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Recession risks are pushing to the front of the line again. Policy can respond swiftly to lessen
the risk. It’s an inflationary recession. Time to weather-proof your wallet.

Figure 1: Lessons of the 1970s — Gold, Stocks and Prices
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1. A pinch of paranoia is an essential ingredient in the risk management toolkit as markets
hunt to humiliate hubris. Investors are tasked with monetizing megatrends. Macro risks
are seen as a nuisance for growth-focused investment styles. But macro risks can and do
derail poorly executed great ideas. So, recession odds should always be in the back of
investors’ minds.

2. Our is built to bark when the risks of recession rise. Currently, it shows a
rare mix of a recessionary economy and overheated prices. Woof, woof. This isn’t driven
by a single factor like crude oil as in the past. Demand is being rationed by persistent
inflation. When real interest rates were low, the private sector could borrow to smooth
higher prices. But with higher real rates now, demand is contracting and economic
nowcasts are falling sharply. Recession risk is rising.
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Crypto hasn’t lived through many cycles, so there’s no benchmark for how it will
respond. There was the 2020 downturn and the near-miss recession after rapid rate
hikes in 2022. The latter was far more damaging to crypto markets than the former.
Why? Policy proactively eased to avoid a lasting downturn in 2020. When real rates
were being reset higher, the flush of leverage led to a correlated decline in stocks,
bonds, commodities, and crypto. Today is more like 2020 than 2022.

Excess leverage was the story in 2022, and it prevailed across assets. That’s what drove
correlations—not structural factors. Now, rising real rates have curbed excessive risk-
taking. Take crypto credit markets. Bitcoin mining saw a surge in rigs, a halving of
rewards, and, since March, sideways prices. Miners are now in .It'sarare
event that signals that the market is resetting, a positive indicator for future bitcoin
prices.

Last year’s hiccup in the banking sector leans more to the 2020 lessons. The March 2023
crisis was short-lived and, well, hardly a “crisis.” Crawl, walk, and (bank) run happened
in a short few days. Crypto assets were the first responders, dropping by due to
banking uncertainty yet fully recovering within two days. Disaster was averted with
policy intervention, and investors flocked to assets like gold and bitcoin. This is the
playbook today.

Policy rates have room to ease just by virtue of being than they have been for a
long time. Don’t ask whether it is the right thing to do—investors don’t get paid to make
that decision. Policy rarely seeks recession. Inflation has fallen sharply from its highs,
and the risk of a downturn will raise confidence that pricing pressure will further ease.
So recession risks may be rising, policy stands prepared to respond. The response is
more relevant than the risk.

Bonds were the perfect antidote for rising macro risks in the past, when real rates were
high and inflation was falling. Bond prices rose sharply in the recession and didn’t fall
much in expansions, greatly improving portfolio characteristics. That’s not the case in an
inflationary recession with rising geopolitical risks. World central banks are sending an
important signal—not only at a record pace at the expense of bonds, but
also gold to domestic vaults.

How does crypto perform in an inflationary recession? An all-weather asset akin to gold.
In the 1970s, gold's value rose more than tenfold (Figure 1). Despite painful recessions

in the 1970s, where gold fell almost , like in 1974, the asset provided protection that
traditional ones couldn’t. The S&P 500 remained largely unchanged in the decade, but a
massive real devaluation given the in consumer prices. Gold enhanced buying

power for the next cycle.
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9. Investors are always seeking all-weather assets to protect against macro risks and let
them survive growth risks germain to their portfolios. Bitcoin miners, option markets,
dominance of large protocols, and the availability of leverage are all signaling a
disciplined cycle, not a hype cycle. Real rates have room to decline as macro risks rise
despite sticky inflation, echoing the 1970s. Commodities—including core crypto assets—
are part of the all-weather wallet.
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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.

coinbase ﬁ% MANAGEMENT

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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