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2022 was a paradoxical year for crypto. It provided 
the strongest proof points yet for the very concepts 
underlying the technology – decentralisation, trustless 
platforms and transparency. At the same time, it 
brought the ecosystem close to collapse because 
of centralised entities that did not warrant trust and 
operated without transparency.

Despite this difficult year, we saw many of our key hypotheses and 

assumptions confirmed in 2022:

•  Unlike the traditional financial system – which had, and will always have, 

its own fraudulent actors – the crypto ecosystem proved itself to be 

resilient and resistant to so-called “Lehman moments” without a lender 

of last resort. The decentralised technology and infrastructure worked 

and did not need to be bailed out.

•  Renowned and reputable global brands continued to prepare or began 

to do business with the blockchain industry, including payment service 

providers, global financial institutions, Web2 giants and consumer brands. 

The point of no return for institutional adoption has been crossed.

•  The ecosystem continued to mature – both in terms of technological 

advancements (such as Ethereum upgrading to proof-of-stake, the 

rise of zero-knowledge layer-2 solutions) and in terms of business 

models (such as the emergence of established use cases that can be 

meaningfully classified into sectors). Crypto assets are more than an 

asset class, they represent a new asset universe. 

Against this encouraging backdrop, at Sygnum we continue to expand 

our institutional-grade offering across the full range of crypto asset 

investment opportunities covering yield, passive market participation, 

alpha exposure and venture capital.

Enjoy the ride in 2023, and enjoy the read!

Welcome to Sygnum’s 
crypto market outlook 2023
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Executive summary
Year in review –  
from optimism to gloom

Last year began on an optimistic note after a transformational 2021 

when the mainstream started to embrace crypto. Fundamentals 

pointed in a positive direction: user growth was exponential, a massive 

institutional build-up was promising a tsunami of funds heading towards 

the crypto market and plenty of venture funding was available for 

innovation. Projects were solving technological challenges and unlocking 

new use cases, and regulators around the world were clarifying the 

status of crypto assets, greenlighting traditional institutions’ entry into 

the crypto market. 

With economies struggling and traditional asset classes grossly 

overvalued at the time, the underlying growth trends made the crypto 

asset class look attractive in comparison. The correction at the end of 

2021 offered seemingly attractive entry points. 

How did this turn into crypto’s annus horribilis?

It started with the mainstream financial media announcing that crypto 

was no longer a macro hedge but a risk asset – several weeks before 

crypto prices actually started to move in unison with major asset 

classes and global macro sentiment. While the fundamental arguments 

for macro correlation were weak, crypto fundamentals remained 

strong: user growth continued in most sectors, crypto venture funding 

reached a new all-time high and traditional institutions continued 

building crypto capabilities. 

The expected decoupling from global macro eventually happened with 

the shock collapse of the TerraUSD stablecoin, but the idiosyncratic 

move was to the downside, not to the expected upside. The resulting 

losses caused shockwaves throughout the market and led to the failure 

of several Centralised Finance (CeFi) entities serving the crypto market, 

such as centralised lenders and hedge funds. The failures of these 

businesses exposed reckless risk taking, weak risk management and 

poor business practices. This ultimately culminated in exposing large-

scale fraud at FTX, one of the largest centralised crypto exchanges. It is 

ironic that FTX is now being prosecuted by the Department of Justice 

for market manipulation causing the collapse of Terra.

The repeated market shocks had a negative effect on user growth  

and venture funding, and the expected institutional inflows failed  

to materialise.

There were, however, many signs that buying support remained strong. 

Net flows into retail access products remained positive despite the 

falling prices. The sharp corrections after each major failure (Terra, 

Celsius, FTX) were not followed by a continued decline in prices, as is 

usually the case in bear markets. Instead, prices moved sideways in 

a tight range. The rallies on any positive news such as the Ethereum 

Merge date announcement were sharp. The institutional build-up 

continued, as did frequent announcements by opinion leaders of their 

continued conviction in the medium to long-term opportunity in crypto. 

This all signalled that, despite continued negative sentiment, buying 

pressure was building.

The year ahead –  
Realising the value of trustless systems

The investment losses and the scandals of last year did not change 

the opportunity that trustless systems represent, and no investors or 

opinion leaders who previously believed that the crypto megatrend 

would deliver tremendous returns over the medium-to-long term 

changed their mind last year.

Trustless technologies are a valuable innovation that can deliver 

significant efficiencies across the economy and provide better 

protection against malpractice through decentralisation and 

transparency than regulation ever can. This was demonstrated last 

year by the smooth operation of decentralised finance platforms in 

the face of the centralised finance collapses.

As painful as last year was for most investors, it eliminated a lot of bad 

actors from the crypto space, and the market is better off for it. It is also 

leading to improved business practices, and self-imposed transparency 

at several centralised entities, which puts market participants in a 

better position to judge counterparty risk. Better practices are being 

demanded and enforced by regulators too, especially as last year’s 

events in a large part were a failure of regulation. For example, FTX had 

several regulatory licences and kept in close contact with regulators at 

the highest levels.

However, there is a risk that regulators in key jurisdictions will overreact, 

which would drive projects to weaker jurisdictions and increase risk 

rather than protect investors. But strong voices among lawmakers are 

calling for regulatory measures that would serve the market well.

The crypto space is proving it is anti-fragile: improving business 

models, innovating to mitigate vulnerabilities and continuing to improve 

the technology and build out use cases. Bear markets – although 

unwelcome – are a good stress test for projects, truly separating the 

wheat from the chaff. 

Meanwhile, last year’s geopolitical and macroeconomic developments 

further increased the interest in the decentralised internet and money. 

User demand for trustless systems remains enormous. 

The medium-to-long-term crypto megatrend remains in place, driven 

by the demand for trustless technologies that eliminate friction and 

bring efficiencies, along with the opportunity to disrupt industries 

across the economy. The depressed price levels after last year’s 

tremendous losses offer the kinds of entry points that have historically 

led to extraordinary returns in the next cycle.
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1.  How the mainstream 
adoption rally got spoiled

The narrative flip

2022 started on a highly optimistic note after the 
mainstream began to embrace crypto assets in 
2021. Crypto fundamentals pointed in a positive 
direction and the correction late in 2021 offered 
seemingly attractive entry points. Yet the year 
unfolded very differently.

It started with a 180-degree shift in the crypto narrative. For over a 

year, corporate treasuries bought crypto assets “as a quintessential 

macro hedge”, with influential investors repeating the justification. 

The headlines of 2020/1 read: “Bitcoin—not gold—is the new inflation 

hedge, says JPMorgan” or “Paul Tudor Jones reportedly buys Bitcoin as 

an inflation hedge, compares crypto to 70's gold trade.”

The media narrative turn began in late 2021 with phrases like “crypto 

is a risk asset” in articles such as Bloomberg’s Bitcoin Once Again 

Is a Risk Asset and No Haven which appeared on the same day that 

the FOMC meeting minutes made the Fed’s hawkish pivot public in 

November 2021. It took another ten days before the crypto market’s 

steep decline began. However, once the market dropped, the 

narrative quickly proliferated and fed on itself – investors were selling 

because they expected others to sell as the global macro picture 

deteriorated. The successive crypto market declines were then taken 

as confirmation of the validity of the narrative.

But the claim that “crypto is a risk asset” is vague. When the same 

term is applied to other asset classes, it means something else. It is 

most often used to mean assets with increased discount factors in 

an environment of elevated risk (often triggered by a rise in interest 

rates). However, the majority of crypto assets (and most significantly 

the largest cryptocurrency, Bitcoin) are not valued on a discounted 

cashflow basis so the “higher risk means higher discount factors” 

claim mostly did not apply.

