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Last month’s crypto market
talk was dominated by
“The Merge”, the Ethereum
blockchain transition from
Proof-of-Work (PoW) to

Proof-of-Stake (PoS)
consensus mechanism
planned for mid-September

Markets Chase Liquidity

1.
Outlook

August started on a strong foot, with Bitcoin (BTC) rallying from USD 20,800 to USD 25,000,
a 20% increase. In the month’s second half, Bitcoin’s price reversed its course to below USD
20,000, mimicking equity markets. The hawkish stance of Jerome Powel, President of the Fed,
at the Jackson Hole Symposium in late August dashed investors’ hope that the Fed would
pivot.

The correlation between BTC and the Nasdaq 100 (a tech-heavy index) retracted to yearly
low levels of 0.5-0.6. Most major cryptocurrencies by market cap followed BTC. Market out-
performers for the month include Yearn Finance, up by 23%.

Last month’s crypto market talk was dominated by “The Merge”, the Ethereum blockchain
transition from Proof-of-Work (PoW) to Proof-of-Stake (PoS) consensus mechanism planned
for mid-September. While this narrative has supported ether (ETH) price earlier, investors
took profit in advance of the event.

Table 1: Performance of SEBA Bank universe coins as of 1 September 2022

Ticker 365 BTC Current 90D
Days Correla- DD Betavs

tion BTC

BTC -13% -32% -58% -59% 1.00 0.4 -71% 1.00
ETH -9% -18% -61% -54% 0.95 2.3 -69% 1.38
ADA -13% -4% -67% -85% 0.89 0.72 -86% 1.05
LTC -9% -16% -65% -66% 0.90 1.02 -87% 0.82
XLM -7% -15% -61% -70% 0.85 1.95 -89% 1.05
LINK -5% -2% -69% -75% 0.77 1.75 -88% 0.91
UNI -27% 20% -66% -78% 0.82 0.69 -51% 1.58
SNX -20% -18% -50% -75% 0.79 127 -91% 0.89
YFI 23% 15% -77% -77% 0.59 3.28 -90% 1.62
DOT -8% -27% -75% -74% 0.83 1.69 -87% 1.30
AAVE -14% -15% -69% -77% 0.85 1.67 -88% 1.08
XTZ -10% -25% -69% -74% 0.73 1.14 -84% 0.96
SOL -23% -31% -83% -68% 0.89 -0.24 -88% 111
AVAX -14% -21% -82% -57% 0.79 1.6 -86% 1.30
SAND -27% -28% -84% 20% 0.46 -1.97 -89% 1.16
MANA -19% -20% -77% -15% 0.90 -0.63 -87% 1.32
ENJIN -14% -15% -81% -74% 0.49 0.55 -89% 0.26

Source: SEBA Bank, Coin Metrics
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2.
Macroeconomics

The economic landscape has deteriorated continuously since the beginning of the year.
Inflation, war, supply bottlenecks, rising interest rates, and quantitative tightening have
compounded and created the challenging market environment we face today.

Investors expected the Fed to pivot, but this is not the bottom line of Jerome Powel Jackson
Hole speech. Interest rates are set to increase further, and the Fed balance sheet will shrink
by USD 95 billion a month starting on 1 September.

The US labour market remains tight, and wages are increasing at double-digit rates. This is
the reason inflation started to accelerate even before energy prices went through the roof.

For about a year, cryptocurrencies have responded to economic data the same way as risky
assets. They have reacted inversely to global monetary conditions, i.e. to the dollar, to inter-
est rates and to the declining quantity of money.

Cryptocurrency value drivers are different from all other asset classes, but they have not yet
decorrelated, a sign this asset class is still in its infancy.

Against this background, we keep a cautious stance on cryptocurrencies in general. We
prefer the blue-chip BTC and ETH over the other coins of our universe.

Figure 1: Price performance of Bitcoin, Nasdaq 100 and DXY
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Source: SEBA Bank, Coin Metrics
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3.
Bitcoin

The macro-environment heavily weighs on Bitcoin price. High inflation data has led to a
hawkish Fed since November 2021. Higher interest rates pull down all asset classes, includ-
ing Bitcoin.

