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The macro and political backdrops are much different today than they were twelve months ago. I wrapped up the 2022 report when interest rates were near zero, and crypto markets and the S&P sat at all-time highs. We didn’t have a single proxy war with a nuclear-armed adversary! And we had Dem- ocratic leadership in both chambers of Congress.
Portfolios are down 80% since then. Crypto startups are (sometimes) required to have business models before VCs cut checks, and nine figure checks might (maybe) begin to include board oversight. The separation of money and state feels inevitable as countries are getting canceled. Real policy is taking shape in DC, and the outlook for regulatory progress is somewhat rosier.
Is this the dark before the dawn, or the beginning of a long Arctic winter? I believe in crypto.
Bitcoin and Ethereum seem to be on long-term stable ground. DeFi will take major strides forward next year. Privacy tech will be promoted as an integral part of the future of public blockchains (or get de facto banned on dystopian and vague “national security” grounds). Infrastructure investments around code security, decentralized hardware, virtual worlds, custody, protocol governance, and block- chain scalability are all in vogue. There will be less NFT speculation. Fewer moon fumes.
I will probably spend more time in this report deconstructing crypto policy than you would like, but I’ll make fun of important people along the way to keep it zippy.
Once again, this beast took me 200 hours to write. That’s a lot, but it’s also down about 20% from last year. I thank the Messari analyst team for those cost savings. They write good stuff daily for Messari Pro subscribers, and you should sign up. If you’re an institution or crypto startup, stop missing key insights: our Enterprise-level offering give your company the research and data tools you need to save more time, energy, and long-term compliance costs on day-to-day crypto work.
In 2022, Messari tripled our team size and revenue in a down market. We closed a Series B, launched several new products (Asset Intelligence, Protocol Metrics, Data Apps), and doubled the size of Main- net 2022 in NYC. We’re still hiring. Come with me if you want to live.
Every year, people ask me how I write all this stuff in such a short amount of time. Mostly, it’s a labor of love. I am grateful to have the opportunity to build in this industry, and we appreciate the builders who have supported us through thick and thin. This report is a token of appreciation.
But if I’m being honest, there’s also a certain amount of rage that fueled this report. The bad actors have gotten all of the oxygen this year, and set back the good actors and years of progress that they had made.
I hope The Theses shifts the focus away from the frauds and the tourists, and back to the pioneers. I wrote this in the pioneers’ defense.Read less
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0.0
WELCOME
Hello frens!
It’s been a year. I was masochistic enough to write another annual report. It is my pleasure and pain to
present for the sixth year in a row, the Messari Theses for the year ahead.
This report started as a tweet thread on New Year’s Day in 2018. Along with the rest of the crypto
industry, the Theses has exploded in size and complexity ever since. I write it because it highlights the
amazing work the Messari team has done throughout the year, and it helps me update my own mental
models for crypto. And I write it for our customers, new and old. Whether you are a crypto novice or
a multi-cycle veteran, I hope you can glean some interesting tidbits from this 201-level crypto crash
course.
As usual, a couple of disclaimers before diving in:
1. This report is free, but nothing herein is investment advice (for all the legal yada yada my lawyers
made me include, see the disclaimers section of the Bonus chapter).
2. I stand on the shoulders of giants. I borrow liberally from other authors when they write something
more insightful than I can deliver. I link and cite others frequently, but any accidental plagiarism is
unintentional and will be corrected promptly. The price of speed is a looser edit, but I work hard to
link to primary sources and get this polished.
3. Transparency matters. I have made angel investments in some private projects discussed in this
report. Any personal investments in public tokens that are referenced are marked with a star
⭐. My core public holdings have been confined to BTC and ETH this year (and lots of USDC).
You’ll notice a couple of important differences between this report and last year’s.
For starters, this one is (slightly) shorter. The crypto markets have consolidated, and I have concentrat-
ed on the themes of greatest – and at times, existential – importance. There’s still plenty of content on
the new, exciting toys, but I will assume some prior knowledge and link frequently to last year’s report
or our analysts’ excellent research when it comes to explainers.
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The macro and  political backdrops are much different today than they were twelve months ago. I
wrapped up the 2022 report when interest rates were near zero, and crypto markets and the S&P sat
at all-time highs. We didn’t have a single proxy war with a nuclear-armed adversary! And we had Dem-
ocratic leadership in both chambers of Congress.
Portfolios are down 80% since then. Crypto startups are (sometimes) required to have business models
before VCs cut checks, and nine figure checks might (maybe) begin to include board oversight. The
separation of money and state feels inevitable as countries are getting canceled. Real policy is taking
shape in DC, and the outlook for regulatory progress is somewhat rosier.
Is this the dark before the dawn, or the beginning of a long Arctic winter?
I believe in crypto.
Bitcoin and Ethereum seem to be on long-term stable ground. DeFi will take major strides forward
next year. Privacy tech will be promoted as an integral part of the future of public blockchains (or get
de facto banned on dystopian and vague “national security” grounds). Infrastructure investments
around code security, decentralized hardware, virtual worlds, custody, protocol governance, and block-
chain scalability are all in vogue. There will be less NFT speculation. Fewer moon fumes.
I will probably spend more time in this report deconstructing crypto policy than you would like, but I’ll
make fun of important people along the way to keep it zippy.
Once again, this beast took me 200 hours to write. That’s a lot, but it’s also down about 20% from last
year. I thank the Messari analyst team for those cost savings. They write good stuff daily for Messari
Pro subscribers, and you should sign up. If you’re an institution or crypto startup, stop missing key
insights: our Enterprise-level offering give your company the research and data tools you need to save
more time, energy, and long-term compliance costs on day-to-day crypto work.
In 2022, Messari tripled our team size and revenue in a down market. We closed a Series B, launched
several new products (Asset Intelligence, Protocol Metrics, Data Apps), and doubled the size of Main-
net 2022 in NYC. We’re still hiring. Come with me if you want to live.
Every year, people ask me how I write all this stuff in such a short amount of time. Mostly, it’s a labor
of love. I am grateful to have the opportunity to build in this industry, and we appreciate the builders
who have supported us through thick and thin. This report is a token of appreciation.
But if I’m being honest, there’s also a certain amount of rage that fueled this report. The bad actors
have gotten all of the oxygen this year, and set back the good actors and years of progress that they
had made.
I hope The Theses shifts the focus away from the frauds and the tourists, and back to the pioneers. I
wrote this in the pioneers’ defense.
Cheers,
Ryan (aka TBI)
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P.S. Here’s a good thread that synopsizes how I feel about crypto today. For your friends that don’t
have the attention span for this book. Or if you prefer a single screenshot:
0.1 War Time
(This was written in five minutes one summer night in 2021. It remains my North Star.)
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1.0 Intro
Last year,  I thought “Web3” was a good all-encompassing term that captured cryptocurrencies
(bitcoin and stablecoins), smart contract computing (Ethereum and other “Layer-1’s”), decentralized
infrastructure networks (video, storage, sensors), non-fungible tokens (digital identity and property
rights), decentralized finance (financial services to swap and collateralize crypto assets), the metaverse
(the digital commons built in game-like environments), and community governance constructs (decen-
tralized autonomous organizations).
We’re down 80% since then. Ever since we pivoted to the Web3 moniker, there’s been industry-wide
carnage. So I recommend we retire the term.
We need to get “Back to Crypto” in 2023.
• More personal wallets (from my cold dead hands) than exchange margin accounts (bad)
• More privacy (none of your business what I do) than institutional adoption (slowww down)
• Permissionless financial & social applications (live and let live) vs. ponzinomics (fraud)
If you’re new to crypto, I also recommend you check out Bloomberg Reporter Matt Levine’s recent
Crypto 101 masterpiece (that was recently published as an entire BusinessWeek issue). Building off of
Matt and the prior Messari works has freed up my headspace for more new, original content, without
leaving newcomers in the dust.
It makes sense to start with a recap of last year’s introductory “Narratives & Investment Themes”
chapter and see what held up. How did last year’s report do under the stress test of an 80% decline in
prices and an absolute bloodbath for crypto startups?
Pretty, pretty good, actually.
Here’s what happened in 2022, and what’s in store for 2023.
10
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1.1 Winter is Here: It’s Time to Build
Last year, I started out with a bang:
“My first prediction for 2022: things will get worse before they get better in the “real”
world. Inflation will remain above 5% throughout 2022 (70% confidence), while late year
interest rate hikes stall the stock market’s momentum and hurt growth stocks (60% con-
fidence the S&P dips next year)...Though I waffle on where we are in this particular cycle,
the tail winds remain strong and the capital markets flush. So my probabilities are split
among three scenarios: 1) most likely, we experience a blow off top before the end of Q1
2022, followed by a shallower, but still painful multi-year bear market…Ironically, the most
bearish case here (Q1 blow-off top) may be the most bullish long-term.”
That’s more or less what happened. And the speculative mania is now behind us.
A lot of people lost money in 2022. Some poorly managed companies went under (normal in capital-
ism, pre-2008). But many of the survivors are well capitalized and shipping product. The core theses
generally remain unchanged, and now we’re left with true believers and long-term builders – fewer
gamblers, scammers, and tourists.
I live for the build years.
We can focus on building life rafts for those worried about inflation and currency debasement; “exit”
technology that helps people vote against two party systems and authoritarian rule alike; and decen-
tralizing solutions that check the incumbent powers in tech, finance, and government.
The core substance of crypto hasn’t changed: in a world where few, if any, of these institutions are
viewed as both competent and ethical (a16z: How to Win the Future, slide 8), crypto offers a third path
that seems increasingly credible, despite its volatility.
Need a globally accepted asset that you can store in your head “just in case” you need to emigrate
from a failing country? There’s Bitcoin. How about a platform that routes your app around Big Tech
censors? There’s Ethereum and a multitude of emerging Layer-1 (“L1”) protocols. Can’t access cred-
it? There’s DeFi. Hate 30-50% take rates for artists? NFTs. Trying to fund research for your own rare
disease cure? DAOs.
This isn’t boosterism. Even Bloomberg’s Matt Levine, a crypto skeptic, sees the potential:
“Perhaps this is all a self-referential sinkhole for smart finance people, but honestly it
would be weird if that’s all it ever turned out to be. If so many smart finance people have
moved into the crypto financial system, if they find it so much more enjoyable and func-
tional and productive than the traditional financial system, surely they’ll eventually figure
out how to make it useful.”
The debate doesn’t really center around whether crypto could be good these days.
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Like most  other areas of tech, crypto can be great or it can be abused. It all depends on the specific
product, the ethos of the builders, and the rollout strategy.
