
[Tim Rice] Hi guys, we're live. Good morning everybody. Thanks for having us. I'm Tim Rice, CEO of
Coin Metrics. We are a crypto data and intelligence company. This morning we'll probably have to
call an audible given market events, but we thought it would be good for you all to catch up with
Nick. Nick Carter is my co-founder at Coin Metrics and a partner at Castle Island Ventures. I'll let
him tell you a little bit about the investment thesis that they have at Castle Island Ventures, but in
general, Nick is probably one of the foremost people on the current events and historical events
related to crypto. Nick, do you want to tell us a little bit about Castle Island? [Nick Carter] Thanks
Tim. It's great to be here. I appreciate the invitation. Remarkable events in crypto markets last
night and this morning actually. So I think it will be a really interesting conversation for you all. So,
as Tim says, co-founder of Coin Metrics, a crypto data analytics company. Certain we want to talk
about there, and then general partner Castle Island, which is a venture firm focusing on public
blockchains. In particular, we invest some financial infrastructure in the public blockchains space.
Everything from exchanges, to custody, to key management, to lenders. Everything that basically
makes the crypto markets work and converge with traditional finance, which is our thesis. So I
think we're going to hit on an array of topics today, especially sort of current market living events
which are sort of happening as we speak.

[Tim Rice] Yes. So thematically we thought we would kind of connect what's going on in the
macro environment with whether crypto is a correlated asset or a non-correlated asset, and
behold into the broader macro trends. But clearly we've got a little bit of stu� going on in the
crypto market on top of what's going on the global macro-market. So Nick, you want to kind of
dive in on some of the higher level stu� that's related to crypto and maybe get into the specific
kind of things that are going on today? [Nick Carter] Yes, So the long and short of it is that crypto
is behaving as a risk-on asset and obviously things are - liquidity, financial conditions are getting
extremely tight and you're seeing the knock on e�ects in the crypto space. And so a lot of the
narratives around Bitcoin being hedge of being punctured to a certain extent - I wouldn't say fully
invalidated, but certainly there are questions around that. The sort of immediate big catalyst that
are happening, I'm sure a lot of you have heard about Terra, which was a gigantic stable coin
project out of Korea, that collapsed around, what would you say, a month ago maybe, and it wiped
out $60 billion in value. So there was a stable coin component and an equity coin component and
e�ectively it was meant to be stable and the system was not fully collateralized. It was more of an
attempted financial [indiscernible] and that collapsed and has then had knock on e�ects on the
rest of the crypto space.

Which is really interesting to file a daisy chain of risk here. So, because this stable point project
collapsed, a bunch of the lenders that had funds invested in the stable coin are now su�ering and
themselves failing, which is really interesting - the trace, the sort of causal chain there. So, in
particular, there is this, and this literally just happened last night, there is one of the largest
lenders in the crypto space. So they take retail deposits and then they put it to work in Crypto Arb
funds, they lend it to proprietary trading funds, arbitrage funds, and they also deployed in what's
called decentralized finance (DeFi). So you know a bunch of variety of financial products. You

Multiple speakers
8:41:18AM

A Fireside Chat With Nic Carter, Partner At Castle Island
Ventures & Co-Founder/Chairman At Coin Metrics
3 DAYS AGO JUN 13,  8:40 AM EDT,  2022



know, on smart contracts, on the blockchain where you can earn or yield, this lender called
Celsius ceased. Last night they suspended withdrawals, and so you know it's not entirely clear
whether it's a liquidity crisis or it's a solvency crisis, but it looks like it's most likely a solvency crisis
if I had to guess. And they're very material. They have four million depositors worldwide and at
last count around $13 billion in deposits, and so it's interesting is, Celsius was one of the top firms
deploying client funds into these decentralized finance strategies, which became apparent
because there were occasional hacks.

And these smart contracts sometimes fail and they lost money in a few of these hacks. So you
know, that was one source of the liquidity for them. The other was they actually had a lot of
money in this Terra stable coin protocol which I'd mentioned before. They had around half a billion
dollars in that. They were able to pull most of it out. That clearly spooked their depositors. And so,
it's kind of a bit of an irony, I would say, where we have these nominally decentralized structures,
but we're still exposed to the bank runs and these poor lending practices. Just, you know a lot of
critics like to say this about crypto but rerunning the same mistakes that have been made in
traditional finance for centuries, so certainly very entertaining time. And on the back of all that,
you're seeing a lot of forced liquidations and sort of Martian call events and you know fear is
trickling over into all of the other crypto lenders too and you're seeing a lot of clients withdrawing.
So basically, we have a gigantic deleveraging event on our hands in the crypto space is certainly
not just in crypto, but I would would say crypto acts like the canary in the coal mine. You saw, in
March, 2020, crypto markets were really the first to sell o�. They are really hyper responsive. They
tend to lead traditional markets and obviously they're open on the weekends - 24/7. So you know,
for me, when I see crypto markets selling o� on a Sunday night, that sort of implies that things
are going to be a little tough in trad file on Monday morning. So I think that we're in for an
interesting week.

