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The collapse of FTX/Alameda Research put the digital assets industry in a state of shock, and reverberations are still
being felt. Although the failure of a centralized counterparty behaving badly and operating in a lightly regulated offshore
environment had nothing to do with digital assets, blockchain or cryptocurrencies failing, the interdependence among
crypto companies remains strong, and contagion fears still abound.

Two weeks ago, Sam Bankman-Fried (SBF), the ex-CEO of FTX, gave a number of interviews stating that he did not
intend to commit fraud and denied improper use of customer funds. The fact remains, however, that an estimated $8
billion of customer funds went missing at FTX.

On the 12th of December, at the request of the US government, SBF was arrested by the Bahamian authorities and US
prosecutors filed eight-count indictment against him. These charges include wire fraud, wire fraud conspiracy, securities
fraud, securities fraud conspiracy and money laundering. 

Centralized Exchanges That Show Proof of Reserves and Liabilities Will Benefit

There is now increased scrutiny being placed on centralized exchanges, particularly those operating offshore, but others
as well. Demands are rising that centralized exchanges should provide proof of reserves and liabilities. The assets side
would indicate which coins and tokens are held by the exchange, while the liabilities side would show the investor
deposits. Both sides are important. Regular full independent audits, potentially conducted unexpectedly, would assuage
fears that transfers of assets could take place to cover finance gaps and improve confidence among investors. What
might still be left unaccounted for are off-balance sheet liabilities, which would continue to be difficult to track. It is
possible that proof of reserves and liabilities will become the norm in the industry, benefiting those companies willing to
be transparent about their assets and liabilities.

Many believe decentralized finance (DeFi) is the solution, but we believe the centralized exchanges will continue to play a

significant role in the near future, as they have convenient on/off-ramps for digital assets and have established KYC1 and

AML2 procedures in place.

The Role of Insiders in Token Issuance and Trading Needs to Be Scrutinized More Fully

The close connection between Solana and FTX and the rise and fall of the Solana token have led to increased scrutiny on
layer 1 solutions, and questions are being asked about the viability of some of them. A particularly important area to
investigate is the role of insiders in token issuance, the amount of issuance in public hands and the amount of true trading
that stems from genuine usage of tokens and not from insider trading.

SBF was a big proponent of the Solana network and its native token, SOL, which has dropped -95%3 since November
2021. While part of this price turbulence is most likely related to FTX, we still see an active ecosystem around Solana.

For the moment, the Ethereum blockchain continues to have the widest developer community supporting the network
and a vibrant ecosystem supporting both DeFi and non-fungible tokens (NFTs) , although volumes have been dismal
lately.

Bitcoin Miners under Pressure

Another group of companies we are actively monitoring is the bitcoin miners. Some of them have been operating at a
loss for a few months now, and if the bitcoin price were to drop further, many of them would be in great distress. Some
bitcoin miners have high debt levels, and rising interest rates and energy costs are putting pressure on margins. Bitcoin
miners using renewable energy sources might be in a better position than others to deal with high energy costs. 

Will Genesis Fail Too, and Will More Bitcoin Come to the Market, Depressing Prices?

We are also closely following the developments at Genesis, a major crypto prime broker and trading and lending firm
and a wholly owned subsidiary of Digital Currency Group (DCG), one of the most powerful conglomerates in the crypto
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industry. In November, the lending arm of Genesis suspended redemptions and new loan originations, and several of
Genesis Global Trading’s creditors have hired restructuring lawyers to help prevent the bankruptcy. We have learned that
Genesis owes funds to several parties, one of them being Gemini, which seeks to recover $900 million from Genesis and

DCG, and another unidentified party that is also owed $900 million.4 The finance hole, therefore, seems to amount to at
least $1.8 billion.

DCG has also disclosed a $2 billion intercompany debt between it and its subsidiary Genesis Global Capital. It seems
that DCG currently owes $575 million to Genesis, with payment due in May 2023. We believe this loan was possibly
made to fund investment opportunities and repurchase stock from shareholders at Greyscale, another DCG company.
There is a potential maturity mismatch here as this loan seems to be a short-term loan; however, private investments
typically take years to come to fruition. In addition, DCG has a $1.1 billion promissory note to Genesis (due in 2032) as a
result of assuming Genesis’s liabilities following the Three Arrows Capital collapse earlier in 2022 and a $350 million

credit facility from a group of lenders led by Eldridge.5

Perhaps more importantly, Greyscale’s Bitcoin Trust currently has more than $10 billion in assets under management,

and this amounts to at least 600,000 bitcoins.6 The Greyscale Bitcoin Trust currently trades at a more than 40% discount
to its net asset value. If DCG had to liquidate part of the Trust’s bitcoin, it would have a significant impact on the bitcoin
price and the crypto market in general. It is estimated that DCG and its affiliates currently own approximately 10% of the

Greyscale Bitcoin Trust.7

Our Near-Term Outlook for the Crypto Industry

2022 has seen a significant decline in prices for digital assets. We believe that, in the short term, uncertainty is likely to
continue as the industry tries to figure out which companies might still be impacted by the FTX/Alameda collapse.

