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As we head into the end of the year, digital assets are now 12 months into a bear market that began in early November 2021. After falling to a closing 
low of approximately $4,904 and $110 during the Covid pandemic, bitcoin and ether reached a closing high of $67,734 and $4,799, but have since 
pulled back alongside a macro storm that is nothing short of significant.

In this short report, we highlight why we believe this environment is an opportunity for long-term investors, given improving fundamentals, attractive 
valuations, and growing institutional interest in this emerging asset class. We offer ten considerations for today’s bear market investors.

In bitcoin and ether’s short 13- and 8-year histories, today’s environment is the toughest macro backdrop ever experienced by these two assets. 
Given rampant inflation and the uncertainty it creates, global central banks, led by the Federal Reserve, have rapidly tightened financial conditions. 
This inflation and economic uncertainty has led to heightened volatility, large drawdowns in risk assets, and pain for many investors across most 
asset classes. Key considerations for digital asset investors:

+ Rapid Pace of Tightening: With global inflation at levels not seen in four-decades, the Federal Reserve has raised interest rates in its fastest pace 
of tightening since 1980. This act of global financial tightening has pressured many assets – not just bitcoin, ether, and digital assets, but also 
equities and fixed income. Thus far, the Fed has raised rates from a 0.25% upper bound to 4.0% in just eight months, with theexpectation that the 
Fed’s policy rate will peak in March or May of 2023. This presents an opportunity as many investors await the “Fed Pivot”.

+ Historically Tough Asset Performance: As a result of monetary tightening and inflation uncertainty, this year’s bear market has been unusually 
difficult to navigate. Year-to-date performance for the S&P 500 Index as of the end of the third quarter was the fourth worst since 1928, down 
24.7%. The Barclays US Aggregate Bond Index has had the worst performance in its history dated back to 1978, down 14.6%. As a result, the 
60/40 portfolio has significantly underperformed. In this environment, digital assets faced selling pressure alongside risk assets. While there is 
never an all-clear signal, drawdowns often provide opportunities for long-term investors. 

+ Sour Sentiment: As a result of both global monetary tightening and negative asset performance, sentiment has declined to record-low levels. 
According to the AAII Investor Sentiment Survey, investors are the most bearish on equities since the survey’s creation in 1987. For digital assets, 
the Crypto Fear & Greed Index has been in “extreme fear” for quite some time, which historically offers the strongest 12- and 18-month forward 
returns. As history illustrates, the best times to invest are often when it feels the most uncomfortable.

+ Relative Strength: Interestingly, bitcoin outperformed the S&P 500 in both Q1 and Q3, with most of this year’s decline occurring in the second 
quarter. The event-driven underperformance in Q2, driven by the fallouts of Luna, Celsius, Voyager, and 3AC, highlights the relative strength of 
bitcoin given both Q1 and Q3 outperformance. Ether, which often exhibits a higher beta, underperformed in Q1 and Q2, but outperformed 
significantly in Q3.

+ Down But Not Out: Given their emerging nature, digital assets remain in the process of price discovery, which often leads to overshoots versus 
the true underlying value in periods of euphoria and fear. As a result, bitcoin and ether have experienced several drawdowns in their 13- and 8-
year lifespans. But through each drawdown, adoption and awareness has risen, and the assets have ultimately returned to new all-time-highs. 
With underlying fundamentals that continue to improve, this time is likely no different. 

Source: Bloomberg, Eaglebrook Advisors
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As written in our “Staying Power” whitepaper, bitcoin and ether have characteristics and use-cases that remain resilient despite price weakness. 
These characteristics have driven adoption throughout the many digital asset bear markets. 

But while polarization and questions of viability throughout 2018’s bear market led to deteriorating fundamentals, today’s bear market is 
characterized by underlying strength. More interestingly, while fundamentals have improved, valuations are now historically attractive.