If tokens help solve the “cold start” problem of network effects-reliant businesses in their battle to
disrupt incumbents, that’s a good thing. Good token designs will look more like growth capital than
seed funding. (My litmus test has always been: does this token create an early user base and improve
the product, or does it primarily reward the founders and VCs?) Tokens only work in markets where
network effects could exist. Otherwise, you’re transparently partaking in a multi-level marketing
scheme.
Do the knives get better when Cutco sells more of them? No. Most people lose time and money get-
ting sucked into the machine, and it’s annoying to friends.
Does a crypto product get better when more people are added, in terms of liquidity, user interactions,
and/or application interoperability? Yes. If a token can accelerate a product’s time to usability, and
reward its beta testers, it’s a powerful tool.
Let’s build more powerful and sustainable tools this winter.
12
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1.2 Crypto is (Still) Inevitable
It’s easy to be bullish in times of euphoria. But you only see who’s got staying power when the tide
goes out. It’s been a bad year in many respects, especially for the greedy, the levered, and the uneth-
ical.
The long-term builders may have been temporarily hurt by association, but they haven’t been the ones
who perpetuated frauds or fleeced investors. These innovators (open-source software and infrastruc-
ture developers) will be here long after the trash (opaque lenders, trading bucket shops, ponzinomic
promoters, “genius VCs,” and paid hype men) from this cycle are long gone.
And good riddance! (We’ll talk all about the crypto credit bust in Chapter 3 on CeFi.)
Beneath the wreckage is a stronger foundation than we’ve ever had before: $10s of billions in capital,
an influx of world-class talent, four years worth of demographic change towards digital natives, and
dozens of “zero-to-one” innovations in crypto scalability and application primitives.
Crypto remains inevitable because we’ve made significant progress in the build-out of bitcoin, stable-
coins, distributed computing, blockchain scalability, decentralized financial primitives (DEX, lending,
asset issuance), and governance structures.
These innovations will not be uninvented.
Bitcoin has entered its “historic buy” range by several measures. Stablecoins now represent four of
the top ten crypto assets. Their volumes rival global card networks and banks, and they can actually
generate *sustainable* yield now that the true risk-free rate of return (U.S. Treasuries) is above zero.
The Merge, the software equivalent of the Moon Landing, went through without incident, and other
Layer-1’s like Cosmos, Solana, and various rollup chains made significant breakthroughs as well. Fees
are way down as a result!
We’re two years into a secular bear market for DeFi, which still faces technical headwinds (hacks) and
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regulatory challenges, but  the core primitives (Automated Market Makers, Flash Loans, Protocol Con-
trolled Value, etc.) are all here to stay. NFTs are data wrappers that open the door for secure sharing
or transactions of any intellectual property, synthetic asset, consumer digital good, or identity token
on-chain. They may look like toys to start, but they are almost unfathomably important as a technical
primitive. We now have true DAOs, with on-chain voting, delegation, and community treasury man-
agement. These entities cross borders and allow for the rapid formation and wind down of online
communities and collectively-managed property. We may be in crypto’s 3rd inning, but DeFi, NFTs,
and DAOs have barely stepped into the batter’s box.
Don’t get discouraged. The dream lives on.
1.3 Surviving Winter, Redux
You heeded my advice last year, right anon?
At the absolute height of the bull market, I wrote about what exactly would happen in a crypto winter,
and warned that the medium-term concern for me was “From what height do we crash?” even if I was
neutral in the short-term and mega-bullish in the long-term. I’ve lived through multiple crypto winters
and warned that many would lose faith amidst a multi-year grind lower in asset prices, stark political
and regulatory headwinds, and stagnating user enthusiasm and product demand.
I take no pleasure in saying I told you so, but...
“In addition to eating big paper (or real) losses, you’ll see people have breakdowns, go
bankrupt due to over-leverage (or poor tax planning), quit otherwise promising projects,
turn nasty, depressed, or apathetic, and generally lose sight of the longer-term potential
of crypto. To make matters worse, the next bear market will be a regulatory nightmare,
and we won’t have the bull market vibes to help defend ourselves against all of the con-
sumer protection, fraud and abuse, systemic risk, ESG, and illicit activity FUD that our
enemies will throw at us. At the same time, the “grassroots” crypto herd will thin because
it’s tougher to wage war when you’ve lost 90% of your savings and need to go find a real
job again.”
Do you still believe?
If you’re reading this report there’s a good chance that you do, but are now wondering how best to
navigate a prolonged winter. The answer is as simple as it is challenging and unglamorous:
Build!
In many respects, it’s easier to build in bear markets than bull markets. There are fewer distractions,
real product-market fit becomes easier to identify without the noise of a token, and the weak and flaky
contributors wash out of the market.
There’s also a big difference between this crypto winter and previous cycles: dry powder. In 2015, cash
was hard to come by, and even some of today’s industry leaders struggled to raise capital at the time
14
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(Kraken and Chainalysis are two unicorns that come to mind). In 2018, there were a few crypto curious
investors, but many of the projects who raised money via ICOs had squandered their balance sheets
by holding ETH through a 90%+ decline.
There are bridges to build, standards to set, primitives to develop, users to onboard, infrastructure to
stress test, and product stories to tell.
There’s no rest for the weary, and if you played your cards right, you unwound levered bets, paid your
taxes, didn’t get greedy day trading, and parked some assets in cash for a rainy day. You’re probably
feeling ok right now, despite the market backdrop. We’ll survive and advance and look back on this
year with pride, because we survived.
What else would you do, anyway? Go work in a bank?
1.4 How Low Can We Go
Last year I asked, “doesn’t it just feel a little toppy?” and tried to show people just how far ahead of
our skis we were getting when it came to crypto asset prices, and how close market caps were getting
to what looked more like 10 year TAMs. The drivers of asset prices were blinking “sell” but many of us
just couldn’t help ourselves.
Let’s flip the script this year, and ask, “how much lower can we go?”
1. Bitcoin: My favorite metric for BTC from cycle-to-cycle has been Market Value to Realized Value
(MVRV). It has been nearly infallible as an indicator for how hot or cold the market has gotten. This
simple ratio looks at current price times supply (market cap) versus the cumulative “realized” value of
“free float” coins (those that have moved in <5 years) at the price at which they last moved on-chain.
Market cap can stay the same when realized value spikes and vice versa. It’s a dynamic measure that
accounts for flow. An MVRV that hits 3 has meant “sell right now” and a MVRV below 1 has meant
“start accumulating” for crypto’s entire history for BTC.
Where are we now? January 2015. December 2018. i.e., Sell-a-kidney-to-buy-more territory.
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(Source: Look Into  Bitcoin)
BTC is beginning to act more like a credible neutral reserve asset (we’ll talk about this “outside mon-
ey” concept more in the Bitcoin section). From both a MVRV and risk return standpoint, BTC seems a
bit more attractive today. Bitcoin’s parity with gold would yield a 25x return, so there’s a lot to like in
adding a 4% position in digital gold for every ounce of gold you buy. At today’s prices, bitcoin-gold
parity would bring us a $500,000 bitcoin.
2. Ethereum: Is ETH a tech platform or distributed bank? A little bit of both, perhaps, but I’d argue
the network is more comparable to the latter. The best comparisons to Ethereum on the tech side
might be to AWS, Google, and Microsoft. After all, the protocol is a virtual machine and “world com-
puter.” But its economic drivers (MEV and transaction fees), and unit economics (financial services’
basis points vs. cloud margins) make it look more like Visa or JPMorgan. There’s nothing wrong with
that! Ethereum is already a top five financial platform if you look at financial services, and ETH has
become a disinflationary asset with its Merge to Proof-of-Stake, minimizing the dilutive impact holders
will experience going forward.
The question is whether you think there is enough real value flowing through the Ethereum platform
today and in the medium-term to justify a 5x in valuation that would catapult the asset beyond fi-
nancial services and onto the “Big Tech” leaderboard. I grok the favorable post-Merge Ethereum
economics, but I don’t see a scenario where ETH leapfrogs Web1 giants any time soon. Too much of
Ethereum’s current transaction processing is finance and trading related, and DeFi’s unit economics
will face pressure in a high-inflation, high-interest rate environment.
Apple’s P/E is 23 and growing. Microsoft’s P/E is 24 and growing. Google’s P/E is 16 and growing.
Ethereum’s “P/E” is 195, and its revenues are shrinking, with protocol revenues near multi-year lows.
The crypto market is still giving ETH simultaneous credit as a monetary asset (relative value to bitcoin),
a computing platform (cloud startup multiples), and a yield generator (financial stock thanks to stak-
ing). If any of those three narratives cool, it will face headwinds. (Long Bitcoin dominance?)
3. Other Layer-1’s: The other thing to consider in the ETH bull case is the network’s potential substi-
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tutes, of which there are now many, though none have yet emerged as true peers. ETH currently en-
joys a 70%+ market share in what we’ll call the “neutral” L1 space (netting out Binance’s BNB token). In
other words, there’s about $155 billion of ETH and $57 billion of “other L1” assets. Whether you think
that’s right or not will largely depend on how excited you are by the various other L1 network’s locked
market caps and value capture mechanisms.
The “venture and insider” ownership of Solana, Avalanche, and Aptos ⭐tokens, for example, are still
quite high. Will selling pressure hit those networks once supply unlocks? Likewise, value capture for
other alt-L1 chains, such as Cosmos, remain unclear (though recent efforts have been made to fix that).
Will any other L1 developer ecosystem catch up? Will any rival Ethereum’s unit economics as a high
value settlement chain? The relative value trades all come down to business development wins (app
distribution) and recruiting wins (can you attract developers to build on non-Ethereum blockchains).
The “Ethereum killers” may have the money to compete aggressively, but as an investor your choices
are to either pick winners, or buy the basket. (Short Ethereum L1 dominance?)
4. DeFi: The entire universe of free-floating DeFi tokens currently trades at less than $15 billion. That
doesn’t even crack the top 100 banks by market cap. DeFi’s market share of global financial services is
a measly 0.2%. Meanwhile, Total Value Locked (“TVL,” a measure of user assets deposited into a pro-
tocol’s smart contracts) in DeFi is just $40 billion, barely good enough to crack the top 50 US banks by
assets, and a shade bigger than infamous Nashville juggernaut, Pinnacle Bank.
Perhaps we are finally nearing the bottom of DeFi’s trough of disillusionment. It will be a long road
back to DeFi Summer 2020, but positive regulatory developments, improvements in contract security
and development best practices, and lower transaction fees thanks to scaling breakthroughs could
make DeFi one of the best risk reward sectors of crypto for years to come. Remember, the core DeFi
protocols were built during the last bear market.