The greatest casualty of the recent blow-up is perhaps investor confidence, which now must be rebuilt by cleaning up
opaque business practices and increasing transparency into the assets and liabilities of the crypto companies.

 

 

Mirva Anttila is an employee of WisdomTree UK Limited, a European subsidiary of WisdomTree Asset Management
Inc.’s parent company, WisdomTree Investments, Inc.

 

1 KYC refers to know your customer.
2 AML refers to anti-money laundering.
3 Bloomberg, 12/4/22. 
4 Financial Times, 12/3/22.
5 Wall Street Journal, 11/22/22.
6 Digital Currency Group, Bloomberg
7 Coindesk
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This material is prepared by WisdomTree and its affiliates and is not intended to be relied upon as a forecast, research or
investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any
investment strategy. The opinions expressed are as of the date of production and may change as subsequent conditions
vary. The information and opinions contained in this material are derived from proprietary and non-proprietary sources.
As such, no warranty of accuracy or reliability is given, and no responsibility arising in any other way for errors and
omissions (including responsibility to any person by reason of negligence) is accepted by WisdomTree, any affiliate or
any of its officers, employees or agents. Reliance upon information in this material is at the sole discretion of the reader.
Past performance is not a reliable indicator of future performance.

For standardized performance and the most recent month-end performance click here NOTE, this material is intended
for electronic use only. Individuals who intend to print and physically deliver to an investor must print the monthly
performance report to accompany this blog.
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View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click here to obtain a WisdomTree ETF prospectus which contains investment objectives,
risks, charges, expenses, and other information; read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign investing involves currency, political
and economic risk. Funds focusing on a single country, sector and/or funds that emphasize investments in smaller
companies may experience greater price volatility. Investments in emerging markets, currency, fixed income and
alternative investments include additional risks. Please see prospectus for discussion of risks.

 

Past performance is not indicative of future results. This material contains the opinions of the author, which are subject to
change, and should not to be considered or interpreted as a recommendation to participate in any particular trading
strategy, or deemed to be an offer or sale of any investment product and it should not be relied on as such. There is no
guarantee that any strategies discussed will work under all market conditions. This material represents an assessment of
the market environment at a specific time and is not intended to be a forecast of future events or a guarantee of future
results. This material should not be relied upon as research or investment advice regarding any security in particular. The
user of this information assumes the entire risk of any use made of the information provided herein. Neither WisdomTree
nor its affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal advice. Investors seeking tax or legal
advice should consult their tax or legal advisor. Unless expressly stated otherwise the opinions, interpretations or findings
expressed herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and
may not be used as a basis for or component of any financial instruments or products or indexes. None of the MSCI
information is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind
of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an
indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on
an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of
its affiliates and each entity involved in compiling, computing or creating any MSCI information (collectively, the “MSCI
Parties”) expressly disclaims all warranties. With respect to this information, in no event shall any MSCI Party have any
liability for any direct, indirect, special, incidental, punitive, consequential (including loss profits) or any other damages (
www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom, Tripp Zimmerman, Michael
Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel,
Ryan Krystopowicz, Jianing Wu, and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Digital asset  : Anything that is stored digitally and is uniquely identifiable that organizations can use to realize value.

Blockchain  : a distributed ledger system in which a record of transactions made in cryptocurrencies are maintained
across computers linked in a peer-to-peer network

Cryptocurrency  : a digital or virtual currency that is secured by cryptography, which makes it nearly impossible to
counterfeit or double-spend.

Decentralized Finance (DeFi)  : A system by which financial products become available on a public decentralized
blockchain network.

Solana  : A blockchain platform designed to host decentralized, scalable applications.

Non-Fungible Token (NFT)   : Cryptographic assets on a blockchain with unique identification codes and metadata that
distinguish them from each other.

Bitcoin (the currency)  : A digital currency (also called a cryptocurrency) created in 2009, which is operated by a
decentralized authority as opposed to a traditional central bank or monetary authority.

WisdomTree BLOG ARTICLE

WisdomTree.com  1-866-909-WISE (9473)


	UPDATE ON THE FTX CRYPTO EMPIRE

