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What happened this month in the financial markets?

At the time the coronavirus started to expand in the rest of Europe from northern Italy,
financial markets tumbled. Crypto-currencies were among the most heavily affected
assets. The bitcoin price halved. On March 12, 2020, it declined by more than 40 percent!
Even considering the tumultuous reputation of Bitcoin, such a drop is massive and unusual.
This dramatic decline has been fuelled by the liquidation of highly leveraged positions in a

small market dominated by retail investors.

Was there any place to hide? Looking at traditional markets, the drop in prices has also
been massive and unusual. The S&P500 and the Dow Jones indices lost more than 30

percent from their peak in about a month's time. After Black Monday on October 19, 1987,

the Dow Jones recorded the second largest daily drop in its entire history .

When comparing the 30 percent decline in equities with the more than 50 percent decline
in Bitcoin, it is important to remember that traditional assets were supported by massive
injections of liquidity, increase in the quantitative easing programme, lowering of interest
rates, and stock market circuit breakers, to name a few. Such instruments do not exist for
cryptocurrencies. What would have happened if they had not been used for traditional

assets?

When such a price action takes place, all asset classes are hit badly, independent of their
characteristics. The downside correlation increases. These movements are similar to those

observed in the wake of the Lehman moment in 2008.

Even safe assets such as gold did not perform well, a situation that was also observed in
2008 during the global financial crisis (GFC). It illustrates that when a major shock hits the
financial markets, investors look for liquidity rather than quality. This is the reason why US
Treasuries performed well during these periods of acute stress. In just a few days, the yield
for the ten-year Treasury declined by roughly 100 basis points to a historical low of 0.6

percent.

Despite the exponential increase in the number of people affected by the coronavirus,

financial markets have started to somehow de-correlate: the US Treasury benchmark yield
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rose to over 1 percent, while stocks continued to decline and Bitcoin rose to about USD
6800.

The eoconomic and financial consequences of the
battle against the coronavirus

Decisions by governments to quarantine or completely isolate the population are
undoubtedly legitimate to limit the spread of the virus. However, it comes at a high cost for
society. When business activities suddenly froze, the global economy entered a recession.
In the meantime, global wealth contracted dramatically due to the deteriorating outlook

and the sudden rise in the demand for liquidity, meaning cash.

To mitigate the consequences, governments are untying their purses. In the wake of the
global financial crisis (GFC), fiscal policy had already been used massively to recapitalise
the financial system and to foster growth. As a result, governments went into this crisis with
already high levels of debt. Central banks reacted quickly to the shock, something they
learned painfully during the GFC. However, they started this crisis in an unfavourable
position; their balance sheets are already inflated and interest rates are very low or even

negative. This gives them limited ammunition to fight the economic repercussions.

To illustrate the speed and scale of the central banks’ response, the Federal Reserve (Fed)
cut its target rate twice in two weeks by a total of 150 basis points to 0 percent. The size of
its balance sheet, currently at USD 4.3 trillion, will exceed USD 5 trillion only as a result of
the announced liquidity and quantitative easing programmes, making the Fed’s balance
sheet roughly as big as 25 percent of GDP. At the same time, the European Central Bank
(ECB) increased the size of the asset purchase programme (QE programme) and provided

additional liquidity to its refinancing programme (TLTRO).

There is no doubt that humanity will win the battle against the coronavirus. Pandemics are
temporary by nature and the unprecedented measures undertaken should make the

current crisis short-lived. This is why we can already prepare for the time after.

The question arises as to what the economic and financial situation will be after the

coronavirus crisis. The good news is that the coronavirus does not destroy the
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infrastructure and is unlikely to affect existing institutions if it does not last too long. Our
best guess is that the post-coronavirus world will look very much like the pre-coronavirus

one.

However, the economic and financial consequences will be significant and long-lasting.
Public debt will be much higher than today, and the central banks’ balance sheets will be
much larger. In order for these heavyweight institutions to coexist peacefully, both interest

rates and yields must be zero.

With zero interest rates, the enormous national debt will be sustainable. At zero interest
rates, the balance sheet assets of the central banks, which consist primarily of government
bonds, will be stable. However, with zero interest rates along the entire yield curve, the
stability of the financial system may well be called into question. Is the value of cash-
generating assets discounted at O percent interest rate reasonable? What instrument will
central banks use going forward if the target rate cannot be increased anymore? Are
central banks independent when they are forced to keep interest rates at zero because the
concern for systemic stability is primarily linked to government debt, the liquid asset par

excellence that the entire financial system has to hold according to Basel Ill regulation?

If confidence in the institutions is challenged, the global financial structure is destabilised.
The last time this happened was on August 15, 1971, when the United States unilaterally
suspended the convertibility of the US dollar into gold, which meant the end of the Bretton

Woods system and turned the dollar into a fiat currency, a currency without intrinsic value.

Outside money

If such a troubled period were to recur, in which currency would an investor keep their
savings safe? Outside money is the answer. It is a form of money that is not liable to anyone
within the economic system. Throughout history, precious metals such as gold and silver
have played the role of outside money, as they have been accepted internationally as a

means of payments.

It’s important to note that outside money is the currency of choice used to settle a

transaction where there is no trust between the two parties. This was the case thousands of
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years ago in long distance trading, when merchants from different countries exchanged
goods for gold. This is still the case today during wars, when countries pay for imports in

gold as their national currency is not accepted across the border.

