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When measuring progress, we often look to metrics

and numbers—but those numbers can be deceiving at

times. For digital assets, September was one of those

instances. Bitcoin finished down 8.61% while the

Bloomberg Galaxy Crypto Index (BGCI) saw a 14.70%

drawdown for the month. Despite finishing lower,

both indicators remain well above the 2020 water

mark with bitcoin returning 56.80% and the BGCI

showing the broader large cap market up 79.39%.

When weighing yearly returns versus the past

month, it is much easier to conceptualize that,

despite a lower finish, the final month of the third

quarter still had several positive developments

continuing to drive this rapidly emerging asset class

forward.

Picking up where we left off last month with the

purchase of bitcoin by MicroStrategy Inc. (MSTR)

and its forward-thinking CEO, Michael Saylor, the

company made yet another bitcoin investment with

its balance sheet. When bitcoin dipped into the

$10,700 range in September, MicroStrategy

announced the purchase of an additional $175

million of bitcoin to add to its roughly 20% corporate

treasury position, bringing its total balance sheet

holding to about $425 million. A public company

that could have monetized its balance sheet with any

x

asset in the world has now taken a nearly half-

billion-dollar position in bitcoin.

Additional developments in September were tied to

other key themes of the year: decentralized finance

(DeFi) and regulation. Growth in the DeFi sector of

digital assets continued. Despite some assets

collapsing 50%+ from their highs of just a few

months ago, investors continued to flock to this

rapidly developing area of the digital asset market.

In September, the number of assets held or locked in

DeFi applications crossed the $10 billion mark,

finishing just north of $11 billion for the month.

Lending applications, decentralized exchanges

(DEXes), and other primitive forms of financial

instruments continued to drive growth despite the

drawdown for many assets. Ether finished down

18.81% but the Ethereum network continues to grow

as the lifeblood application for DeFi.

On the regulatory front, the Office of Comptroller of

the Currency (OCC) continued to release direction

that appears bullish for digital assets. Earlier this

year, the OCC released a letter confirming that banks

with Federal Charters may custody digital assets. In

September, the regulatory body released another

letter, this time clarifying that these same banks may

x
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hold stablecoin reserves or the assets that back

stablecoins, which are widely used to create currency

pairs in the digital asset market. This development

should not only help traditional banks enter the

space with the ability to increase their holdings, but

also provide a broader stablecoin issuer community

more options for the custody of their underlying

holdings.

In another regulatory development, Kraken, a large

San Francisco based digital exchange, secured a

banking charter issued in the crypto-friendly state of

Wyoming. Under a framework developed in the state,

Kraken will be allowed to submit applications for

services such as an account at the Federal Reserve,

which would allow for common fiduciary services

such as regulated custody, deposits, and servicing

institutional level clients.

On a final note, the European Central Bank (ECB)

made an announcement that further signals that the

digitization of money is inevitable. The ECB

indicated that a digital version of the Euro—its most

widely-used currency—may become essential in the

coming years. This announcement builds on prior

signals that central bank digital currencies (CBDCs)

will become part of the global financial system. Both

China and the United States have discussed digitized

forms of currency, with China being on the forefront

of such innovation.

Despite markets finishing lower in September, it is

important to remember that progress for the asset

class and its underlying trends continue to strike a

positive note and signal an upward trajectory.
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Square completed the purchase of 4,709 bitcoin, a

$50 million investment. This represents ~1% of

Square’s total assets as of the end of Q2 2020.

“Given the rapid evolution of cryptocurrency and

unprecedented uncertainty from a macroeconomic

and currency regime perspective, we believe now is

the right time for us to expand our largely USD-

denominated balance sheet and make a meaningful

investment in bitcoin," the company noted in its

bitcoin investment white paper. Founder and CEO

Jack Dorsey has been a strong advocate for bitcoin,

declaring in 2018 that bitcoin will eventually become

the world’s “single currency”. Square’s bitcoin

investment follows MicroStrategy’s $425 million

investment.

The Centre for Alternative Finance at

Cambridge University released its 3rd Global

Cryptoasset Benchmarking Study in September,

releasing several new findings on the state of the

cryptocurrency and blockchain industry. Findings

show that the total number of cryptoassets users in

2020 stands at 101 million users, up from 35 million

in 2018. Next, the proportion of “cryptoasset-only”

companies that do not perform any KYC/AML

dropped from 48% to 13% in 2019, showing an

increasing willingness to work within regulatory

x

guidelines. Lastly, 39% of Proof-of-Work mining

activity is powered by renewable energy, primarily

hydroelectric power. 76% of miners use renewable

energy as part of their mix.

