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1. Infroduction

The cryptocurrency exchange-traded fund (ETF) market has experienced
significant growth and transformation over the past quarter, driven by
increasing institutional adoption, expanding regional participation, and
continued innovation in financial products. Once considered a niche asset
class, cryptocurrency ETFs have now become a cornerstone of modern
investment portfolios, offering a regulated and accessible gateway for
both retail and institutional investors to participate in the digital asset
ecosystem.

This report examines the major developments within the cryptocurrency
ETF market, focusing on the interplay of market performance, product
launches, investor demand, regional growth, and regulatory frameworks. It
highlights the rise of Bitcoin and Ethereum ETFs as flagship products in the
sector, alongside the emergence of innovative offerings targeting altcoins,
staking mechanisms, and artificial intelligence themes. Industry leaders
such as BlackRock, Grayscale, Fidelity, and Bitwise have continued to set
the pace with ambitious strategic initiatives, while new players and regional
markets seek to establish their foothold in an increasingly competitive
space.

The role of regulation and security has also come into sharper focus,
with government agencies such as the U.S. Securities and Exchange
Commission (SEC) and the Federal Bureau of Investigation (FBI) taking
active measures to address market vulnerabilities and safeguard investor
interests. This dynamic regulatory environment, coupled with the rapid
pace of technological advancement, has created both opportunities and
challenges for ETF providers and investors alike.

As the industry continues to evolve, cryptocurrency ETFs are reshaping
the global financial landscape, bridging the gap between traditional
finance and the burgeoning world of digital assets. This report provides a
comprehensive analysis of the past quarter’s key trends, company-specific
moves, and market dynamics, offering a detailed overview of a sector

that is rapidly transitioning from speculative beginnings to mainstream
adoption.
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"ETFs will likely continue to be approved, and
at an accelerated pace, particularly when Gary
Gensler is no longer SEC chairman,” - Joel
Hugentobler, Cryptocurrency Analyst at Javelin
Strategy & Research.

N

2. Market Performance and Trends

The cryptocurrency market continued to be characterized by significant
shifts in investor sentiment and trading volumes over the recent quarter,
particularly within the sphere of exchange-traded funds (ETFs) for Bitcoin
(BTC) and Ethereum (ETH). This chapter will analyze trends in inflows and
outflows, the evolving investor appetite for these digital assets, and the
broader implications for the market.

2.1. Bitcoin ETFs: Inflows, Resilience, and Market
Sentiment

The performance of Bitcoin ETFs displayed considerable volatility,
reflecting broader market conditions and investor sentiment. A standout
development was Bitcoin's rise to $61,000, a 5% surge attributed to
significant inflows into Bitcoin ETFs. Over just four days, seven out of
eleven Bitcoin ETFs reported cumulative inflows of $186.8 million. Leading
this surge was Fidelity’s “FBTC” with $56.6 million, followed by Bitwise’s
“BITB" and ARK Invest's “ARKB”

Momentum for Bitcoin ETFs strengthened further on other occasions,
including a 7.4% price gain that lifted Bitcoin to $65,030—its first price
above $65,000 in weeks. This movement coincided with $252 million in

net ETF inflows, driven by optimism over Federal Reserve Chair Jerome
Powell's remarks on potentially easing monetary policy. However, the
strong performance of Bitcoin ETFs was not uniform throughout the
quarter. Data revealed a period of sustained outflows totaling $725.7
million over eight consecutive trading days in August, signaling investor
uncertainty around economic conditions such as potential Federal Reserve
interest rate cuts and a strong U.S. economy.
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Despite such fluctuations, Bitcoin ETFs showed resilience. For example,
even amid $168 million in outflows, only 0.3% of total ETF assets were
affected, highlighting the strong holding power of institutional investors.
Additionally, a $117 million inflow on September 10 marked a 400%
increase in Bitcoin ETF activity following a period of withdrawals, signaling
renewed confidence in the asset class. Notably, BlackRock's flagship ETF,
IBIT, maintained a steady performance with no reported net outflows
during periods of market turbulence, reinforcing its status as a stable
cornerstone in the Bitcoin ETF market.

The inflows were supported by strategic responses to market downturns.
Analysts observed “dip buying” behavior, with large inflows of $124.1
million recorded following a price drop to $66,000. Notable players,
including Galaxy Digital, expected this activity to continue as investors
capitalized on lower prices. Institutional participants, particularly Bitcoin
whales holding between 1,000 and 10,000 BTC, increased their holdings
during these downturns, further indicating long-term optimism.

"People want this. Retail wants this, investors
want this.”

"We know the plumbing, we know the process...
The SEC is engaged.” - Steve Kurz, Head of Asset
Management at Galaxy Digital.

- *55%: The share of Bitcoin in the total crypto market.

*$9.5B: The total net inflows into Fidelity’s Bitcoin
Fund (FBTC) after 8 trading months
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2.2. Ethereum ETFs: Mixed Results and Investor
Hesitation

While Bitcoin ETFs consistently dominated the market narrative, Ethereum
ETFs displayed contrasting trends marked by fluctuating investor
sentiment. The launch of U.S.-based Ethereum ETFs sparked considerable
attention, with analysts projecting these products to capture between
15-25% of Bitcoin ETFs’ assets. However, Ethereum ETFs struggled to
replicate Bitcoin's dominance, as evidenced by a series of outflows during
the quarter.

