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Institutions are defining the new bull market and investors are climbing the old wall of worry.
Troubling signs of speculative excess in DeFi? There’s a push out the risk spectrum to be sure
— a healthy endorsement of development more than a warning shot.

market notes: New Bull Market, Old Wall of Worry
02/23/24 — Marcel Kasumovich, Deputy CIO, Coinbase Asset Management

1. Markets aren’t wrong, opinions are. Acting on opinions, investors are forced to adjust to market
realities. George Soros famously quipped “I’'m only rich because | know when I’'m wrong.”
Better, faster, cheaper — that’s the promise of crypto technologies entering the mainstream
driving positive investor opinion. But the internet of money has yet to receive widespread
acceptance of the internet — in payments infrastructure are of the opinion that “the fair
value of bitcoin is still zero.”

2. If you wait for price to decide on an opinion, you’ve almost surely waited too long. Engage in the
details. That’s where opinions are tested, long before price. Regulated incubators are built
precisely for that purpose. It led the Hong Kong Monetary Authority to provide on the
tokenization of real world assets. It also encouraged by larger organizations like the
United Nations, who have been testing crypto rails for more than five years. It works.

3. Yet, investors are prone to fighting yesterday’s war. The brutality of the 2022 downturn leaves
investors more often asking what could go wrong. Are the early-warning indicators of excesses
ignored in the previous cycle percolating? Focus on simple themes. The last cycle was about
“killers” — Bitcoin being displaced by Ethereum, Ethereum to be displaced by more efficient layer
ones. The theme now is attentive to “lovers” — building on durable, resilient layers.

4. Ethereum’s transition to proof-of-stake solidified its role as a center of gravity. Executed in a
bear market, there were fears of a rush for the exits from staked assets that gained access to
liquidity. The reality was the polar opposite. A rush of drove yields down to 3.4%
from 5.2% with 25% of Ethereum locked to provide validation services. Rather than a lengthy
exit queue, those looking to stake ETH were the ones checking their watches with a peak wait
time of 45 days.

5. Strong demand for staking ether is a step to its realization as the “reserve currency” in the
Ethereum ecosystem. Take decentralized finance. The top application is Lido, a tool that
facilitates staking on Ethereum. There is nearly in locked value, with every financial
detail available for investors to assess in real time. Of the top ten applications, only one isn’t
compatible with Ethereum — JustLend, dominated by lending for the Tether stablecoin.

6. Decentralized applications are also seizing the Ethereum opportunity. If investors are committed
to holding ether as a reserve asset, why not utilize the capital as collateral to move out the risk
spectrum and enhance returns? The magic of decentralized platforms is that such innovations

COINBASE ASSET MANAGEMENT
2200 Atlantic Street, Suite 320, Stamford, CT 06902, NFA ID: 0535413
Private and Confidential: Any unauthorized use, distribution, modification, forwarding, copying or disclosure is strictly prohibited


https://www.ecb.europa.eu/press/blog/date/2024/html/ecb.blog20240222~0929f86e23.en.html
https://www.hkma.gov.hk/media/eng/doc/key-information/guidelines-and-circular/2024/20240220e2.pdf
https://www.cryptoaltruism.org/blog/four-ways-the-united-nations-has-embraced-blockchain-and-cryptocurrency
https://www.validatorqueue.com/
https://dune.com/lido/lido-morning-coffee-dashboard
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are explored without committees and centralized planning. An opportunity presents itself —it’s
pursued. And new protocols are making it easier to utilize dormant collateral to build on
Ethereum.

Take EigenlLayer — or “your own” layer. It's a protocol designed for . Building on
Ethereum can be costly given the capital required for staking and the like. EigenlLayer offers
investors the opportunity to let developers utilize their staked ether collateral. It’s a cost-
effective capital rental to those building on Ethereum. Demand is strong. Though only on testnet
for less than a year, EigenLayer has surged to the fourth largest DeFi application measured in
locked value.

The excitement around EigenLayer has spurred broader interest in valuation climbs for other
restaking protocols. Yields of in Pendle Finance harkens back to a period of
unsustainable yield farming. And doesn't like it. Applications not native to the Ethereum
ecosystem are leveraging its security. It caters to lower-risk use cases only, where those
restaking must absorb any application failures. It leaves investors climbing the wall of worry.

Vitalik’s message is simple enough — when rebuilding the financial system, don’t repeat the
same mistakes. Market downturns are a brutal redistribution of wealth and loss. Patient
providers of capital are rewarded and excessive leverage is penalized. Ether’s role as a reserve
asset means investors will hunt for ways of utilizing that dear collateral more effectively. That
invariably is a move out the risk spectrum. And it needs to be conducted with a buyer-beware
mindset. No bailouts.