Decentralized exchange Uniswap’s monthly

trade volume exceeded Coinbase’s in September for

the first time ever. Uniswap is an exchange built on

Ethereum smart contracts that processed $15.4

billion in volume in September, while Coinbase saw

$13.6 billion. Uniswap can support exchange

between any two ERC-20 tokens by using a

standardized market-making pricing mechanism

called a Constant Product Market Maker. Uniswap

launched a token UNI that will allow holders to

participate in governing over the parameters of the

protocol.

Ethereum miners cleaned up in September,

making $171.5 million in transaction fees paid by

users. September 2020 alone nearly quintupled all of

2019. Transaction fees increased 48.7% month-over-

month from August to September and 237.2%

month-over-month from July to August. Total

Ethereum transaction fees paid to miners are on pace

to be $491 million in 2020, 14.1x the total paid in

2019.

INDUSTRY INSIGHTS
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DATA POINT 9/30/2020 8/31/2020 DELTA

BGCI 476.66 558.82 -14.70%

BITCOIN $10721.92 $11731.42 -8.61%

ETHEREUM $355.75 $438.16 -18.81%

XRP $0.2395 $0.2822 -15.13%

EOS $2.56 $3.2533 -21.06%

Bitcoin Cash $225.99 $274.66 -18.36%

Litecoin $45.95 $61.36 -25.12%

Total Market Cap $343.99 BN $361.76 BN

The ECB’s High-Level Task Force on Central Bank

Digital Currencies published a “Report on a Digital

Euro”, spelling out the shape of a future Digital

Euro. A Digital Euro would “contribute to [the

Euro’s] strategic autonomy by providing an

alternative to foreign payment providers for fast

and efficient payments in Europe and beyond.” The

ECB, however, refuses to be the first-mover, opting

x

to wait until necessity forces its hand. The ECB says

that it will wait until mid-2021 to decide whether to

launch a digital euro project. By that time China’s

PBoC will likely have issued its digital currency.

PBoC Deputy Governor Fan Yifei said at the Sibos

2020 conference that 3.13 million pilot transactions

totaling 1.1 billion Yuan (~$162 million) had been

conducted in China’s new digital currency.
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The information (Information) contained herein must be kept strictly confidential and
may not be reproduced or redistributed in whole or in part, in any format, without the
express written approval of Galaxy Digital Capital Management LP (GDCM). By accepting
this document, you acknowledge and agree that all of the Information contained in this
document is proprietary to GDCM and will be kept strictly confidential by you.

The Information is being provided to you solely for informational purposes about GDCM,
the Galaxy Crypto Index Master Fund LP and the Galaxy Bitcoin Funds (collectively, the
Fund), and may not be used or relied on for any purpose (including, without limitation,
as legal, tax or investment advice) without the express written approval of GDCM. The
Information is not an offer to buy or sell, nor is it a solicitation of an offer to buy or sell,
interests in the Fund or any advisory services or any other security or to participate in
any advisory services or trading strategy. If any offer and sale of securities is made, it will
be pursuant to the confidential offering memorandum of the Fund (the Offering
Memorandum). Any decision to make an investment in the Fund should be made after
reviewing such Offering Memorandum, conducting such investigations as the investor
deems necessary and consulting the investor’s own investment, legal, accounting and tax
advisors in order to make an independent determination of the suitability and
consequences of an investment. Except where otherwise indicated, the Information is
based on matters as they exist as of the date of preparation and not as of any future date,
and will not be updated or otherwise revised to reflect information that subsequently
becomes available, or circumstances existing or changes occurring after the date hereof.

Investing in financial markets involves a substantial degree of risk. There can be no
assurance that the investment objectives described herein will be achieved. Any
investment in the Fund may result in a loss of the entire amount invested. Investment
losses may occur, and investors could lose some or all of their investment. No guarantee or
representation is made that GDCM’s investment strategy, including, without limitation, its
business and investment objectives, diversification strategies or risk monitoring
goals, will be successful, and investment results may vary substantially over time.
Nothing herein is intended to imply that the GDCM’s investment methodology may be
considered “conservative”, “safe”, “risk free”, or “risk averse.” Neither historical returns
nor economic, market or other performance is an indication of future results. Investment
in the Fund is different from the Bloomberg Galaxy Crypto Index. The performance of the
Fund will vary from the performance of the Bloomberg Galaxy Crypto Index.