On multiple occasions, Ethereum ETFs faced net outflows, such as the
$15.11 million withdrawn on September 17, primarily from Grayscale’s
ETHE fund. Similarly, net outflows of $133.3 million were recorded over two
days as investors shifted away from Grayscale's higher-fee product toward
more competitive ETF offerings. Despite these setbacks, Ethereum ETFs
showed periodic gains, such as a $48.8 million inflow during a week of
general market turbulence, signaling intermittent optimism.

Market observers cited several reasons for Ethereum ETFs" weaker
performance compared to Bitcoin. For instance, Wintermute pointed out
that Ethereum ETFs might only capture 10-12.5% of the total crypto ETF
market due to the lack of a staking mechanism, higher management fees
ranging from 0.15% to 2.5%, and limited yield opportunities. Analysts

Eric Balchunas and James Seyffart noted that while Ethereum ETFs are
expected to attract significant capital, their relative share will remain lower
than Bitcoin due to these structural disadvantages.

Despite these challenges, there were signs of progress. Ethereum ETFs
recorded net inflows of $11 million on one occasion, with Fidelity’s
Ethereum Fund and BlackRock's iShares Ethereum Trust leading the gains.
This suggests that institutional investors remain interested in Ethereum’s
potential as a viable asset, even if its performance lags behind Bitcoin.
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2.3. Global Dynamics and Regional Trends

The adoption of crypto ETFs revealed notable regional disparities, reflecting
differences in regulatory environments and investor sentiment across
markets. The United States led the global surge in crypto ETF inflows, with
Bitcoin ETFs alone receiving $17.5 billion in net investments during the
year. Fidelity and ProShares launched new products to capitalize on this
momentum, while other firms, such as Hashdex and VanEck, diversified
their offerings to include assets like Ethereum and Solana.

European markets presented a contrasting picture. Although some positive
inflows were recorded, such as those into Solana-based funds, the region
generally lagged behind the U.S. in crypto ETF adoption. Singapore also
experienced declining interest, according to a study by Gemini. In contrast,
markets in Brazil and Hong Kong reported inflows, signaling growing
interest in these regions. German investors, however, contributed to
outflows, indicating a cautious stance.

The global market's response to macroeconomic developments, such as
potential interest rate cuts, also played a role in shaping trends. Following
Powell's speech at the Jackson Hole Symposium, Bitcoin ETFs saw a
record $543 million in weekly inflows, primarily driven by U.S. investors.
This contrasted with Ethereum ETFs, which continued to experience

net outflows, illustrating the differential sensitivity of these assets to
macroeconomic cues.
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2.4. Market Volatility and Investor Behavior

Volatility remained a defining feature of the crypto ETF market, with trading
volumes and investor behavior reflecting the broader market's uncertainty.
A sell-off triggered by Jump Trading led to sharp declines in Bitcoin and
Ethereum prices, with spot ETFs experiencing outflows as investors
reacted to short-term losses. Bitcoin plummeted below $50,000 during

the quarter but later rebounded by 11.85% to $55,680, aided by renewed
inflows and “buy-the-dip” sentiment.

On the other hand, Ethereum ETFs struggled to regain traction despite a
rebound in Ether’s price. Analysts cited long-term optimism for Ethereum
ETF adoption but warned of persistent volatility. This sentiment was
echoed in trading volumes, which saw spot Bitcoin ETF transactions
surpass $1 billion within the first 20 minutes of trading on certain days,
despite turbulent conditions.

3. Major ETF Launches and Approvals

The landscape of cryptocurrency exchange-traded funds (ETFs) expanded
significantly during the quarter, with major launches, approvals, and
regulatory developments shaping investor access to digital assets. From
the approval of spot Ethereum ETFs to innovative new products targeting
alternative cryptocurrencies, the market is witnessing a maturation phase
that reflects both investor demand and evolving regulatory frameworks.
This chapter examines the most notable ETF launches, the implications
of regulatory decisions, and the growing regional influence in the
cryptocurrency ETF market.
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3.1. Spot Ethereum ETFs: A Milestone in Crypto
Integration

The approval and launch of multiple spot Ethereum ETFs marked a pivotal
moment for the crypto industry. Following the success of Bitcoin ETFs
earlier in the year, the U.S. Securities and Exchange Commission (SEC)
approved nine Ethereum spot ETFs, bringing Ethereum into the mainstream
financial ecosystem. Major asset managers, including BlackRock, Franklin
Templeton, and Bitwise, introduced products designed to provide secure
and regulated exposure to Ether. BlackRock's iShares Ethereum Trust
launched with an aggressive fee structure, offering a 0.12% introductory
expense ratio before settling at 0.25%, while other funds, such as Bitwise’s
Ethereum ETF, pledged 10% of profits to Ethereum development.

The introduction of these ETFs has significant implications for the
accessibility of Ethereum as an investment. For institutional investors,
these funds represent an easier pathway to gain exposure to Ethereum’s
price movements without the need to directly manage the underlying asset.
Additionally, they offer retail investors regulated entry points to participate
in Ethereum’s market activity. Ethereum'’s price hovered around $3,450 at
the time of the launches, buoyed by optimism over the new investment
vehicles and broader interest in blockchain-based transaction ledgers.