Another interpretation of risk is volatility, and crypto certainly is highly 

volatile. But so are commodities such as oil. Return-seeking investors 

do not shun high-volatility assets if they believe their fundamentals 

are positive. At the same time as the crypto bear market started, a 

commodities rally began. Commodity indices appreciated more than 

50 percent in 6 months. Investors were not selling “high volatility” 

assets across the board.

At the time, it was hard to argue that the fundamentals for crypto 

looked anything but strong: crypto projects were experiencing 

tremendous user growth. Use cases and applications were 

proliferating and taking market share from traditional counterparts. 

Most major traditional institutions were building large digital asset 

teams and announced their intention to enter the market. Regulators 

lowered investors’ risk by moving to clarify their stances. This was 

hardly the time to be bearish on crypto for fundamental reasons.

The explanation often put forward that made the least sense was: 

“Institutional investors were cutting their allocation to riskier assets 

such as crypto as the Fed turned hawkish”. The institutions that 

entered the market 1-2 years ago were traditional hedge funds 

and investment banks’ proprietary trading desks. These types of 

institutions do not make “allocations” to asset classes. 

Institutional allocators had started their build-up to enter the 

market, but for the most part they have not made crypto allocations. 

They made significant investments in staff, operational processes, 

technologies and product development. The fund flows that were 

expected to follow were part of the bullish view a year ago but these 

flows have not yet materialised. Institutional allocators were not 

cutting their crypto allocations in 2022 as they mostly had none.
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“There are no markets, just interventions”

As we struggle to justify the initial rationale for the 
sell-off in crypto that started a year ago, we find 
close parallels with the behaviour of precious metals.

The environment of elevated macro risks that has prevailed since early 

2020 is precisely when demand for gold and silver is high.  

This became more pronounced in 2022  as the entire fiat-based 

monetary system experienced significant stresses and the need for 

a new type of monetary system was mooted by central banks and 

the financial press. Not surprisingly, there was significant evidence of 

strong demand for precious metals both from central banks and from 

retail investors.

The prices of gold and silver should have appreciated strongly.  

Yet they did not.

There has been a lot of evidence of manipulation in the gold market. 

Most recently, JPMorgan’s head of gold trading was convicted of fraud 

and price manipulation. Chris Powell, treasurer and secretary of the 

Gold Anti-trust Action Committee (GATA), expressed his frustration by 

saying, “There are no markets, just interventions.”

Just as there was much evidence of demand for precious metals, 

the same was true for crypto assets. Long-term investors held firm 

in their conviction, and not only were they not selling their positions, 

but if they could, they used the lower prices as an opportunity to add 

to their exposure. The institutional build-up continued, with repeated 

confirmations of conviction in the future of blockchain technology and 

the crypto asset class.

Did Terra die of natural causes?

Most of those who had embraced crypto did not 
capitulate in the face of falling prices and the macro 
correlation narrative. This changed with a chain of 
crypto-specific events that started with the collapse 
of Terra.

Terra’s collapse, not macro correlation, was the pivotal event for the 

crypto market in 2022. As most of the value of the then third-largest 

stablecoin was erased almost overnight, the resulting losses put several 

crypto lenders and hedge funds under severe stress. Those who were 

attracted by the high yields offered by the Anchor lending protocol on 

the TerraUSD stablecoin saw their principal wiped out, and those (such 

as Three Arrows Capital) that used leverage to enter these positions 

were forced into liquidation.

Most of the bankruptcies that shook the crypto market last year  

(Celsius, Voyager, Three Arrows, BlockFi and FTX) were either directly 

or indirectly caused by the collapse of Terra. Although poor risk 

management, unsound business practices and – in some cases – fraud 

played a major part in the string of failures, the Terra-related losses 

were the trigger.

The resulting contagion and further shock events caused significant 

pain across the market, and it is disheartening to recognise that 

Terra did not have to fail. The initial economic model of the TerraUSD 

stablecoin was weak. However, Terra recognised this. They were 

transitioning to a more sound model, by building reserves and by 

gradually retreating from the high yields offered on Anchor to attract 

investors to the TerraUSD stablecoin, which had to be subsidised by 

Terra’s treasury reserves.

Claims that Terra’s collapse was due to an orchestrated attack,  

rather than a collapse caused by market activity, circulated at the 

time. They were given credence late in 2022, when it was reported 

that federal prosecutors in Manhattan were probing FTX founder 

Sam Bankman-Fried for possible market manipulation that led to the 

collapse of Terra and its stablecoin TerraUSD.
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Fraud exposed

The already difficult year culminated with the 
exposure of a multi-year fraud at one of the largest 
centralised crypto exchanges and its related entities. 

After their relatively recent 2019 launch, FTX experienced a meteoric 

rise, rapidly achieving significant market share and a USD 32 billion 

valuation. FTX became a major investor in other crypto projects and 

postured as a white knight during last year’s string of collapses.

FTX cultivated a facade of respectability, positioning themselves as 

the “transparent and professional” counterparty. They were widely 

considered to be a low-risk platform to deal with, based on their 

substantial funding rounds and high-profile investors (which included 

BlackRock, Sequoia and Temasek) whose due diligence others trusted. 

The significant political and regulatory connections (regular visits 

to the White House, one-on-one meetings with SEC Chairman Gary 

Gensler), their advocacy for more transparency and regulation in 

crypto, as well as the large market share and FTX’s consequently high 

profitability, contributed to this perception.

Even those (and there were many) who had a distaste for Sam 

Bankman-Fried courting favour with politicians, advocating against 

some of the core tenets crypto was founded on, and the firm’s 

aggressive trading tactics, did not doubt his deep pockets. FTX’s rapid 

collapse caught almost everyone in the market off guard.

The US Department of Justice charges against FTX describe the 

company as perpetrating fraud for most of its existence. Similar 

scams have been perpetrated in other markets – the speed of FTX’s 

rise and the high-level connections are reminiscent of the failed 

biotech firm Theranos. 

Although it was not “crypto” that caused the fraud, the impact on a 

relatively small and young market caused serious damage.

Fundamentals take a hit

While the rate hikes and the prospect of a recession 
had little actual impact on crypto fundamentals, the 
crypto bear market and the pivotal events of 2022 did 
have a negative impact on the underlying trends. 

The rapid user growth experienced in 2021 carried into 2022 even as 

the market fell. But as the bear market in 2022 wore on, user growth 

eventually slowed, and in some cases reversed, and activity declined.

The expected large institutional fund flows did not materialise, and 

previous growth areas, such as DeFi, gaming and NFTs, shrank due 

to the price drops and elevated risks. Crypto Venture Capital (VC) 

investments, having remained strong in the first half of 2022, declined 

sharply in the last quarter to levels last seen in 2020.

Last year’s distress did not change the transformational opportunity 

for crypto and the underlying blockchain technology, but it did slow the 

growth and adoption. 

On the other hand, the events of last year are prompting decentralised 

projects to improve on weak business models, such as the play-to-

earn concept and the use of incentives or the operational models for 

algorithmic stablecoins. Centralised entities serving the crypto space 

are also responding by improving standards. This may be exactly how 

the long-term opportunity can be realised. The market is definitely 

better off without bad actors acting fraudulently.
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Business models

We are seeing the growing pains of a new industry 
built on new technology.

Many crypto use cases are experimental, with wholly new business 

models being trialled that are encountering novel problems. Innovation 

rarely evolves in a straight line.

The invention of trustless technologies opened up the possibility and 

created the necessity of developing entirely new business models as 

alternatives to centrally governed corporations (and currencies). How 

decision-making works best in decentralised systems and how project 

economics are best shared across stakeholders have not yet been fully 

worked out. 

For example, the bear market challenged the previously wildly popular 

play-to-earn model. Once falling token prices reduced players’ earnings, 

the number of active users fell sharply. 

