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Cryptocurrencies - a highly volatile asset class
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Cryptocurrency trading - venues

* Spot markets on unregulated trading platforms (‘exchanges’)
* Market highly fragmented with dozens of exchanges
 Accounts, market data feeds and APIs free

e High trading fees (up to 25 bps)



Cryptocurrency trading - markets and products

* Retail driven market: anyone can sign (subject to KYC/AML)

* Limit order books, market orders, sometimes stop-loss etc

* Leveraged trading often possible (margin provided by exchanges)
* Regulated: futures on CBOE, CME; swaps and option on LedgerX

* Further products in crypto-to-crypto markets



Cryptocurrencies vs other asset classes

16.00
normalised log-scale

14.00

12.00

10.00

8.00

6.00

4.00

2.00

0.00
Jul-10 Jul-11 Jul-12 Jul-13 Jul-14 Jul-15 Jul-16 Jul-17



Cryptocurrencies vs other asset classes
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Investor’s perspective

How can we explain these statistics?

 |Immature asset class -> low market capitalisation

* Cryptocurrencies (total): S 0.25tn

 Bitcoin: S 0.12 tn (< S1min 2010!)
* SPX: S23 tn

* Gold: S 7.7tn

* |nvestors take risks:

 Technology -> scalability (decentralised network, transactions)
Utility -> adoption

Security -> hacks, counterparty risk
Market -> price volatility, fat tails, extended bear markets, liquidity



Investor’s perspective — allocation & correlation

* Historically, allocating a small percentage of overall assets to
cryptocurrencies (assuming a standard 60/40 equities/bonds
portfolio) would have resulted in enhanced risk-adjusted returns
In most years

Correlations BTC SPX Gold
BTC 1 0.03 0.02
SPX 0.03 1 -0.02

Gold 0.02 -0.02 1



Trader’s perspective — risks and opportunities

Some risks are can be more pronounced for (short-term) traders than
for (long-term) investors:

* Hacks and security breaches
* Counterparty risk

But volatility and market fragmentation can be an opportunity for
certain types of trading businesses, e.g. market makers that provide
liquidity to exchanges
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Trader’s perspective — arbitrage matrices
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Disclaimer

The information contained in this presentation is for informational purposes only and is not and should
not be construed as investment advice or a solicitation to buy or sell any cryptocurrency, contingent
claim, security, or financial instrument.

In instances where qualitative judgments are issued, the opinions expressed are those of the author.

The accuracy, completeness, and appropriateness of the data and information presented cannot be
guaranteed, and should not be relied upon for any purpose. The author has modified, interpolated,
omitted, and simplified some of the data and calculations.

Any performance information is shown for illustration and discussion purposes only. Past performance is
not necessarily indicative of future results. No representation is being made that any investor or trader
could have achieved such performance in the past, or will or is likely to achieve similar results in the
future. When investing in and/or trading cryptocurrencies, one may not get back the amount originally
invested and there is a risk of total loss.

No part of this material may be reproduced in any form, or referred to in any other publication, without
express written permission by the author. The information in this presentation may be modified by the
author without notice. No obligation is undertaken to provide you with any such modifications.

Data sources: BTC — bitcoinity.org, SPX — Yahoo Finance, gold — Federal Reserve Bank of St. Louis