5. NFTs: Any given NFT project can go to zero, but NFTs as a data construct will eventually wrap
around tens of trillions of dollars worth of assets. We’re at about $8 billion today, so there’s…uh…
room to grow. But I’d rather be long picks and shovels infrastructure businesses vs. specific projects
in the NFT space, as almost nothing I’ve seen has established a “fundamental” driver of value beyond
art, and the jury is still out on which art will have staying power. You better like the jpeg enough to
hold it forever vs. flip it.
6. DePIN: Decentralized physical infrastructure networks (DePIN, or “token-incentivized,” TIPIN, which
I don’t like and refuse to use, since it sounds like a NSFW government agency) will be one of the
most important areas of crypto investment for the next decade. Storage solutions like Filecoin ⭐and
Arweave, decentralized wireless networks like Helium, and other hardware networks are critical to the
industry’s long-term viability. They could also disrupt an absolutely ginormous set of monopolies. Leg-
acy cloud infrastructure is a $5 trillion global market cap sector, while DePIN is just a $3 billion market
cap sector for crypto players. Not a bad sector to spend time in. We’re tracking it quarterly.
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1.5 Bear Market  Building
If bear markets are for building, it begs the question: what should we build?
For context, let’s start with some history. In 2015, the answer was bitcoin trading and custody in-
frastructure, and dozens of billion dollar companies were formed to provide the on-and-off ramps
between the crypto economy and legacy financial system. In 2018, the answer was decentralized
applications, and dozens of large DeFi (USDC, Uniswap, Aave), NFT (OpenSea ⭐, Punks, ENS ⭐), and
decentralized infrastructure projects (Filecoin ⭐, Helium, The Graph ⭐) were incubated during the
depths of winter, while Ethereum and an entire ecosystem of L1 and L2 blockchains emerged to satisfy
demand for on-chain blockspace. Look at the biggest problem areas in 2022, and you’ll likely spot the
sectors that will spawn the next unicorn solutions.
• Want to solve systematic risks? We’ll need investments in disclosures standards (hi, Messari!),
proof-of-reserves and on-chain monitoring infrastructure, and crypto’s GAAP accounting moment
to discern fundamentals vs. greater fool investing.
• Want to solve the hacking problems? This year was a disaster for on-chain hacks, whether it was
poor smart contract design, economic model exploits, governance deficiencies, key security
issues, social engineering attacks, and more. Solving security issues at scale (with AI monitoring,
algorithmic circuit breakers, etc.) will be huge.
• Want crypto financial markets to be competitive? Over-collateralized lending isn’t too appealing vs.
legacy finance. But you can’t have undercollateralized lending without major default risk…unless
you can leverage new identity and reputation primitives.
• Want to ensure Amazon or Google or Apple can’t shut down crypto? We still need scalable de-
centralized hardware networks, jailbroken device app stores, and decentralized data marketplaces
that begin to siphon data from our soon-to-be unstoppable AI overlords.
• If you aren’t too creative, but you are entrepreneurial, you can always follow some of the biggest
VCs in the space, and ask what they wish existed. A lot of them publish requests for startups,
which provide a great starting point to get your creative juices flowing and find areas of interest
and potential founder-market fit.
How can you not be excited to build? The spoils are there for the taking. We just need the right teams
to get going and create the markets.
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1.6 Decoupling of  Cryptos: Back to the Basics
This has been a good year for the fundamentals enjoyooors. For years, Bitcoin and Ethereum investors
have grappled with how best to fairly value their ecosystems without much financial precedent. But
we actually have real data – and tools – to support today’s asset valuations today.
Did you know that you can track quarterly financial statements directly from the blockchain for 40 top
protocols?
(Source: Messari’s Q3 State of Filecoin)
Or did you know that you can essentially front-run the SEC’s obsolete financial reporting process, and
predict a confidence interval for Coinbase trading volumes simply by looking at Uniswap and adding
40-60%?
(Source: The Block)
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Or that you can confidently say that we’re now back down to just 13 decentralized applications with
$10 million in run rate revenue? (Ugh.)
(Source: Token Terminal)
The next cycle will be driven by real usage and sustainable protocol economic models. And the data
above is freely available to anyone who knows where to look. In fact, we’re investing aggressively in
the build-out of better protocol metrics. We think it’s time for a GAAP or IFRS standard for crypto
assets. (Learn more about the on-chain apps we’re building, and join us!)
By the time the regulators figure out what disclosures should look like for the crypto economy, this
will be a fully solved problem. Value investors and consumer protectors rejoice: next cycle’s rally just
might reflect fundamental user adoption, and it will be free for all to investigate live.
1.7 VC: There’s (Still) Money in the Banana Stand
“It’s a seed round in a fruit protocol, Michael. How much could it possibly cost? $10 million?”
‑ (RIP Lucille)
In all of 2021, there were 247 investment rounds into Centralized Infrastructure startups, 500 invest-
ment rounds into Decentralized Infrastructure and NFT startups, and 218 rounds into “CeFi” startups,
representing $28.5 billion in total funding. In the first half of 2022 alone, there were 183 centralized
Infrastructure investments, 596 in Decentralized Infrastructure and NFTs, and 186 in CeFi, represent-
ing another $27.4 billion in total funding.
Only the DeFi sector total deal flow was slow (from 348 in 2021 to 226 in the first half of 2022), but
there too, its total dollar funding eclipsed the 2021 full-year numbers ($1.9 billion in 1H vs. $1.7 billion
in 2021).
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But the slowdown  became real in the second half of the year:
Crypto venture markets have come crashing back down to earth in 2H, and we’re on pace for a 70%+
reduction in investment dollars vs. the first half. The total investment pace has slowed as well, and
there’s less dry powder for later stage crypto deals. The companies that raised in 2021 and 2022
should have lengthy runways – if they’re smart. That capital is fresh, which means it should last an
average of another 1-2 years at minimum, but I’m not confident that many up only founders will make
the adjustments necessary to survive beyond then.
The venture markets for more mature companies will likely get more ruthless in 2023. It’s put up or
shut up time for Series A+ companies to demonstrate their businesses are fundamentally sound in
spite of the bear market and its pressures, and we expect to see a significant reduction in deal sizes
and pace. We’ll see if 2021’s Chad investors stay Chads.
But the startup winners might be able to take advantage of some epic M&A opportunities. (Messari
has completed several tuck-ins this year, including VC tracker, Dove Metrics, which collects the fund-
raising data in the chart above, part of our Enterprise package.)
2021’s fund vintage – capital deployed at all-time highs at the tail-end of the zero interest rate envi-
ronment – is unlikely to look very pretty. But now that reality has set back in, it might not be a bad
time to deploy capital professionally.
1.8 The Macro Rebound vs. The Dumpening
Everything so far in this report has assumed that the bear market will continue for the foreseeable
future, and there is no “V-shaped recovery” for the crypto markets. I think that’s a fairly safe bet, but…
1. It’s still all about macro (and regulation). The resting market sentiment is that we will have a re-
cession in 2023, with some debate over its potential magnitude. The market also seems to trust
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that central banks will continue to tighten until inflation is under control. Though contrarian, there
are some investors who think it’s more likely that the Fed will pivot once the recession really gets
going and accept multi-year high inflation in lieu of a depression or global reserve currency crisis
(Watch: Luke Gromen). If that’s the case, then physical commodities like gold and oil would per-
form strongly. And digital gold and digital oil might follow suit. Macro forces led the 2020-2021
crypto bull market. It led to the 2022 collapse. Why not the 2023 recovery?
2. We don’t usually predict the next major market catalyst in advance. But I’d keep a close eye on the
2022 developer report from Electric Capital for a peek at where there might be kindling for the
market recovery.
On the other hand, we still have a number of negative potential market shocks.
1. For Bitcoin, miners are puking just about everything they mine to cover operating costs and debt
service. That’s predictable weekly selling pressure that shows no signs of abating. It is likely that
the Mt Gox bankruptcy proceeds (137,000 BTC) are distributed in early 2023. And although it
wouldn’t hit the bitcoin spot market directly, it’s plausible that DCG and Genesis might be forced
to sell up to ~$60 million shares of GBTC per quarter for the foreseeable future.
2. Ethereum’s post-Merge supply dynamics are disinflationary, though it’s unclear whether the tax
consequences of post-Merge staking rewards will lead to significant spot selling pressure in the
market in order to cover liabilities incurred from staking income. Even though miner’s selling pres-
sure is a thing of the past for Ethereum, this new tax selling impact is new and difficult to predict.
3. Beyond BTC and ETH lies a mess of project-specific selling. L1 and DeFi tokens with large token
treasuries that unlock for founders or early investors; forced selling of positions held by bankrupt
funds or collateral held by distressed lenders; poorly designed tokens that suffer from economic
death spirals. We’ll get into some specifics later in the report, but for now, know this: there is cur-
rently more than $50 billion worth of supply that could theoretically hit the $250 billion “long-tail”
of assets.
1.9 Buyouts vs. Bankruptcies
It’s hard to believe how bullish we were last year about the slate of upcoming crypto IPOs. BlockFi
was a rocketship! Circle was going to SPAC! Blockchain, DCG, and Kraken looked like they might be
next. GBTC seemed to have a fighting shot at approval given the SEC’s approval of several inferior
futures-based ETFs.
Instead, in the past few months, BlockFi filed for bankruptcy, Circle pulled its SPAC, Blockchain took
an emergency down round, Kraken has laid off 30% of its staff, and even DCG might be on the brink
due to levered share buybacks and a disastrous six months for its lending subsidiary Genesis. I mean,
Coinbase debt is now yielding 15%.
None of this is great. BUT, it does present a compelling potential entry point for larger institutions
who believe crypto will have a long-term role in the global economy. If you believe in crypto, doubt
that you will be able to innovate your way into a market leadership role organically, and believe that
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TBI
Biggest winner: Messari  Stock (Series B)
Biggest loser: LUNA
Holds: BTC, ETH, $GBTC
Likes: BTC, ETH, ZEC, DePIN (FIL ⭐/AR), GRT ⭐,
DeSoc, Tuck-in M&A
Maartje
Biggest winner: Adding more ETH on the cheap
Biggest loser: CRV (-90%)
Holds: BTC, ETH, RNDR
Likes: DePIN, taking the long view
Tom
Biggest winner: American dollars (0%)
Biggest loser: ETH (-70%)
Holds: ETH, SNX, RNDR
Likes: Cash/USDC until late Q2 as the FED
pauses, liquidity conditions improve and we hit
peak recession, then up only for all risk assets for
the rest of 2023. | Tokens: ETH, SNX, BTC, UNI,
RNDR, $COIN; Themes: TIPIN/PoPW, market
capture > token cash flow, continued ETH dom-
inance, the flippening in late 2023, institutional/
nation state adoption of crypto in Q3/Q4, and
undercollateralized lending.