Cryptocurrencies such as Bitcoin, Litecoin etc. are a new form of outside money, as they
have many similarities with gold and silver. They can be used in a situation where there is
no trust, they are not liable to anyone and cannot be manipulated because their supply is
fixed. The supply is a part of the social construct and cannot be changed unless the
majority of the community agrees. For example, although Bitcoin’s cap of 21 million can be
technically changed, it will not be changed as the social construct will most certainly never

allow it to be changed.

They also have an additional advantage over the traditional form of outside money: they
are easy to transport and store. Finally, they are very practical, as you can use them to buy

a coffee. When did you last buy your coffee with a gold or a silver coin?

What does the coronavirus crisis tell us about
cryptocurrencies?

The total market capitalisation of cryptocurrencies shrank from USD 290 billion on 24
February 2020 to just USD 135 billion 3 weeks later, a decline of 53 percent. In
cryptocurrencies, the Bitcoin price dropped from about USD 10,400 mid-February to less
than USD 4000 at its lowest intraday price, only to stabilise around USD 5000 in mid-March
(and at the time of this writing at USD 4350).

The two other outside money assets, gold and silver, also performed poorly. Gold declined

by 13 percent and silver by 33 percent.

Outside moneys performed badly when the coronavirus shock hit Europe and the United
States. The magnitude of the decline seems to be inversely proportional to the size of their

market.

Despite these recent performances, outside money is a safe asset. It is safe because it has

no counterparty risk and is not the liability of someone else.
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Conclusion

The coronavirus has impacted our life in ways that were unimaginable a month ago!
Governments have taken harsh measures to limit the spread of the virus. As a
consequence, economic acitivity has been severaly affected and asset prices have

dropped massively. As for crypto assets, Bitcoin has been hit even harder.

There is no doubt that we will win the battle against the coronavirus. However, this battle
will come at a cost. Public debt and central bank balance sheets will continue to increase,
limiting their room of action going forward. The international monetary system may well

come under pressure if confidence in these institutions wanes.

Outside money is an asset class that protects against this type of risk. Some
cryptocurrencies such as Bitcoin are new forms of outside money. We are therefore

confident that the value proposition of cryptocurrencies will remain intact.

Finally, native cryptocurrencies represent an integral part of the blockchain technology,
which supports a wide variety of applications. One application is outside money, and
Bitcoin, designed as digital gold, proposes this feature. The number of applications that
this technology supports is enormous. Crypto-currencies are about more than just outside

money.

The value contribution of cryptocurrencies is very topical, and we believe Bitcoin remains

an attractive diversifier for portfolios.

1 The Dow Jones Industrial Average exists since 16 Febuary 1885!
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Disclaimer

This document has been prepared by SEBA Bank AG (“SEBA”) in Switzerland. SEBA is a Swiss bank and securities dealer with its head office and legal domicile in
Switzerland. It is authorized and regulated by the Swiss Financial Market Supervisory Authority (FINMA). This document is published solely for information
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strategy. This document is for distribution only under such circumstances as may be permitted by applicable law. It is not directed to, or intended for
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publication, availability or use would be contrary to law or regulation or would subject SEBA to any registration or licensing requirement within such jurisdiction.

No representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this
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contained in this document attributed to a third party represent SEBA's interpretation of the data, information and/or opinions provided by that third party
either publicly or through a subscription service, and such use and interpretation have not been reviewed by the third party.

Any prices stated in this document are for information purposes only and do not represent valuations for individual investments. There is no representation that
any transaction can or could have been effected at those prices, and any prices do not necessarily reflect SEBA’s internal books and records or theoretical
model-based valuations and may be based on certain assumptions. Different assumptions by SEBA or any other source may yield substantially different results.

Nothing in this document constitutes a representation that any investment strategy or investment is suitable or appropriate to an investor’s individual
circumstances or otherwise constitutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own judgment
in making their investment decisions. Financial investments described in the document may not be eligible for sale in all jurisdictions or to certain categories of
investors. Certain services and products are subject to legal restrictions and cannot be offered on an unrestricted basis to certain investors. Recipients are
therefore asked to consult the restrictions relating to investments, products or services for further information. Furthermore, recipients may consult their
legal/tax advisors should they require any clarifications. SEBA and any of its directors or employees may be entitled at any time to hold long or short positions
in investments, carry out transactions involving relevant investments in the capacity of principal or agent, or provide any other services or have officers, who
serve as directors, either to/for the issuer, the investment itself or to/for any company commercially or financially affiliated to such investment.

At any time, investment decisions (including whether to buy, sell or hold investments) made by SEBA and its employees may differ from or be contrary to the
opinions expressed in SEBA research publications.

Some investments may not be readily realizable since the market is illiquid and therefore valuing the investment and identifying the risk to which you are
exposed may be difficult to quantify. Investing in digital assets including cryptocurrencies as well as in futures and options is not suitable for every investor as
there is a substantial risk of loss, and losses in excess of an initial investment may under certain circumstances occur. The value of any investment or income
may go down as well as up, and investors may not get back the full amount invested. Past performance of an investment is no guarantee for its future
performance. Additional information will be made available upon request. Some investments may be subject to sudden and large falls in value and on
realization you may receive back less than you invested or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on the
price, value or income of an investment. Tax treatment depends on the individual circumstances and may be subject to change in the future.

SEBA does not provide legal or tax advice and makes no representations as to the tax treatment of assets or the investment returns thereon both in general or
with reference to specific investor’s circumstances and needs. We are of necessity unable to take into account the particular investment objectives, financial
situation and needs of individual investors and we would recommend that you take financial and/or tax advice as to the implications (including tax) prior to
investing. Neither SEBA nor any of its directors, employees or agents accepts any liability for any loss (including investment loss) or damage arising out of the
use of all or any of the Information provided in the document.
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