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Market Update

Bitcoin was explicitly designed for today’s market environment, and it

delivered strong performance in the first quarter of 2023. Bitcoin

ended the quarter above $28,000 and up 72% YTD, making it bitcoin’s

best performing quarter since 1Q21.

The failure, seizure, and forced combination of large banking

institutions has shined the light on the benefits of an alternative store

of value that requires no trust in the traditional banking system. It

should come as no surprise that concerns related to banking coupled

with the return of a more dovish Federal Reserve in response to the

crisis appear to have renewed demand for a decentralized monetary

asset that’s uniquely scarce and has an immutable supply function.

Moreover, bitcoin’s price rebound wasn’t deterred by significant

regulatory enforcement actions against select digital asset providers.

“The root problem with conventional currency is all the trust that’s

required to make it work. The central bank must be trusted not to

debase the currency, but the history of fiat currencies is full of

breaches of that trust. Banks must be trusted to hold our money and

transfer it electronically, but they lend it out in waves of credit

bubbles with barely a fraction in reserve.”

– Satoshi Nakamoto, 11 Feb 2009
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SEC Proposes Enhanced Safeguarding Rule 
for RIAs

Justice Department Probes Collapse of 
TerraUSD

SEC Charges Terraform and CEO Do Kwon with 
Defrauding Investors

Lightning Network Reaches All-Time High in 

Bitcoin Capacity

Digital Asset Banking

Bitcoin’s performance amidst the demise of crypto-friendly banks

demonstrates, yet again, the asset’s resilience. Banks are critical

partners to digital asset service providers to, among other things,

transfer and hold customers' fiat, settle the fiat leg of digital asset

trades, and safeguard fiat operating capital. As of January 2023, 136

FDIC insured banks had ongoing or planned digital asset-related

activities.1

https://www.theblock.co/post/220297/gensler-suggests-proof-of-stake-tokens-are-securities?utm_medium=email&_hsmi=250721914&_hsenc=p2ANqtz-_Z3NquXUHjT5dU9Gd_zC0jrYq6zyImeAbssd6ZtCfVYDUH6mZFV5pKvb8ik6P4iecZA_Wq-Da-5kDkC-7M_s53aWVkAg&utm_content=250721914&utm_source=hs_email
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https://ag.ny.gov/press-release/2023/attorney-general-james-continues-crackdown-unregistered-cryptocurrency-platforms?utm_medium=email&_hsmi=249742672&_hsenc=p2ANqtz-9ptjiAxRtETFXSe5LGxZ2kIr2jP_fBK0CnFGQituDE_gqUB2a0pz4OrqEzhQ5ZDY-J_vUk4L3TWf91w79jpWfw4cgLSg&utm_content=249742672&utm_source=hs_email
https://www.prnewswire.com/news-releases/lightning-accelerator-in-wolfs-clothing-announces-first-cohort-world-class-list-of-investors-and-mentors-301773556.html?utm_medium=email&_hsmi=250721914&_hsenc=p2ANqtz-_cn9cWvaH_cxJAxzU2FQO_RG8pYlBkoCZlIuDAa8g1sSRRTb5iR4b6S3gW0KYo1tYSrzwai04ydKzK7pRVP9g1pDC1iQ&utm_content=250721914&utm_source=hs_email
https://www.prnewswire.com/news-releases/lightning-accelerator-in-wolfs-clothing-announces-first-cohort-world-class-list-of-investors-and-mentors-301773556.html?utm_medium=email&_hsmi=250721914&_hsenc=p2ANqtz-_cn9cWvaH_cxJAxzU2FQO_RG8pYlBkoCZlIuDAa8g1sSRRTb5iR4b6S3gW0KYo1tYSrzwai04ydKzK7pRVP9g1pDC1iQ&utm_content=250721914&utm_source=hs_email
https://www.sec.gov/news/press-release/2023-30?utm_medium=email&_hsmi=246591656&_hsenc=p2ANqtz--O3JZpA_uUPWD5Iy4D5U__63scGg69zHQn0h2BUMssEVRO9MBgPNZR9IKxXdeYNgN68eM0GfIzY5mZ0rffUduR1miKFQ&utm_content=246591656&utm_source=hs_email
https://www.sec.gov/news/press-release/2023-30?utm_medium=email&_hsmi=246591656&_hsenc=p2ANqtz--O3JZpA_uUPWD5Iy4D5U__63scGg69zHQn0h2BUMssEVRO9MBgPNZR9IKxXdeYNgN68eM0GfIzY5mZ0rffUduR1miKFQ&utm_content=246591656&utm_source=hs_email
https://www.wsj.com/articles/justice-department-probes-collapse-of-do-kwons-terrausd-stablecoin-10bd5ffb?utm_medium=email&_hsmi=250721914&_hsenc=p2ANqtz-9IqYnFW6JzFTfYeTesl2fUbUcD-vLqjpCSrXyKbKNHZxPsdaY7SJapfsZPdsivGKIsBbQ-YYd50F3cecyKgPKhUwDdPw&utm_content=250721914&utm_source=hs_email
https://www.sec.gov/news/press-release/2023-32?utm_medium=email&_hsmi=246591656&_hsenc=p2ANqtz--mJi-uB8vC7CjYCnzhZRlzRdtHzGXYRTE9yAcNEut8VYArZDkYtCzN1Ovym5j4dkGKJeuTG9xgw366hdwoZj6A9emdFg&utm_content=246591656&utm_source=hs_email
https://www.sec.gov/news/press-release/2023-32?utm_medium=email&_hsmi=246591656&_hsenc=p2ANqtz--mJi-uB8vC7CjYCnzhZRlzRdtHzGXYRTE9yAcNEut8VYArZDkYtCzN1Ovym5j4dkGKJeuTG9xgw366hdwoZj6A9emdFg&utm_content=246591656&utm_source=hs_email
https://www.theblock.co/post/208817/lightning-network-reaches-all-time-high-in-bitcoin-capacity?utm_medium=email&_hsmi=245555524&_hsenc=p2ANqtz-95YJU9OeYcmreBuJ50211AlWyP-mMFHUAFNRcJe-RXfgapImiuA3NqJ3UXWWXg24AozN_LtGTOoJ3yKVwWhFMpdVuBAg&utm_content=245555524&utm_source=hs_email
https://www.theblock.co/post/208817/lightning-network-reaches-all-time-high-in-bitcoin-capacity?utm_medium=email&_hsmi=245555524&_hsenc=p2ANqtz-95YJU9OeYcmreBuJ50211AlWyP-mMFHUAFNRcJe-RXfgapImiuA3NqJ3UXWWXg24AozN_LtGTOoJ3yKVwWhFMpdVuBAg&utm_content=245555524&utm_source=hs_email
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The failures of Silvergate Bank and Signature Bank, and the shuttering of their groundbreaking digital asset-to-fiat