 

Although the “to-earn” concept (as in play-to-earn and step-to-earn) 

is a valid tool for encouraging early adoption and growing a project 

to critical mass, it can only be sustained in the long run if the project 

generates sufficient revenues. If users of the platform are instrumental 

to generating the platform’s revenues, the “to-earn” model can be a 

sustainable means for redistributing the project economics. 

However, if the platform’s product or service is not appealing enough 

for users to stay without incentives, and if the project does not 

generate net revenues that can cover the distributions eventually, then 

the “to-earn” model and token incentives simply create price bubbles in 

the platform’s token. 

The algorithmic stablecoin model was also severely challenged last 

year. Apart from the damaging collapse of the TerraUSD stablecoin, 

another experiment in creating a sustainable algorithmic stablecoin 

model, Neutrino USD, also lost its peg to the US dollar.

The bear market has exposed the weaknesses of certain business 

models that appeared highly successful in a bull market environment, 

thereby helping those and other similar projects to improve their 

economic models.

Use cases for trustless systems

The future of crypto lies in developing the use cases 
for trustless systems. Despite the bear market, 
progress continued in 2022.

The promise of the crypto megatrend is to identify and develop use 

cases that unseat traditional businesses by offering better alternatives. 

Underlying blockchain protocols, such as Bitcoin and Ethereum, form 

the foundation on which the use cases can build.

Until recently, this foundational protocol layer (often referred to as 

Layer 1) accounted for 90-95 percent of the entire crypto market while 

the use cases being built on them made up only a fraction of the market 

in aggregate. 2021 was a transformational year in this regard, taking the 

dominance of the Layer 1 sector from 90 percent to close to 70 percent.

Despite the bear market, this trend continued in 2022, with Layer 1 

sector dominance falling further, approaching 65 percent. The various 

use cases of crypto were making up the rest.

2.  The evolution of  
a young market
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User growth

Although user growth was negatively impacted by 
the bear market, there were sectors and projects 
that continued to grow.

Several sectors experienced a decline in activity. Decentralised Finance 

(DeFi) was particularly impacted, as the demand for both lending and 

borrowing declined sharply – the latter as demand for leverage fell as 

the bear market wore on, the former because of the heightened risks 

and losses following the events of 2022. 

Nonetheless, some areas of the crypto market continued growing. 

Leading Layer 2 scaling platform Polygon nearly doubled their user 

count last year. Decentralised data storage platform Filecoin saw the 

data stored on their network increase nearly tenfold during 2022.

Interest in crypto assets remained high as shown by multiple surveys 

throughout the year. The number of wallets holding at least 1 Bitcoin 

also increased by 20 percent in 2022.

The inflow into retail access products such as crypto ETPs and ETFs,  

as tracked by CoinShares, remained positive for 2022, with net inflows of 

nearly half a billion US dollars. Although this is much lower than inflows 

in 2020 and 2021, it is astonishing net flows remained positive in a year 

when the crypto market lost over 70 percent of its value.

Hacks

Adding to the tough news flow of 2022 were some 
of the largest crypto hacks yet.

In our increasingly digital world, hackers target everything from emails 

to credit cards to the IT systems of institutions and governments. Crypto 

has been more vulnerable only because a lot of the technology is novel 

and some of the security vulnerabilities are still being worked out.

However, it is important to note that the underlying blockchain 

technology is designed with security as one of the core features, and 

hacking blockchains is considered near impossible because of the 

ledger authentication process involving a large number of validators. 

Smaller chains with a smaller number of validators may be vulnerable, 

but the hacks that occurred in the crypto market almost never involved 

the underlying blockchains.

Instead, the hacks involved smart contracts and applications created 

on top of blockchains, or involved the access points to crypto such 

as centralised exchanges that trade crypto assets for fiat, or the 

mechanisms that people use to store their crypto keys. 

Hacks most commonly occur in the least mature segments. As new 

types of applications are created, initial security vulnerabilities are 

worked out over time. As interoperability became an increasingly 

important feature of Web3, bridges that connect distinct blockchains to 

transfer data were the main target of the largest recent hacks.

In addition to technologies maturing, working out bugs and building in 

more security, other remedial solutions have also been growing. This 

includes analytics services that track the quality of the software and 

insurance solutions that compensate for losses incurred.

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

0

10

20

30

40

50

60

70

80

90

Source: Statista

BITCOIN BLOCK EXPLORER BLOCKCHAIN.COM WALLET USERS

2015 2016 2017 2018 2019 2020 2021 2022

0

 5

 1.0

 1.5

 2.0

 2.5

 3.0

 3.5

Source: Chainalysis

TOTAL VALUE HACKED, $ BN



11 Crypto market outlook 2023

Regulatory landscape

Regulators clarifying their stance on crypto were 
a catalyst for the 2021 rally but developments in 
regulation mostly disappointed in 2022.

Regulation is important for institutional adoption, because it provides 

clarity and de facto gives the greenlight by removing regulatory risk.

Although a lot of progress was made in this regard in 2022, significant 

uncertainties remain in key jurisdictions. Meanwhile, instances of 

capricious enforcement rattled the crypto community, such as 

arresting an open-source code software developer, or litigating against 

members of a DAO (Decentralised Autonomous Organisation) and 

holding them personally responsible for the actions of the project.

This “regulation by enforcement” – rather than clarifying the rules 

upfront – coupled with the slow movement on key pieces of regulation, 

continued to drive crypto projects into weak jurisdictions.

Meanwhile, regulation failed to protect against major systemic events. 

FTX was in regular touch with US regulators at the highest level and in 

possession of dozens of licences, including a MiFID licence and three 

CFTC licences. However, the Swiss financial regulator FINMA rejected 

FTX’s application. 

Regulators in other parts of the world have been moving forward: 

several Latin American countries including Brazil made progress 

passing crypto regulation, and crypto adoption in Latin America grew 

strongly. The UAE has also been proactive with crypto regulation and 

has been successful in attracting crypto businesses.

The value of decentralisation

Centralisation is costly and creates detrimental 
human incentives

Although there is much academic debate about the costs and benefits of 

centralisation versus decentralisation, empirical evidence shows that in 

larger systems, centralisation becomes costly due to lowered motivation 

and engagement, increasing bureaucratic overhead and the resulting 

waste. For very large systems such as entire economies, the evidence 

is unequivocal: decentralised economies vastly outperform centralised 

ones, and centralised ones either embrace some decentralisation (like 

China) or they collapse (like the Soviet Union).

When it comes to incentives, centralisation is inferior, because the power 

at the top creates the opportunity for abusing the system, while the rest 

of the organisation has little stake in the outcome and is liable to act in 

negligent or self-serving ways.

Decentralisation is very powerful: it dilutes power and harnesses the 

motivation of large numbers of people in a given system.

The pivotal innovation of Bitcoin is its technology that allows a 

decentralised system to function sustainably. Decentralisation is a 

valuable prize, despite the sometimes-painful setbacks as the crypto 

market works out the best solutions for security, economic incentives 

and the mechanics of decision making, and innovates around the 

challenges of scalability.

The potential demand for trustless 
systems is enormous

The cost savings from introducing trustless 
systems are potentially very significant. 

As an example, the Centre for Economics and Business Research has 

estimated the potential savings and macroeconomic impact from 

introducing instant payments across various markets. The chart shows 

the results for the US economy: over USD 50 billion of direct savings and 

close to half a trillion dollars added to the GDP.

3. What has not changed
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When multiple intermediaries are required to ensure trust in a 

system, this causes a lot of friction and waste. Trustless systems offer 

tremendous savings.

Significant value is created by a transparent ledger alone. It removes 

the need for costly and time-consuming audits and addresses the 

drawbacks of delayed reporting. The information is available to all in real 

time. It also simplifies regulation concerning disclosures and the control 

of information, and it removes regulatory overhead from the economy 

and from projects’ cost base. 