Notwithstanding the increased energy cost, it is a difficult period for BTC miners as the
revenue per hash has declined. A recent report showed that miner holdings have declined by
27% since April 2022, adding additional selling pressure on Bitcoin. Miners have been forced
to sell BTC to cover their running costs.

Hash rate measures the computing power in the network. The Higher the hash rate, the more
secure the network is.

BTC hash rate declined in July but increased again to reach a level similar to May. The
recovery in the hash rate is a strong signal that the miners continue to do their job even
though the profitability of their activity has dropped. It confirms that the Bitcoin network is
solid and secure.

Figure 2: Bitcoin network mining difficulty and daily miner revenue in USD

35 90
a0 80
s 70 —
o
= 25 E
B 60 @
c =
< 20 0
z I o 3
3 a0 3
g 15 ; 3
(=) -
30 o
§ 10 £
s 20

5 V%, |

__.‘.—/ w0
0 0

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

— BTC/Mean Difficulty BTC/Miner Revenue (USD)

Source: SEBA Bank, Coin Metrics




The New Digital Investor
September 2022

4.
Ethereum

The Ethereum Foundation has confirmed the date for the long-awaited Merge upgrade
between 14-15 September 2022. At the time of the Merge, the network will migrate to PoS
from the current PoW network.

The Merge is the result of the hard labour of Ethereum core developers. After about six years
of preparation, this moment finally takes place.

Notice that the transition to PoS was in the original Ethereum Roadmap. According to Vitalik
Buterin, one of the Ethereum founders, Ethereum will be 55% complete after the Merge.

Technically, The Merge is the only fundamental growth factor for Ether (ETH) today as the two
driving revenue markets - DeFi and NFTs are stalemates. Ethereum remains central in DeFi
despite losing USD 2.9 billion in Total Value Locked or TVL ahead of the Merge. The NFT vol-
umes have also plunged from the highs of USD 1.1 billion in April to USD 100 million in August.

Figure 3: Total Value Locked and NFT Sales Volume on Ethereum
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Source: SEBA Bank, Cryptoslam.io, Defillama

In its current PoW form, the Ethereum ecosystem suffered from low throughput. This led to
alternative blockchains like Polygon, Avalanche, Solana, and Binance Smart Chain, offer-
ing a faster and cheaper environment to develop DeFi applications. While several projects
have failed due to a lack of infrastructure that prevents them from competing, Ethereum
dApps may see an increase in liquidity due to the switch to the proof-of-stake network. The
next step in Ethereum’s roadmap is Sharding. Sharding is a multi-phase upgrade expected
sometime in 2023 or even 2024 and will improve scalability.

Around the Merge, some confusion may arise as there may be a hard fork of the PoW chain
running parallel to the new PoS chain. If a fork happens, the whole ecosystem will exist on
both the forked and PoS chains. Some Ethereum miners are planning to hard fork the cur-
rent state of Ethereum with its DeFi and NFT markets ahead of the Merge. While few prom-
inent players like Circle and Tether have announced their opposition to the forked chain,
some centralized players like Bitfinex and Poloniex have come in support.

Another concern that is looming over the Ethereum Network is censorship. After OFAC
(Office of Foreign Assets Control) sanctioned Tornado Cash, an open-source transaction
mixer, the Ethereum community has been unusually concerned about the base layer cen-
sorship. Currently, 66% of the beacon chain validators adhere to OFAC regulations, such
as Coinbase, Lido Finance, Staked.us, Kraken, and Bitcoin Suisse AG. Hence, the concerns
are not unfounded.

The Ethereum community has come up with solutions to mitigate these issues, such as
social slashing and the growth of liquid staking protocols like Rockpool. We are hopeful
that these solutions will foster further network decentralization. As many improvements are
set to happen in the coming months and years, we are constructive on ETH and welcome
the Merge and the new PoS chain.
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5.
Polkadot

Polkadot’s vibrant ecosystem is abuzz with the ongoing parachain auctions. The latest
parachain auctions are won by Kylin Network, BridgePort, Integritee, and Kilt, collectively
raised 444K DOT (USD 31 million).