[Tim Rice] Yeah. So one of the things that I think would be helpful to kind of go through with. So
when you kind of came up with the concept to do Coin Metrics, the idea was these are public
block chains. They are very transparent, and you have the accessibility to read these things in real
time and understand what's going on. So we have these concepts of DeFi and stable coins and
layer ones and other things. But I think the important thing to understand for folks out here is,
how are you able to knit a narrative together like you can? I mean basically, is the transparency
provided by unchained data and these eco-systems helpful to understand what's going on, rather
than being a black box that some folks assume. [Nick Carter] Yes and that's the most interesting
thing about public blockchains I would say. So, as you all presumably know, in public block chains,
the security model and the structure of the system, is that every transaction is registered to the
ledger and that basically hasn't change in the 13 years since Bitcoin was created. There's a bunch
of new blockchains, there's a lot of interesting experimentation, but the fundamental model is the
same. Literally every transaction is registered to the block chain. It's just you have some new ones
like Solana, which you know registers around 600 times more data per day than Bitcoin does. So
you obviously have experimentation there. But everyone, in theory, every validating note to the
network contains all of the history, of the whole history of all the transactions ever, which is kind
of di�erent, I would say, from the way things work in the sort of like payments space, where
there's closed entities that have maintain those ledgers, right. And so that gives rise to the
credible prospect for really, really rich and deep analytics, which is why there's this whole sector,
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which has spawned a number of unicorns, called the on-chain data space, and the whole premise
of that data sector is looking at the literal ledger itself and, you know, drawing insights from that,
whether it's for macroeconomic purposes, whether it's for compliance and risk assessment,
which is a huge, huge part, or whether it's literally for alpha generation and for trading. And so
there's there's a bunch of big names in that space. Coin metrics is just one of them. But basically I
would say the analology would be like if anybody could look at every credit card transaction that
happened with some anonymization and you could do a lot with that data set basically. So literally
every Bitcoin transaction ever, it's in a database. It's about 350 gigabytes in size, you can run it on
your laptop. You know it adds about 4 megabytes of data every 10 minutes and anybody can
acquire this. Anybody can obtain the database, just by connecting node to the network and it's
the same for other block chains. Now, going from having a register of 600 million historical
transactions, as is the case with Bitcoin- to understanding who is transacting with whom. That's
a di�erent matter entirely, because you now have to construction an overly network who will
characterize who is transacting, who are the exchanges, who are the remittance providers, who
are the minors. So you do need to do additional characterization to determine who the entities are
in the block chains. So you have a bunch of pseudonymous addresses

You can see that they're all making transactions with each other. You don't exactly know who they
are. So you do have to overly on top of that additional data to determine who these entities are.
But once you start to characterize,  the data set sort of rapidly becomes comprehensible, because
you can sort of cluster people's activity together. That's really the essence of blockchain analysis
is clustering. And so you it gives you incredible depth. So using any of these on-chain analytics
tools, you can determine what miners, the entities that produce the Bitcoin, what they're doing,
are they buying or are they selling, are they holding, are they deleveraging? You can see how
many coins are sitting on the major crypto exchanges. So right now, for instance, roughly 60% of
all the Bitcoins are actually sitting in exchanges, in custodial exchanges. So in basically these
intermediaries and financial institutions, which is maybe somewhat contrary to the decentralized
ambitions of the space, you can see that around 20% of all the Bitcoins are abandoned. They're
lost, they're not operative. You can see that only about 30% of all the Bitcoins that exists have
moved in the last year. Two-thirds of them are in [indiscernible]. They're held in long term cold
storage- it's called. And moving beyond that into the decentralized finance space, you can see
literally what certain entities, trading firms are doing, what their positions are, what the risk
they're taking is, what their amount of leverage is, which I don't know if that models really going
to be sustained, because I don't think everybody wants their activity to be scrutinized to that
extent. But that's how it today and so I think that's sort of a really interesting novel feature of the
space is that there is this extraordinary transparency, in particular in decentralized finance, and
there's pluses and minuses there. The minus is that if you are a trading firm, people know where
your liquidation thresholds are, right. If you're fully active on-chain and in your DeFi positions
specifically. So they can trade against that, so that can be exploited and you see the sort of arms
race where a lot of these crypto trading firms try and disguise their footprint. But the positives are
that, for instance, depositors at any of these institutions can also, in theory, they could see how
solvent these custodial institutions are. They could asked them for a cryptographic prove of the
number of coins held or rely on the third party that's able to do that assessment just by looking in
the blockchain. And I would say that's really di�erent from any other custodial models for other
commodities or financial assets where you're typically relying on some sort of regulatory
assessment to determine the solvency, and the liquidity of your bank or custodian, right. No gold
custodian would be able to prove to the depositors that they have all the atoms of the gold. You
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know they can't really just point a webcam at the gold and sort of, you know that the gold is there,
right. With a digital asset which is natively auditable, that lives on the blockchain, you can literally
prove to a third party they have X units of the asset. Now, does everyone do that? No, in fact it's
not really that common in the crypto space. Clearly we have a long way to go, but the prospect is
there. And so you know, I think that's why I'm not as concerned with the fact that a lot of the
crypto space is heavily, heavily intermediated and there is this reintermediation. So there's a
disintermediation and then there's a reintermediation. Ultimately I'm not that worried about it,
because with cryptographic assets you can hold these entities more accountable and in theory
they could, you know, be much more transparent than their sort of traditional finance
counterparts. So to me, that's the really, really exciting thing about the crypto space.

