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Crypto assets are up a lot despite weak global equity markets. Our Trend Strategy and the
infrastructure built around it was resilient to the correlation break. Even the grumpy trader grinned.
Onward.

market notes: The grumpy trader...in a rising market.
10/27/23 - Marcel Kasumovich, Deputy CIO, Coinbase Asset Management

1. “You are really going to love this.” Sarah printed me an academic on how moods influence
decisions. Happy people are more optimistic, and sad folks pessimistic, in making decisions
around the same events with the same uncertainty. It was published in 1992 — Sarah isn’t one to
chase fads, hunting for ways to imprint her quantitative mind to systematic portfolios. And
knows her team well enough to fire them up.

2. Self-evident, you may surmise. | thought the same initially. But like any great work, it’s the
subtlety that matters. Decision-makers are largely unaware of their mood bias, and their
decisions can have a material impact on outcomes. It’s not that happy people make positive
outcomes more likely, either. Au contraire. The unsuspecting optimist may inappropriately
reduce the complexity of a problem to align with their bias, ease the burden of their decision.

3. Who cares? Well, cognitive bias is at the core of financial market behavior. Biases define boom-
bust cycles. Rational discourse is replaced by irrational exuberance for long periods. The best
guantitative strategies find ways to account for these experiences, integrating them into risk
management. Quantifying them in a systematic manner builds a process that lessens the role of
our moods. It’s the perfect tool for the grumpy trader.

4. What does this have to do with today’s markets? Nothing, and everything all at once. We have
worked tirelessly on building natively digital infrastructure to allow for active trading, index
rebalancing, and credit. It’s a different beast than traditional markets — there is no centralized
intermediary intervening to smooth markets nor are there circuit-breakers to give traders time
to breathe. Fast-moving markets put that infrastructure to the test. Like the past weekend.

5. What did we learn? It works.

6. Our Monday morning meetings focus on market updates. Like a jazz ensemble, there is just
enough structure to know who’s playing next, but the audience is never quite sure what tune. It
was a busy weekend for Sarah’s systematic Digital Trend Strategy. Heading into last weekend,
the model was nibbling on long exposure. By Monday morning, the strategy had a very different
appetite. Low conviction was long gone, replaced over the weekend by a clear risk appetite to
be long. It's a “go-with” trend.

7. Such is a day-in-the-life of crypto asset markets. The infrastructure must be flexible enough to
capture the cadence of the market — any time and any place. Sarah patiently explained how it
works, walking the team through each step. Her trading bot alerts the team to when the model
is readying to trade, and a human touch is used to ensure everything is executed as it should.
Data on every last detail is available at her fingertips.
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https://www.sciencedirect.com/science/article/abs/pii/074959789290039A

10.

11.
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Is it worth it? Think about it two ways. The first is narrow — the value added from trading
weekends. Figure 1 shows the difference between active trading versus not trading last
weekend — the gap was ~100 basis points, a substantial capture of bitcoin’s rise. The second is
broad — a holistic evaluation, not history, is the right judge. Trading in counter-trend moves is
critical to risk management and can be orders of magnitude greater than last weekend’s move.
The infrastructure can’t fail you then.

All of this is interesting in the context of the recent move in markets, centered on

around a US Bitcoin spot ETF. To be sure, the ETF is symbolic of the pent-up demand from
traditional investors to enter crypto markets. But it’s also not ideal. Own bitcoin directly and you
can decide whether or not to trade any time, any place. Own the spot ETF and you are long a
note subject to the limitations of traditional markets. The ETF is merely a gateway, a transition
to onchain asset management.

There is also an interesting twist in cross-market correlations. Weekend events can bring activity
trapped by untradeable traditional markets onto crypto rails. What might that look like? This is
where cognitive biases really muddy the waters. Experts like IMF economists argue that of
crypto asset volatility can be explained by a single factor, dominated by equity markets. You
wouldn’t know it in the past week, with crypto asset markets rising double-digits and global
equity markets under downward pressure.

There's always more to the story. Right when you think you have identified stable market
relationships, correlations shift to teach you the lesson. Higher US real yields aren’t generating a
rapid rise in the US dollar nor a decline in commodity markets as would typically be the case.
Banks are again strained despite low unemployment. The grumpy trader sees more work to be
done and wants to find ways of accounting for biases in trading, taking moods out of the
equation. Because building never stops.
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https://www.forbes.com/sites/digital-assets/2023/10/24/blackrocks-imminent-spot-bitcoin-etf-approval-fuels-market-optimism/?sh=5b72d57d101d
https://www.forbes.com/sites/digital-assets/2023/10/24/blackrocks-imminent-spot-bitcoin-etf-approval-fuels-market-optimism/?sh=5b72d57d101d
https://www.imf.org/en/Publications/WP/Issues/2023/08/04/The-Crypto-Cycle-and-US-Monetary-Policy-534834
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Figure 1 — To Trade or Not to Trade? Trend Strategy, Weekend Warrior
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Source: Coinbase Asset Management. Coinbase Digital Trend Performance from 10/20/2023 UTC to 10/23/2023 UTC. The estimated difference
due to weekend trading should be viewed as the value-add net of fees. !