+ Improving Bitcoin Fundamentals: Despite the bear market in price, the underlying fundamentals for bitcoin continue to improve. As a gauge of 
store-of-value success, a record 66% of supply has been held for longer than one year, while a record 24% of supply has been held longer than 
five years as of the third quarter. Bitcoin’s hash rate, often used to gauge the security of the network, has also hit recordhighs of 282 EH/s. Value 
transfers over the Bitcoin network have also reached a record highs, with already $14.0 trillion having been sent or received in the 2022 year 
compared to just $13.1 trillion in 2021. 

+ Improving Ether Fundamentals: Ethereum has successfully completed the long-anticipated upgrade titled the “Merge”. This milestone shift to 
proof-of-stake improved Tokenomics in which new issuance has dropped dramatically. With a combination of Ethereum’s buyback mechanism, 
Ethereum has become increasingly scarce compared to prior years. Further, transactional volume, while down in the bear market, has 
outperformed price; illustrating continued use of the Ethereum network. Importantly, top developers and high-quality entrepreneurs continue to 
enter and build in the Ethereum and broader digital ecosystems, building disruptive applications as part of Web 3.0. 

+ Historically Attractive Valuation For Bitcoin: One way to value bitcoin is the Market-Value-to-Realized-Value multiple (MVRV), which compares 
bitcoin’s current market price with the on-chain cost basis of all holders. Historically, MVRVs near or below 1 have been the most attractive 
scenario for buyers, with this year’s low MVRV of 0.84x, compared to 2020’s Covid low of 0.85x, and 2018’s low of 0.70x. Thiscompares to 
MVRVs of 3, 4, and even the 5x during market tops, with December 2017 (4.85x), April 2021 (3.98x), and November 2021 (2.86x) as recent 
examples.

+ Historically Attractive Valuation For Ether: One way to value Ethereum is the Network Value to Transactions Ratio (NVT), which is ether’s market 
cap divided by the 90-day average of daily transaction volume. Over the last five years, the average trailing NVT Ratio was 48x with a low of 24x 
and a high of 131x. While Ethereum’s five-year transaction CAGR is 227%, a more conservative assumption that transaction volume can grow 
100% over the next two years (a 40% CAGR) implies today’s NVT ratio is 23x on 2024’s transaction volume. 

+ Traditional Finance Has Entered The Space: Contrary to 2018, institutional investors are entering the digital asset class even in the bear market, 
finding attractive opportunities in this emerging asset class. BlackRock has recently launched a bitcoin private trust in partnership with Coinbase, 
while BNY Mellon added bitcoin and ether to its custodial services. Visa highlighted growing digital assets-linked card usage, while Mastercard 
announced a program that will help financial institutions offer digital assets trading. Fidelity announced plans to allow investors to allocate 
bitcoin into their 401(k)s and more recently the company added the capability to trade ether on its digital assets platform. Franklin Templeton and 
ARK Invest have launched actively managed digital asset strategies through Eaglebrook’s platform.

Unlike the previous bear market, this recent decline is characterized by underlying network strength, improving fundamentals, attractive valuations, 
and new traditional finance buy-in. While today’s tough backdrop remains the dominant market narrative, bitcoin and ether have shown resilience, 
setting the stage for strong relative performance when sentiment and macro conditions improve. While there is never an all-clear signal, this year’s 
drawdown offers an attractive opportunity for long-term investors seeking exposure to this emerging and disruptive asset class. 

Source: Bloomberg, Glassnode, Eaglebrook Advisors

Fundamentals Remain Attractive with Supportive Valuation 
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Disclosures

Investment advisory and management services are provided by Eaglebrook Advisors, Inc., a registered investment advisor. Information presented is for educational purposes 
only and should not be construed as providing investment advice. Past performance is no indication of future results. Investing in digital currency comes with significant risk 
of loss that a client should be prepared to bear, including, but not limited to, volatile market price swings or flash crashes, market manipulation, economic, regulatory, 
technical, and cybersecurity risks. In addition, digital currency markets and exchanges are not regulated with the same controls or customer protections available in equity, 
option, futures, or foreign exchange investing. Eaglebrook does not offer tax advice. Neither consultations nor information published by Eaglebrook should be construed as 
offering or providing tax advice.

