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Introduction

It was late January 2021. The world had been in sporadic lockdown for more almost 10 months
due to the global Covid-19 pandemic. Barcelona and Madrid were once again in semi-
guarantine, with severe mobility restrictions. Carolina Alzerreca, an experienced hedge fund
manager in Barcelona, was feeling anxious and restless about an important decision she had to
make. She managed a €480 million fund, which for years had great performance, but had been
badly hit over the last three months. She received a not-too-friendly phone call from Tomas
Ulrich, the biggest investor in the fund, threatening to withdraw his money. He’d had several
Zoom meetings with friends over the last week, and many of them boasted about not losing a
single penny thanks to their exposure to cryptocurrencies. The first time his friends talked big
about Bitcoin was in late 2017, when they made huge profits, leaving Tomas speechless. Once
again, he wondered why Carolina hadn’t invested at all in Bitcoin over the last few years. He had
given her six days to make a decision about the future.

Carolina had never paid close attention to Bitcoin, thinking it was a bit too risky. But after quickly
checking, she discovered that the IBEX35 had fallen 9.42% since late January 2020, while BTC
was up by 300%. She had never invested, partly because of Bitcoin's short track record, its
instability, the lack of a central governing authority, and partly because she didn’t really
understand it. If Tomas was serious about redemption, she really had to make a case for or
against investing in Bitcoin in the next few days.

This case was prepared by Professors Miguel Anton and Mireia Giné, and Juan Vidal de |a Pefia, research assistant. April 2021.
|IESE cases are designed to promote class discussion rather than to illustrate effective or ineffective management of a given
situation.
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As she was biking to the gym later that day, she listened to a Financial Times podcast about the
incredible adjusted ROI Bitcoin had achieved in recent years (see Exhibit 1). Once back at home,
Carolina began her initial research. She discerned several relevant points. The price of one
“Bitcoin” was currently around $38,400* (see Exhibit 2). Over the past year, the price had jumped
by 300%. Bitcoin’s value one year ago had been $8,843. Moreover, metrics like user engagement
and usage significantly increased or stabilized, which caught Carolina’s attention (see Exhibit 3-5).

Several factors had contributed to this growth. For example, costs for processes like custody had
lowered, as had trading spreads?. Yet they were still high compared to traditional markets3.
Moreover, Carolina’s asset management firm had been investing for some time in quantitative
asset management (making use of mathematical models to model behavior). Therefore, crypto
trading could be a potential natural fit due to its electronic trading nature.

She then conjectured on the nature of cryptocurrencies: were they commodities, assets or
currencies? Other issues crossed her mind, such as whether other asset management firms had
joined the market. She acknowledged Bitcoin had become similar to a mainstream investment
like equities and bonds for some specialized firms. As she began wondering about its regulation,
she focused again on the main question she had to answer: should the fund invest, and, if so,
why? Carolina decided to call up some friends, but received mixed opinions. Verdnica and
Marius said the whole thing was a bubble, while Eduardo, Nazario and Nathan encouraged her
to buy, saying it was a huge opportunity and would soon change the world.

She had no time to spare.

What is Bitcoin?

In 2008, an anonymous figure under the name Satoshi Nakamoto released a white paper
defining Bitcoin (see Exhibit 6). He described a peer-to-peer version of electronic cash and open-
source software that enabled online payments without the need for a financial middleman.*
In January 2009, Nakamoto produced the Genesis Block, Bitcoin’s blockchain founding block. In
the beginning, the average time between the creation of new Bitcoin blocks was approximately
10 minutes®.

The first Bitcoin transaction happened the same month, between Nakamoto and Hal Finney®, a
software engineer and early contributor of Bitcoin. In October of 2009, the broker New Liberty
Standard established the first Bitcoin exchange rate against the dollar’. At the time, US$1 was
worth 2,300.03 Bitcoin (BTC). The first transaction of Bitcoin for physical goods occurred in

1Bjtcoin Price Index - Real-time Bitcoin Price Charts. (n.d.). Retrieved from https://www.coindesk.com/price/bitcoin.

2 Chaparro, F. (2019, December 27). Crypto trading spreads have tightened by 90%, pushing desks to rethink their
strategies. Retrieved May 30, 2019, from https://www.theblockcrypto.com/post/51413/crypto-trading-spreads-have-
plunged-90-and-its-pushing-desks-to-rethink-their-strategies.

3 Lobel, B., & Snow, R. (n.d.). Bitcoin vs. Gold: Top Differences Traders Should Know. Retrieved May 30, 2020, from
https://www.dailyfx.com/bitcoin/bitcoin-vs-gold.html.