While the approval of Ethereum ETFs represents a leap forward for
cryptocurrency adoption, challenges remain. Competition among issuers
has driven down fees, but structural issues—such as the lack of staking
mechanisms and yield opportunities compared to direct Ether holdings—
may limit their appeal. Analysts anticipate these ETFs to capture a smaller
share of the market than Bitcoin ETFs, which currently dominate the crypto
ETF space.
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3.2. Bitcoin ETF Expansion and Diversification

Bitcoin ETFs, already a well-established segment of the crypto ETF market,
continued to diversify with new products and strategies targeting varying
investor profiles. Galaxy Digital's Steve Kurz expressed optimism about

the SEC approving additional spot crypto ETFs, including those for Bitcoin
and Ethereum, underscoring high demand as a key driver. Meanwhile,
Grayscale's Dave Lavalle highlighted the recent approval of spot Bitcoin
ETFs as an “inflection point” for the industry, lending legitimacy to crypto as
an asset class.

One notable development was the approval of the Defiance Daily Target
1.75X Long MSTR ETF, a leveraged product tracking MicroStrategy
(MSTR) and amplifying its movements by 1.75 times. This unique ETF
allows investors to gain Bitcoin exposure indirectly through MicroStrategy,
one of the largest corporate Bitcoin holders. Although this fund targets
experienced investors willing to accept higher risk, it underscores the
growing creativity of asset managers in offering specialized Bitcoin
products.

Additionally, while Bitcoin ETFs continued to dominate capital inflows,
some firms focused on diversification. For instance, Hashdex proposed the
first Nasdaq Crypto Index ETF, a diversified product including Bitcoin, Ether,
and altcoins. However, the SEC delayed its decision on the fund, reflecting
the regulatory complexities involved in approving multi-asset crypto
products.

*84.19%: Annualized historical volatility of
MicroStrategy (MST) over the past five years.
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3.3. Solana, Altcoins, and the Expanding ETF
Universe

While Bitcoin and Ethereum dominate the crypto ETF space, efforts to
expand into altcoins gained momentum during the quarter. Vankck and
21Shares filed for Solana ETFs, while Grayscale listed Sui and Bittensor
trusts to provide exposure to less mainstream crypto assets. However, the
SEC rejected plans for a spot Solana ETF, categorizing SOL as a security
rather than a commodity. This rejection highlights the regulatory hurdles
facing altcoin-focused ETFs and the SEC'’s cautious approach to products
that fall outside the Bitcoin and Ethereum ecosystems.

Despite these setbacks, optimism for altcoin ETFs persists. VanEck

and Franklin Templeton are exploring funds that combine Bitcoin and
Ethereum with other crypto assets, indicating a continued push to diversify
the market. International markets have shown greater flexibility in this
regard, with Brazil approving Solana ETFs and Japan showing interest in
spot crypto ETFs. BitFlyer Holdings, for instance, has positioned itself to
launch Japan'’s first crypto ETFs, citing growing institutional interest and
advancements in security technology.

"A company is needed that has the security
technology to safely store the physical BTC that
will serve as the ETF’s backing asset.” - Yuzo Kano,
CEO of BitFlyer Holdings.

3.4. Lleveraged and Inverse ETFs: High Risk, High
Reward

Leveraged and inverse ETFs targeting the crypto industry have gained
traction as niche products for experienced investors. Direxion launched
two such funds: the Direxion Daily Crypto Industry Bull 2X Shares (LMBO)
and the Direxion Daily Crypto Industry Bear 1X Shares (REKT). These ETFs
track the Solactive Distributed Ledger & Decentralized Payment Tech Index,
offering exposure to blockchain technology, decentralized finance, and
digital asset mining hardware.
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LMBO allows investors to amplify their exposure to bullish market
movements, while REKT provides an inverse approach for those
anticipating market downturns.

These products cater to investors with high-risk appetites, as they employ
complex strategies that magnify both potential gains and losses. The
launch of these funds reflects growing demand for specialized financial
instruments in the crypto space, though their utility is limited to a narrow
segment of the market.

*$46 billion: This is the amount of assets under
management by Direxion, the issuer of the new Bull/
Bear ETFs (LMBO and REKT), indicating that they
have significant experience handling leveraged and
inverse ETF strategies.

3.5. Global Perspectives: Japan, Europe, and Beyond

Regional markets outside the U.S. are playing an increasingly significant
role in the evolution of crypto ETFs. Japan has emerged as a potential
leader, with BitFlyer Holdings planning to launch spot crypto ETFs and
Franklin Templeton entering into a joint venture with SBI Holdings to
expand local offerings. BitFlyer CEO Yuzo Kano expressed optimism that
Japan could establish itself as a hub for regulated crypto investment
products.

Europe, meanwhile, continues to make strides in the ETF space. Cities like
London, Frankfurt, and Zurich have driven growth through strict regulatory
compliance and innovative financial products. Coinbase has been a
significant player in the European market, providing the infrastructure

and transparency needed to bolster investor confidence. Globally, assets
in crypto ETFs have reached $91.69 billion, with Europe contributing a
substantial portion of this growth.