settlement networks dubbed SEN and Signet, respectively, had some impact on market liquidity. However, the bitcoin

market continued to operate without disruption, and market participants turned to other banking partners and liquidity

networks. The bank failures of last quarter have had no material impact on NYDIG’s custody and execution services or asset

management business.

Low Correlation Returns

While correlations between assets vary over time, bitcoin’s diversifying characteristic relative to other risky assets may be

returning. Bitcoin’s correlation with equities on a rolling 3-month basis fell precipitously in the first quarter after reaching all-

time highs (0.70 - 0.75) during the depths of the crypto winter in May 2022. The adage “all correlations go to 1 during

periods of market stress” seems to include bitcoin.

Intuitively, bitcoin’s unique properties help explain why its returns can be unaffected by factors that influence other asset

classes. For example, regardless of what happens with inflation, economic growth, unemployment, or even geopolitics,

bitcoin will remain a completely digital monetary asset operating on a rapidly growing and decentralized network. On

average over time, NYDIG expects that bitcoin will continue to deliver diversification benefits to portfolios.
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BTC's Correlation with Equities is Off the Highs

BTC - S&P 500 Total Return Index BTC - NASDAQ 100 Total Return Index Source: NYDIG, Bloomberg as of 3/31/2023.

Qualified Custodian Proposal

One of the regulatory proposals to come out of the SEC in the wake of the calamitous events of the last year is an update to

the “custody rule” under the Investment Advisers Act of 1940. Among other things, the proposed rule change clarifies the

SEC’s stance that the custody rule applies to digital assets (regardless of one’s views as to whether a particular digital asset

is a security or a commodity). If the proposed rule change is adopted, registered investment advisers (“RIAs”) will

unequivocally be required to hold client digital assets with a qualified custodian (“QC”), a requirement that many believe

already exists. This may limit RIAs’ ability to trade through digital asset exchanges since most do not employ the proposed

safeguards today, and it could prove challenging for such exchanges to come into compliance with these requirements.

