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Key message
Record deficit-financed fiscal spending, rising institutional participation,
and resurgent North American volumes have reignited cryptocurrency
prices, sending bitcoin up fourfold since the start of 2020. We doubt
"this time is different" and warn investors another speculative bubble
is forming.

House view

01 Bitcoin's wild price gains in recent months have
reawakened animal spirits.

• Bitcoin prices have rallied some 430% since the start of 2020,
testing an all-time high near 41,000 USD per BTC.

• High-profile cryptocurrencies have now survived several boom/
bust cycles, creating fast fortunes along the way and signaling a
measure of durability.

• Media reports suggest institutional money has entered in the
margins with futures contracts, dedicated funds, and more mature
KYC processes.

02 But the same factors driving crypto appreciation also
intensify its volatility and risk.

• Bitcoin's limited and highly inelastic supply exacerbates its volatility,
and our analysis suggests institutional speculation could worsen
this.

• Limited real-world use and extraordinary price volatility also
suggest many buyers are seeking speculative gains.

• Swings in investor sentiment or fresh rounds of regulatory
crackdowns and curbs pose risks, especially when bubble-like
trading conditions take hold.

03 So we suggest investors seek out assets with traditional
valuation models.

• With no yield generated, cryptocurrency valuations models
invariably rely on theoretical future use cases, which cannot be
assured.

• We think investors looking to protect and grow their wealth over
the long term should maintain discipline and exercise extreme
caution on cryptocurrency speculation.

• Select semiconductor shares may offer upside exposure to crypto-
mining; traditional safe havens and hedges like gold may offer
downside protection.

New this week
After climbing to an all-time high near USD
40,000 per BTC on 9 January, bitcoin prices
plunged as much as 21% intra-day on 11 January.
They've been volatile since, trading near USD
35,000 per BTC at print.

One liner

While the pandemic may ensure financial
repression continues, we think cryptocurrency
speculation poses its own risks to your wealth.

Did you know?

• Bitcoin's anonymous creator, who goes
by Satoshi Nakamoto, is also the largest
single holder of the cryptocurrency, with an
estimated 980,000 coins attributed to the
founding account.

• Bitcoin's total supply is currently around 18.6
million, with a hard-coded cap at 21 million.
A global network of computers together
"mine" 6.25 new coins every 10 minutes,
adding 900 BTC per day.

• Empirical evidence from established asset
classes suggests that higher participation by
institutional investors could increase volatility
due to their more opportunistic investment
approach.

Investment view
Eye-watering gains and tales of fast fortunes
may tempt serious investors, but speculation in
cryptocurrency is a gamble, not an investment.
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affiliates ("UBS").

The investment views have been prepared in accordance with legal requirements designed to promote the independence of investment research.

Generic investment research – Risk information:

This publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any investment or other specific product. The analysis contained herein does

not constitute a personal recommendation or take into account the particular investment objectives, investment strategies, financial situation and needs of any specific recipient. It is based on numerous
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and/or may not be eligible for sale to all investors. All information and opinions expressed in this document were obtained from sources believed to be reliable and in good faith, but no representation

or warranty, express or implied, is made as to its accuracy or completeness (other than disclosures relating to UBS). All information and opinions as well as any forecasts, estimates and market prices

indicated are current as of the date of this report, and are subject to change without notice. Opinions expressed herein may differ or be contrary to those expressed by other business areas or divisions
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Tax treatment depends on the individual circumstances and may be subject to change in the future. UBS does not provide legal or tax advice and makes no representations as to the tax treatment

of assets or the investment returns thereon both in general or with reference to specific client's circumstances and needs. We are of necessity unable to take into account the particular investment

objectives, financial situation and needs of our individual clients and we would recommend that you take financial and/or tax advice as to the implications (including tax) of investing in any of the

products mentioned herein.
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and research and rating methodologies, please visit www.ubs.com/research. Additional information on the relevant authors of this publication and other CIO publication(s) referenced in this report;
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Options and futures are not suitable for all investors, and trading in these instruments is considered risky and may be appropriate only for sophisticated investors. Prior to buying or selling an option, and

for the complete risks relating to options, you must receive a copy of "Characteristics and Risks of Standardized Options". You may read the document at https://www.theocc.com/about/publications/

character-risks.jsp or ask your financial advisor for a copy.

Investing in structured investments involves significant risks. For a detailed discussion of the risks involved in investing in any particular structured investment, you must read the relevant offering materials

for that investment. Structured investments are unsecured obligations of a particular issuer with returns linked to the performance of an underlying asset. Depending on the terms of the investment,
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Important Information About Sustainable Investing Strategies: Sustainable investing strategies aim to consider and incorporate environmental, social and governance (ESG) factors into investment

process and portfolio construction. Strategies across geographies and styles approach ESG analysis and incorporate the findings in a variety of ways. Incorporating ESG factors or Sustainable Investing
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