Ally
Biggest winner:
Biggest loser: ETH
Holds: ETH, MATIC, DOT, SOL
Likes: Ethereum’s rollup ecosystem, zk tech, NFT
tech applications outside of PFPs
Dustin
Biggest winner: USDC +0.00%
Biggest loser: RGT (-99%)
Holds: USDC, ETH, Aave, Matic, Pendle
Likes: Social (familiar consumer use cases with
crypto complexities abstracted away), Eth-centric
rollup ecosystems, Decentralized rendering and
compute, Fuel for the winter (cash and lots of it)
Chase
Biggest winner: Not being in Terra & FTX (+∞%)
Biggest loser: TOKE (-95%)
Holds: USDC, BTC, ETH, MATIC, SOL, PCN, RPL
Likes: ETH & BTC as bases for future network
states, Ethereum core devs doing the Lord’s work,
Protocols as public goods / utilities (i.e., no rent
extraction), Decentralized social combined with
DeFi, TIPIN experiments (humble Pollen garden-
er), SNARKs and oracles for cross-chain communi-
cations, the friends we’ve made along the way.
your compliance and regulatory cloak position you well to clean up a technically sound, but operation-
ally inferior “crypto institution,” you might want to shoot your shot in 2023.
Fidelity or Blackrock might like DCG in a distressed buyout situation. JPMorgan might jump at the
chance to lob in a hostile takeover bid for Coinbase at just 5% dilution. If the institutions were, indeed,
coming last year, then you have to wonder whether the barbarians are at the gates and Wall Street is
ready to execute a slow takeover of crypto.
I’m not saying that I particularly like that future.
I’m just saying it could happen, and it’s looking more plausible by the day that this downturn could
end up proving to be the bridge that institutions – on Wall Street and in Big Tech – needed to inte-
grate crypto products at scale. Through M&A.
1.10 Copy-Paste Investing (Disclosures)
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Kunal
Biggest winner: Knowledge, experience, convic-
tion
Biggest loser: FTT (-100%)
Holds: RPL, LDO, ETH, MINA, BTC
Likes: Liquid staking protocols. Expect them to
outperform ETH, which in turn outperforms BTC.
Post the Merge, real yields for stakers are up to
6% from 0%; as soon as users return, they go up
even more. With the right tokenomics, L2-coins
could also have some potential.
Sami
Biggest winner: USDC (+0.00%)
Biggest loser: HNT (-94%)
Holds: BTC, XMR, ETH, RNDR, AKT, AR, HNT
Likes: Physical infrastructure protocols (also
known as TIPIN, PoPW, EdgeFi) that provide
real-world value and tap into existing, non-specu-
lative demand. This includes DeWi, compute/
storage, energy, and sensor networks. Web2
adopting crypto infrastructure will bring on the
next wave of crypto adoption.
Kel
Biggest winner: Surviving my first cycle above
where I started it.
Biggest loser: ETH (-70%)
Holds: ETH, JitoSOL, RNDR, AKT, RPL, SHDW,
AURY, POLIS
Likes: Solana: best tech without introducing
cross-chain risks, TIPIN & decentralized comput-
ing networks, Gaming: The model worked with
worse games, what happens when you use it with
better games? Liquid staking derivatives: muh
free yield.
Mihai
Biggest winner: CHF
Biggest loser: ETH
Holds: BTC, ETH
Likes: Zero-knowledge proof applications, Infra-
structure as the backbone of the next wave of
crypto social applications, Dry powder
Chris
Biggest winner: Kayne Anderson Energy Infra-
structure Fund [KYN] (+154.55%)
Biggest loser: GLMR (-80.62%)
Holds: BTC, ETH, DOT, LINK, FIL, ZEC, GLMR
Likes: Overweight LINK and FIL since 2023 will
be the year of infrastructure protocols. DOT.
Equities, crypto-adjacent equities, and real estate
buys will be highly selective throughout 2023.
Eshita
Biggest winner: USDC
Biggest loser: ETH
Holds: BTC, ETH, SOL
Likes: Boolish Ethereum ecosystem, ZK infra:
namely for scaling + identity applications, Ex-
perimentation with emerging DAO governance
frameworks, Lending w/ RWAs crucial in DeFi
adoption
Johnny_TVL
Biggest winner: Messari
Biggest loser: STEPN NFTs
Holds: BTC, ETH, SNX, AAVE, ATOM, MATIC
Likes: SNX staking is my favorite position (must
be managed). A rare utility token in DeFi. Sleep-
er pick is BNT, hoping they make a practical
decision around tail risks even if the models don’t
call for it. AAVE adding GHO. dYdX punt for V4
success. ILV punt for gaming.
Micah
Biggest winner: XMR (–42.4% YTD)
Biggest loser: AKT (–89.5% YTD)
Holds: AKT, AR, ALGO, ATOM, BTC, XMR, ETH,
DOT, FLOW, MANA, SOL, UNI, ZRX, LYXe
Likes: Utility-based Blockspace, Financialization
of Blockspace (e.g., Consensus Capital Markets),
Perps, 5-year (minimum) investment time horizons
(YTD, crypto down; since buying first–fifteenth
crypto, portfolio is up)
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Sean
Biggest winner: BTC
Biggest  loser: SOL
Holds: BTC, ETH, MATIC, MPL
Likes: Undercollateralized lending/RWA, ZKP, and
cash money
Nick
Biggest winner: USDC
Biggest loser: MOVR (-98%)
Holds: Aave, AKT, ETH, SYN
Likes: Cash in the near-term because of the FTX
contagion; DeFi because of the FTX collapse;
crypto infrastructure because of real utility; cross-
chain infrastructure; ETH > BTC.
Jerry
Biggest winner: USDC
Biggest loser: ETH
Holds: BTC, ETH, MATIC
Likes: zkEVM rollups (airdrops + L2 staking
opportunities), On-chain credentialing, Decentral-
ized computing and storage, Holding cash
Red
Biggest winner: XMR
Biggest loser: Endogenous collateral (Terra Luna,
FTX)
Holds: ETH, XMR
Likes: Privacy (L1 fungibility, zk-zk rollups, mix-
nets), Middleware/ Interoperability (ZK light
clients, ZK bridges, oracles), TIPIN (storage, wire-
less, compute), Modularity (Data Availability, L3s,
zkEVMs), Ethereum Staking Ecosystem (Restaking,
DVT, liquid staking)
Ryan C.
Biggest winner: GMX, UNIDX
Biggest loser: CRV, ETH
Holds: stETH, GMX, CRV, AAVE, SNX
Likes: Perp protocols/Revenue generating proto-
cols, All things Arbitrum DeFi, ETH and its L2s
Peter
Biggest winner: USDC, Mfers
Biggest loser: ETHE (-80%, thx for the protection
gary)
Holds: ETH, ETHE, RPL, MINA
Likes: Contrarian L1 plays (will be accumulating
SOL), zk everything, liquid staking, and, most
importantly, staying solvent
Ashu
Biggest winner: US Dollar (+0%)
Biggest loser: BTC (-64.5%)
Holds: BTC, ETH, LDO, RNDR, SYN, VEGA
Likes: Liquid staking, Cosmos DeFi and for the
time being, US Dollars
Kentrell
Biggest winner: US Dollar (+0%)
Biggest loser: ETH (~-70%)
Holds: ETH, USDC
Likes: Infra- LINK, 2023 is the year Sergey and Ari
take off the training wheels, DeFi - FXS, Uniswap,
AAVE all expanding product offering and poten-
tial to eat market share from competitors
Helen
Biggest winner: US Dollar (+0%)
Biggest loser: Everyone with inflated valuations
and egos
Holds: USDC, ETH
Likes: Crypto infrastructure with real applications
Seth
Biggest winner: USDC +0.00%
Biggest loser: ALCX -94.6% YTD
Holds: USDC, ETH, BTC, AAVE, ALCX
Likes: Boolish wallets as applications/superapps,
USDC, Crypto Infra
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2.0 Intro
I’m sure  people would pay good money to not end up on this list after some of last year’s “People to
Watch” struggled mightily in 2022.
Last year’s number one on the list was “everyone” – as in “We’re All Going to Make It.” WAGMI, as we
used to cry with glee back at the pico-top of 2021, did not really pan out as hoped.
And it didn’t get much better at #2 (Three Arrows Capital’s Su Zhu) or #10 (Terra’s Do Kwon), both of
whom went bankrupt. Coinbase slid 80% (Emilie Choi), NFTs are down even further (Devin Finzer), and
Axie experienced a catastrophic hack and fell 90% (The Jiho).
On the other hand, a16z lost a high-profile partner, but Katie Haun did just fine with a fresh fund of her
own. Twitter was bought out by Elon Musk, who might just fix it at the expense of other crypto social
platforms, though it’s unclear whether last year’s Twitter peeps to watch are still gainfully employed at
Elon Twitter.
Watchee beware, and I’m sorry…
28
#theses2023
2.1 Changpeng Zhao & Brian Armstrong
FTX’s failure last month was damaging financially, politically, and reputationally. But its failure wasn’t a
systemic threat to the entire industry.
That designation is shared by only two entities in crypto today: Binance and Coinbase, who are #1 and
#2 in global spot trading volumes and crypto assets under custody.
In November, Binance accounted for nearly 75% of all global spot volumes. The liquidity engine for
the global crypto market operates in a jurisdictionally-fluid gray area of epic proportions. It would be
a mischaracterization to call Binance “unregulated,” but the legal and regulatory risks around its op-
erations are hard to handicap. CZ has been subject to personal attacks by the media (who blame him
for sparking a “bank run” on FTX), competitors (ill-advised), and other regulators, who would prefer
Binance fit more cleanly under their collective thumbs.
Likewise, at the end of Q3, Coinbase counted $101 billion in assets on its platform, comprised of $40
billion in bitcoin (11% of the total supply), $25 billion in ether (16%), and $30 billion of other non-sta-
blecoin tokens (11% of the remaining crypto market cap). Coinbase assets include all of the Grayscale
Trusts’ assets (the largest publicly traded crypto securities). Like CZ, Brian Armstrong has attracted
personal scrutiny from the media (who hate him for his “no politics at work” policy), competitors
(again, ill-advised), and major U.S. regulators, who don’t appreciate when their “sketchy” behavior
gets thrown under a public microscope.
Try as we may to convince the masses to embrace personal wallets and decentralized finance and
other applications, we will probably always have centralized financial services that offer account-based
services for investors and users looking to access crypto without the hassle of shepherding their own
private keys.