NYDIG has long believed that digital assets should and would be regulated like traditional assets. Accordingly, NYDIG Trust

Company LLC, the firm’s digital asset custodian regulated by the New York State Department of Financial Services, has

always protected client assets in the manner traditionally expected of QCs.
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Performance 1MO 3MO YTD 1YR 3YR* 5YR*

Bitcoin 22.31% 71.89% 71.89% -37.56% 63.85% 32.66%

Gold 7.79% 7.96% 7.96% 1.64% 7.68% 8.24%

S&P 500 3.67% 7.50% 7.50% -7.73% 18.60% 11.19%

Bloomberg Agg 2.54% 2.96% 2.96% -4.78% -2.77% 0.91%

*Returns greater than 1 year are annualized.

Sources:

NYDIG, Bloomberg, Glassnode data as of 3/31/2023, unless noted otherwise. All prices are 4:00 pm ET prices on the last business day of

each month. Bloomberg Agg represents the Bloomberg US Aggregate Total Return Bond Index. Bitcoin returns based on month-end 4pm

prices. Monthly bitcoin prices prior to October 2018 are based on Coinbase 4pm pricing. In October 2018, NYDIG began generating bitcoin

prices in accordance with NYDIG Asset Management’s valuation policy for its bitcoin funds. The monthly bitcoin prices used after October

2018 reflect 4pm prices determined in accordance with such valuation policy, which is the same valuation policy that is used for NYDIG’s

funds. As there are two different pricing sources for bitcoin reflected, the historical performance of bitcoin shown may be different if the

bitcoin prices in accordance with NYDIG Asset Management’s valuation policy were used for the entire period or if the Coinbase pricing

were used for the entire period. Performance data quoted represents past performance of bitcoin. Past performance of bitcoin is not

indicative of future results. Bitcoin has historically exhibited high price volatility relative to more traditional asset classes. The value of an

investment in bitcoin or the funds could decline rapidly, including to zero.

1 FDIC Office of Inspector General, Top Management and Performance Challenges Facing the Federal Deposit Insurance Corporation, 16 Feb 2023.

5YR Standard Deviation 5YR Sharpe Ratio 5YR Correlation to BTC

Bitcoin 80.0% 0.71 -

Gold 14.1% 0.53 0.18

S&P 500 18.6% 0.59 0.41

Bloomberg Agg 5.5% -0.06 0.25

https://www.fdicoig.gov/sites/default/files/reports/2023-02/TMPC%20Final%202-16-23_0.pdf
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Important Disclosures:

This report has been prepared solely for informational purposes and does not represent investment advice or provide an opinion regarding

the fairness of any transaction to any and all parties nor does it constitute an offer, solicitation or a recommendation to buy or sell any

particular security or instrument or to adopt any investment strategy. Charts and graphs provided herein are for illustrative purposes only.

This report does not represent valuation judgments with respect to any financial instrument, issuer, security or sector that may be

described or referenced herein and does not represent a formal or official view of New York Digital Investment Group or its affiliates

(collectively, “NYDIG”).

It should not be assumed that NYDIG will make investment recommendations in the future that are consistent with the views expressed

herein, or use any or all of the techniques or methods of analysis described herein in managing client accounts. NYDIG may have positions

(long or short) or engage in securities transactions that are not consistent with the information and views expressed in this report.

The information provided herein is valid only for the purpose stated herein and as of the date hereof (or such other date as may be

indicated herein) and no undertaking has been made to update the information, which may be superseded by subsequent market events or

for other reasons. The information in this report may contain projections or other forward-looking statements regarding future events,

targets, forecasts or expectations regarding the strategies, techniques or investment philosophies described herein. NYDIG neither

assumes any duty to nor undertakes to update any forward-looking statements. There is no assurance that any forward-looking events or

targets will be achieved, and actual outcomes may be significantly different from those shown herein. The information in this report,

including statements concerning financial market trends, is based on current market conditions, which will fluctuate and may be

superseded by subsequent market events or for other reasons.

Information furnished by others, upon which all or portions of this report are based, are from sources believed to be reliable. However,

NYDIG makes no representation as to the accuracy, adequacy or completeness of such information and has accepted the information

without further verification. No warranty is given as to the accuracy, adequacy or completeness of such information. No responsibility is

taken for changes in market conditions or laws or regulations and no obligation is assumed to revise this report to reflect changes, events

or conditions that occur subsequent to the date hereof.
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