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Who really owns bitcoin now?
Long-term holders cashed out to short-term speculators, data show
Hannah Murphy 2 HOURS AGO

On the final day in his insurance job last week after 14 years in the sector, Donnie wore a T-shirt
emblazoned with a rocket logo, the symbol for bitcoin, and the slogan “to the moon”.
The phrase, one that characterises the fervour espoused by bitcoin enthusiasts who say its price
knows no bounds, was fitting.
Over five years, the 39-year-old has made enough money from trading digital currencies to pay off
his mortgage, buy a Mercedes, and now swap office life for managing his remaining crypto
investments full-time.
“It was very euphoric . . . It’s been life-changing for me at this point,” says the California-based
father of two, who has a cult-like Twitter following under the pen name bitcoin Dad.
Donnie is just one member of a clubby community of early investors in bitcoin who have been able
to reap the benefits of its dramatic bull run, cashing out some holdings as its value more than
doubled in the space of a month to peak at around $20,000 in mid-December.
He will not reveal his exact returns because his new-found wealth has already left him the victim of
hacking and extortion — part and parcel of the freewheeling digital currency marketplace.
Six months after its peak, bitcoin remains the most popular cryptocurrency, though its price has
sunk to about $7,500 at the time of publication. It follows that for each of the bitcoin millionaires,
there have been numerous casualties; the “get rich quick” punters who entered the market a little
too late.
“These are people that see something moving up and start buying — they jump on the bandwagon,”
says Campbell Harvey, a finance professor at Duke University and an investment strategy adviser
for Man Group.
“Initially in the crypto space, you had people who really understood the technology. Then there was
a typical bandwagon investor situation and you know how it ends — and it did.”
But how many have gained — and lost — from the bitcoin bubble? Exclusive data from blockchain
research company Chainalysis seen by the FT provides some tantalising answers.
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Coin exchange
The Chainanlysis data quantifies this distinct shift in the make-up of bitcoin owners from longerterm investors — those who held the asset for more than a year — to short-term investors who have
traded more recently, by analysing how regularly coins have changed hands.
Last November — before December’s pricing peak — the amount of bitcoin held for investment was
roughly three times that held by traders.
However, by April 2018, the data show the amount held by investors — about 6m bitcoin — was
much closer to the amount held by short-term speculators, with 5.1m bitcoin.
Indeed, Chainalysis estimates that longer-term holders sold at least $30bn worth of bitcoin to new
speculators over the December to April period, with half of this movement taking place in
December alone.
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“This was an exceptional transfer of wealth,” says Philip Gradwell, Chainalysis’ chief economist,
who dubs the past six months as bitcoin’s “liquidity event”.
Mr Gradwell argues that this sudden injection of liquidity — the amount of bitcoin available for
trading rose by close to 60 per cent over that period — has been a “fundamental driver” behind the
recent price decline. At the same time, bitcoin trading volumes have now fallen in tandem with the
prices, from close to $4bn daily in December to $1bn today.
So will the price of bitcoin ever surpass December’s peak? Part of the answer lies in who holds
bitcoin now that the hype has died down.
Born in 2009 in the wake of the financial crisis, bitcoin is rooted in a libertarian quest for a means
of exchange that is unshackled from the central banking system. Proponents — among them,
computer experts and political activists — heralded the arrival of an alternative monetary system
that could replace fiat currency.
But despite the recent crypto boom, there are few signs that this is happening. According to
research published this month by Morgan Stanley, only four of the top 500 US e-commerce
merchants accepted cryptocurrencies in the first quarter of 2018, compared with three at the
beginning of 2017.
Chainalysis notes that the “vast majority” of transactions it analysed showed bitcoin being received
from exchanges and rarely sent to merchant services to pay for goods or services.
Only a finite number of coin — 21m — can be created. Of this, about 4m are yet to be mined. Just as
physical coins can be lost down the back of a sofa, so can bitcoins if users lose or forget the
passwords needed to access their online wallets. The Chainalysis data separates out coins it deems
to be lost or unused for years — which total 3.7m bitcoin, worth about $28bn.
The proportion of bitcoin it estimates to be held by groups such as exchanges or merchant services
held steady between December and April at about 2.2m bitcoin.
Critics argue that bitcoin’s volatility and a lack of fundamental underpinnings disqualifies it as a
reliable store of value, and that this is unlikely to change. This leaves droves of new opportunists
dabbling in what has been dubbed a “Wild West” marketplace, with regulators still weighing up
how best to tackle the space.
“Speculation remains the primary use case for these digital assets; merchant or institutional
adoption does not appear to be a primary driver of price,” says Preston Byrne, an English
structured finance lawyer and cryptocurrency observer.
Given this breakdown in bitcoin owners, most market watchers do not rule out another rapid price
run-up. However, they say this would likely be the random movement of pure speculation or
market manipulation rather than anything else.
“It’s very important to stress, this is not in any sense a rational market,” says David Gerard, the
author of Attack of the 50 Foot Blockchain.
https://www.ft.com/content/29259448-69b3-11e8-b6eb-4acfcfb08c11
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“It’s very thinly traded, very badly structured . . . and it’s stupendously manipulated,” he adds.
“Anyone who goes in not realising just how manipulated the crypto markets are will get skinned.”
Some argue there is an art to trading bitcoin regardless — but it is a stressful business that takes
nerves and can be addictive. Donnie, a.k.a bitcoin Dad, puts his successes down to careful research,
“patience” and avoiding the trap of obsessive, leveraged day trading.
But others are unconvinced that bitcoin millionaires actually show investment nous, drawing
parallels with gambling.
“It’s the luck of the draw, where everyone who won the draw seems to feel like they deserved it for
being smarter,” Vitalik Buterin, the Russian-Canadian programmer who invented the smartcontract blockchain Ethereum, told the Financial Times recently.