Binance and Coinbase, and their respective founders, will be integral to any industry rebuild. As their
fortunes go, so goes crypto in 2023. (No pressure, fellas.)
2.2 Rep. Patrick McHenry
With the Republicans taking the House in the midterm elections, there’s a stanche crypto proponent
who’s readying to helm the House Financial Services committee. North Carolina Rep. Patrick McHenry
will have an outsized influence over crypto policy in the coming years regardless of whether the Dig-
ital Commodities Consumer Protection Act (“DCCPA”) is passed into law in the next couple of weeks
before a new Congress is sworn in (incredibly unlikely).
Even in a scenario in which DCCPA passes in 2023 without much Republican input, its primary impact
will be on sending primary oversight of the major crypto exchanges and trading facilities to the CFTC.
But it will still leave significant room for the interpretation of how the underlying regulated crypto
assets are defined. What exactly constitutes a “Digital Commodity” vs. a “Digital Security”? McHenry
himself has acknowledged that “a missing puzzle piece is the necessary role House Financial Services
and Senate Banking Committees must play to provide the much-needed clarity these proposals seek
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to accomplish,” i.e.,  defining crypto assets.
McHenry has been an early leader on this front.
1. He promoted SEC Commissioner Hester Peirce’s “Safe Harbor” proposal for token disclosures and
sponsored a bill that would codify its approach to regulation.
2. He co-sponsored a bipartisan “ugly baby” bill that would clearly regulate stablecoins and establish
ground rules for their integration into the broader financial system.
3. He and his close ally on House Financial Services, Rep. Tom Emmer, who is now the House Majori-
ty Whip (#3 in House leadership), are likely to provide a check on SEC Chair Gary Gensler and haul
him in for questioning over his approach to regulation via enforcement and a cozy relationship
with FTX.
If DCCPA does *not* pass, McHenry’s role will likely become even more expansive. The Agriculture
Committees (which govern the CFTC and would see a boost in its authority and responsibilities under
the DCCPA) will soon be consumed by the once-in-five years renewal of the expansive Farm Bill, and
McHenry will likely want a version of the House’s comprehensive DCEA Act back on the table.
Confused? Go on to Chapter 4. For now, know that McHenry is one of the most important politicians
to watch in the new year. We have a lot of informed leaders in the next Congress. That’s fortunate as
the stakes are very high.
2.3 Sheila Warren
One of the reasons for optimism with this new Congress has to do with the fact that their familiari-
ty with crypto has spiked due to the industry’s education investments in D.C. Last year, we had the
Blockchain Association’s Kristin Smith and a16z’s Katie Haun in our top 10 list because we knew this
was a year when real legislative proposals would pick up steam. Their firms were at the forefront of
public policy efforts in D.C. at the end of 2021.
Though she remains influential, Katie’s departure from a16z to start her own firm, Haun Ventures, split
the policy team between two firms. Meanwhile, the Blockchain Association (BA) performed admirably
but had to grapple with a larger number of restless members even as several larger firms (Coinbase,
Binance.US) defected.
Fortunately, a complementary trade organization emerged as another leader in D.C. The Crypto
Council for Innovation (CCI), which counts a smaller, but higher maintenance group of member com-
panies (Coinbase, a16z, Paradigm, Fidelity, Block). Sheila Warren, a former World Economic Forum ex-
ecutive, has assembled a killer staff and positioned CCI at the center of the critical DCCPA discussions.
BA’s Kristin manages a larger and noisier 100+ company membership, but Sheila’s group has more
firepower. The stakes couldn’t be much higher for CCI going into 2023 given the potential rifts that ex-
ist between the major exchanges and investors among its member organizations. If CCI can maintain
a united front on behalf of its members, and continue to thread the needle to get good crypto legisla-
tion passed, it could lead to an industry boom.
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Tighter regulation is coming. New laws are likely in 2023. And as the US goes, many other countries
will follow. The success of CCI (and BA) will influence the next decade of industry development. Now
that FTX is out of the picture, I am optimistic about the results.
2.4 Citizen Journalists: From Molly White to Autism Capital
“Web3 is Going Just Great...and is definitely not an enormous grift that’s pouring lighter fluid on our
already smoldering planet.” So reads researcher Molly White’s blog header. “What if all this is about
who gets Gisele now that they took out Tom Brady?” So read an early shitpost from the most unlikely
authoritative source of information through the FTX bankruptcy, Autism Capital.
Molly is an informed and savvy crypto skeptic. Autism Capital was literally a self-proclaimed “simp
account” for FTX’s founder before pivoting to investigative journalism. Both have outperformed the
legacy media by a country mile in reporting on important stories within the crypto sphere this year.
And both point to continued outperformance of citizen journalists in an information landscape that’s
heavy on narrative and light on truth.
Web3 Is Going Just Great tracks the daily dumpster fires that have plagued crypto this year, and there
might not be a more savage reality checker on crypto. It’s effective because it’s simple, highlighting
myriad startup failures, hacks, and frauds day to day. It’s easy to dismiss “FUD” from industry critics
who ignore the benefits and potential of crypto, but the reality is that critics get more oxygen and
attention when the markets are down than when things are up. It’s not fun to get dragged on the
internet, but a discerning entrepreneur might parse feeds like Molly’s and create solutions to the most
pernicious problems and embarrassing weaknesses in crypto infrastructure. That’s been the path to
unicorn status for a decade now: solve hard problems.
On the other hand, I did not have Autism Capital on my draft list of people to watch in 2023 (I know
that may surprise you). It turns out that consistency, audience, and information flow are a helluva drug,
though. Pseudonymous crypto Twitter troll accounts have, at times in the past, gone from breaking
big bankruptcy stories to running leading media and data businesses. I’m with Mike Solana: give
Autism Capital the Pulitzer. Many of the most meaningful parts of the FTX saga, including CZ’s move-
ment of funds to dump FTX’s FTT token, were broken by Autism Capital and similar accounts. Mean-
while, the legacy media kissed the ass of a benefactor that just happened to defraud millions of his
users.
 


	16. 31
#theses2023
2.5 Anatoly Yakovenko
The  Merge was a watershed moment for developers and investors in the Ethereum ecosystem. The
Ethereum Virtual Machine (EVM) is likely entrenched as a foundational piece of industry infrastructure,
the only L1 that seems certain to be a long-term fixture in the industry.
When it comes to blockchain scalability beyond the EVM, you can basically narrow down four com-
plements to Ethereum: EVM-compatible blockchains (including rollups like Arbitrum, Optimism, and
zkSync), Cosmos-style “app chains,” Aptos/Sui “Move” chains, and Solana.
All four groups will be covered in detail later, but the person to watch most closely in the “battle for
second” to the EVM, is Anatoly Yakovenko, Solana’s co-founder.
Anatoly’s famous quip about the culture at Solana (“we eat glass”) will be useful going into a vi-
cious down-trending market. Solana may yet face more significant headwinds from the unwinding of
FTX-Alameda’s sizable SOL position. It will have to work harder to retain its momentum with develop-
ers. A lot is riding on the Solana phone, too. Solana is making a big bet that a proprietary hardware
solution will help siphon off crypto users who wish to break from the Android and iOS devices that
hold them hostage and prevent them from accessing crypto services that violate their parent compa-
nies’ sweeping terms of service.
I saw firsthand how hard it was to kill Anatoly and his team in the last bear market. In my eyes, that’s
the leading predictor of long-term success in crypto. As such, I’d expect the Solana core team and
ecosystem to persevere once again. But can they ascend to new heights?
2.6 Barry Silbert & The Winklevii
Everything seems to come full circle in crypto. In a throwback to 2013, Digital Currency Group Found-
er & CEO, Barry Silbert, and Gemini founders, Cameron and Tyler Winklevoss, will be three of the
people to watch closest in the new year.
Back in 2013, it was all sunshine and rainbows. A mere month after Fred Wilson led Coinbase’s Series
A, the Winklevii announced their plans to create the first bitcoin ETF. Months later Barry’s Second-
Market followed up with the launch of its Bitcoin Investment Trust. (SecondMarket became DCG, the
SecondMarket broker-dealer became Genesis Trading, and the parent and sponsor of the Bitcoin
Investment Trust became Grayscale Investments in 2015.)
This year, things are decidedly different. Barry’s Genesis Capital reportedly owes $900 million to Gem-
ini’s Earn customers, and the twins are leading the largest Genesis creditor group that’s looking to re-
coup their funds. A sizable percentage of Genesis Capital’s outstanding loans (assets) are with Gene-
sis’s parent company DCG, so absent a recapitalization of DCG and/or speedy out-of-court settlement
with creditors, these industry OGs may very well become embroiled in enormous, high-stakes litiga-
tion. The fate of DCG and Gemini, not to mention ongoing industry contagion, hang in the balance.
32
#theses2023
2.7 Stani Kulechov
Stani Kulechev is one of crypto’s top innovators, having founded the top crypto lending protocol,
Aave, and one of the most promising early decentralized social protocols, Lens.
Despite its price decline this year (in line with the broader crypto markets), Aave remains a pioneer
and stalwart in DeFi. It is second by market cap (to Uniswap), second in TVL (to MakerDAO), and ubiq-
uitous across EVM-compatible chains.
Among other things, Aave pioneered the flash loan, which allows users to borrow large amounts of
crypto for specific transactions without providing upfront collateral. These have generally been useful
financial primitives for improving efficiencies in DeFi markets, as arbitrage opportunities have been
made available to any developer who can afford to pay network gas fees, not just institutional-sized
market makers.
Aave performed exceptionally well during moments of peak fear in the centralized crypto markets this
year. In July, distressed lender Celsius paid down its Aave loans to avoid programmatic liquidation
during its bankruptcy preparations. In November, Aave users were able to earn 73% on their Gemini
USD deposits amidst the fear surrounding Gemini’s delayed Earn withdrawals, a risk-adjusted return
that acted as an open prediction market when a centralized service was offline.
Lens Protocol might be even more exciting. It’s one of crypto’s first decentralized social graph pro-
tocols and has seen strong growth (and hackathon interest) since its launch in May. We’ll talk more
about them later, but composable social protocols like Lens present a vast array of new high-potential
creator benefits, and their intersection with identity and DeFi will be profound.
If I had to bet on a “last man standing” in DeFi, it would be Stani.
(Stani also happens to count one of the top in-house DeFi policy people in Europe or D.C., Rebecca
Rettig, on his team. If crypto protocols avoid a regulatory crackdown and are successfully carved out
of centralized exchange legislation (as they should be), it will be in no small part thanks to Rebecca
and the Aave team she represents.)