2022, a year riddled with market shocks caused by fraud and 

mismanagement at centralised entities, further highlighted the value of 

trustless systems. As senior US politician and House Republican whip, 

Tom Emmer, put it: “The FTX collapse reminded us of why we care so 

deeply about this technology – decentralisation is the point.”

Unwavering institutional commitment

Somewhat surprisingly, the crypto build up at 
traditional institutions did not stop or even slow 
down during the 2022 bear market.

Throughout 2022, major institutions such as JPMorgan, Citibank, 

Morgan Stanley, BlackRock, BNY Mellon, State Street, NASDAQ, Fidelity, 

Société Générale, DBS, MasterCard, Visa, PayPal and others hit the 

headlines with announcements about offering new crypto services and 

hiring significant numbers of staff. Many of these institutions confirmed 

that they do not see the bear market or the recent setbacks in the crypto 

market as a reason to abandon or scale back their plans.

CryptoJobsList tracks new job postings in the crypto space. These show 

little to no decline in new job postings as the year wore on.

The institutional build up received a further boost from the Bank of 

International Settlements (BIS), recommending a prudential allocation to 

crypto of 1-2 percent of banks’ Tier 1 capital.

Based on the continued build up, it appears that the institutional inflows 

that were expected to materialise in 2022 were merely delayed, but their 

impact will be felt when crypto sentiment turns positive again.
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Surprising price resilience

Although prices dropped sharply on each shock 
event last year, the market consequently traded 
sideways instead of continuing to trend down, 
unlike during previous bear markets.

The resilience of the market was quite remarkable following each shock. 

The market spent an unusually long period in 2022 moving sideways, 

within an extremely narrow range.

Although the market reacted to each major event (Terra, Celsius, 

FTX) by correcting sharply, there was no further selling pressure after 

the initial corrections. Some referred to this as “seller exhaustion”, or 

possibly that further selling was met by buyers positioning themselves 

for the next market move.

Volatility dropped to low levels, similar to (and sometimes even lower 

than) the volatility of US equities.

The price behaviour of each consecutive shock having a smaller impact, 

with no follow on selling suggests that there is robust underlying 

demand for crypto.

"Build in a bear market"

In its short history, the crypto market has 
shown anti-fragility – coming back stronger 
from each setback.

As the bear market took hold, the attitude of most developers and 

projects in the crypto space was “just keep building”. 

Historically, many leading crypto projects were born during bear markets. 

Bitcoin itself was born out of the 2008 financial crisis, Litecoin in 2011 

during a 93 percent downturn, Ethereum during the 2013-5 bear market 

and many of today’s leading DeFi, Web3 and gaming projects were 

founded during the 2017-8 bear market.

Many VCs welcome the greater financial discipline, more prudent use 

of resources, greater endeavours on the part of founders and more 

realistic valuations that are features of bear markets. Developers also 

often welcome these sober times when they can focus on creating value 

without the noise and the hype. Strong projects appreciate not having to 

compete with hyped, lesser quality initiatives. 

These periods are often when the next stable of unicorns are being 

created, and are the prime zones for investment. Typically, bear 

market pull-backs in a technological innovation cycle sow the seeds of 

extraordinary performance during the upturn that follows.
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4. An uncertain world

Shifting world order

Developments in the crypto market are taking 
place against the backdrop of an unstable world.

The long-lasting hegemony of the West is increasingly challenged by  

the BRICS (Brazil, Russia, India and China), with economic power 

shifting east. 

The pact that created the petrodollar has become strained. The rise of 

China as a major world power, the exclusion of Russia from the SWIFT 

system and disagreements between the US and Saudi Arabia challenge 

the US dollar’s reserve currency status and accelerate the trend towards 

de-dollarisation. Western Europe is facing de-industrialisation as a result 

of the energy crisis. The emerging markets of the “Global South” no 

longer feel that their only option is to side with the West.

A new world order is in the making, either a multi-polar world or one 

with a different power centre. The transition is likely to be fraught with 

economic and political tensions and cause a lasting period of instability 

and uncertainty of a magnitude that the world has not seen for a long 

time – and most people have never experienced.

As the global monetary system is challenged, precious metals and 

cryptocurrencies are hedges – irrespective of their occasional short-term 

tick-by-tick correlation with other asset classes. In times of adversity and 

instability, these are stores of value to fall back on.

Geopolitical risks

The ongoing war and the potential for it to 
escalate further raise more challenges.

Apart from the geopolitical tensions affecting the economic outlook, 

the human tragedy of war creates specific needs and challenges for the 

people most impacted. Day-to-day means of financial transactions may 

be disrupted, people may need or choose to relocate at short notice, and 

employment and income are impacted.

Cryptocurrencies can contribute to easing the challenges of having 

access to funds and moving money cross border, and the remote and 

mobile employment opportunities in the crypto space are mostly 

unaffected by the escalating energy crisis and de-industrialisation. 

On the other hand, miners of energy-intensive proof-of-work protocols 

(such as Bitcoin) may be exposed to pressure from rising energy 

prices and possible intermittent disruption in energy services in certain 

locations.

The CBDC push

As the fiat-based monetary system is 
challenged, there are calls and initiatives 
to develop alternatives.

As the global monetary system has come under strain, there are various 

proposals and experiments with alternative systems. 

Some economists have been advocating for a return to the gold 

standard, and Russia pegged the rouble to gold last year. Some analysts 

expect that the new reserve currency that the BRICS bloc is exploring 

may be backed by gold.

At the same time, most central banks are prototyping Central Bank 

Digital Currencies (CBDCs) for retail use, where the ledger is held by the 

central bank and CBDCs are a direct obligation of the central bank. This 

would mean the end of fractional reserve banking, and it would introduce 

a new monetary system with a central bank controlling everyone’s 

finances.

Two small countries (El Salvador and Central African Republic) have 

adopted Bitcoin as legal tender. Suggestions have also been floated last 

year by some countries that they may accept Bitcoin for trading oil 

and gas.

Cryptocurrencies, or the technology underlying crypto assets, may have 

a role to play in some form, as the world experiments with new monetary 

systems. Meanwhile, cryptocurrencies are a ready alternative, should 

monetary experimentation lead to chaos.
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Remaining systemic risks in crypto

The contagion from last year’s insolvencies  
may not be over yet.

The impact of last year’s events has not entirely been resolved for some 

large crypto market participants.

The consequences of the failure of centralised lender Genesis are not 

yet clear, neither is the impact on its parent the Digital Currency Group 

(DCG) and DCG’s most profitable subsidiary, Grayscale. A possible 

liquidation of the Grayscale Bitcoin and Ethereum trusts (and other 

smaller trusts) could create selling pressure on the tokens as the 

Grayscale trusts hold close to 5 percent of Bitcoin’s circulating supply, 

and 2.5 percent of Ethereum’s supply.

Since FTX’s misuse of customer assets was revealed, there are 

widespread concerns about the safety of customer assets at other 

centralised counterparties. Investors have withdrawn record levels of 

coins from centralised exchanges. Binance, the largest crypto exchange, 

experienced an extraordinary volume of USD 12 billion in withdrawals 

in less than 60 days. The loss of business volumes is affecting the 

exchanges and several of them have laid off large numbers of staff. 

Binance has processed the withdrawals without any problems so far, 

suggesting that concerns and circulating rumours about customer 

funds at Binance being at risk may not have much credence. At the same 

time, Binance is being targeted by a US federal investigation with regard 

to insufficient KYC and AML checks on their customers in the past – a 

common issue with early entrants in the crypto space. 