4Nakamoto, S. (2009). Bitcoin: A Peer-To-Peer Electronic Cash System

> Southurst, J. (2020, January 3). Bitcoin Genesis Block Constructed 11 Years Ago Today. Retrieved from
https://coingeek.com/bitcoin-genesis-block-constructed-11-years-ago-today/.

6 McCombie, C. (2016, June 6). Who is Satoshi? - The Hal Finney-Dorian Nakamoto Connection. Retrieved from
https://cointelegraph.com/news/who-is-satoshi-the-hal-finney-dorian-nakamoto-connection.

7 Factbox: Ten Years of Bitcoin. (2018, October 31). Retrieved from https://www.reuters.com/article/us-crypto-currencies-
bitcoin-factbox/factbox-ten-years-of-bitcoin-idUSKCNIN50GE.
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May 2010. Laszlo Hanyecz purchased pizzas for 10,000 BTC. In February 2011, Bitcoin had
reached parity with the U.S. dollar, USD1 = 1BTC. In one month, the value jumped from USD1 to
USD31.91. InJuly 2010, Mt. Gox was launched and turned out to be the world’s largest bitcoin
exchange for some time before becoming insolvent in 20148,

In November 2012, the first halving of the Bitcoin took place, meaning miners received 50%
fewer Bitcoins for verifying transactions®. The block reward decreased from 50 to 25 BTC after
the mining of 210,000 blocks. The price of BTC continued to climb into 2013. By the end of 2013,
the value of one Bitcoin was equivalent to an ounce of gold, over $1,000.

In June 2017, Bitcoin surpassed USD3,000. The cryptocurrency continued to increase in value as
backers around the globe decided to hop in and invest. A factor in this increase was the launch
of Bitcoin futures, which meant a flood of institutional investors in Bitcoin. Bitcoin almost
attained the USD 20,000 mark!°. However, by the end of 2017, the price of Bitcoin had fallen to
USD13,000. Bitcoin opened 2018 with a valuation of USD13,290 and closed that year at about
USD3,800. In 2019, it closed the year at USD7,251. The third Bitcoin halving (following the one
in 2016) took place in May 2020*! (see Exhibit 7). At the end of 2020 and during the first weeks
of 2021, Bitcoin’s price rocketed to an all-time high of $41,999.

Carolina could only wonder about the impetus for this dramatic price increase in such a brief
time span.

How Does Bitcoin Relate to Blockchain?

Blockchain is the technology behind Bitcoin (see Exhibit 8); it is the technology that supports the
cryptocurrency. An often-used analogy is that Blockchain is like an improved ledger, a record-
keeping tool to collect financial accounts. The ledger has been vital for the progress of commerce
since ancient times2. Ledgers track the movement of assets, regardless of whether they are
material (e.g., land property) or digital (e.g., Bitcoin). Some argue that the breakthrough idea of
Bitcoin was blockchain, since it made an anonymous virtual ledger that chronicles every
transaction publicly observable®?.

Blockchain has been gaining interest from finance, shipping, healthcare, manufacturing and
entertainment industries for its multiple applications. For example, financial institutions are
exploring how they could also use blockchain technology to upend processes from clearing and
settlement to insurance. In this way, agents can validate transactions without the necessity of a
central clearing authority. Among the possible uses in finance are fund transfers, settling trades and
voting. In healthcare, for example, information stored on a blockchain can upend clinical data,

8 Singer, A. (2020, March 25). Mt. Gox Casts a Dark Shadow of Crypto's Collapse - A Long Fight for Justice. Retrieved from
https://cointelegraph.com/news/mt-gox-casts-a-dark-shadow-of-cryptos-collapse-a-long-fight-for-justice.

2 Hertig, A. (2020, April 6). Bitcoin Halving 2020, Explained. Retrieved from https://www.coindesk.com/bitcoin-halving-
explainer.

10 Higgins, S. (2017, December 30). From $900 to $20,000: Bitcoin's Historic 2017 Price Run Revisited. Retrieved from
https://www.coindesk.com/900-20000-bitcoins-historic-2017-price-run-revisited.

11 Kim, C. (2020, April 27). Bitcoin Halving 2020: The 'Arms Race' for Miner Efficiency Intensifies. Retrieved from
https://www.coindesk.com/bitcoin-halving-2020-miner-arms-race-efficiency.

12 Jp Fabri. (2018, July 3). JP Fabri. Retrieved from https://bitemycoin.com/opinion/ledger-nomics/
13 Kharif, 0., & Leising, M. (2018, November 2). Retrieved from https://www.bloomberg.com/quicktake/bitcoins?sref=51qycqTP.

14 https://www.pwc.com/us/en/industries/financial-services/fintech/bitcoin-blockchain-cryptocurrency.html.
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