2.8 Alexey Pertsev & Tornado Cash Devs
Tornado Cash, the DeFi mixing service that uses zero-knowledge proofs to help users execute fully
private transactions on Ethereum, may have been too successful for its own good. Although it count-
ed just 12,000 unique protocol users, investigators believe it may have been used to help launder over
$1 billion worth of crypto, some of which supported hacking groups in rogue states such as North
Korea. Indeed, an analysis by Nansen showed that usage of the Tornado Cash contracts spiked this
spring following the $600 million hack of Axie Infinity’s Ronin bridge. Not great!
But bigger questions surround whether Tornado Cash’s usefulness to criminals makes it a de facto
accessory for illicit activity or whether the developers that prop up the protocol bear any responsibility
for its misuse.
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That brings us  to Alexey Pertsev, the Dutch co-founder (and Russian expat) who has been jailed since
August and will remain jailed until February without official charges on suspicion of money laundering.
It is unclear whether Dutch prosecutors plan to argue that the mere act of writing Tornado Cash code
to process private transactions will be punished as an act of money laundering under European law
around transaction surveillance, or if private chats that have allegedly been obtained between the
Tornado Cash founders demonstrate that there was knowledge or explicit assistance of specific illicit
schemes.
I would usually say this is a tough case to weigh in on without all the relevant facts. I believe software
is protected speech, and individuals have the right to transaction privacy, but I also don’t want my
stolen crypto seamlessly funding North Korean nuclear programs.
That said, it’s maddening that authorities have failed to outline formal charges, and the impression you
are left with is that this detention is designed to deter similar development efforts, not punish specific
illegality. The line is blurry, and after the prosecution and plea bargain of Virgil Griffith last year, I am
not optimistic this will end well for Alexey in the short term. I hope I am wrong!
2.9 DAO Members
One of the best parts of running a company is dealing with all of the legal stuff (said no one ever). Em-
ployment contracts, customer terms of service, incorporation filings, taxes, IP registration, and corpo-
rate governance negotiations are some of the glorious upshots of starting a company that no one ever
tells you about.
Sounds exciting?
Well, what if I told you it was possible to take on all of the headache and expense of a startup with
none of the upside or limitations of liability? Welcome to DAO governance!
It is admirable that various protocol communities have been experimenting with new models of gover-
nance, delegation, and financial management. We certainly support that innovation (at least indirectly)
through our Governor platform, and we engage frequently with various DAOs during procurement
for various projects under our Protocol Reporting segment. But the waters out there are murky and
uncharted. Whenever a DAO gets into murky legal waters, voting members would do well to keep in
mind their “joint and several” liability under what are legally considered unincorporated associations.
Serving as a DAO delegate or voting with your tokens is often a thankless job. And now some reg-
ulatory agencies are starting to test the boundaries of their authorities and are more aggressively
targeting DAOs as entities subject to potential enforcement actions or other legal liabilities related to
problems within their communities. (See the “Ooki DAO” section later on in this report.) If DAOs are
going to have a fighting chance at innovating safely, we’ll need better safeguards for their contribu-
tors. Quickly. My guess is that will happen most readily at various state levels in 2023, but rules remain
ambiguous beyond that for some time.
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2.10 IRS Agent Smith
Policymakers worldwide are looking at crypto and licking their chops. Never mind this year’s market
collapse, the boom of 2021 minted millionaires by the thousands, and odds are good that some of the
retail day traders and NFT flippers had “difficulty” accurately reporting their tax liabilities. A negative
consequence of last year’s infamous infrastructure bill was its inclusion of crypto as a “pay-for” – the
U.S. government claimed that better tax collections from crypto investors would yield a $28 billion
increase in receipts or 5% of the total bill’s expenditures.
Now there are 87,000 new IRS agents on the prowl. (Thousands of them are armed.) And under civil
asset forfeiture law, which is essentially state-sanctioned theft, it may become easier for authorities to
seize crypto assets without any conviction or filing of criminal charges. The IRS Criminal Investigation
unit has already seized $3.8 billion in crypto between 2018 and 2021. I’d expect that number to rise
considerably.
In truth, tax reporting for crypto is pure nightmare fuel. Tracking cost basis accurately is nearly
impossible. Accounting for fees, trading slippage, and multiple wallets and exchange accounts is
hard enough. Throw in NFTs, hacks, token farms, and more exotica, and the authorities will come for
their pound of flesh in some way, shape, or form in the U.S., Europe, and everywhere else that crypto
is traded.
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In-depth research and  analysis on
what’s trending & hot
Daily crypto news & insights in your inbox
Downloadable CSV data
Track on-chain data, compare across and deep
dive into protocols, and access pool-level data
Build custom personalized alert rules for precision
alerting with email and Slack integrations
Customized asset watchlists and trackers
Long-form deep-dive research into
ecosystems, sectors, and major events
Dedicated onboarding service
Advanced charting, screener, features & metrics
Team accounts and user management
Quarterly Reports
Basic watchlist, screener, charting
features & metrics
Access to DAO Metrics Dashboards with
real-time voting and governance analytics
Fundraising data for crypto funding
rounds, mergers, and acquisitions
Crypto & bank transfer payments
Review, discover and participate in
governance all in one platform
Real-time updates on releases, hacks,
token listings, and more
Access to customer success team
and product managers
Curated news feed utilizing machine learning to
track the top hourly articles from the crypto space
Bespoke API access options
P R O
Free & Pro Research
Unlimited Watchlists
Basic Quarterly Reports
Access to Embedded Airtable
with no exporting/downloading
E N T E R P R I S E
Free, Pro & Enterprise Research
Unlimited Watchlists
Basic & Enterprise Quarterly Reports
Full access to Expanded Airtable
with CSV exporting/downloading
Which plan is right for you?
Messari offers a variety of Market Intelligence products that can quickly integrate
into your existing workflows. Whether you are looking for enterprise-grade
research, market intel alerts, fundraising data, or charts and screeners, we have
something for everyone.
Learn more about Enterprise and schedule a free demo by visiting messari.io/enterprise.
Visit messari.io/pro to start a free trial or get 10% off a new Pro account with code THESES10.
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3.0 Intro
This year  was a sh*tshow for centralized crypto financial services, aka CeFi.
FTX self-immolated spectacularly. Coinbase, the largest public crypto company, saw its stock decline
80% as crypto trading volumes evaporated and U.S. regulators remained hostile towards token mar-
kets. Western crypto infrastructure giants laid off hundreds of employees. And the crypto lenders
born in 2018-2020 are pretty much all dead, or mostly dead.
Here’s a partial list of “unicorn” lenders and prop desks, who ate nine-figure losses this year and/
or went bankrupt: Alameda, Babel Finance, Blockchain.com, BlockFi, Celsius, FTX, Genesis Capital,
Jump Capital, Three Arrows Capital, and Voyager. I’m sure there are others; I just got tired of looking
them up.
It’s been a classic credit boom and bust, with a crypto twist. Many of our problems this year stemmed
from an over-reliance on unsustainable DeFi yields and synthetic trades. A daisy chain, if you will, of
poor risk management and compounding bad bets.
Amidst the wreckage, what remains? How can we build more sustainable infrastructure? Who will lead
us back from the brink?
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3.1 The Exchanges
We covered Binance’s and Coinbase’s dominance in the crypto exchange market in the “People to
Watch” chapter. These giants are hardly the only important exchanges worth keeping an eye on in
2023, though. In fact, it’s the mid-market services that we’ll be tracking most closely for signs of stress.
Here are the biggest risks we’re monitoring in the wake of the FTX fallout.
Binance: Global regulatory risk? They operate internationally in a “jurisdiction-light” manner that
ultimately may get them into hot water with various policymakers around the globe. Whether they’re
deemed to be operating outside of the boundaries of different countries’ existing financial laws or
simply make for good political targets, there’s reason for concern. With a 75% share in global crypto
trading volumes, the industry desperately needs a Binance rival to emerge. And I could make the
argument that Binance itself would be healthier with a stronger trading rival.
Coinbase: Hostile public markets? Coinbase avoided the crypto lending markets, and it sits atop the
leaderboard as the top global custodian of crypto assets (about 10% of the crypto market cap sits at
Coinbase), the top USD exchange, and the first major crypto IPO. Still, the markets have punished the
company’s stock: Coinbase’s $3.5 billion debt yields 15%, and its market cap has fallen below $10 bil-
lion. A clean bill of regulatory health and U.S. market leadership could raise eyebrows at PE shops and
strategic suitors alike, but Coinbase has dual class shares, and Brian Armstrong retains voting control,
so hostile takeover attempts seem unlikely to succeed.
Bitstamp, Kraken: Regional (European) regulatory risk? I don’t know enough about the various reg-
ulatory constructs facing the big EU-dominant exchanges. We’ll cover MiCA in the next chapter on
crypto policy, but I’d expect Bitstamp and Kraken to be disproportionate winners (not losers) with
better regulatory clarity in Europe.
OKX, Huobi, KuCoin, Upbit: Regional (Asian) regulatory risk? Same thing with the largest Asia-based
exchanges. I don’t know enough about the various regulatory constructs in Asia, and the region
doesn’t benefit from a common legal and financial regulatory standard like we see in the EU. In gener-
al, Korea and Japan are good places for business, China and Hong Kong are iffy, and India is a bit of a
wild card (but trending negative).
Bitfinex: Tether risk? Bitfinex’s close historical affiliation with the stablecoin giant Tether opens the
company up to multiple regulatory risks. Bitfinex reached a joint settlement with Tether in 2021 in
which the CFTC asserted (among other things) that Tether had “commingled reserve funds with Bit-
finex’s operational and customer funds, and held reserves in non-fiat financial products.” Bitfinex and
Tether share several core team members, including CTO Paolo Ardoino, and it’s hard to imagine that
issues at one entity would be completely isolated from the other.
Gemini: Contagion risk? (Read the sections below.)
All of these major exchanges carry operational risks as well – market declines can lead to financial
stress, and hacks and customer deposit losses have been a pervasive component of crypto for a de-
cade.
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But at least  one silver lining to the FTX crisis was its catalyzing effect on the “proof-of-reserves” move-
ment. For years, many have clamored for on-chain evidence of major exchange reserve assets in order
to ensure top platforms were solvent and willing to prove they weren’t going fractional or otherwise
misappropriating user assets. FTX proved – too late – that those concerns were absolutely warranted,
even for the “smartest guys in the room.”