Concerns have repeatedly been raised about the sufficiency of reserves 

backing the largest stablecoin Tether. Conversions of Tether into US 

dollars have been executed without any issues, and Tether has been 

publishing audits of its reserves. However, a portion of the reserves are 

in risky assets such as Bitcoin, corporate bonds, precious metals and 

secured loans (at the last published audit, this was around 20 percent 

of the total reserves), although Tether reduced its previously significant 

commercial paper exposure to near zero over the past year. The auditor’s 

report has been criticised, as they do not provide a full audit of Tether, 

only a confirmation that the reserves are “correctly stated” – which some 

consider insufficient.

Miners of Bitcoin and other proof-of-work currencies have had a difficult 

time as energy costs rose and the price of cryptocurrencies that they 

receive as mining rewards collapsed over the past year. Some have 

filed for bankruptcy or are close to doing so, while others avoided 

bankruptcy through debt restructuring or a disposal of core assets. As 

long as the crypto bear market continues, and with no resolution to the 

structural energy crisis is in sight, miners will remain under pressure. 

In turn, miners’ inability to repay their loans in full may cause further 

stress in the crypto market.

Are crypto projects really decentralised?

Concerns have also been raised about crypto projects 
not being entirely decentralised, or centralised choke-
points controlling access to crypto assets.

Although not all the criticism is valid, this is a concern the crypto market 

takes very seriously. Centralisation posturing as decentralisation not only 

devalues crypto, but arguably it is worse than openly centralised models. 

Many in the industry are very sensitive to this, as the very value of crypto 

is to create trustless systems through transparent decentralisation.

Having said that, some of the current centralisation is a function of the 

early stage of the technology, with the issues being worked out. In the 

case of applications, centralisation is often a necessity at the early stage 

of a project, with the expectation that governance will transition over time 

to function in a fully decentralised manner.

It is critical, however, to preserve the decentralised nature of the 

underlying layer 1 blockchain protocols. 

The most obvious challenge to this is if validator nodes are highly 

concentrated. The level of decentralisation of Layer-1 protocols is closely 

tracked, both with metrics (e.g. Nakamoto and Gini coefficients) and 

with anecdotal examples of censorship and centralisation. Most leading 

Layer-1 projects strongly endeavour to attain a high-level decentralisation 

and seek to address the issues that undermine the protocol’s censorship 

resistance and introduce centralisation.

In this regard, the hope was that the proof-of-stake consensus 

mechanism would increase decentralisation by lowering the barrier to 

entry for validators. However, when second-largest blockchain protocol 

Ethereum switched to Proof-of-Stake, centralisation increased as 

most tokenholders chose to use staking services, out of necessity or 

convenience. However, permissionless staking providers, such as Lido 

(which has the largest share of Ethereum staking) and Rocketpool are 

committed to remedying centralisation with governance measures and 

permissionless node operating services.
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Additional points of centralisation can occur at various access points to 

the technology, including Internet Service Providers that host validator 

nodes (with AWS having a significant market share) and the validator 

reward optimising software (so called MEV) used by nodes and APIs that 

provide access to the blockchain. These issues are top of mind for the 

industry, and solutions are being developed.

Other choke-points include centralised access where crypto assets 

interact with the fiat system. Centralised stablecoins such as USD Coin 

and Tether are one example of this, and one reason why the crypto 

industry is highly motivated to experiment with decentralised and 

algorithmic stablecoin models.

5.  Where do crypto 
prices go now?

Market forces cannot be defied forever

There are structurally more buyers than sellers  
for crypto, because conviction in the medium to 
long-term upside is strong, and most major  
financial institutions are building and buying  
crypto capabilities. 

Macro hedge funds (rather than institutional allocators) have been 

trading crypto as a “risk asset” and a macro proxy over the past year, 

despite the valuation of most of the crypto market having little to 

no sensitivity to either rising rates or a recession. But even in this 

environment of high macro correlation, all of the largest market moves 

(both to the upside and downside) were due to idiosyncratic events. 

This suggests that crypto is still propelled to a great extent by 

unique drivers.

Although the market responded appropriately to the shock events 

of 2022 with sharp corrections, it failed to react to further negative 

news around these events and rallied strongly on the rare instances 

of positive news such as the announcement of the Ethereum Merge 

date last summer. The market’s behaviour has been unusual as, aside 

from the unexpected shocks causing corrections, it moved sideways 

or drifted slightly upwards for a large part of 2022. This indicates 

significant pent-up demand that is likely to fuel a rally when 

sentiment turns. 

Demand has been building based on the strong conviction in the 

future of crypto held by many existing investors, the organic trends 

of an emerging technology taking market share from predecessors 

and the view of cryptocurrencies as a hedge against monetary and 

economic turmoil.

The on-going institutional build up since 2021 has not translated into 

inflows yet. This is partly due to the time it can take to put teams, 

processes and systems in place, partly due to the bearish market 

environment over the past year, and possibly also because of the 

remaining lack of regulatory clarity. However, when these flows 

materialise, they will be significant.

The regulatory tussle

Getting regulation right (or wrong) will have a significant 
impact on how 2023 will turn out for crypto.

Events in 2022 caused meaningful losses to many investors, and this 

put regulators in the spotlight. With FTX’s wrongdoing happening right 

under the regulators’ noses, they need to regain credibility.

Western politicians were quick to call for more regulation, with 

suggestions ranging from banning crypto to requiring greater 

transparency and to proposing regulation tailored, and specifically 

suited to, crypto to allow it to safely develop.

It is hard to argue that bans or regulation that hamstring crypto 

applications would protect investors rather than simply drive crypto 

projects to weak jurisdictions – while disadvantaging the countries that 

ban an industry that can contribute a lot to the economy both directly 

and indirectly.

Both the US and the EU have been working on comprehensive 

regulation for some time. Last summer, EU legislators passed the 

MiCA framework which is due to be ratified in 2023. The bill covers 

the reporting obligations of centralised crypto service providers, 

segregation of client assets, the requirement for stablecoins to hold 

appropriate reserves and an energy use reporting requirement  

(falling short of the proposed ban on crypto mining). The EU deferred 

the regulation of decentralised finance (DeFi) platforms.

In the US, there is still disagreement among lawmakers with multiple 

bills on the table. The main points of contention are whether 

crypto assets should be classed as securities or commodities (and 

therefore whether the SEC or the CFTC has jurisdiction), what level of 

transparency is required and how to regulate decentralised platforms 

and DAOs (decentralised autonomous organisations).

Ultimately, the crypto space introduces new business models and, 

while crypto regulation should offer the same customer protections 

provided by the rules that pertain to other assets, shoehorning crypto 

assets into existing regulatory precedents can negate some of the 

benefits of the technology by imposing costs that cancel out the 

savings. When existing rules are stretched to cover crypto projects and 

applied in hindsight, this “regulation by enforcement” mostly results in 

crypto businesses moving to different jurisdictions.

In the US and Western Europe, there is a tussle between those seeking 

regulation that enshrines appropriate customer protections and those 

that seek to stamp out decentralised business models, which they see 

as a threat to centralised entities and centralised power.

Meanwhile, many countries around the world, including the UK, Japan, 

Australia, Brazil, UAE (Dubai in particular), India and Morocco, have 

introduced or are working on crypto-related regulation in an effort 

to compete as a crypto hub with major jurisdictions and early mover 

countries such as Switzerland and Singapore.

There are also strong initiatives inside the crypto industry for self-

regulation, standards and voluntary transparency with regard to customer 

assets, audits and attestations on platform security and financial health, 

and appropriate risk disclosures for customers. Voluntary transparency 

by centralised crypto projects can go a long way towards remedying the 

issues, while the key regulators finalise their approach.
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The macro backdrop

There are reasons to expect that central banks will 
become more accommodating this year. However, 
the structural challenges of Western economies 
remain unresolved, and the cracks and instability in 
the system are becoming more and more apparent. 