Share opinions. Question everything. Doubt convention. These are all healthy traits for any
investor. The fear of repeating the boom-bust of the previous cycle is a natural concern. But we
are too early in the cycle for DeFi to be flashing broader risk of excessive speculation. Au
contraire, the first signs of moderation in bullish momentum have option markets leaning to
defensive, downside protection. It’s a new bull market climbing the old wall of worry.
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https://consensys.io/blog/eigenlayer-a-restaking-primitive
https://defillama.com/yields
https://www.bankless.com/vitaliks-warning-and-eigenlayers-promise
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Figure 1: DeFi Then and Now — Lower Risk Profile
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Disclaimer

This communication, including any attachments, is intended only for the use
of the addressee and may contain information that is confidential or otherwise
protected from disclosure. Any unauthorized use, distribution, modification,
forwarding, copying or disclosure is strictly prohibited. If you have received this
communication in error, please delete this message, including any
attachments, and notify the sender immediately. The information and any
disclosures provided herein do not constitute a solicitation or offer to purchase
any security or other financial product or investment and is not intended as
investment, tax, or legal advice. Unless otherwise noted, all information is
estimated, unaudited and may be subject to revision without notice. Past
results are not indicative of future results.

This Presentation may contain statements of opinion, including but not limited
to, Coinbase AM’s analysis and views with respect to: digital assets, projected
inflation, macroeconomic policy, the market adoption of digital assets, and the
market in general. Statements of opinion herein have been formulated using
Coinbase AM'’s experience, research, and/or analysis, however, such
statements also contain elements of subjectivity and are often subjective in
nature. In addition, when conducting the analyses on which it bases
statements of opinion, Coinbase AM will incorporate assumptions, which in
some cases may be shown to be inaccurate in the future, including in certain
material respects. Nothing in this video presentation represents a guarantee
of any future outcome. Information provided reflects Coinbase AM’s views as
of the date of this video presentation and are subject to change without notice.
Coinbase AM is under no obligation to update this Video Presentation, notify
any recipients, or re-publish the content contained herein in the event that any
factual assertions, assumptions, forward-looking statements, or opinions are
subsequently shown to be inaccurate.

This communication may contain statements of opinion, including but not
limited to, the author’s analysis and views with respect to: digital assets,
projected inflation, macroeconomic policy, and the market in general.
Statements of opinion herein have been formulated using the author’s
experience, research, and/or analysis, however, such statements also contain
elements of subjectivity and are often subjective in nature. In addition, when
conducting the analyses on which it bases statements of opinion, the author(s)
will incorporate assumptions, which in some cases may be shown to be
inaccurate in the future, including in certain material respects. Nothing in this
presentation represents a guarantee of any future outcome. The author(s) are
under no obligation to update this document, notify any recipients, or re-
publish the content contained herein in the event that any factual assertions,
assumptions, forward-looking statements, or opinions are subsequently
shown to be inaccurate.

Coinbase Asset Management manages strategies that employ the use of ETH
staking. Liquid staking involves risk, including but not limited to network
congestion, concentrated validator risk, and the possibility of regulatory risk.
All such factors may have an impact on the liquidity of staked assets.

Certain information contained in this Communication constitutes "forward-
looking statements," which can be identified by the use of forward-looking
terminology such as "may", "will", "should", "expect", "anticipate", "target",
"project", "estimate", "intend", "continue" or "believe" or the negatives
thereof or other variations thereon or comparable terminology. Forward-
looking statements made in this communication are based on current
expectations, speak only as of the date of this communication, as the case may
be, and are susceptible to a number of risks, uncertainties and other factors.
Assumptions relating to the foregoing involve judgments with respect to,
among other things, projected inflation, the regulation of digital assets and
macroeconomic policy, all of which are difficult or impossible to predict
accurately and many of which are beyond our control. In light of the significant
uncertainties inherent in the forward-looking statements included herein, the
inclusion of such information should not be regarded as a representation to
future results or that the objectives and plans expressed or implied by such
forward-looking statements will be achieved.

Certain information contained herein may have been obtained from third
party sources and such information has not been independently verified by the
author(s). References herein to third parties are for illustrative purposes and
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are not an endorsement or recommendation for products or services. No
representation, warranty, or undertaking, expressed or implied, is given to the
accuracy or completeness of such information. While such sources are
believed to be reliable, the author(s) do not assume any responsibility for the
accuracy or completeness of such information.

The information and any disclosures provided herein do not constitute a
solicitation or offer to purchase any security or other financial product or
investment and is not intended as investment, tax, or legal advice. Unless
otherwise noted, all information is estimated, unaudited and may be subject
to revision without notice. Past results are not indicative of future results.
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