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24/7/365. Bitcoin perfected it. Ethereum leveraged it for smart contract applications. And
global financial players are now testing it. Trust the math...and the hype.

market notes: Where Are “Real” Transactions? Trust the Hype
5/10/24 - Marcel Kasumovich, Deputy CIO, Coinbase Asset Management

1. The wow factor: Bitcoin has processed more than transactions and enjoys
uptime. Its success walks the thin emotional line between love and hate. The
focused attention from industrialists, financiers, lawmakers, and regulators speaks to
the rising relevance of crypto technologies, despite the love-hate relationship. Ironically,
there’s a race to harness the properties behind Bitcoin’s value proposition that many
profess to despise. The future of finance is onchain.

2. Eighteen months into this bull cycle, the performance of cryptocurrencies differs
significantly from past cycles. The unique features put a spotlight on how investors see
their future utility. Meme coins are experiencing yet another surge in popularity. But the
combined crypto market share of Bitcoin and Ethereum has increased to , unlike
declines in previous bullish cycles. The market is shifting focus from competing with
these leaders to building value within them.

3. How do investors distinguish between those leaders? Crypto fundamentals paint a clear
picture. Take our Digital Pulse and the performance of its “velocity” factor — the rate of
token turnover. Bitcoin scores zero, indicating that holders are, well, “hodling” —
retaining their investments longer term. In reverse, Ethereum scores a high 65. It speaks
to increasingly-entrenched investor sentiment — Bitcoin is seen as the digital equivalent
of gold and Ethereum as oil.

4. Various data reinforce this message. There is of value locked in the Ethereum
protocol, far greater than the next largest at . Fees paid for Ethereum services
are tracking over annualized this year alone, dwarfing other protocols and
startups. Success is an inviting self-reinforcing mechanism, too. Ethereum's ecosystem
has more than , working on upgrades that aim to widen its lead.

5. But the activity on Ethereum in this cycle is also narrow, leaving it ripe for disruption. Of
the top ten tools built on Ethereum, are tied to services employed to validate
Ethereum transactions — Lido “staking” at $28 billion and EigenlLayer “re-staking” at $15
billion. These are hardly the killer applications that will capture user imagination. If
anything, Lido demonstrates a tendency for users to migrate to centralized services,
with a market share.

6. So, where are the “real” transactions? New protocols have to prove themselves before
the big financial players engage. And they are engaging. Walmart, IBM, JP Morgan,

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 pro hibited


https://www.gadgets360.com/cryptocurrency/news/bitcoin-one-billion-transactions-milestone-satoshi-nakamoto-5608721
https://bitcoinuptime.com/
https://coinmarketcap.com/charts/#bitcoin-dominance
https://defillama.com/chain/Ethereum
https://defillama.com/chain/Tron
https://defillama.com/chain/Ethereum?revenue=false&volume=false&tvl=false&fees=true
https://www.developerreport.com/
https://defillama.com/chain/Ethereum
https://dune.com/hildobby/eth2-staking
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Blackrock, Swift, the are all testing or deploying
Ethereum for blockchain solutions, either directly or indirectly, through permissioned
layers that are rebranded like JP Morgan’s . As the opportunities grow, so too does

Ethereum’s competition.

For one, past Bitcoin upgrades are bearing fruit, opening the door to multi-asset activity
that would compete directly. Taproot Assets, built by Lightning Labs, did its

transaction this month. The introduction of Bitcoin-based stablecoin is also

It’s a critical reminder to those building blockchain solutions — crypto is dynamic and
their “ " base-layer tokens like Bitcoin act as a future reserve asset for the
digital economy.

Existing financial intermediaries are also testing real-world asset and cross-border
currency payments with a shared blockchain. This approach competes with
decentralized tools. The will work on a feasibility trial
across to bring 24/7/365 settlement to payments and assets. Of course,
the emergence of these trials validates the value proposition of crypto — the evolution
started with Bitcoin, after all.

The competitive friction across public and private blockchains is unlikely to be winner-
takes-all. Like the excitement about real-world assets migrating onchain, and the
dynamism of smart contracts, so too will identity and parametric policy move to smart
contract solutions. Naturally, policymakers will seek permissioned guardrails. But there
is also an inherent legacy disadvantage. The banking system is plagued with unresolved
stability issues dating back to 2008.

Financial stability is about balance sheets. They are infinitely lived, a cumulative history
of good and bad decisions. Central banks are confronting great tension in their policy
objectives. Keep rates too low and risk inflation, too high and risk instability. This
tension constrains the ability for legacy operators to innovate, periodically distracted by
intense instability like 2023. It gives the advantage to innovators in permissionless
finance. It keeps progressing — guard rails and all.
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https://medium.com/coinmonks/bis-exploring-ethereums-automated-market-makers-for-cross-border-payments-1d01f48b3672
https://boostylabs.com/blockchain/onyx
https://twitter.com/lightning/status/1786046183909044557
https://www.tradingview.com/news/cointelegraph:88c5235ea094b:0-stablecoins-on-bitcoin-coming-soon-suggests-lightning-labs-ceo/
https://finance.yahoo.com/news/jamie-dimon-tells-davos-bitcoin-172918767.html?guccounter=1
https://assets.ey.com/content/dam/ey-sites/ey-com/en_uk/topics/payments/ey-regulated-liability-network-strategic-roadmap.pdf
https://www.ledgerinsights.com/us-dlt-settlement-trials-citi-jp-morgan-in-sifma-coordinated/
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Figure 1: Real World Assets — Active Loans Onchain (MN USD)
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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 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.

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.

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.
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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 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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