Over-indebted Western economies need to reset, and this is unlikely 

to happen without significant pain. Central banks have been 

navigating a contradictory path of reckless money printing coupled 

with rate hikes to fight the inflation that they caused. The narratives 

such as “printing unprecedented amounts of money will not cause 

inflation” or “this inflation is of no concern as it is transient,” never 

made sense. It is unlikely that these were policy mistakes but rather 

desperate tools for managing a structural crisis. 

Most Western economies have been undermined by bloated welfare 

systems and increasing pressure on the productive middle classes. 

This has been compounded by a misallocation of capital due to 

artificially low interest rates and debt levels escalating well beyond the 

productive capacity of the economies. De-dollarisation and a shifting 

world order are further reducing the room to manoeuvre.

Europe has lost its access to cheap energy for the foreseeable future, 

which is very likely to lead to large-scale de-industrialisation. Although 

the United States is positioning itself as a destination for relocating 

industries, competing destinations may however prove more 

attractive to businesses.

The intended reset of the monetary system through the introduction 

of central bank digital currencies is facing meaningful opposition. 

There are further stresses in the system. Treasury market liquidity 

has reached historic lows, and this could come into conflict with the 

US Fed’s tightening objectives. The Fed may have to intervene and 

buy treasuries (as the Bank of England did last year), contravening 

their interest rate policy. The Bank of International Settlements (BIS) 

recently highlighted USD 80 billion of hidden off-balance-sheet dollar 

debt in FX swaps which could amplify shocks to the financial system.

The alternative of a decentralised ecosystem that crypto offers 

is looking ever-more appealing, even as the crypto market works 

through teething problems. 

Meanwhile, sanctions and geopolitical conflict are causing food and 

energy shortages which will be increasingly felt as reserves run out. 

For now, there is no end in sight, and escalation is expected on both 

sides. This situation, and increased demand as China reopens its 

economy, risks keeping inflation elevated over the medium term.

However, in the short term a respite from inflation is likely as demand 

has been curtailed by rate hikes, stalling Western economies, rising 

excess mortality and Chinese lockdowns. This will afford central 

banks the opportunity to pause the rate hikes and maybe even restart 

quantitative easing (QE) later in the year, which will have a positive 

effect on the financial markets.

This would create a favourable backdrop for the crypto market to 

move forward. Drivers would include the demonstrated pent-up 

demand based on a widespread conviction in the medium-term 

opportunity and institutional inflows that are expected to follow 

the extensive crypto resource build up. Demand would be further 

supported by positive newsflow as crypto use cases emerge and 

develop, innovation continues to deliver results, and business models 

and practices improve.

Bright spots

Some segments of the crypto market are 
continuing to thrive. 

Stablecoin usage hit a record high last year, reaching both daily and 

all-time-high volumes, marking a record year overall. This is despite the 

failure of the then-third-largest stablecoin TerraUSD in May 2022. In 

developing countries in particular, stablecoins offer a low-cost alternative 

to acquiring and holding dollars as a hedge against the stresses in the 

local economy. Meanwhile, leading payment providers such as Worldpay 

and Stripe added the capacity to settle transactions with USD Coin. 

Crypto payment providers have also seen an increase in the share of 

stablecoin payments relative to Bitcoin.

It is interesting to note that despite Tether’s 50 percent greater 

market capitalisation, USD Coin has a higher market share in daily 

transaction volumes.

Some sectors of the crypto market continued to experience strong 

user growth, for example Web3 infrastructure projects such as 

decentralised data storage. 

Layer-2 scaling protocols have continued to take market share from 

Layer-1 protocols, with strong user growth for the leading platforms. 

Despite stagnant Ethereum gas spend since the Merge, Layer-2 

protocols’ aggregate gas spend more than doubled.
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The successful Ethereum Merge (when the consensus mechanism 

switched from the energy-intensive Proof-of-Work to Proof-of-Stake) 

last September was a highlight of the crypto year, and its flawless 

execution was a major achievement from a technical point of view. 

Not only was it an important upgrade of the protocol, it also improved 

the supply-demand balance for the token. 

Mainstream brands and traditional businesses were jumping on the 

crypto bandwagon in 2022, despite the bear market. This included 

NFT and metaverse integrations for consumer brands, as well as 

significant partnerships signed between crypto projects and 

many traditional corporations, including Starbucks, T-Mobile, 

Nike and Instagram. 

Crypto venture capital had a record year in 2022, although this was 

mostly due to the strong first half of the year, with the last quarter 

showing a significant decline.

Where is value?

While many crypto assets are undervalued after the 
severe bear market, long-term value is found in growth.

Although there are no universally accepted valuation metrics for crypto, 

which leads to much disagreement about the fair value of crypto 

assets, it is difficult to argue that the market is not undervalued after 

the dramatic price drops of 2022. It can even be claimed that the crypto 

market was fundamentally undervalued even at its highs.

But as most of the value creation is still in the future, the best 

investments are sectors and projects that are likely to experience strong 

growth, especially if the acceleration is already occurring.

Some of the expected growth areas are:

•  Scalability: For crypto to realise its potential, scalability of the 

underlying platforms is a critical prerequisite. Layer-2 scalability 

solutions are a growth area, and Layer-1 blockchains with strong 

scalability are also well positioned.

•  Identity: With greater regulation, decentralised identity solutions 

may satisfy Know Your Customer and Anti-Money Laundering  

(KYC/AML) requirements, while preserving privacy.

•  Security: Solutions that support greater security of protocols, 

applications and wallets and smart contract analysis will strike a 

chord after last year’s events.

•  Collaborations: User growth can be turbocharged through 

collaborations with an established traditional player. Helium’s 

collaboration with T-Mobile is a recent example.

•  Ethereum for the foreseeable future will remain the primary 

beneficiary of the growth in applications across the crypto ecosystem, 

due to its large market share and battle-tested platform, especially as 

it executes its roadmap of continued upgrades to the network. 

•  Utility NFTs such as ticketing. 

6. Key themes for 2023

CeFi upgrades

The centralised finance (CeFi) sector will make 
substantial improvements.

Under fire from regulators, and with competition from decentralised 

platforms and hesitancy from wary users, Centralised Finance (CeFi) 

entities such as exchanges, lenders and crypto banks will be expected 

to demonstrate best practices.

 
More compliance

More gateways to decentralised projects will 
be offered with regulatory compliance built-in.
 

With greater regulatory focus on the industry, there will be more 

demand for tools and services that allow easy compliance with KYC 

and AML rules, especially as more countries implement the so-called 

Travel Rule recommended by the Financial Action Task Force (FATF), 

the global money laundering and terrorist financing watchdog that sets 

international standards.

 
More dispersion

Project-specific developments will be more 
prominent than macro events.
 

Events that affected the whole market dominated last year, 

overshadowing project-specific developments – including much good 

news. Sector and platform-specific news will receive more attention in 

2023, including a growing awareness of sector trends and drivers.

 
More privacy

Privacy-preserving and censorship-resistant 
technology will be in high demand.
 

With concerns about regulatory over-reach as well as about points of 

centralisation undermining the value of decentralised platforms, there 

will be ever greater focus on platforms and tools that preserve censorship 

resistance and privacy. This was brought into focus as the US Office of 

Foreign Assets Control's (OFAC) number of sanction-compliant blocks on 

the preeminent smart contract platform Ethereum increased from less 

than 10 percent to around 70 percent by the end of 2022.

 
Understanding value

The market will better understand and discern value.