The ex-SEC Chairman Jay Clayton joined the Web3 Venture Firm, a capital firm dedicated
to the development of Polkadot.

With the deployment of XCM (Cross-chain communication), Polkadot parachains will see
much more interoperability among its shared security blockchains. According to some
users, what Polkadot lacks in user experience makes up for in innovation.

6.
Stellar

Stellar Development Foundation (SDF) recently announced the launch of a contract plat-
form called “Soroban”. The idea behind Soroban is to incentivize developers to create
smart contracts using the Rust language. The initiative’s goal is to present the community
with new use cases and generate a new wave of adoption. Stellar (XLM) is one of the few
top 50 blockchains that have not exceeded its all-time highs of 2017-2018 in the last bull
run. Sustained price action is essential for cryptos to maintain traction, which is a cause of
concern for Stellar.

7.
Cardano

September is eventful for Cardano. The team is preparing for the anticipated Vasil hard
fork upgrade on 22 September 2022. Vasil hard fork will enhance Plutus, Cardano’s smart
contracts, and enable cheaper transactions, and increased throughput.

Cardano was also recently listed on Robinhood, a US-based retail investment platform.

As the Cardano team prefers a peer review-based approach, this slow process implies a
loss of opportunity for Cardano. Considering the space’s novelty, blockchain ecosystems
with quicker cycles of launch, failure, and iteration have higher chances of growing. DeFi
is just beginning on Cardano, while other ecosystems like Ethereum are gearing for their
third version.

8.
Avalanche

Avalanche is an Ethereum Virtual Machine (EVM) compatible modular blockchain based
on a PoS consensus mechanism. It has a throughput of 4,500 transactions per second and
a median fee of USD 0.01.

The DeFi total value locked has gradually fallen since April 2022 despite the Avalanche
Rush Program of USD 180 million that started last year. Therefore, Avalanche is now part-
nering with Metaverse and Web2 gaming companies to launch their games on Avalanche
subnets. Gamestar+ and Openblox have recently integrated with Avalanche to launch
their NFT and gaming platform. These new partnerships could provide the necessary boost
to the network and the token price in the coming months ahead.
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9.
Solana

Solana, a smart contract blockchain dubs itself as the fastest and cheapest blockchain,
made technical improvements in its infrastructure at the beginning of Q3. Unlike Q2, when
Solana faced multiple technical problems and degraded performance, it maintained 99%
uptime in Q8.

Solana is out of the deep waters of technical debt and now faces other systemic challeng-
es such as insufficient decentralization, revenue compensating validator rewards, mono-
lithic scaling sustainability, and others.

Improved network uptime results from the introduction of a fee market and QUIC. Also,
EVM is coming to Solana through Neon.

The recent NFT activities, specifically the mint of the “y00ts” collection, have piqued users’
interests.

While Solana takes time to overcome the technical challenges and is out of its Beta version,
the price of SOL tokens may face more volatility. The one thing working in favour of Solana
is its NFT market, but it remains to be seen if NFTs survive in this bearish environment.

10.
Litecoin

Litecoin is a peer-to-peer cryptocurrency based on Bitcoin consensus. It is often regarded
as a legacy blockchain four times faster than Bitcoin. It currently processes around 100K
transactions daily and settles almost USD 2 billion in value. The team behind Litecoin is
making rigorous efforts to increase its adoption. The concern with Litecoin is its throughput
of 1 transaction per second, which is insufficient to become a global payment network.

11.
Tezos

Tezos is a liquid PoS blockchain with on-chain governance, removing the need for hard
forks. Although it has seen steady growth in user accounts, the number of new accounts
has declined since September 2021.

It recently deployed Jakarta upgrade that has optimistic rollup smart-contract improve-
ment. On Tezos, NFTs account for most of the network activity, but it is still a tiny portion
of its counterparts, such as Ethereum and Solana. Until EVM and WASM (WebAssembly)
are available on Tezos through rollups, developer counts and activity will remain limited
on Tezos Network.

12.
Aave

Aave’s proposal to create a stablecoin called GHO is strongly supported with an initial
“yes” votes from 99% of the community members. GHO will be a stablecoin that can
be minted using users’ deposits. Users will continue to earn interest on their collateral,
making GHO a yield-bearing stablecoin. GHO details are still unknown, but Aave hopes it
can renew interest in its protocol. In addition to developing the social networking project
Lens Protocol, Aave is also bringing reputation-based NFTs via Orange Protocol.




