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We’re back to basics. Three assets have ~80% share of the digital ecosystem – Bitcoin, Ethereum and 
US dollar stablecoin. Building on those to enter the regulatory mainstream is the story of the next 
cycle. It’s never boring. 

 
market notes: Back to Basics 

9/8/23 - Marcel Kasumovich, Deputy CIO, Coinbase Asset Management 

 
1. If boring is beautiful, these are some of the best-looking markets of all time. Options markets provide 
the richest articulation of the point, capturing a broad distribution of future outcomes. In crypto, 
volatility expectations are near record lows, at 32.7% for the next week. And those expectations skew 
higher to insurance puts at the next big option expiration date of Sep 29, 2023, indicative of cautious 
sentiment. Global markets are hunting for a new narrative to break the boredom.  

 
2. Of course, it’s never boring. Space created by quiet periods is consumed by curiosity and creativity. 
Builders build. New crypto wallets on Telegram, decentralized social networks like friend.tech, and the 
rapid integration of Layer 2 scaling solutions all point to a different cycle – one more attentive to user 
experience. Mainstream players like Visa are leading from the front, broadening from their payment 
authorization model to a settlement system with stablecoin – disintermediating banks.  

 
3. Failure is not only an option when building – it’s the ingredient for great outcomes. After all, failure is 
captured in market signals and begs for builders. The 2017 surge in Ethereum exposed the limits of the 
Layer one protocol – fees are untenable when there’s a lot of demand. A scaling problem, and the 
building thereafter, focused on “Ethereum killers” to solve it. Things look very different after the 2022 
downturn, as scaling solutions move into the mainstream with the backbone in the Ethereum network.  

 
4. The downturn is a return to simplicity. Three assets capture more than 80% of the market 
capitalization of the digital ecosystem – Bitcoin, Ethereum and US dollar stablecoin, two base layers and 
the most established tokenized asset in the ecosystem. The creative destruction path that got us here is 
a sign of strength, accelerating solutions to previous problems. Now, building has shifted to user tools 
and regulations around them, like Privacy Pools that are critical to bringing crypto into the mainstream. 

 
5. Regulatory clarity will be a dominant feature of the next cycle. After all, if 2022 didn’t disrupt the core 
blockchain technologies – there was no downtime in the big three – it isn’t going anywhere. That’s not 
enough for institutional adoption. Traders aren’t fussed about the longer-term narrative, drawn more to 
inefficiency, volatility, and liquidity of crypto markets. Investors want to know what they own. Is it an 
inflation hedge? A technology asset? Insurance to banking risk? All of the above – it’s dynamic.  

 
6. Inflation. The rise in world inflation with the decline in digital asset markets is regarded as skeptic 
proof that bitcoin is not an effective hedge. It’s asking too much for any asset. US dollar prices for 
everything declined alongside rapid monetary tightening, a signal of disinflationary not inflationary 

https://www.theblock.pro/data/crypto-markets/options/btc-atm-implied-volatility
https://coinmarketcap.com/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4563364
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forces. Bitcoin’s decline was the byproduct of the burst of a bubble – a duration bubble driven by the 
policy response to the pandemic. The correlation of all assets to that period cannot be extrapolated.  

 
7. Gold is a terrific benchmark. Longer term, gold has been an effective hedge against inflation (Figure 
1). But the effectiveness was in spurts, not linear. It took nearly three decades for gold to regain its 1980 
highwater mark. Why? Orthodoxy – real interest rates were high, and deficits were low. Orthodoxy is 
the kryptonite to gold, in digital form too. Gold and bitcoin yield nothing. Orthodoxy overpays savers. 
Oddly, today the market is convinced we are in a period of orthodoxy despite high and rising 
government debt. 

 
8. So, when does bitcoin behave differently? Energy costs is one framework for modeling its dynamism. 
Bitcoin transforms energy over time. That’s the proof-of-work business model. Spend all sorts of energy 
solving an uninteresting puzzle in the name of security. It works and is highly valued. Today, bitcoin is 
trading near its average cost. It’s a commodity, and its volatility reverts to commodity norms. If energy 
costs double, so too will the cost of production and bitcoin’s price, all else the same. It’s an inflation 
hedge.  

 
9. When the price of bitcoin races ahead of its cost of production, it is capturing something other than 
commodity forces. Technology. Speculation. That’s for the investor to determine. Moving up the tech 
stack with price should be readily visible. Things like the Lightning Network open the door for bitcoin as 
banking rails, for instance. But the investment attributes need to be acknowledged head-on. It’s not 
static and cannot be extrapolated. Volatility must be higher in those periods.  

 
10. “What’s the point?” It’s a common and fair question when things are boring. Digital assets are at a 
very early stage of their adoption cycle. The burden of proof of the next cycle is to capture the 
imagination of users. Investors will follow. The macro mantra of what digital assets can do is a tired 
narrative. It is invisible builders who are answering the question. Efficiency gains. Bitcoin is internet 
money. It can drive the marginal cost of financial intermediation to zero – if we let it.  

 
  

https://en.macromicro.me/charts/29435/bitcoin-production-total-cost
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Figure 1: Gold as a Hedge…On Average, Not Always 

 

 
 
Sources: Federal Reserve Bank of St. Louis. Bloomberg LP. CBAM Calculations. Log levels. Jan 1920 base period. Gold right axis.  
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Disclaimer
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