Greater involvement from traditional investors will bring more analytical 

focus to understanding the value in crypto assets. Investors will be more 

discerning after 2022’s losses involving tokens that proved to be overblown 

price bubbles such as Axie Infinity. Greater attention will be paid to the 

projects’ value creation, whether and how value is passed to tokenholders, 

the economic alignment of stakeholders and token supply dynamics.
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Part II:
Outlook for key 
market segments
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1. Protocol layer 

The Ethereum Merge upgrade and the success of 
Layer-2 solutions were the highlights of last year in 
the blockchain protocol space. 

Ethereum’s decline in market share in 2021 did not carry on into 2022. 

The “Ethereum killers” did not kill Ethereum, and its market share 

remained broadly unchanged over the year. Binance Smart Chain 

continued increasing its share of Total Value Locked (TVL), which nearly 

doubled last year. More surprisingly, TRON gained significant market 

share over the year (by nearly quadrupling) and catching up with 

Binance Smart Chain. Its token price was also a strong outperformer. 

Unlike previous bear markets, where a relative “flight to safety” within 

crypto allowed Bitcoin to outperform and its share of the overall crypto 

market increased, Bitcoin’s dominance did not rise in 2022

The flawlessly executed Ethereum Merge upgrade was a triumph. 

The growth of Layer-2 scalability protocols was another highlight in 

an otherwise difficult year. Polygon’s user count doubled, and a more 

recent Layer-2 project, Optimism, increased its active users fivefold.

.

We expect the following key themes to dominate in 2023: 

•  Scalability will remain a critical issue for blockchain protocols, as use 

cases develop and adoption grows. It is an area of intense innovation 

and venture investment. “Zero knowledge proof” based protocols are 

gaining in popularity over the still-dominant “optimistic” protocols.

•  Ethereum is working on the next phase of their major upgrade, the 

“Surge”, which is intended to increase Ethereum’s scalability by 

orders of magnitude. Meanwhile, the Shanghai upgrade, planned 

for March 2022, will enable withdrawals of staked Ether for the 

first time.

•  Solana’s possible rebound after a tough year was marred by more 

chain halts in the first half of 2022, and later by a loss of confidence 

in the project based on FTX’s failure. There have been concerns that 

FTX may have manipulated the price of Solana as they held about 

one sixth of Solana's circulating supply – which is now tied up in 

the bankruptcy proceedings. However, interest in Solana is growing 

again, on the back of the technological merit of the project and its 

committed developer team. 

•  As applications start attracting significant numbers of users, 

application-specific chains can better suit the needs of projects in 

a specific sector.

2. Applications

DeFi

The decentralised finance (DeFi) sector suffered 
multiple blows last year: bridge hacks, the TerraUSD 
blow-up, rising fiat rates attracting liquidity away, 
deleveraging in crypto assets that reduced demand.

As a result, Total Value Locked (TVL) declined substantially. But 

as centralised entities’ questionable business practices, poor risk 

management and excessive risk taking were revealed, Decentralised 

Finance (DeFi) came out the winner. Interest has grown significantly in 

decentralised wallets as well as DEXs (Decentralised Exchanges).
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We expect the following key themes to dominate in 2023:

•  Interest and growth in lending to real world businesses, accepting 

real-world assets as collateral, tokenizing real-world assets to trade 

and settle them on the blockchain may ignite a renewed wave of 

growth in DeFi.

•  Combining centralised finance (CeFi) with DeFi platforms,  

by offering regulated access to DeFi products, is likely to be another 

growth area, especially as it allows traditional institutions to engage 

with DeFi.

•  Regulators are mostly uncomfortable with DeFi and are unsure how 

to regulate it. This poses risks for the sector.

•  DeFi protocol hacks and exploits have been declining; however, the 

relatively more recent technology of interoperability bridges has 

been marred by security issues that have also affected DeFi users. 

There is significant interest in improving the security of bridges.

Web3

A fully functioning Web3 is not only a step in the 
evolution of the internet. It also ensures crypto 
cannot be shut down. 

As the Web3 sector innovates to create decentralised alternatives for 

the various centralised choke-points such as hosting, API access and 

data storage, fundamentals continued to progress last year. Many 

Web3 infrastructure projects saw growth in users and revenues, some 

of them significant growth – such as Filecoin experiencing an almost 

tenfold increase in the data stored on their network.

In 2022, the “Twitter Files” revealed the extent of censorship by the US 

government and gave a boost to interest in Web3 based decentralised 

social media. 

We expect the following key themes to dominate in 2023: 

•  As the market environment improves, more attention will be paid to 

the underlying trends of projects. This will support Web3 tokens, as 

last year they suffered in line with the market despite their stronger 

fundamentals.

•  There is increasing interest in decentralised browsers and 

decentralised social media.

•  Collaborations with established traditional players are important 

milestones to track. 

•  Blockchain-powered identity solutions are an important area to 

watch as they provide more security than data protection regulation. 

Gaming

At the end of the day, gaming is primarily about the 
user experience. The economic models can enhance 
platforms, but they cannot drive their success.

The phenomenal success of Axie Infinity in 2021 was driven by people 

playing to earn money, rather than playing because they liked the game. 

This model is not sustainable. 

Despite the many potential benefits of blockchain technology for 

gaming economics, the ultimate driver is the quality of the game. 

The “play-to-earn” model has come under pressure during the bear 

market, as price bubbles developed, then burst, in some gaming 

tokens. Having to invest in in-game items upfront (or trading them 

in the secondary market to improve the player’s performance), by 

definition, requires a constant inflow of new players to support the 

play-to-earn payments. The play-to-earn model can be sustainable and 

profitable if “you are the product” (bringing in users with incentives for 

participating and selling the user base to advertisers or other entities 

with an interest). Esports may be a solution.
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Blockchain-based games, however, remained an area of investment 

despite the bear market, which raises hopes that development of AAA 

(“blockcbuster”) games will attract a sticky user base. 

We expect the following key themes to dominate in 2023: 

•  Game studio acquisitions, in-house game development and the 

entry of traditional gaming studios will grow launches of blockchain-

based games that offer a high-quality gaming experiences.

•  Mainstream game developers are considering their response to the 

new competition, and many have started adding blockchain-based 

solutions to their products.

•  The experimentation with economic models will continue, to find a 

balance between attracting and retaining users with incentives and 

ensuring that a project and its token are backed by revenue streams. 

•  Offering games available on mobile phones, esports, and enhanced 

experience through metaverse/virtual reality can drive growth.  

Metaverse

After the feverish excitement of 2021, poor results 
from the Meta (Facebook) metaverse and low user 
numbers in the decentralised metaverse created 
negative headlines for the sector in 2022. 

There were bright spots, for example major institutions such as 

JPMorgan, HSBC and Nike entering the metaverse. Initiatives for real-

world metaverse use cases, such as education, were launched.  

Metaverse land ownership continued to grow despite bear market, 

although virtual land exchanged hands at much lower prices.

The metaverse user experience is still poor and needs to improve 

significantly before serious user growth can be expected. 

We expect the following key themes to dominate in 2023: 

•  Technological innovation that improves and enhances the user 

experience is a very important driver for this sector.

•  Exploration of use cases beyond gaming will identify new 

opportunities.

•  As the computational needs of the decentralised metaverse 

are substantial, layer-1 and layer-2 protocols will need to deliver 

improvements in scalability, transaction speed and cost.

•  Users’ preference for decentralised metaverse offerings versus 

centralised ones such as Meta will be an important signal.

3. NFTs

Overall, non-fungible token (NFT) prices and volumes 
declined steeply in the bear market. However, utility 
NFTs experienced growth, and major brands, such 
as Tiffany’s, Lacoste or the Australian Open tennis 
tournament, continued to launch NFTs.

The NFT market declined along key vectors such as number of sales, 

dollar volumes and floor prices.

