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The bulls were out in force in May-2019 as the digital asset market delivered its
strongest

monthly

performance,

~60%,

over

the

last

12

months.

Fundamentally, looking across the broader market, if felt as there has been a shift in
the global trading regime. Risk asset return expectations have been dampened as
China / US trade relations look set to worsen. Forward looking it is difficult to see an
immediate resolution and global markets are set to be buffeted by uncertainty and
political jockeying, hopefully placing an elevated floor digital assets pricing levels as
investors

seek

diversification

outside

of

traditional

markets.

Alternative asset management is expensive for good reasons. The increased
cybersecurity, fund management and insurance costs mean that investors who are
willing to delve into the new asset class have to accept that additional maintenance
costs are required in order to participate in a higher return / risk market.
Upcoming events: CryptAM is pleased to be invited to speak at the Hong Kong Society
of Chartered Financial Analysts (HKSFA) on the 17th June 2019, we look forward to
bringing this new asset class to the attention of the professional investment industry.

Strongest Monthly Return in 12 Months
As the chart below shows, the bulls were out in force in May-2019 as the digital asset market
delivered its strongest monthly performance, ~60%, when observing the last 12 months.

We note that "market price" deviates away from the estimated "intrinsic value". In our
view, this is likely driven by the fact that inflows into this relatively small asset class can
have disproportionate impact on market pricing, quickly driving the market price away
from intrinsic value. Of course, with the lack of any stringent fundamental analysis, we
would highlight that there is no immediate answer for a 'correct' value. Said another
way, value is defined differently by those in need to diversify and hedge their portfolios
with an asset that is not controlled by any particular government or monetary system.
That said, using broad market barometers, looking at lower for longer UST rates,
negative yields across German, Japanese and Swiss bonds, the weakness of the CNY /
USD pair... with traditional markets pricing for uncertainty, we have seen this game
before, diversification is often the best strategy to pursue when hedging modest parts
of your portfolio.

Looking at the chart above, JP Morgan writing on the subject of "intrinsic value" provides
their insights. The approach they took to estimate a quantifiable intrinsic value for Bitcoin
was to effectively treat it as a commodity and base it on the marginal cost of production.
Mining, running the network, cryptocurrencies consumes electric power, which results in a
real-world cost incurred in nominal currency terms. In principle, a market price above that
cost should induce miners to increase resources to mine coins, bringing the cost of mining
higher until the marginal cost approaches the market price, while a price below that cost
should induce higher cost producers to exit the market lowering the overall cost until it again
approaches

the

marginal

cost.

JP Morgan broadly followed a methodology adopted by Hayes (2018), which first estimates
the daily cost of production as a function of the computational power employed, cost of
electricity, and energy efficiency of hardware. It then divides the daily cost of production by
the number of bitcoins that can be produced daily to get a marginal cost of production per
Bitcoin.

A Decade of Allocating 1% of Your Portfolio to Digital Assets

CryptAM provides consultation services on helping interested parties learn more about
the digital asset market. Below is a chart that shows the impact of adding a fixed weight
of 1% of your portfolio to Bitcoin (BTC), typically away from a hard commodity (gold, oil,
soybeans..etc) sleeve, would have delivered an additional 20% of return to your portfolio
and emperically improves the Return / Risk Ratio for only a small allocation.
While this is a valuable boost to performance, investors need to be reminded that this
is a risky market and that there is "no free lunch". The risk needs to be actively managed
and crypto-asset managers, such as CryptAM, are rising to provide solutions.

Alternative asset management is expensive for good reasons: "Whether it’s whisky or
wine, classic cars or cryptocurrency, the plethora of alternative asset investments
available to institutional and accredited investors is almost limitless. But these
investments don’t come on the cheap. For cryptocurrency fund managers, the

increased cybersecurity, fund management and insurance costs also mean that
investors who are willing to delve into the new asset class have had to pay for the
additional maintenance costs in order to participate in a higher return market."

Find Out More

Disclaimer
The following information relates to this newsletter provided to you by CryptAM Limited (“CryptAM”). Please read and
acknowledge the information provided in this Disclaimer. This newsletter is for information purposes only and may not be
considered as an offer of any kind by CryptAM. Consequently, this newsletter and the information shall only be treated as
general guidance and cannot be relied upon. This newsletter is not an offer to buy any interest in CryptAM and/or to
participate in any particular trading strategy. Citizens and residents of some countries are legally disallowed from using
CryptAM’s services and products and it is upon you to check if you are legally allowed to use CryptAM’s services and
products and engage in any kind of relationship with CryptAM. All content, Information, trademarks, services marks, trade
names, logos, charts and icons are the property of CryptAM or its affiliates or agents and are protected by copyright laws
and international treaties and provisions. The information provided to you in this newsletter is not to be constructed as
investment advice or any kind of advice on legal, tax, financial or other issues, nor does it constitute an offer and/or
recommendations for the purchase or sale of investment funds. The information herein is subject to change at any time.
The accuracy, reliability or completeness of the information in this newsletter is neither explicitly nor implicitly warranted
nor guaranteed. Past performance is not a guide to what may happen in the future. CryptAM is not licensed, registered,
authorized and regulated by any Monetary Authority of any jurisdiction and/or any government body of any jurisdiction
in the conduct of financial services activities, investment business and fund services business. CryptAM is not subject to
the same regulatory requirements as SEC-registered exchange traded funds, private funds and/or mutual funds, including
the requirement to provide certain periodic and standardized pricing and valuation information to investors. This
newsletter does not constitute a prospectus within any regulatory or legal meaning or any other meaning.
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