Markets Chase Liquidity

13.
Chainlink

Chainlink, the widely used oracle network, integrated with 57 projects across six block-
chains in August alone, including Moonbeam parachain on the Polkadot Network. The
total Value Secured by Chainlink vs. other oracles has been declining since the advent of
internal oracles like Maker and Winklink. Currently, Chainlink secures 48% of all value on
DeFi across all major blockchains.

Chainlink gained some traction recently after announcing that it will provide services to
the Ethereum PoS blockchain and not its PoW hard fork. However, that interest waned due
to broader crypto market retracement.

Partnerships with nodes, data providers, and blockchains will create more demand for
LINK tokens, which shall result in an increased market cap of the project in the future.

14.
Uniswap

Uniswap, the largest decentralized exchange by trading volume, recorded less than USD
40 billion for the second consecutive month, reaching USD 39 billion in August. The lacklus-
ter on-chain activity is concurrent with the overall bear market. Albeit Uniswap continues
to account for almost 0% of all trading volume on Ethereum.

A recent proposal to create the Uniswap Foundation has passed the initial vote. The
proposal will streamline Uniswap’s grant program and optimize protocol governance. A
proposal to turn on the Uniswap fee switch has also gathered a majority of “yes” votes, and
it will run for 120 days on three stablecoin pairs. Although these fees will not be accrued to
token holders, they will be added to the Protocol treasury, which the DAO will govern. These
developments create additional demand for UNI tokens.

15.
Yearn Finance

Yearn Finance recently rebranded itself with improved proposal YIP 69, enabling tweaking
yield aggregator fees and optimized APY for customers. While the protocol suppressed the
2% management fees it charges on every pool, it still levies a 20% performance fee on old
and 10% on new vaults.

Protocol improvements are yet to translate into more liquidity on the platform, and it can-
not be said whether the recent token price resurgence can be sustained.
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16.
Synthetix

Synthetix improved notably in Q3 2022. Its revenue has increased 10-fold since Q2. This
can be attributed to the launch of atomic swaps, a feature that enables users to swap
tokens on two different blockchains. This eliminates the need for third-party involvement.

In the latest proposal, Synthetix’s founder has proposed capping the supply of SNX tokens
to a fixed 300 million as the protocol gains revenue from newer products. Although this
may benefit the value proposition of current SNX holders, it remains to be seen if Synthetix
will continue to attract new users with organic yields in a space where yields are abundant.

17.
Conclusion

The challenging macroeconomic conditions combined with global monetary tightening are
set to weigh on cryptocurrencies.

Bitcoin price is first impacted by monetary conditions. Despite selling pressure from miners,
the network remains solid as the hash rate has increased recently.

The long awaited Ethereum event, The Merge, will eventually takes place mid-September.
The switch from a PoW to a PoS consensus mechanism marks the beginning of a new era. In
the coming months and years, Ethereum will upgrade and become faster and cheaper.

Regarding alternative chains and DeFi applications, we observe many developments. It
seems this crypto winter did not prevent developers’ team to improve their protocol and to
get ready for the next bull run.
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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
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subject SEBA to any registration or licensing requirement within such jurisdiction.
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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 consti-
tutes 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. Fur-
thermore, 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 crypto assets 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 orincome 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.

This document may not be reproduced or copies circulated without prior authority of SEBA. Unless otherwise agreed in writing SEBA expressly prohibits the distribution and transfer of
this document to third parties for any reason. SEBA accepts no liability whatsoever for any claims or lawsuits from any third parties arising from the use or distribution of this document.

Research will initiate, update and cease coverage solely at the discretion of SEBA. The information contained in this document is based on numerous assumptions. Different assumptions
could result in materially different results. SEBA may use research input provided by analysts employed by its affliate B&B Analytics Private Limited, Mumbai. The analyst(s) responsible for
the preparation of this document may interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and interpreting market information
The compensation of the analyst who prepared this document is determined exclusively by SEBA.
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