13


https://marketsable.com

Y MarketsAble Crypto ETFs Report Q3/2024

14

"Europe has played a fundamental role in this
evolution, launching the first ever crypto ETP and
leading significant market growth.”

"We are excited to see the growing adoption of
crypto ETF and ETP, as highlighted in the recent
ETFGI report, with assets reaching a record

of 91.69 billion dollars.” - Daniel Seifert, Vice
President and Regional General Manager for
EMEA at Coinbase.

*8 out of 11: Coinbase has become the custodian
for 8 out of 11 issuers of Bitcoin ETFs, highlighting its
commitment to this sector and regulatory compliance.

4. Institutional and Investor Interest

The increasing participation of institutional investors in cryptocurrency
exchange-traded funds (ETFs) has been a defining trend of the past
quarter. Driven by growing interest in digital assets as portfolio diversifiers
and hedges against economic uncertainties, institutions are taking a larger
role in shaping the market. This chapter explores the key developments,
products, and trends that are driving institutional and investor interest

in crypto ETFs, focusing on the leadership of major financial firms, the
evolving strategies of wealth managers, and the implications for the
broader adoption of digital assets.
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4.1. Institutional Dominance in the Crypto ETF Space

BlackRock, a major driver of institutional investment in cryptocurrency,

has reinforced its dominance in the market. Its Bitcoin and Ethereum
ETFs, the iShares Bitcoin Trust (IBIT) and Ethereum Trust (ETHA), have
surpassed $21.22 billion in assets under management (AUM), overtaking
Grayscale's four crypto ETFs, which collectively hold $21.20 billion. This
shift reflects BlackRock's growing influence in the crypto ETF sector, fueled
by significant positions held by institutional giants like Morgan Stanley and
Goldman Sachs.

BlackRock’s ability to attract institutional investors has positioned its
Bitcoin ETF as one of the most successful product launches of the year,
with only one day of net outflows since its introduction in January 2024.

A critical factor in this success has been the leadership of BlackRock CEO
Larry Fink, whose characterization of Bitcoin as “digital gold” has resonated
with institutional clients. Robert Mitchnick, BlackRock's head of digital
assets, credited Fink's advocacy as pivotal in aligning the firm'’s strategy
with client demand. BlackRock now generates 20-25% of its revenue from
cryptocurrency ETFs, highlighting their growing importance in the firm's
portfolio of offerings.

. " "l'would say that our client base today, their
**  interest overwhelmingly is in Bitcoin first, and
- then somewhat in ETH... and there’s very little
interest today beyond those two.” - Robert
Mitchnick, BlackRock’s head of digital assets.

b
L.‘
i

N "For us, both in terms of investability and also
; ‘:J what we hear from our clients, Bitcoin and
. Ethereum definitely meet that bar, but it will be

a while before we see anything else.” - Samara
Cohen, BlackRock’s CIO for ETFs.
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'y meets the criteria, what meets the bar to be
| . deliveredin an ETF.” - Samara Cohen, BlackRock’s
CIO for ETFs.

I "We really look at the investability to see what

*$10 trillion: The amount of assets under
management for BlackRock, which has around this
figure and describes Bitcoin as a “unique diversifier”
to hedge against economic and political risk.

*20%: The percentage of crypto holdings that
BlackRock expects investors to allocate eventually to

Ethereum (ETH), with the remainder going to Bitcoin
(BTC).

*$22 billion: The assets under management (AUM)
for iShares Bitcoin Trust (IBIT), one of BlackRock’s
crypto ETFs.

4.2. Expansion of Wealth Management into Crypto
ETFs

The involvement of major wealth management firms in cryptocurrency
ETFs is reshaping the investment landscape. Morgan Stanley, with $3.75
trillion in assets under management, has authorized its 15,000 financial
advisors to recommend Bitcoin ETFs to clients. Initially focusing on
BlackRock's iShares Bitcoin Trust and Fidelity’s Wise Origin Bitcoin Fund,
Morgan Stanley’'s move is a landmark moment for crypto adoption among
wealth managers, providing a bridge between traditional finance and digital
assets.

16
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Jersey City's pension fund also joined the growing list of institutional
investors adopting crypto ETFs. Under the leadership of Mayor Steven
Fulop, a proponent of blockchain technology, the fund plans to invest

in Bitcoin ETFs by the end of the summer. This marks one of the first
municipal pension fund strategies to include digital assets, signaling a
growing acceptance of cryptocurrencies in public-sector portfolios. Fulop
described cryptocurrency as “among the most important new technological
innovations since the internet,” further underscoring the strategic
importance of blockchain technology.

*15,000: The number of financial advisers authorized
to recommend Bitcoin (BTC) exchange-traded funds
(ETFs) at Morgan Stanley.

*5.5 million shares: The number of shares owned
by Morgan Stanley in BlackRock’s IBIT, worth
approximately $187 million.