Market index information shown herein, such as that of the Bloomberg Galaxy Crypto
Index, is included to show relative market performance for the periods indicated and not
as standards of comparison, since these are unmanaged, broadly based indices which
differ in numerous respects from the portfolio composition of the Fund. Market index
information was compiled from sources that GDCM believes to be reliable. No
representation or guarantee is made hereby with respect to the accuracy or completeness
of such data. The information contained herein is provided for informational purposes
only, is not complete, and does not contain certain material information about the Fund,
including important disclosures and risk factors associated with an investment in the
Fund, and is subject to change without notice. This document is not intended to be, nor
should it be construed or used as an offer to sell, or a solicitation of any offer to buy, shares
or limited partnership interests in the Fund. Securities transactions are effected through
Galaxy Digital Partners LLC, a member of FINRA and SIPC.

Certain statements reflect GDCM’s views, estimates, opinions or predictions (which may
be based on proprietary models and assumptions, including, in particular, GDCM’s views
on the current and future market for digital assets), and there is no guarantee that these
views, estimates, opinions or predictions are currently accurate or that they will be
ultimately realized. To the extent these assumptions or models are not correct or
xxxxxxxxx

DISCLAIMERS
Sources: ECB High-Level Task force on Central Bank Digital Currencies, South China 
Morning Post, Cambridge University, The Block, Etherscan

circumstances change, the actual performance of GDCM and the BGCI may vary
substantially from, and be less than, the estimated performance. None of GDCM, the
Fund nor any of their respective affiliates, shareholders, partners, members, directors,
officers, management, employees or representatives makes any representation or
warranty, express or implied, as to the accuracy or completeness of any of the
Information or any other information (whether communicated in written or oral form)
transmitted or made available to you. Each of the aforementioned parties expressly
disclaims any and all liability relating to or resulting from the use of the Information or
such other information. GDCM does not provide tax, accounting or legal advice.
Notwithstanding anything to the contrary, each recipient of this Information, and each
employee, representative or other agent of such recipient may disclose to any and all
persons, without limitation of any kind, the U.S. income and franchise tax treatment and
the U.S. income and franchise tax structure of the transactions contemplated hereby and
all materials of any kind (including opinions or other tax analyses) that are provided to
such recipient relating to such tax treatment and tax structure insofar as such treatment
and/or structure relates to a U.S. income or franchise tax strategy provided to such
recipient by GDCM.

Certain information contained herein constitutes forward-looking statements, which can
be identified by the use of terms such as “may”, “will”, “should”, “expect”, “anticipate”,
“project”, “estimate”, “intend”, “continue” or “believe” (or the negatives thereof ) or other
variations thereof. Due to various risks and uncertainties, including those discussed
above, actual events or results, the ultimate business or activities of GDCM or the Fund or
the actual performance of GDCM or the Fund may differ materially from those reflected
or contemplated in such forward-looking statements. As a result, investors should not
rely on such forward-looking statements in making their investment decisions. None of
the Information has been filed with the U.S. Securities and Exchange Commission, any
securities administrator under any state securities laws or any other governmental or self-
regulatory authority. No governmental authority has opined on the merits of the offering
of any securities by the Fund, or the adequacy of the information contained herein. Any
representation to the contrary is a criminal offense in the United States.

Certain information contained herein (including financial information) has been obtained
from published and non-published sources. Such information has not been independently
verified by GDCM, and GDCM does not assume responsibility for the accuracy of such
information. Affiliates of GDCM own investments in some of the digital assets, protocols
and companies discussed in this newsletter.

BLOOMBERG is a trademark or service mark of Bloomberg Finance L.P. GALAXY is a
trademark of GDCM. Bloomberg Finance L.P. and its affiliates (collectively, Bloomberg)
are not affiliated with GDCM, the Fund and their respective affiliates (collectively,
Galaxy). Bloomberg’s association with Galaxy is to act as the administrator and
calculation agent of the Index, which is the property of Bloomberg. Neither Bloomberg
nor Galaxy guarantee the timeliness, accurateness, or completeness of any data or
information relating to the Index or results to be obtained. Neither Bloomberg nor Galaxy
make any warranty, express or implied, as to the Index, any data or values relating
thereto or any financial product or instrument linked to, using as a component thereof or
based on the Index (Products) or results to be obtained therefrom, and expressly
disclaims all warranties of merchantability and fitness for a particular purpose with
respect thereto. To the maximum extent allowed by law, Bloomberg, Galaxy and its or
their licensors, and its and their respective employees, contractors, agents, suppliers, and
vendors shall have no liability or responsibility whatsoever for any injury or damages—
whether direct, indirect, consequential, incidental, punitive, or otherwise—arising in
connection with the Index, any data or values relating thereto or any Products—whether
arising from their negligence or otherwise.
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