Coinbase Digital Trend performance herein reflects daily net returns from trading a live portfolio based on returns net of trading costs, funding
costs, 1.5% management fee, and 20% performance fee. *Our investment universe is dynamic, drawn from the top 50 coins that meet our
institutional market, liquidity and regulatory filters. Past performance is not indicative of future returns. Please note that past performance is
not a guarantee of any future returns. Virtual currency products are highly volatile instruments with unique risk factors.
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Disclaimer:

The information contained within this presentation is confidential,
cannot be distributed without the consent of COINBASE ASSET
MANAGEMENT, LLC (Coinbase AM), and is intended solely for use by
accredited investors and qualified eligible persons. This information
is not a solicitation for investment, is not comprehensive, and is
qualified by (and if contradictory with the offering documents,
superseded by) the relevant offering documents. This presentation
is not an offer to sell or a solicitation of an offer to buy any securities
and may not be relied upon in connection with the purchase or sale
of any security. Any such offer would only be made by means of
offering documents.

Please note that the Information is being provided to you because
we believe (based on statements and other indications you have
provided) that (i) you have sufficient knowledge, experience and
professional advice to understand and to make your own
independent evaluation of the merits, risks and suitability of making
an investment of these types, (ii) you are not relying on Coinbase AM
for information, advice or recommendations of any sort, except
factual information, about the terms of any proposed investment,
and (iii) you have sufficient financial wherewithal to accept the risks
of the transaction. In connection with the transaction described,
Coinbase AM will be acting for their own accounts and that of the
funds it advises respectively and will not owe any fiduciary duties to
you as an investor or prospective investor.

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.

The preceding communication should not be construed as any tax,
accounting, legal or regulatory advice to you and you should satisfy
yourself in this regard and ensure that you consult with appropriate
advisors to assist in understanding the transactions contemplated by
this communication.

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,
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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.

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.

Investments in Virtual Currencies, Virtual Currency Derivatives, or
Digital Assets are speculative and have unique risks including but not
limited to, (i) that they are not legal tender in the United States and
as such the value is based on the agreement of the parties in the
transaction, (ii) the price of a virtual currency is based on the
perceived value of the virtual currency and subject to changes in
sentiment, which make these products highly volatile potentially
subject to rapid and substantial price movements which could result
in significant losses, (iii) the lack of a centralized pricing source poses
valuation challenges for market participants trying to exit a position,
particularly during periods of stress, (iv) a cybersecurity event which
could result in a substantial, immediate, and irreversible loss for
market participants that trade virtual currencies, (v) virtual currency
balances are generally maintained as an address on the blockchain
and are accessed through private keys, which may be held by a
market participant or a custodian, (vi) the lack of regulatory
oversight creates a risk that a virtual currency exchange may not hold
sufficient virtual currencies and funds to satisfy its obligations and
that such deficiency may not be easily identified or discovered
resulting in significant losses, (vii) currently virtual currencies face an
uncertain regulatory landscape in the United States and many
foreign jurisdictions and laws, these changing regulations or
directives may impact the price of virtual currencies, (viii) the new
and rapidly evolving technology underlying virtual currencies could
also have adverse implications for investors, (ix) many virtual
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currencies allow market participants to introduce fees which may
not be defined or known adding to the cost on a pass through basis
to investors.

Coinbase AM is a Registered Investment Adviser and Commaodity
Pool Operator. Registration with the SEC and the CFTC, and
membership with the NFA in no way imply a certain level of skill or
expertise or that any of the SEC, CFTC, NFA, or DOL have endorsed
Coinbase AM.

COINBASE ASSET MANAGEMENT, LLC (COINBASE AM) IS A
MEMBER OF NFA AND IS SUBJECT TO NFA'S REGULATORY
OVERSIGHT AND EXAMINATIONS. COINBASE ASSET
MANAGEMENT, LLC HAS ENGAGED OR MAY ENGAGE IN
UNDERLYING OR SPOT VIRTUAL CURRENCY TRANSACTIONS IN A
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ASSET MANAGEMENT, LLC AND ITS COMMODITY POOL OR
MANAGED ACCOUNT PROGRAM, YOU SHOULD BE AWARE THAT
NFA DOES NOT HAVE REGULATORY OVERSIGHT AUTHORITY FOR
UNDERLYING OR SPOT MARKET VIRTUAL CURRENCY PRODUCTS OR
TRANSACTIONS OR VIRTUAL CURRENCY EXCHANGES, CUSTODIANS
OR MARKETS. YOU SHOULD ALSO BE AWARE THAT GIVEN CERTAIN
MATERIAL CHARACTERISTICS OF THESE PRODUCTS, INCLUDING
LACK OF A CENTRALIZED PRICING SOURCE AND THE OPAQUE
NATURE OF THE VIRTUAL CURRENCY MARKET, THERE CURRENTLY
IS NO SOUND OR ACCEPTABLE PRACTICE FOR NFATO ADEQUATELY
VERIFY THE OWNERSHIP AND CONTROL OF A VIRTUAL CURRENCY
OR THE VALUATION ATTRIBUTED TO A VIRTUAL CURRENCY BY
COINBASE ASSET MANAGEMENT, LLC (COINBASE AM).
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