4.3. The Growing Role of Financial Advisors

The adoption of cryptocurrency ETFs among financial advisors has
accelerated in recent months. According to Bitwise CIO Matt Hougan,
advisors are increasingly recommending spot Bitcoin ETFs to clients,
driven by the success of products like BlackRock’s iShares Bitcoin Trust.
Hougan highlighted $1.45 billion in net flows from advisors, calling these
investments “significant” despite their relatively smaller scale compared to
institutional inflows.

Analyst Eric Balchunas echoed these sentiments, noting that advisor-driven
flows are “more organic” and indicative of long-term interest in the market.
The inclusion of crypto ETFs in model portfolios is further reinforcing this
trend. BlackRock plans to integrate its Bitcoin and Ethereum ETFs into its
model portfolios by the end of 2024, a move that could expand access to
digital assets for a broader audience of retail and institutional investors.

17
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"It is just that their historic flows are
overshadowed by the even-more-historic
purchases of other investors.” - Matt Hougan,
Bitwise C/O.

4.4, Institutional Strategies and Market Stability

Institutional adoption of crypto ETFs is not only driving inflows but also
contributing to market stability during periods of volatility. During a recent
sell-off, BlackRock's iShares Bitcoin Trust Fund saw no outflows and even
recorded inflows, suggesting that long-term institutional investors are
helping to stabilize the market. This trend contrasts with the retail-driven
volatility that has historically characterized the crypto space.

BlackRock's decision to focus exclusively on Bitcoin and Ethereum ETFs
reflects its strategic approach to digital assets. Despite growing demand
from the crypto community for altcoin products, BlackRock's head of
ETFs, Samara Cohen, stated that the firm has no plans to expand into
other cryptocurrencies like Solana. This cautious approach aligns with its
emphasis on integrating existing crypto ETFs into broader portfolios while
conducting due diligence with major wealth advisory firms.

4.5. Challenges and Opportunities for Institutional
Players

Despite the growth of institutional interest, challenges remain for traditional
financial firms entering the crypto space. Grayscale, once a leader in the
industry, has struggled to maintain its position amid competition from
firms like BlackRock and Fidelity. The appointment of Peter Mintzberg as
Grayscale's new CEOQ is seen as a move to rebuild the firm’s reputation and
strengthen relationships with institutional investors.

Mintzberg, with a background in traditional finance at Goldman Sachs and
BlackRock, is tasked with navigating regulatory hurdles and addressing the
outflows from Grayscale's Bitcoin and Ethereum trusts.
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Meanwhile, regulatory uncertainty continues to pose challenges for ETF
issuers. For example, questions about whether Ethereum staking activity
qualifies as a security have hindered the participation of some ETF issuers
in Ethereum-based products. Analysts predict that these regulatory
ambiguities will need to be resolved before the next wave of crypto ETF
innovations can gain traction.

5. Regional and International
Developments

The cryptocurrency ETF landscape continues to evolve on a global scale,
with notable developments across regions such as Canada, Japan, Hong
Kong, Europe, and the United States. These regional advancements reflect
the varying levels of adoption, regulation, and innovation within the crypto
market, showcasing the internationalization of digital asset investment
opportunities. This chapter explores the major trends and initiatives
shaping the growth of cryptocurrency ETFs in these key markets.

5.1. Canada: A Pioneer in Crypto ETFs

Canada remains a leading jurisdiction in the cryptocurrency ETF market,
offering a broad array of Bitcoin and Ether ETFs. Among the notable
offerings are Purpose Bitcoin ETF (TSX:PBIT), Evolve Bitcoin ETF
(TSX:EBIT), and Purpose Ether Yield ETF (TSX:ETHY), as well as emerging
products like 3iQ CoinShares Staking Ether ETF (TSX:ETHQ) and Fidelity
Advantage Ether ETF (TSX:FETH). These ETFs provide Canadian investors
with diverse exposure to digital assets, catering to a range of investment
strategies from yield generation to staking-focused vehicles.

The Canadian market's robust regulatory framework has been instrumental
in fostering this diversity, allowing investors to access cryptocurrency-
backed ETFs with relative confidence. The early establishment of crypto
ETFs in Canada has positioned the country as a global leader, offering
insights into the potential of regulated crypto investment products to
attract widespread participation.
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5.2. Japan: Institutional Progress Amid Regulatory
Hesitation

Japan is taking calculated steps toward the development of its
cryptocurrency ETF market. The partnership between Franklin Templeton
and SBI Holdings to create a cryptocurrency ETF management company
is a significant move, aiming to introduce diversified investment options
to a “new generation of investors.” This joint venture represents an effort
to expand access to crypto-based investments in a region that has
traditionally been cautious about speculative asset classes.

Despite these advancements, Japan's Financial Services Agency (FSA) has
expressed reservations about approving crypto ETFs. Commissioner Hideki
Ito highlighted concerns that these products may not contribute to long-
term wealth creation for Japanese citizens, cautioning against the adoption
of crypto ETFs without clear economic benefits. This reflects Japan's
conservative regulatory approach, despite its leadership in stablecoin
regulation and the broader Web3 ecosystem.

*51%: The stake held by SBI Holdings in the new
cryptocurrency exchange-traded fund (ETF)
management company in Japan.