However, the number of NFT users continued to grow, in large part 

because of the growing number of use cases for NFTs. NFT sectors  

with low value tokens and a high turnover, such as Web3 domain names 

or utility NFTs, are engaging a large number of users. For example, 

volumes in Ethereum Name Service NFTs surpassed traded volumes 

in the most popular NFT collections, such as Bored Apes, by multiples 

several times in 2022. 

For now, avatar NFTs – such as the Bored Ape Yacht Club or 

CryptoPunks – remain the largest sector by far in capitalisation and 

traded volume. Domain name NFTs and utility NFTs (e.g. for ticketing 

or tracking products) have the highest traded volumes after the avatar 

sector. In terms of capitalisation, collectibles (such as NBA Top Shot) 

and metaverse-related NFTs (e.g. for virtual land or virtual fashion items 

in the metaverse) are the largest sectors beyond avatars. NFT art 

makes up about 7 percent of the total NFT market.
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We expect the following key themes to dominate in 2023: 

•  NFTs have given generative artists (who use computer algorithms 

to create artwork) a fresh new audience in the traditional art world.

•  Creator royalties have been a contentious issue: how to enforce 

them on chain has not been resolved, and some NFT marketplaces 

made royalties optional to encourage buyers. The debate around 

creator rights will continue. 

•  NFTs in areas where they have great utility such as ticketing are likely 

to expand and increase the number of people with crypto wallets.

•  The financialisation of NFTs has a lot of potential (lending, 

borrowing, swapping NFTs and developing methods 

to use them as financial collateral). 

4. Stablecoins

Stablecoins were a growth area despite the bear 
market and the crisis of algorithmic stablecoins.

The stablecoin market capitalisation declined with the failure of 

TerraUSD and concerns over the reserves of other major stablecoins.

However, stablecoins’ relative share of the crypto market grew, and 

more importantly transaction volumes in stablecoins grew strongly 

last year. This happened despite the significant decline in DeFi activity, 

which fuelled stablecoin growth in 2021. The main drivers were the use 

in developing countries as an alternative to acquiring and holding dollars, 

increased use in remittances, and settlement capacity added by leading 

payment providers for transactions with stablecoins.

We expect the following key themes to dominate in 2023: 

•  A key risk around stablecoins is regulation. Central banks’ concerns 

go beyond consumer protection as stablecoins that are not backed 

by fiat reserves de facto increase the money supply in that currency. 

It is not entirely surprising that regulators in key jurisdictions are 

proposing to ban algorithmic stablecoins.

•  Meanwhile the crypto market continues to experiment with 

decentralised stablecoin models to mitigate centralised access 

points to crypto assets.

•  The relative market share of major stablecoins have changed 

substantially throughout 2022. In some cases, this was due to 

competitive moves, such as the Binance exchange converting 

balances in certain stablecoins such as USD Coin to the Binance 

USD stablecoin. However, the key driver for relative stablecoin 

market shares will be the veracity and the market’s trust in the 

reserves and mechanisms backing stablecoins.

•  The use of stablecoins in payments is likely to grow.

5. Asset tokenization

The long-expected growth in asset tokenization 
got a real boost in 2022.

The commercial prospects of tokenization were always seen as 

substantial, but most institutions’ inability to trade, manage and settle 

crypto assets and the lack regulatory clarity delayed the realisation of 

this opportunity.

In 2022, we saw renewed expressions of interest in asset tokenization 

from major financial institutions and consultants. In the wake of 

FTX’s collapse, BlackRock CEO Larry Fink said, “the next generation 

for markets, the next generation for securities, will be tokenization of 

securities.” The Boston Consulting Group published a report towards 

the end of 2022, detailing the challenges and sizing the opportunity.
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There were several landmark transactions in 2022. MakerDAO 

approved and issued a 100 million DAI stablecoin loan to Huntingdon 

Valley Bank, using the bank’s loan assets as collateral. MakerDAO also 

approved a facility for Société Générale with a debt ceiling of USD 30 

million, backed by tokenized French home loans. Leading Singapore 

bank DBS and JPMorgan executed an intra-day repo on the blockchain, 

cutting transaction time from several working days to a few hours. 

Vesta Equity launched a platform wrapping real estate into NFTs to 

allow property owners to access some or all of the value of their holding 

and make them easily tradeable on a peer-to-peer marketplace. 

We expect the following key themes to dominate in 2023: 

•  Pilot schemes for the use of tokenized real-world assets in 

decentralised finance are likely to grow into more substantial 

endeavours.

•  Regulators are expected to examine how the secure custody of 

the underlying assets is assured and how opportunities for price 

manipulation of the resulting assets can be mitigated.

•  Improving scalability of blockchain protocols is an important 

catalyst to enable tokenization of traditional financial instruments.

•  Using tokenization to address economic needs could provide 

benefits in developing markets in particular, such as tokenizing 

agricultural produce and allowing farmers to use the tokens for 

purchases and as collateral.

6.  Private company-issued 
tokens

Although the Centralised Finance (CeFi) sector 
outperformed the crypto market for most of last year, 
tokens issued by CeFi entities such as FTX were 
caught up in controversy over market manipulation.

The price performance of CeFi tokens did not entirely reflect the 

extraordinary turmoil that the sector experienced last year.

The failure of CeFi entities were the defining aspect of last year’s crypto 

bear market. Fraud, shoddy risk management, poor business practices, 

reckless risk taking, greed and incompetence all played a part. 

Now the crypto market demands greater transparency from CeFi 

exchanges and lenders. They are also the primary focus of regulators 

as traditional corporations lend themselves to regulation more easily 

than decentralised platforms.

We expect the following key themes to dominate in 2023: 

•  Voluntary transparency has been offered by several centralised 

exchanges, and will be increasingly demanded by the market. 

•  There will be more demand for research tools that aid transparency, 

including services that deliver on-chain data in a digestible form or 

support research insights.

•  CeFi is likely to lose market share to DeFi, especially in lending.

•  CeFi offerings will incorporate or will be combined with regulated 

custody of the underlying crypto assets.
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Part III:
Crypto venture  
capital in focus
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Somewhat surprisingly, 2022 was a record year for 
crypto Venture Capital (VC), although funds raised in 
Q4 2022 fell sharply to levels last seen in 2020.

Crypto venture investment remained extremely strong in the first half 

of 2022, in sharp contrast to the depressed state of the secondary 

markets. Although VC funding slowed significantly by the end of 2022, 

the first half was so strong that it made 2022 another record year, 

beating even the bull market and easy-money fuelled volumes of 2021.

For a while, the strength of the crypto VC market was seen as a torch 

bearer for crypto fundamentals, and a reason to expect the crypto 

market to decouple from other asset classes to the upside. In 2022, 

crypto did decouple, but to the downside through idiosyncratic shock 

events, and it was the buoyant venture sector that had to adjust.

VC funding slowed substantially after the market shocks that started 

with the collapse of Terra; however, due to the time lag between 

agreeing funding and making the deals public, Q3 2022 figures still 

looked relatively strong. By the last quarter of the year, however, 

volumes were down to 2020 levels.

2022 was not a good year for booking returns as liquidity events were 

few and far between and some VC-funded projects failed. The crypto 

projects in a VC’s current portfolio typically raised funds in 2021 or 

2022, giving them a sufficient runway for a couple of years, although 

a smaller portion of the projects were affected by having lost assets in 

last year’s collapses.

After several large crypto venture funds launched last year, there is 

substantial dry powder to invest, although some of the committed funds 

may not materialise as some investors suffered substantial losses. 

On the positive side, the resulting lower valuations, greater endeavour 

and financial discipline at many projects and less competition for deals, 

moved the balance back in favour of investors. This shift also allows 

VCs to demand greater governance rights which will help maintain 

discipline and reign in excesses in the next cycle. The bear market 

created the foundations for outsized returns for crypto VCs in the next 

bull market.
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