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Bottom Line: Make banks boring again – that’s the promise of banks built on digital rails. 
Digital currencies are a disruptor to antiquated business models, not a threat to sovereigns. An 

unintended consequence of today’s banking crisis? Proving the case for narrow digital 
banking.  

 
 

market notes:  Make Banking Boring Again 
3/31/23 - Marcel Kasumovich – Coinbase Asset Management 

  
1. An audience will only care about your idea if presented with compelling context. It took 

me years to understand this point. I was determined to escape a small town and 
academics was the only road out. I wrote an undergraduate thesis on the non-linearities 
between stock market prices and takeover rumors with data collected by the WSJ Heard 
on the Street column…by microfiche. It was crazy enough in ambition that I got 
interviews.  
 

2. Interviews? I bombed. It’s not that I didn’t have a story; I wasn’t proud of it. I worked two 
jobs to buy a car as a kid, ran a microbrewery to pay for college, and grew up in Fruitland. 
Despite no pedigree, I got a “real” job. I wrote things nearly thirty years ago that I couldn’t 
hope to replicate today. What stuck? Work with a great story. Credit crunches, monetary 
inflation, pointless FX intervention, and especially crises. “Crisis” and “shock” are used 
interchangeably in policy circles. Oddly. It’s not a shock if it keeps happening. 
 

3. So why is it always a “shock?” Balance sheets. It’s the blind spot of most analysts, 
economists, and even risk officers. Mistakes on balance sheets build gradually without a 
sense of urgency. Mistakes can be glossed over – as they have. Every crisis in the past 
thirty years has been met with lower lows in policy rates and central bank balance sheet 
expansion when rate cuts weren’t enough. Markets demand deleveraging in crises. But 
deleveraging has been suppressed. Instead, leverage has been redirected to sovereign 
balance sheets.  
 

4. That’s not a solution. It plants the seeds of the next “shock”. Welcome to the 2023 
banking crisis. This is not an individual bank problem. Somebody had to be first, and 
Silicon Valley Bank (SVB) drew the weakest-link straw. Unmarked losses on US bank 
balance sheets nearly equal core capital of the bank system. But the challenge is not 
complex. Banks can’t pay market rates on deposits without large losses. So, deposit 
rates are kept low, and deposits leave banks for more attractive alternatives. 
 

5. How will this crisis proceed? Hope for a whimper, prepare for a bang. The IMF built a 
database covering over 100 countries and five decades (Figures 1 & 2). Of the 16 macro 
factors, the most common during banking crises are deposit runs (62%), currency crisis 
(55%), and large current account deficits (4% of GDP). What doesn’t matter is notable. 
Inflation is generally low at 1.4% on average, only 30% of crises are preceded by a credit 

https://www.nber.org/system/files/working_papers/w31048/w31048.pdf
https://www.imf.org/external/pubs/ft/wp/2008/wp08224.pdf
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boom, and government debt-to-GDP ratios are low at 46%. The macro message is never 
to let your guard down.  
 

6. The micro side is where the value of the data really shines. Large-scale government 
intervention occurs in 86% of the cases and at a substantial fiscal cost of 13% of GDP on 
average. Bank recapitalizations (76% of the time), emergency liquidity support (71%), 
regulatory forbearance like letting delinquent banks operate (67%), and nationalization 
(57%) are the most customary micro features of a banking crisis. The distinction 
between rich and poor countries is only notable in the need for IMF support, which 
occurs with 52% of countries. 
 

7. US banks are a special case given USD is the epicenter of global finance. Stakes are 
higher. Cross-border US dollar banking claims are measured in the tens of trillions. The 
coincidence of banking crisis, deposit runs, and a currency crisis is a global systemic 
risk. Failure is not an option. If there were a US currency crisis, global policy would have 
to coordinate. And there are always weekend interventions. In the 1970s, for instance, 
the IMF and New York Fed had coordinated tools sharpened to smooth any disorder in 
the US dollar – they weren’t needed.  
 

8. Today, policy is stuck. Financial and price stability are competing objectives. Inflation is 
high and instability in the banking system can be immediately cured by a sharp decline in 
bank funding costs – rate cuts. Policy tools built for zero interest rate policy are 
exacerbating the problem. Money is leaving banks in favor of money market funds, and 
those money funds are lending money back to the Fed through the reverse-repo facility. 
The dynamic stops when cash isn’t king – real rates will be lower through rate cuts or 
higher inflation or both.  
 