5.3. Hong Kong: A Bid to Become Asia’s Crypto Hub

Hong Kong has aggressively positioned itself as a regional leader in
cryptocurrency finance, leveraging regulatory clarity and innovative product
offerings. A key development is the launch of Asia’s first inverse Bitcoin
ETF by CSOP Asset Management, allowing investors to profit from declines
in Bitcoin prices by holding short positions in futures. This product reflects
the growing demand for sophisticated tools that enable investors to hedge
against market volatility.
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Hong Kong is also making strides in Ethereum-based ETFs. Discussions
between the Securities and Futures Commission (SFC) and market
participants could lead to the approval of Ethereum staking funds, further
diversifying the region’s product lineup. However, structural challenges,
such as limited access to mainland Chinese capital and the nascent state
of intermediary services, hinder Hong Kong's ambitions to rival U.S. and
European markets. Analysts predict that stabilizing market conditions and
greater regulatory clarity could spur further growth in the next quarter.

*$353 million: Total assets under management
of Hong Kong’s six spot Bitcoin and Ether ETFs
(according to data from The Block)

5.4. Europe: Expanding Through Consolidation

The European cryptocurrency ETF market is experiencing significant
growth, driven in part by cross-border consolidation. Bitwise Asset
Management'’s acquisition of London-based ETC Group exemplifies the
trend, adding €1 billion in assets under management to Bitwise's portfolio
and giving the firm a foothold in Europe. The rebranded products will
include ETFs focusing on Bitcoin, Ethereum staking, Solana, and XRP,
among others.

This acquisition highlights the growing interest of U.S.-based firms

in Europe, where regulatory environments are perceived as more
accommodating than in the U.S. Major cities such as London, Frankfurt,
and Zurich continue to play a pivotal role in driving ETF adoption, with
Coinbase providing critical infrastructure to support the region's growth.
With the inclusion of innovative products and services, Europe remains a
vital market for cryptocurrency ETFs.
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5.5. The United States: Global Influence and

Competitive Pressure

The United States has emerged as a dominant force in the global
cryptocurrency ETF market, driving significant inflows and establishing a
benchmark for other regions. The approval of spot Bitcoin and Ethereum
ETFs has led to over $61 billion in assets under management, challenging
the legacy of gold ETFs, which hold $257 billion in AUM. U.S. firms, such as
BlackRock and Fidelity, have been at the forefront of this growth, leveraging
their institutional clout to expand access to crypto ETFs.

However, the success of U.S. products has created competitive pressure
for international markets. For instance, Hong Kong's approval of spot
Ethereum ETFs risks being overshadowed by higher trading volumes in
the U.S., which could draw capital away from Asia. Despite this, experts
believe that U.S. products may indirectly benefit international markets by
increasing global awareness of crypto ETFs and fostering cross-border
collaboration.

6. Company-Specific Moves and
Strategic Initiatives

The competitive cryptocurrency ETF market has seen rapid innovation and
strategic initiatives from leading financial institutions, asset managers, and
emerging players. Companies are responding to regulatory developments,
shifting investor sentiment, and technological advancements to position
themselves within this growing sector. This chapter highlights notable
actions taken by key firms, ranging from new product launches and
partnerships to diversification strategies and technological pivots.
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6.1. 21 Shares: Strengthening Custodial Infrastructure

21Shares, a prominent U.S.-based asset manager, has taken a proactive
approach to improving its custody framework by adding Anchorage Digital
Bank and BitGo to its roster of custodians for Bitcoin (BTC) and Ether (ETH)
ETFs. The move reflects a growing emphasis on minimizing single points
of failure in safeguarding investor funds. These regulated custodians join a
broader ecosystem that includes companies like Coinbase, Fidelity Digital
Asset Services, and PayPal Digital, all of which are bolstering their presence
in the rapidly expanding digital asset custody market.

This diversification of custodial infrastructure comes amid heightened
scrutiny from the U.S. Securities and Exchange Commission (SEC), which
has issued stricter custody rules for investment managers. By adhering to
these regulations and ensuring robust safeguards, 21Shares is positioning
itself as a reliable player in the ETF space, enhancing investor confidence in
its products.

#  "We consider our custody partners to be crucial to
the risk management [...] of our product lineup,
and diversification adds to the safety and security
of our offering,” - Andres Valencia, head of
investment management at 21Shares.

"

6.2. Grayscale: Navigating Competition with
Strategic Realignment

Grayscale Investments, once a dominant force in the crypto fund market,
has faced mounting challenges as new entrants like BlackRock and Fidelity
introduce lower-cost alternatives. Grayscale recently converted its $S9
billion Ethereum trust into an ETF to better compete in the evolving market
landscape. However, the firm’s 2.5% fee structure is significantly higher
than the fees of competing Ethereum ETFs, leading to $485 million in
redemptions. These outflows are indicative of investor migration to more
competitively priced products.
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Despite these hurdles, Grayscale has reported a 51% year-over-year
revenue increase, driven by strong client demand. The appointment
of Peter Mintzberg, a veteran of Goldman Sachs and BlackRock, as
Grayscale's CEQ is seen as a strategic move to rebuild its competitive
positioning and strengthen institutional relationships. Mintzberg will
be tasked with navigating the firm through this turbulent period and
addressing the regulatory and pricing challenges it faces.

