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What Is a Spot Bitcoin ETF?
A fund that holds real bitcoin and trades like a share — how the structure works,
what keeps its price honest, and exactly what you give up by owning it instead of
the coin.
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A spot bitcoin ETF is an exchange-traded fund that holds actual bitcoin and issues shares
representing a claim on it. You buy the shares in an ordinary brokerage account, exactly as
you would buy a stock, and their value tracks the price of the bitcoin the fund holds. That is
the whole idea — but the word doing the work is spot, because for years the only bitcoin
funds available in the United States held derivatives rather than coins, and the difference
between those two things is the difference between owning an asset and owning a bet on its
price. This report explains the structure, what keeps the share price tethered to bitcoin, and
the trade-offs you accept in exchange for the convenience.
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The structure, plainly

An exchange-traded fund is a pooled investment vehicle whose shares trade on a stock
exchange throughout the trading day. A spot bitcoin ETF is one whose sole holding is
bitcoin. The fund buys and holds the coins, a custodian secures them, and the fund issues
shares that represent proportional ownership of that pile. Each share corresponds to some
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quantity of bitcoin, and as the fund charges its management fee over time, the amount of
bitcoin behind each share slowly declines.

What this buys the investor is access through familiar plumbing. The shares settle in an
ordinary brokerage or retirement account, appear on a normal statement, are handled by
existing tax reporting, and require no wallet, seed phrase, or exchange account. For a great
many people — and for institutions bound by mandates that simply do not permit holding
an asset directly — that plumbing was the binding constraint, not any view about bitcoin
itself.
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Spot versus futures

Before spot funds existed in the US market, bitcoin ETFs held futures contracts instead of
coins. The distinction matters more than it sounds. A futures contract is an agreement to
transact at a future date, and a fund that holds them must repeatedly close expiring
contracts and open new ones — a process called rolling. When later-dated contracts are
more expensive than nearer ones, that roll costs money each time it happens, and those
costs accumulate as a persistent drag that has nothing to do with bitcoin's price. A futures
fund can therefore underperform the asset it is meant to represent even when the asset
rises.

A spot fund has no such mechanism. It holds the coins, so its performance tracks bitcoin
directly, minus its fee. This is the entire argument for the structure, and it is why the first US
spot approvals in January 2024 were treated as a milestone rather than a formality: for the
first time, an ordinary brokerage account could hold something whose value moved with
bitcoin itself rather than with a rolling ladder of contracts on it.
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What keeps the price honest

A fair question is why the shares should trade at a price reflecting the bitcoin behind them
rather than at whatever the market feels like paying. The answer is a mechanism called
creation and redemption, and it is the load-bearing structure of every ETF.

Large financial firms designated as authorised participants can create new shares by
delivering value to the fund, and redeem shares by taking value back out. If the shares drift
above the value of the underlying bitcoin, creating new ones and selling them into the



demand is profitable, and that supply pushes the price back down. If they drift below,
redeeming is profitable, and that pressure lifts the price back up. Ordinary arbitrage keeps
the share price near the fund's net asset value without anyone needing to enforce it.

The importance of this becomes obvious when you look at what preceded it. Earlier bitcoin
vehicles were structured as closed-end trusts with no redemption mechanism — investors
could buy in, but shares could not be converted back into the underlying asset. Without that
pressure valve, their prices detached from the bitcoin they held, trading at large premiums
when demand was hot and at deep, persistent discounts when it was not. Investors in those
vehicles could be right about bitcoin and still lose money on the wrapper. The redemption
mechanism is what prevents that, and it is the single most important structural feature to
understand.

You are not buying bitcoin. You are buying a claim on a fund that owns bitcoin, kept
honest by an arbitrage mechanism and kept safe by a custodian you did not choose.
That is a genuinely different asset — often a sensible one, but never the same one.
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Who actually holds the coins

The fund does not keep bitcoin on a laptop. It appoints a qualified custodian, which holds
the coins in institutional cold storage under audit and regulatory oversight. This is a real
service with real security engineering behind it, and for most investors it is far better than
what they would arrange themselves.