There is still work to be done on the “proof-of-liabilities” side of the ledger, but we now at least have
unprecedented transparency around exchange assets. The days and weeks following FTX’s collapse
were record-setting in terms of asset withdrawals from the top crypto exchanges. “Bank runs” were
everywhere for those running lending books, but for those who weren’t breaking their own rules, and
gambling with customer deposits, things were fine. Nansen killed it in quickly assembling a public
repository of exchange reserve data. Kraken and others publish proofs-of-reserves without publicly
divulging info, and Coinbase is audited quarterly as a public company. Some $200 billion in crypto
assets held on exchanges are now fully accounted for and trackable quarter to quarter.
3.2 The Institutions are Coming
Despite the market slowdown, there was surprising and meaningful crypto adoption by a number of
legacy institutions.
[This is the part of the report where I pretend to care for a minute about institutional crypto efforts.
Insert something about [awesome legacy Wall Street firms and Big Tech pioneers], and how this time
they really will continue to invest in crypto during a lengthy bear market.
Or leave this in brackets and “forget” that you didn’t update this section, blame a late night editing
oversight, and say “Oh damn, I had a whole spiel about how awesome your [insert recent press re-
lease from the crypto team at the institution] was. I’m kicking myself for that process error!” then make
up for it next year with no consequence via another vague update about how, for the 11th year in a
row, the “institutions are coming” after one of the banks or asset managers buys one of the exchanges
listed above.
In case this accidentally doesn’t get cut via a process error, write that you love the companies listed
above and this is just a very funny draft joke and misunderstanding, so the sales team can honestly tell
them “Selkis said he loves you guys” and then some of them may forgive you for writing 140 pages for
free, but not spending an incremental day gouging your eyes out reading up on corporate blockchain
initiatives. Maybe one of the esteemed institutions that I really love quite a lot will have a sense of
humor and respond by commissioning a report on corporate blockchains because “they REALLY DO
care about crypto” and “this deserves a look.”]
3.3 Anatomy of a Crypto Credit Crisis
The Grayscale Trade, aka crypto’s “Widowmaker,” was integral in helping create much of the crypto
contagion we saw this year.
It was a root cause of the Three Arrows Capital (3AC) and BlockFi bankruptcies, and its potential rip-
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ple effects on its distressed sister company Genesis Capital – and Genesis counterparties like Gemini –
remain unresolved and could cause further damage still. The Grayscale products themselves continue
to deteriorate for their investors as the discount to their fair value (the underlying assets held in the
trusts) have widened to 40%, with no fee reductions or ETF conversion on the horizon.
This spring’s Terra/Luna failure was simply a haymaker that followed years of body shots from the
slow-bleeding bad bet on GBTC. Yield-hungry investors, forced further out onto the risk curve as
Ethereum-based DeFi remained mired in a multi-year recession, gobbled up 20% teaser yields on an
emerging algorithmic stablecoin (UST) and its rising star lending protocol (Anchor), not realizing it was
laced with arsenic. It was a good reminder to use common sense in investing. If you don’t understand
the yield, you are the yield.
Let’s set the stage for this section on CeFi with a speed run through crypto’s first credit crisis. CMS
wrote up the cliff notes in just five tweets that explain how this all went down, but I will also attempt to
summarize here:
1. It started with the Grayscale Trusts. These vehicles allowed investors to buy GBTC in their 401ks
through OTC traded securities. But they weren’t ETFs, so they didn’t have typical creation and
redemption mechanisms. Instead, accredited investors could create Trust shares with bitcoin, hold
the shares for a six-month “seasoning” period, then flip them for what was a hefty GBTC Premium
for quite a while pre-2021.
2. Flipping and rolling the GBTC Premium ballooned in popularity and The Grayscale Trade got
crowded in 2020 hitting $40 billion in AUM at its peak due to stimulus, bitcoin halving, and zero
interest rate COVID policies of 2020. 3AC and BlockFi accumulated 10% of the Trust’s shares with
$4 billion in exposure at the peak in February 2021. But then 3AC started offloading some of its
exposure during the great GBTC Premium Crash.
3. Now a good chunk of the seasoning - GBTC is trapped and underwater with 3AC and BlockFi still
subject to six months holding restrictions. They eat the unrealized losses and instead lean on lend-
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ing desks to  allow them to borrow against the GBTC collateral. Genesis Capital, a sister company
to Grayscale, is one of the only lenders incentivized to treat the GBTC at good money, given its
affiliate technically controls the share’s redemption mechanism (that would make whole the princi-
pal of the collateral), and Genesis can milk the big borrowers for interest in the interim.
4. Exposed lending desks (BlockFi) and funds (3AC) let GBTC ride, but now they have to push further
out the risk curve. This isn’t a big deal in 2021 because everyone is making money hand over fist.
The markets have come down from their tops in November, so the tide begins to go out. But Luna
is still growing massively and raises a $1 billion round in Feb 2022 to diversify their treasury. 3AC is
a big Luna investor.
5. The Luna Foundation buys $1.5 billion of BTC with UST (their collateralized stablecoin) from Gen-
esis, who proceeds to sell off UST and knock off the peg. Other funds and trading desks see the
peg break, and a bank run ensues on UST. Luna experiences a death spiral (great explainer piece
from King Arthur). 3AC is now underwater on two mega trades (King Arthur part two) in size (UST/
LUNA and GBTC) and becomes insolvent. Their GBTC gets liquidated, and Genesis takes posses-
sion of 35 million GBTC shares.
6. The contagion hits full swing, as multiple funds and trading desks with ties to 3AC go under (Defi-
ance) or get bailed out temporarily by FTX, who is also a lending counterparty(???) (BlockFi, Voy-
ager). All duration bets in the crypto lending markets sour and die, and Genesis’ active loans drop
from $14.6 billion at the end of March to $2.8 billion at the end of September. As active deposits
shrink, lending desks also call collateral and yank borrow from funds wherever they can. Credit
seizes as everyone accelerates their derisking. This includes Alameda in August, who has external
borrow called after Genesis realizes they don’t care much for FTT as collateral anymore.
7. Coindesk gets the scoop of the year and publishes details on Alameda’s financials and token
reserves. They are loaded with illiquid crap like FTX’s own trading token FTT and several low-float
DeFi tokens like Serum that FTX had backed and hyped in 2021. An analyst notices that Binance
moves $2 billion worth of FTT on-chain, and speculates that CZ is preparing to dump the position.
CZ confirms that he plans to sell FTT and fully sever ties with FTX days later. Uh oh. That’s $2 bil-
lion of an illiquid token. FTT crashes, as do other major FTX / Alameda positions despite their best
efforts at damage control. The entities go massively underwater as their collateral is now worthless
and have no liquid accounts or access to other credit (all of their counterparties are already dead
or distressed). Even CZ says yuck, I’m not buying this.
8. No liquidity at FTX/Alameda and commingled customer funds (thanks to mislabeled accounts or
some nonsense) causes customer funds to be at risk, there’s a “bank run” on FTX that isn’t really
a bank run because FTX was not authorized to lend against customer deposits according to its
terms of service. FTX dies and, as CMS sums up, “Margaritaville at risk.”
That’s the synopsis so far (as of December 21, 2022), and the lessons are fairly straightforward: don’t
commingle customer assets, cut losses early on bad trades vs. lever them up and pray, maintain inter-
nal controls and a fortress balance sheet, split assets across different custodians and counterparties,
and of course, only keep on exchange what you can afford to lose.
But there’s potentially more to work out still…
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3.4 DCG & Genesis Contagion Risk
The most important trend to keep an eye on in early 2023 will be the evolving situation over at invest-
ment giant, Digital Currency Group (“DCG”) and its lending arm Genesis Capital, which was a large
counterparty to 3AC, FTX, and most other large lending and trading desks.
DCG is now one of the most systemically important companies in the crypto ecosystem, as the liquid-
ity crisis at its subsidiary and $1 billion capital infusion requirement present further contagion risks for
the industry. Gemini, and at least one other large European exchange, and dozens of high net worth
creditors apparently have more than $2 billion in frozen deposits stuck at Genesis, whose primary
borrower is its DCG parent.
The options look pretty bleak. Creditors could strike an out-of-court settlement with Genesis and
agree to a haircut on their withdrawable deposits in exchange for other DCG debt or equity in-
struments. Genesis could file for bankruptcy protection, and potentially drag their parent and their
deep-pocketed external creditors through a lengthy and expensive reorganization process. Or DCG
could identify recapitalization options at the holding company level, in order to make whole Genesis
Creditors and limit their liability, but leveraging its other “good” assets.
I wrote a full-length Enterprise research report on why a DCG recapitalization is a good idea and likely
necessary to restore some stability to the crypto markets. (Laura Shin also hosted a good podcast on
the subject.) But much of the viability of that plan ties back to the details regarding what’s in the black
box of lending agreements between DCG and Genesis.
Here are the five open questions I’d be diligencing if I were looking at the deal, and determining
whether there can be a resolution, or this is now an untouchable business.
1. Where’s the Beef: Does DCG or Genesis hold the majority of the combined companies’ $700
million worth of GBTC and ETHE shares? If DCG, that’s a big slug of assets to borrow against. If
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already spoken for  at Genesis, and Genesis still has a billion dollar hole to fill in its balance sheet,
we might yet see a further rippling out of contagion.
2. The Promissory Note: On a recent episode of Unchained’s “The Chopping Block” podcast,
Dragonfly partner Haseeb Qureshi said that the $1.1 billion “promissory note” that DCG extended
to Genesis following the 3AC bankruptcy may have been structured as “callable” in the event of
a Genesis liquidation. If true, Genesis could have treated the promissory note as a “current asset”
(less than one year duration) even though it was nominally a ten year note, something that would
have been a material part of current assets Genesis showed subsequent creditors. Again, if true,
that might reduce DCG’s ability to limit liability from a Genesis bankruptcy. A callable note would
mean that a Genesis liquidation process would put DCG on the hook to repay the full $1.1 billion
immediately. DCG doesn’t have that cash yet, so Genesis might not feel the urgency to rush into
bankruptcy as they “have the assets” from DCG, if DCG can refinance.
3. Alameda Lending: Given the fact that Alameda and Genesis were two of the world’s largest bor-
rower-lender counterparties, it’s likely they had loans together. From Genesis’s quarterly reports,
it appears that they were responsibly winding down many of their positions and yanking borrow.
From the FTX bankruptcy filings, it also doesn’t appear that FTX or Alameda are Genesis Capi-
tal creditors today. If that’s true, then the two giants either had no relationship (unlikely) or they
closed their positions. The precise dates of any closed positions with Alameda might end up
being critical to the resolution for DCG-Genesis due to the 90 day clawback period that most
bankruptcy cases contain. If Alameda had loans with Genesis that were repaid after August 13,
they might *potentially* be subject to the clawbacks. If there was a big number that changed
hands after August 13, I’m not sure how someone new to DCG assesses the risk of a clawback,
which would be a *long-term liability* that hinges on the results of a multi-year, incredibly complex
FTX bankruptcy process.