*1% (for Bitcoin ETFs): The management fee charged
by Grayscale for its bitcoin trust (GBTC), which is

significantly higher than that of competitors like
BlackRock’s iShares bitcoin ETF (0.25%).

6.3. State Street Global Advisors and Galaxy Digital:
Diversified Crypto ETF Offerings

State Street Global Advisors (SSGA), one of the largest asset managers
globally with over $4.4 trillion under management, has made a significant
entry into the crypto ETF space through its partnership with Galaxy Digital.
Together, they launched three actively managed ETFs—DECO, HECO, and
TEKX—that provide exposure to blockchain companies, crypto futures
contracts, and ETFs without directly holding cryptocurrencies. This strategy
aims to reduce volatility while offering diversified exposure to the crypto
ecosystem.

Unlike traditional spot Bitcoin ETFs, SSGA's products focus on broader
market participation, targeting investors who are wary of the short-term
price swings associated with direct cryptocurrency holdings. With these
offerings, SSGA seeks to appeal to a more conservative investor base while
building a differentiated presence in the competitive crypto ETF market.
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"Some investors are not comfortable with the
short-term, volatile price swings of single-currency
crypto.”

"We believe that the digital assets landscape is

so much more than the single crypto components
and that crypto native companies are best
equipped to understand that ecosystem and its
correlation with financial markets,” - Anna Paglia,
SSGA Chief Business Officer.

6.4. Hashdex: Index-Based Innovation in Crypto ETFs

Hashdex has filed for the Hashdex Nasdaq Crypto Index US ETF, a fund
that seeks to include spot Bitcoin and Ethereum holdings. Unlike many
competitors, Hashdex’s proposal excludes staking from its offerings,
focusing instead on index-based exposure to the largest digital assets.
This move reflects Hashdex's cautious approach to navigating regulatory
complexities while ensuring the fund aligns with existing frameworks.

Analysts expect a final decision on Hashdex's proposal by March 2025,
underscoring the lengthy timelines often associated with SEC approvals.
Despite this, Hashdex's initiative comes at a time when spot Ethereum
ETFs have been gaining traction, with $176.2 million in inflows recorded on
July 24th alone. The company'’s strategy demonstrates its commitment to
capitalizing on market trends while addressing regulatory uncertainty.
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6.5. Bitwise Asset Management: European Expansion
and Ethereum Success

Bitwise Asset Management has demonstrated an aggressive expansion
strategy, both domestically and internationally. Domestically, the launch of
its Ethereum ETF on the New York Stock Exchange was a major success,
attracting $204 million in inflows on its first day and subsequent inflows
of $29.6 million and $16.3 million in the following days. This performance
highlights growing confidence in Ethereum-based financial products
despite broader net outflows in the U.S. spot Ethereum ETF market.

Internationally, Bitwise has expanded into Europe through its acquisition of
ETC Group, a London-based cryptocurrency specialist managing €1 billion
in assets. This deal boosts Bitwise's total assets under management to
$4.5 billion and rebrands ETC Group'’s products under the Bitwise name.
The move marks a significant milestone in the firm’s international growth
strategy, aligning with its broader goal of serving European investors and
diversifying its product offerings.

6.6. Grayscale’s Al Pivot and Broader Technology
Integration

As artificial intelligence (Al) gains prominence in the crypto sector,
Grayscale has launched a Decentralized Al Fund, offering investors
exposure to the emerging intersection of blockchain and Al. The fund
aligns with a broader trend of tech companies shifting their focus from
cryptocurrency mining to Al workloads, supported by evolving data center
technologies.

Other players, like Direxion, have introduced Al-themed ETFs, such as the
Direxion Daily Robotics, Artificial Intelligence & Automation Index Bull 2X
ETF (UBOT). These products aim to capitalize on the growing adoption
of Al technologies, diversifying their offerings beyond the traditional
cryptocurrency-focused funds.

Crypto ETFs Report Q3/2024
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"“The rise of disruptive technologies has created
compelling opportunities for Grayscale’s investors
since our 2013 inception, and we believe the
launch of the Grayscale Decentralized Al Fund
provides an opportunity to invest in Decentralized
Al at its earliest phase.” - Rayhaneh Sharif-
Askary, Grayscale’s head of product and research.

/. Security Concerns and Regulatory
Actions

The rapid growth of cryptocurrency exchange-traded funds (ETFs) has
attracted not only institutional investors and retail participants but also
malicious actors aiming to exploit the vulnerabilities of this emerging
market. As billions of dollars flow into crypto ETFs, concerns surrounding
cybersecurity and regulatory oversight have taken center stage. This
chapter examines the evolving security threats, particularly the rise of
state-sponsored hacking activities, and the regulatory responses aimed at
safeguarding this rapidly growing sector.