Volatility Risk: Digital currency is a speculative and volatile investment asset. Investors should be prepared for volatile market swings and prolonged bear markets. Digital 
currency can have higher volatility than other traditional investments such as stocks and bonds and market movements can be difficult to predict.

Economic Risk: The economic risk associated with digital currency is in the lack of widespread or continuing digital currency adoption. The market and investors could decide 
that digital currency should not be valued at the current market capitalization due to a variety of factors.

Regulatory Risk: Digital currency could be banned or highly regulated by governments that would deter investors from buying or holding digital currency. 

Technical Risk: Digital currency is a dynamic network with a codebase that is updated to add new security and functionality features. The updated code that is merged by the 
core developers could potentially have an error that threatens the security or functionality of the digital currency network.

Cybersecurity Risk: Digital currency exchanges and wallets have been hacked and digital currency has been stolen in the past. This is a potential risk that clients must be 
comfortable with when investing and holding digital currency. Theft is less likely when holding digital currency at a qualified custodian in offline systems (cold storage) with 
institutional security and controls.

Digital Asset Service Providers: Several companies and financial institutions provide services related to the buying, selling, payment processing and storing of virtual currency 
(i.e., banks, accountants, exchanges, digital wallet providers, and payment processors). However, there is no assurance that the virtual currency market, or the service 
providers necessary to accommodate it, will continue to support Digital Assets, continue in existence or grow. Further, there is no assurance that the availability of and access 
to virtual currency service providers will not be negatively affected by government regulation or supply and demand of Digital Assets. Accordingly, companies or financial 
institutions that currently support virtual currency may not do so in the future. 

Custody of Digital Assets: Under the Advisers Act, SEC registered investment advisers are required to hold securities with “qualified custodians,” among other requirements. 
Certain Digital Assets may be deemed to be securities. Currently, many of the companies providing Digital Assets custodial services fall outside of the SEC’s definition of 
“qualified custodian”, and many long-standing, prominent qualified custodians do not provide custodial services for Digital Assets or otherwise provide such services only 
with respect to a limited number of actively traded Digital Assets. Accordingly, clients may use nonqualified custodians to hold all or a portion of their Digital Assets. 

Government Oversight of Digital Assets: The regulatory schemes - both foreign and domestic - possibly affecting Digital Assets or a Digital Asset network may not be fully 
developed and subject to change. It is possible that any jurisdiction may, in the near or distant future, adopt laws, regulations, policies or rules directly or indirectly affecting a 
Digital Asset network, generally, or restricting the right to acquire, own, hold, sell, convert, trade, or use Digital Assets, or to exchange Digital Assets for either fiat currency or 
other virtual currency. It is also possible that government authorities may take direct or indirect investigative or prosecutorial action related to, among other things, the use, 
ownership, or transfer of Digital Assets, resulting in a change to its value or to the development of a Digital Asset.

The indexes presented are unmanaged portfolios of specified securities and the performance shown is gross of fees which do not reflect any initial or ongoing expenses. 
Indexes cannot be invested in directly. Returns for digital assets may differ significantly from the returns of indexes which hold securities. Returns are for the time periods 
shown. 

The S&P 500 Index is an unmanaged value-weighted index of 500 common stocks that is generally considered representative of the U.S. stock market. The Bloomberg US 
Aggregate Bond Index is a broad-based flagship benchmark that measures the investment grade, US dollar-denominated, fixed-rate taxable bond market. The index includes 
Treasuries, government-related and corporate securities, MBS (agency fixed-rate pass-throughs), ABS and CMBS (agency and non-agency). The 60/40 portfolio illustrated is a 
combination of 60% S&P 500 Index and 40% Bloomberg US Aggregate Bond Index, rebalanced annually.

For more information, please see our Form ADV Disclosures and Privacy Policy on our website.
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