4. The Grayscale-GBTC Tie Up: Some of the details in Fir Tree Capital Management’s lawsuit vs.
Grayscale look pretty alarming. They point to the related party levered transactions with 3AC,
the repeated tightening of Grayscale’s control over the Trusts’ redemption mechanisms (at the
expense of shareholders), and Grayscale’s ability, but “self-interested” refusal to pursue Reg M re-
demptions outside of an ETF conversion. That will take a long time to play out, but the one thing
you should have your eye on as a GBTC shareholder is whether DCG’s GBTC shares and Grayscale
stay under common control for the foreseeable future. The alternative would not be good.
Grayscale throws off $200 million+ in annualized cash flow even at today’s distressed prices. Those
assets under management are permanent capital given the trusts’ structure (see below). So the
question for a new DCG investor or creditor regarding what Grayscale is worth as a business re-
volves around your forward outlook for bitcoin. Grayscale may do $400 million in EBITDA this year,
but only half of that on a run rate based on current prices. If DCG explores a sale of Grayscale,
they’ll NEED to put the 67 million GBTC shares they own into the deal, too.
A buyer without a large GBTC bag would have every incentive to shut down ETF conversion
discussions and run the business as an annuity that’s openly hostile to GBTC shareholders. DCG’s
$550 million of GBTC acts as an “ETF approval hedge” since they are financially incentivized to
push for an ETF. Even though an ETF would open the door for redemptions and lower fees, DCG
would notch a one time gain of $450 million from the closure of the GBTC discount to NAV. The
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incentives of the trust sponsor get ugly without that share hedge. A new buyer could be exploit-
ative.
5. The Eldridge Revolver: The irony in all of this is that the smallest creditor could hypothetically be-
come the most troublesome. Connecticut-based lender Eldridge had a $350 million revolving line
of credit with DCG that they could have considered to be in cross default the moment that Gen-
esis halted withdrawals in November. Since they are senior creditors at DCG and Genesis, their
incentives are materially different from the Genesis credit holders, who seem much more inclined
to strike a deal.
In my mind, nothing else really matters in the markets right now.
Until we see a bit more color around the DCG-Genesis resolution, it’s tough to say the credit crisis has
fully resolved. It’s 50-50, at best.
3.5 Grayscale: Reflexivity up. Reflexivity down.
There’s a good case to be made that Grayscale was the entity most responsible for Bitcoin’s ascent in
late 2020. GBTC and ETHE assets under management exploded thanks to the Grayscale trade, and
now the asset manager generates ~$300 million/year in high-margin, sticky annualized revenue, even
at today’s crypto prices.
Grayscale’s large AUM base and its Hotel California structure make it an attractive target for DCG’s
suitors. But it’s DCG’s ownership of underlying GBTC and ETHE that I’m watching most closely in
February. That’s when Grayscale’s 10-K drops, which includes notes on affiliate ownership of shares in
its Trust.
DCG and Genesis (Grayscale affiliates) spent the better part of the past two years absorbing all of the
sell pressure from the top GBTC trust shareholders.
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But that  $700 million in collateral (including ETHE, too) could be subject to forced selling in the event
DCG and Genesis need it in the short-term to make their creditors whole. I personally think the GBTC
is better held as collateral that can be used to help refinance DCG’s current debt load. (See the “ETF
Approval Hedge” above.) It comes down to who holds the GBTC.
The maximum amount that DCG and Genesis would be allowed to sell per quarter in the markets
(under Rule 144 restrictions) would be 6.9 million shares, or about $80 million if they had sold during
the first six weeks of the quarter when GBTC’s discount to net asset value widened from 35% to 45%.
(It would take the combined companies 2.5 years to unload the full position if that was their ultimate
wish, as I explain here.)
The nuclear scenario (which I think is unlikely) would be for Grayscale to dissolve the trusts. That’s
something that would likely only happen if 1) Genesis went bankrupt, 2) DCG was pulled into Gen-
esis’s bankruptcy and also went bankrupt, 3) DCG was unable to spin off Grayscale to a buyer and
exhausted all other financing options, and 4) the Trusts themselves were unable to find another finan-
cially stable sponsor. Like I said, unlikely.
This whole thing is a bad look for crypto, but it’s also a worse look for the SEC.
GBTC was allowed to become toxic collateral because of the SEC’s obstinance and dereliction of
its duty to the American investing public. In a parallel universe in which the SEC prioritized investor
protection, fair and efficient markets, and capital formation (its mandates), we might have escaped
a great deal of the crypto credit carnage. GBTC investors wouldn’t be billions of dollars underwater,
institutions could begin to treat digital gold as a complement to their physical gold hedges via titled
securities, and we wouldn’t be staring down the barrel of a dozen crypto lending bankruptcies.
Instead, the SEC is taking a victory lap over the carnage that they created after being played for fools
and inviting the fox into the henhouse. It’s utterly despicable.
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3.6 Custody, Security, Stability
The problems with crypto lending turn out to be pretty obvious: crypto assets are volatile, and many
are illiquid, which makes them bad collateral. There are no free lunches when it comes to interest rates
(you pay for returns through higher risks), and there are no lenders of last resort or deposit insurance.
For now, there are three things to note about the crypto lending industry moving forward:
1. Centralized lending is now mostly dead, and will be for a while. It will likely take years, and likely
comprehensive legislation and regulation before the crypto lending markets reopen and look any-
thing like they did at their peak in late 2021 and early 2022. That’s arguably a good thing.
2. Centralized crypto lenders will behave more like Anchorage and stodgy old banks in the future,
taking full custody of secured collateral, setting market rate terms, and at least pretending to take
risk management seriously. All of the lending cowboys are now dead.
3. A credit collapse isn’t necessarily a bad thing for the long-term health of the crypto markets. One
concern of mine that has grown with the prevalence of lending and margin within crypto is that re-
hypothecation would eventually create systemic risks in the market (and suppress prices) by allow-
ing entities to go fractional with their crypto reserves. That’s less likely to happen any time soon.
I probably won’t touch centralized crypto lending with a ten-foot pole ever again. (I used BlockFi to
help with my home purchase a few years ago because no banks would underwrite my mortgage at
the time, lol.) Give me DeFi and its transparent collateral pools and mathematical liquidation functions
from now on, or nothing. (More on that in the DeFi chapter.)
On the other hand, we could start to see more stablecoin lending services emerge, now that Treasury
rates are above zero, and fully-reserved custodians are incentivized to make a vig on those customer
deposits if they can. Long BitGo, Anchorage, Coinbase, and FireBlocks. Short lenders who don’t also
own the underlying custody solution.
3.7 Cloud Infrastructure and Developer Tools
Decentralized Physical Infrastructure Networks are still immature (more on DePIN in Chapter 9). In the
meantime, we’re building on the same centralized cloud as everyone else in tech.
Technical complexity and economic barriers prevent the average crypto user from solo staking or min-
ing; instead, they usually delegate to a professional validator or mining service. Over half of all staked
Ether is controlled by three entities: including exchange giants Kraken and Coinbase. Over half of
Bitcoin’s hashrate is supplied by three mining pools: Foundry USA, AntPool, and F2Pool.
Centralized RPC providers are currently the lowest cost and easiest to use solution for reading block-
chain data – Infura and Alchemy are the default solution for popular tools like MetaMask and Open-
Zeppelin. Worse, cloud providers AWS, Hetzner, and OVH represent nearly 70% of hosted nodes on
both ETH and SOL as of Sept. 2022. In fact, Hetzner’s terms of service don’t even allow PoW mining or
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PoS validating-related activities.  Users are at perpetual risk of being deplatformed.
Geographic concentration of validators could expose networks to geopolitical risks, regulations, or
acts of nature. As of Sept. 2022, ~50% of Solana validators and ~60% of Ethereum validators were lo-
cated in either Germany or the U.S., even if the broader networks were distributed more widely across
25 and 60 countries, respectively.
We also expect to see redoubled efforts to alleviate some of today’s pressing software-driven central-
ization pain points.
Expect meaningful upgrades to account abstraction (streamlines user management of accounts and
assets), Proposer Builder Separation (delegates computationally intensive work to specialized block
proposers, lowering node requirements for solo validators), and “Light Clients” (allows users on
laptops and phones to connect directly to networks rather than through third-party hosted nodes or
centralized RPC providers thanks to improved data compression).
3.8 On-Chain Forensics
On-Chain forensics has been big business for a while. Chainalysis was the first crypto data unicorn,
and its counterparts Elliptic and TRM Labs don’t appear to be far behind. The primary thrust of these
businesses has been transaction monitoring for compliance teams and forensic tools for regulators
and investigators. Demand for these tools follows market cap on the way up (more firms need the
tools, more fraud gets committed, and more taxes are evaded), and stays somewhat sticky on the way
down (investigations take years, compliance needs are permanent, and taxes due from a bull run are
still due in full even if your bags get slashed the next year.
On the other hand, I would argue that on-chain analytics as a standalone market intelligence product
only really became viable in the past year. Glassnode is bootstrapped, but Dune, Nansen, AmberData,
Flipside, and Coin Metrics all provided a glimpse of investor expectations for the segment as all raised
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big rounds on sky-high revenue multiples within the past year. On-chain fundamentals are getting
sexier and more integral to professional traders’ risk scoring (and copy-trading).
Nansen seems to be one of two analytics companies that have figured out how to combine a mar-
ket intelligence product and a compliance product. (I’ll give you a wild guess as to who the other
under-the-radar company is.) It was a brilliant and non-intuitive bootstrapping strategy: tag public
wallets, analyze them on a best-efforts basis, and leverage Cunningham’s law into iteratively better
aggregated data sets (“if our data is wrong, then give us the right data”). That allowed them to hide
a robust forensics tool under an NFT flipper’s front end. Then low and behold they came fastest out
the door with a proof-of-reserves dashboard post-FTX failure and deconstructed multiple high profile
protocol and fund failures using their own dogfood in Q2. Credit where it’s due. Killer year.
And then there’s Messari.
The company that many people are calling the “greatest on earth” only really entered the on-chain
data game in the past year. But we’ve been building open APIs and data standards for 100+ protocols,
and are getting iteratively closer to developing the equivalent of GAAP or IFRS reporting standards
for crypto protocols. Who needs the SEC and a quarterly lag. These metrics are available in quarterly
reports, or real-time. Dealer’s choice:
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