7.1. Cybersecurity Threats: The North Korean Hacker
Threat

Cryptocurrency ETFs have become a lucrative target for cybercriminals,
with state-sponsored hacking groups from North Korea emerging as

a significant threat. The U.S. Federal Bureau of Investigation (FBI) has
issued warnings about North Korean operatives deploying sophisticated
social engineering schemes to target firms involved in the crypto ETF
ecosystem. These schemes often involve gathering personal information
about employees through professional networking sites, enabling
hackers to create highly convincing phishing attempts and fraudulent
communications.
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The potential risks posed by these hacking efforts extend beyond individual
firms, with broader implications for the entire crypto ETF market. A
successful breach of a major custodian or ETF issuer could trigger a
market dump, resulting in catastrophic losses for investors. The centralized
nature of the cryptocurrency custody sector in the U.S. exacerbates this
risk, as a compromise at a single major custodian could have cascading
effects across the industry.

Despite some custodians maintaining insurance policies, these are often
limited in scope and may not cover all possible claims or assets, such

as underlying Bitcoin holdings. As a result, the lack of comprehensive
insurance coverage introduces additional vulnerabilities, leaving investors
exposed to potential losses. Diversification of custodial services has been
highlighted as a potential mitigating strategy to reduce the systemic risks
associated with centralized custody.

7.2. Regulatory Responses and Preventative Measures

In response to the growing security concerns in the cryptocurrency

sector, regulatory bodies and enforcement agencies have intensified their
scrutiny and issued guidance to mitigate risks. The FBI has recommended
specific mitigation measures for firms operating in the crypto ETF market,
emphasizing the importance of reliable cybersecurity protocols. Key
recommendations include training employees to recognize phishing
attempts, implementing multi-factor authentication, and monitoring for
indicators of hacking activities.

These regulatory efforts are part of a broader push to enhance the
resilience of the crypto financial ecosystem. While the SEC continues
to expand its oversight of the ETF market, the lack of comprehensive
regulatory frameworks for crypto custodians leaves significant gaps
in investor protections. The U.S. custody market's reliance on a limited
number of centralized players further complicates the regulatory
landscape, as a single-point failure could undermine confidence in the
broader crypto ETF sector.
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8. Conclusion

The cryptocurrency ETF market is no longer a nascent segment but a
rapidly maturing sector that is carving out its place within the global
financial system. Over the past quarter, the market has been characterized
by significant advancements, including the approval and launch of new
Bitcoin and Ethereum ETFs, the entry of prominent institutional players,
and the ongoing diversification of product offerings. These developments
reflect the sector’s growing importance as a vehicle for investors to access
digital assets in a regulated and efficient manner.

Institutional adoption has played a pivotal role in driving the market's
growth, with firms such as BlackRock and Fidelity leading the charge by
introducing competitive and innovative products. Wealth management
firms and public-sector institutions are increasingly incorporating
cryptocurrency ETFs into their portfolios, signaling a broader acceptance
of digital assets. Meanwhile, regional markets, particularly Canada,

Hong Kong, and Europe, have demonstrated their own strengths, further
contributing to the globalization of the crypto ETF market.

Security concerns, such as cyber threats from state-sponsored actors, and
the regulatory challenges associated with custody and insurance, remain
critical hurdles. These issues highlight the need for greater collaboration
between regulators, custodians, and industry stakeholders to ensure

the safety and stability of the crypto ETF ecosystem. Nevertheless, the
sector’s resilience during periods of market volatility, coupled with ongoing
regulatory clarity, suggests that the groundwork for sustained growth is
firmly in place.

Looking ahead, the convergence of blockchain technology, artificial
intelligence, and traditional finance will likely introduce new opportunities
and risks, reshaping the cryptocurrency ETF landscape in unforeseen
ways. While challenges persist, the continued innovation and increasing
institutional confidence in this sector affirm its trajectory toward greater
mainstream integration. As the crypto ETF market evolves, it is poised to
play a central role in bridging the gap between the digital and traditional
financial worlds, transforming the way assets are managed and invested in
the decades to come.
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9. Expert’s Insights

Aram Mughalyan
Co-Founder at Solidate

1. How do you see cryptocurrency ETFs evolving
in the next 3 years, and what factors will most

I significantly influence their growth?

Cryptocurrency ETFs are poised to evolve rapidly over the next three years
as institutional adoption accelerates and regulatory clarity improves. Key
factors driving this growth will include the approval of more spot-based
ETFs, which provide direct exposure to digital assets like Bitcoin and
Ethereum, and innovations such as multi-asset and staking-enabled ETFs.
Regional markets, particularly in Asia and Europe, will also play a significant
role as they adapt more flexible regulatory frameworks. However,
challenges like cybersecurity risks and evolving investor sentiment will
need to be managed carefully. If these hurdles are addressed, we could
see ETFs becoming a dominant gateway for mainstream digital asset
adoption.

Michael Shlayen
CEO and Founder at Blockchain Headhunter

2. What role do cryptocurrency ETFs play in attracting
talent to the fintech and blockchain industries,
particularly in a competitive recruitment landscape?

Cryptocurrency ETFs are transforming the perception of blockchain and
digital assets as legitimate financial tools, which is critical for attracting
top talent. As ETFs bring crypto into the portfolios of institutional investors,
the broader public becomes more comfortable with the technology,
encouraging professionals from traditional finance, technology, and
marketing to explore opportunities in the blockchain sector. Additionally,

as the sector matures, companies offering crypto ETFs need specialized
skills, such as compliance, cybersecurity, and product innovation, making

it essential to offer competitive packages and clear career progression.
retaining top talent.
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