Whale watching
The Chainalysis data also show that the bitcoin marketplace is skewed in terms of wealth
distribution. A small cluster of investors — known colloquially as “whales” — capture a hefty
proportion of the market, which stands at odds with bitcoin’s mission to democratise finance. This
brings its own risks.
Overall, some 1,600 bitcoin wallets — managed by both speculators and investors — contained at
least 1,000 bitcoin each in April, according to Chainalysis, collectively holding nearly 5m bitcoin, or
https://www.ft.com/content/29259448-69b3-11e8-b6eb-4acfcfb08c11
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close to a third of the available total.
Of those, just under 100 wallets owned by longer-term investors contained between 10,000 and
100,000 bitcoin — so between $75m and $750m at today’s prices.
“This concentration of wealth means that bitcoin is at risk of volatility, as the moves of a small
number of people will have a large effect,” says Chainalysis’ Mr Gradwell.
However, the situation suggests bitcoin’s volatility is “of low risk to the wider financial system”, he
adds, as “only a small number of people will face large changes in crypto wealth”.
Still, there are opportunities particularly for the larger players to engage in market manipulation,
due to the dearth of regulation and existence of informal over-the-counter markets — and this
leaves smaller players at a disadvantage.
“When you build up a big enough position in any asset you can move the price,” says Dr Garrick
Hileman, head of research at Blockchain and co-founder of Mosaic.io, a platform for market
intelligence on crypto. “A number of these larger holders do communicate with each other, they
know [each other], they take stock of market activity.”
Analysts at Morgan Stanley echoed this concern in a note this month, saying that it was
“noteworthy” that the more sophisticated investors were “willing to give up traditional investor
rights for potentially faster liquidity”.
Nevertheless, some point out that the excitement and influx of fresh funds into the market has
allowed its infrastructure to mature — albeit gradually — which could be a boon for those looking
to trade bitcoin more safely in future.

Trading places
Buying and selling bitcoin had traditionally been challenging for all but the most tech-savvy. As last
year’s cryptocurrency frenzy heated up however, some consumer finance businesses rushed to
capitalise on the zeitgeist and offer their customers access to digital coins through apps they were
already familiar with using.
Many exchanges have strengthened their due diligence processes in response to customer concerns
and invested in bigger customer services teams. Transaction fees have come down as technology
has improved — but hacks are still commonplace.
Institutions have also been making inroads. These include prominent US futures exchanges, such
as the CME Group and Cboe Global Markets, which now offer bitcoin futures. Meanwhile, Nasdaq’s
chief executive, Adena Friedman, said this year that the group would consider offering
cryptocurrency exchange services in future.
Alternative funds are also muscling in. Morgan Stanley data show there is now more than $3.5bn
in estimated assets under management across 250 dedicated crypto-funds, although the pace of the
creation of new funds has slowed recently.
https://www.ft.com/content/29259448-69b3-11e8-b6eb-4acfcfb08c11
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A more formalised over-the-counter market has started to develop, with players such as
Cumberland, an arm of Chicago-based DRW, and Goldman Sachs-backed Circle growing rapidly.
Much of the future of bitcoin trading will depend on the approach that regulators take, experts say.
There are stirrings across the world, though to date, little coherence. Asian financial centres such
as Tokyo are now regulating crypto exchanges, while China has banned them outright. Meanwhile,
the US Securities and Exchange Commission last month announced a criminal probe into potential
bitcoin price manipulation.
Banks in particular have been reticent to engage with cryptocurrencies and the companies that
handle them, partly due to the difficulty of conducting anti-money laundering checks on
transactions.
“Bank compliance officers really, really hate cryptos . . . be prepared to demonstrate the provenance
of every penny from every crypto,” says Mr Gerard.
Mr Hileman predicts that one day there will be a “legitimate regulated retail investment market” in
bitcoin, although not anytime soon. “We’re talking years,” he predicts.
Any more widespread adoption of bitcoin would need regulators, central banks and tax regulators
to allow the transfer of wealth movement from the current financial system into the new one, says
Gavin Brown, senior lecturer in financial economics at Manchester Metropolitan University and
director of cryptocurrency hedge fund Blockchain Capital.
Nevertheless, there are those who still hold unwavering faith in bitcoin.
Sunnie, who has been investing in bitcoin since she started working for a crypto exchange back in
2014, did not cash out in December, burnt by a previous experience in 2016 when she sold thinking
the price was high.
With 50 per cent of her assets currently in 10 bitcoin — bought initially at $3,000 a piece — she
believes in its potential as the first project that uses burgeoning blockchain technology.
“If bitcoin can survive under such a high rollercoaster period, I have faith in it,” she adds. “When I
reach six figures I’m probably going to cash out what I have and completely retire. The price will go
to the moon again — maybe higher.”
Additional reporting by Chloe Cornish
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