9. Markets don’t wait for permission to adjust. They get the joke – and so do asset 
allocators. Barry Eichengreen and friends evaluated a new megatrend – rising gold 
reserves, the reversal of a four-decade downturn. Allocations to the barbarous golden 
relic inflected higher after the 2008 financial crisis. Their empirical work shows 
emerging market countries are actively diversifying into gold reserves for two purposes: 
a safe haven from economic risks and protection against financial sanctions on US 
dollar reserves.  
 

10. “How did you go bankrupt?” Hemingway wrote playfully. “Gradually, and then suddenly.” 
Change is always gradual, giving plenty of time to adapt. Gold is performing in this 
banking crisis, and digital assets are aligned with their commodity cousins. The 
correlation of gold and bitcoin returns is 1.7x greater than stocks and bitcoin this year 
versus; the ratio was 0.9x last year (Figure 3). Digital gold? It’s more about digital 
banking. The best ideas identify a need not being met. Confident, narrow banking is that 
need, and digital infrastructure fills the gap.  
 

11. “Make banking boring again,” is the ask of Senator Warren. A 100% reserved bank is 
about as boring as it gets. It starts gradually. And it requires technological efficiencies of 
scale and security – precisely what the Bitcoin and Ethereum base layers provide. Digital 
banking is already delivering on this promise with models like Xapo bank. It can live in 

https://www.imf.org/en/Publications/WP/Issues/2023/01/27/Gold-as-International-Reserves-A-Barbarous-Relic-No-More-528089
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harmony with the fiat system, not as an antagonist to sovereigns or regulators. The 
technology is antagonistic to antiquated banking business models. 
 

12. Separate banking into two simple functions: narrow banking for cash management and 
broad banking for lending. Today, those are comingled. Customers want them 
separated. Customers in lending banks should earn a higher return and be subject to 
credit-like market risk. Banks with 100% reserve requirements would be the place for 
cash management. The probability of loss on cash would be as close to zero as 
possible.  
 

13. Bitcoin up, down. Ethereum, a commodity, a security. Warning: cryptocurrencies are 
volatile! These are entertainment vectors. It’s tempting to evaluate young technology by 
its price volatility. But if Ethereum and Bitcoin were in private markets, we would only 
focus on their technological potential for a better user experience. Boring banking is 
coming to a phone in your pocket soon. The next generation won’t know why it works – 
only that it does. And boring banking will live on decentralized digital rails.  

 

F i g u r e  1 :  B a n k i n g  C r i s i s  –  M a c r o  F e a t u r e s   

 

S o u r c e :  S y s t e m i c  B a n k i n g  C r i s i s  –  A  N e w  D a t a b a s e  ( I M F  W o r k i n g  

P a p e r ) .  
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https://www.imf.org/external/pubs/ft/wp/2008/wp08224.pdf
https://www.imf.org/external/pubs/ft/wp/2008/wp08224.pdf
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F i g u r e  2 :  B a n k i n g  C r i s i s  –  M i c r o  F e a t u r e s  ( %  O c c u r r e n c e )  

 

S o u r c e :  S y s t e m i c  B a n k i n g  C r i s i s  –  A  N e w  D a t a b a s e  ( I M F  W o r k i n g  

P a p e r ) .   
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https://www.imf.org/external/pubs/ft/wp/2008/wp08224.pdf
https://www.imf.org/external/pubs/ft/wp/2008/wp08224.pdf
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F i g u r e  3  –  B i t c o i n  T e t h e r e d  G o l d ,  N o t  S t o c k s   

S o u r c e :  C o i n b a s e  A s s e t  M a n a g e m e n t  C a l c u l a t i o n s .  B l o o m b e r g  L P .   
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Disc l a imer

One River Digital Asset Management has been 
acquired by Coinbase and is now Coinbase 
Asset Management.  Additional details on the 
transaction may be found on the Coinbase 
blog.  References to One River Asset 
Management and One River Digital Asset 
Management may be contained herein during 
the transition period but are subject to 
change.   

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. 
   
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. 

https://www.coinbase.com/blog/coinbase-has-acquired-one-river-digital-asset-management
https://www.coinbase.com/blog/coinbase-has-acquired-one-river-digital-asset-management