Two features of it deserve clear sight. The first is concentration: a small number of
custodians hold bitcoin for a large share of these funds, so an operational failure at one
would matter well beyond a single product. The second is that the protections wrapping a
custodian are not the same as deposit insurance, and the specifics vary by provider and
jurisdiction — a topic we treat separately in our note on crypto custody. None of this makes
the arrangement unsound. It makes it an arrangement, with counterparties, rather than the
trustless bearer asset bitcoin was designed to be.
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The costs and the constraints
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The visible cost is the expense ratio, deducted continuously from the fund's holdings, which
is why the bitcoin backing each share shrinks slowly over time. Over a long holding period
that drag compounds, and it is the main reason a long-term holder might prefer coins to
shares. Less visible are the trading costs: the bid-ask spread on the shares themselves, and
any brokerage commission.

The constraints are structural. The shares trade only when the stock exchange is open, while
bitcoin trades continuously — so a weekend or overnight move is something you can watch
but not act on, and the shares open on Monday having already absorbed it. You cannot move
the position on-chain, send it to anyone, or use it in any protocol; it is an investment
product, not money. And you hold no keys, which means you also carry none of the
responsibility that comes with them — a genuine benefit for many people, and the precise
thing others object to.
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ETF or the coin itself?

The honest framing is that these serve different purposes, and the right answer depends on
what you want the exposure to do. The ETF wins on access and administration: it fits inside
retirement and tax-advantaged accounts where direct crypto often cannot go, it removes the
entire problem of secure storage, it produces tax documentation automatically, and it can be
held through advisers and institutions that are not permitted to touch the asset directly. For
someone who wants price exposure and nothing more, that is a strong offer.

Direct ownership wins on everything the asset was built for. Bitcoin held in your own
custody is a bearer instrument: no manager, no fee, no trading hours, no counterparty, and
no permission required to move it. It is usable, sendable, and independent of any
institution's continued cooperation — and it carries the corresponding obligation to secure it
properly. Many people sensibly hold both, using the wrapper where the account structure
demands it and the coin where sovereignty is the point. What neither answer changes is the
prior question of how much bitcoin exposure belongs in a portfolio at all, which we take up
in what percentage of a portfolio should be in crypto.

0 7

Why it changed the market
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The significance of spot approval was less about the product than about who it admitted.
Pension funds, registered advisers, wealth platforms, and corporate treasuries operate
under mandates that specify permissible instruments, and a regulated exchange-traded fund
is a permissible instrument in a way that an exchange account and a hardware wallet are
not. The ETF did not make bitcoin more attractive to those allocators; it made it reachable.

The consequence is a market whose flows now include a large, slow, professionally managed
channel that did not exist before, and whose behaviour differs from crypto-native trading —
concentrated in market hours, sensitive to allocation cycles, and observable through
published fund flows. That shift in market structure, and how to read those flows, is the
subject of our ETF flows and market structure report, with the widening product set beyond
bitcoin covered in altcoin ETFs.
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What it does not change

A regulated wrapper is not a risk-reduction device, and this is the most common misreading
of the whole development. The share price falls exactly as far as bitcoin does. The volatility is
identical, the drawdowns are identical, and the fact that the product is listed on a familiar
exchange and appears alongside index funds on a statement does not soften any of it.
Regulation here governs the fund's conduct, disclosure, and custody — not the behaviour of
the asset inside it.

Nor does the wrapper resolve anything about bitcoin's own investment case, which stands or
falls on its own merits. What the ETF genuinely changes is the operational question — how
you hold it, in which account, at what administrative cost, and with which counterparties.
Those are real questions worth deciding deliberately. They are simply not the same as the
question of whether to own bitcoin at all.

“For I know whom I have believed, and am persuaded that he is able to keep that
which I have committed unto him against that day.”

2 T IMOTHY 1 :12
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This report explains a fund structure; it contains no fund names, tickers, assets under
management, expense ratios, flow figures, or performance data, all of which change
continuously and vary by issuer — consult a fund's own prospectus and current fact sheet
before investing. One date is asserted: the first US spot bitcoin ETFs began trading in
January 2024, a matter of public record. The mechanisms described — creation and
redemption by authorised participants, arbitrage to net asset value, qualified custody, and
the roll costs borne by futures-based funds — are standard features of exchange-traded
products, though specific implementations, including whether creation and redemption are
settled in cash or in kind, differ by fund and have evolved since launch. The comparison
between closed-end trusts and ETFs concerns the presence or absence of a redemption
mechanism, which is why the former can trade at sustained premiums and discounts.
Custodial protections are not deposit insurance and vary by provider and jurisdiction.
Nothing here is a recommendation for or against any product or for holding bitcoin in any
form.
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