurrency to enter the financial instrument realms of 

Madison Avenue.

The US Securities and Exchange Commission (SEC) once again 

shot down a Bitcoin ETF application last week. The reasons for the 

rejection remain somewhat in line with those stated in 2018 when 

the Winklevoss Bitcoin Shares proposal was the first of its kind to 

be denied.

Historically, the SEC never gives exact requirements to hit the 

golden-ticket, but it has repeated the same requests time and 

time again. The watchdog requires ETF sponsors to prove that 

there are comprehensive surveillance-sharing agreements with 

a regulated market of significant size to be able to identify any 

market manipulation attempts of the underlying asset.

The latest ETF attempt by Wilshire Phoenix and NYSE Arca tried 

their hand at showing the massive growth in CME Bitcoin Futures 

trading.

Why are structured products in 
Bitcoin so hard to achieve?

The numbers should have helped. This past January, CME and 

Bakkt Bitcoin futures hit an astounding $10Bn in traded volume 

with the short month of February not very far behind either (see 

chart 1).

However, given the global nature of Bitcoin, it’s unlikely that the 

SEC will not consider the overall market size and whether or not 

they would have the ability to deter, identify and penalize bad 

actors.
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Bitcoin futures on non-US exchanges, most of which are 

regulated by lenient domiciles, dwarf CME, and Bakkt volumes in 

comparison.

Data provided by Skew, a derivatives analytics firm,  show that US 

markets account for less than 3% of global Bitcoin futures volumes 

(see chart 2).

The SEC established in its latest disapproval that the CME bitcoin 

futures market does not constitute a market of significant size in 

the context of the proposed ETF.

Should global markets be a vital part of the equation for the SEC, 

the regulator wouldn’t have the ability to identify accurately and 

action market manipulation on secondary markets outside the US. 

This lack of transparency might be why the regulator continues 

to bang the drum for surveillance agreements with markets of 

significant size.

He who holds the Bitcoin 
makes the rules

Whether or not the SEC is considering global markets is an 

unknown. Bitwise, an investment fund that also had its ETF denied 

last year, believed that it was probably a reasonable concern to 

address.

In its attempt to calm regulators nerves, research published by 

the firm ahead of its ETF filing with the SEC claimed that 95% of 

Bitcoin trading volume is fake and that the overwhelming majority 

of ‘real activity’ resides stateside.

But data from Chainalysis, a blockchain analytics firm, shows that 

on-chain movements of Tether, the largest stablecoin used on 

cryptocurrency exchanges (another concern mentioned by the 

SEC), actually move into exchanges that cater to Asian markets 

with the trends inline to reported traded volumes.

Recent research points out that Asian markets have been 

consistently responsible for over 40% of Bitcoin’s daily highs and 

lows year after year.

And the fact that the majority of Bitcoin mining resides in the 

Far East is also likely to give US regulators jitters from fears of 

network breaches that would result in its inability to protect 

investors despite this activity being the fundamental nature and 

associated risk of the asset.

Light ahead?

It’s not all bad news on the long-list of intertwined requirements 

for a potential structured product. A primary concern that the 

SEC raises is about price discovery.

Markets have proven to be more in-tune in recent years, 

tightening the price gap fairly firmly across all major exchanges. 

Data shows that price differences on major regulated exchange 

have come down by 155% since 2017. 

Research also indicates that markets have become more 

advanced with automated trading as volumes across exchanges 

move together despite time differences.

While the SEC may have shut the door on the latest Bitcoin ETF, 

it did leave a window cracked open. The regulator stated that it 

“recognizes that over time, bitcoin-related markets may develop 

in a way that would make it possible for a bitcoin-based ETP to 

satisfy the requirements of the Exchange Act.”

However, with unregulated exchanges trading the lion’s share of 

global markets, the likelihood of structured products with Bitcoin 

inside an investment portfolio is likely to remain slim.

Hope may only come when large unregulated exchanges opt 

to fall in line with strict Know-Your-Client procedures and open 

books should the cryptocurrency have any possibility of reaching 

the ‘holy grail’ of exchange listings. New competition, however, 

would probably be unwelcome by the very exchanges that can 

place Bitcoin on the world’s largest bourses.
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