[Tim Rice] And I think, so I've been building data businesses overall for 3.5 decades and was
fortunate in 2008 to be running an end to day valuation business in fixed income. The lack of
transparency in that event took us probably five years unwind where Lehman and Over laid into
the problem, where AIG was involved in the problem. So understanding ecosystem of where the
leverage had come in and come out of the marketplace at that time was completely opaque. You
couldn't figure it out. You had Black rock pulling together teams to work over the weekend,
understand this. You have teams that are having to be over index on trying to figure these things
out. And so what attracted me to kind of building this crypto data company is the fact that this is
so transparent and understandable. And so when I'm kind of listening to the unwind that's going
on at Celsius or Terra, these other things, I'm kind of going okay, the audience here is going okay,
here we go. CDOs all over again, something that's completely orchestrated, artificially created, but
you know, the light at the end of the tunnel for crypto is the transparency. I think your favorite
term is light disinfect or transparency disinfects. You know, all the still. So you know it's a very
intensive data set. So for all of you who come to this conference and want to understand probably
the most transparent data set of a new asset class in the world, this is definitely it. And you need
to kind of study in and lean in on how the test is all working. So you talked about miner exchange.
Explain a little bit about why that's kind of a harbinger of what's going on in the marketplace and
how that works. [Nick Carter] Yes, so not all crypto currencies have mining. Of course, some of
them are just issued by FIAT or issued in these initial sales or sort of liquidity mining initiatives
whereby tokens are handed out to entities that provide liquidity to protocols. But there's still a
number of crypto currencies obviously, most notably Bitcoin, that are mined, right. Literally
turning electricity and computation into new Bitcoins and those miners, their behavior really
influences the market. Right now, the annualized quote-on-quote inflation rate, to use the old
fashioned inflation nomenclature in Bitcoin is about 1.8%. Each day there is 900 new Bitcoins that
are mined and that's 6.25 of a block. And those miners actually have a procyclical e�ect on the
price of Bitcoin. So they do the opposite of, in practice, they do the opposite of stabilizing the
Bitcoin market. What they generally do is they accumulate as many Bitcoins as they can during
expansionary phases because they want to represent a lot of the publicly-traded. There are
around 20 publicly-traded mining companies in North America in the U.S. at least, and they want
to represent to their shareholders, that they can accumulate a big treasure trove of Bitcoins. And I
mean, that may not be the most prudent model, but it's generally what they do. And so if you look
at all the miners that disclose, they have about 40,000 Bitcoins between them right now.

The problem is, when things turn against them and it's a commodity cycle like any other,
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analogous to gold or any other commodity business like that, they are often forced to liquidate
their horde of Bitcoins. And that's sort of where we are right now actually. The miners are selling.
And so you don't need to look at public market disclosures to ascertain this. You could, but you
are going to wait for your quarterly granularity. You could instead look at the blockchain, do a bit
of work to determine who the miners are and determine that they are selling out of their
possessions which has a super procyclical e�ect, because they generally do that in a market
downturn. Can I grab the water actually, please sorry. And that's what we're seeing right now. So
there's 40,000 Bitcoins of dry powder. A lot of these miners are underwater. They are super
indebted and I would expect to see those liquidated in the next few months.

[Tim Rice] Great. So one of the things about Bitcoin is it's slow. It takes a block every 10 minutes
and it's also not necessarily fee e�cient as far as the cost to transfer over Bitcoin. It's presumed
to be expensive. But there's the argument that you would do large transactions on Bitcoin and
then you would do smaller transactions over a Lightning network. Can you tell us a little bit about
kind of the Lightning network concept? [Nick Carter] Yes. And I think this is an important one to
understand, because there's this critique that cryptocurrency is slow and Bitcoin is slow and
ine�cient.

And it can serve as the basis for a novel financial system. And that critique has legs, if you're just
considering the sort of blockchain in its orthodox sense. Because, as I said at the beginning, your
security model is that every participant in the network in just all of the data. So that obviously
doesn't scale up because you're limited by computational overhead. There's only so much, as I
said, a Bitcoin node is about 300-400 gigabytes right now. There's only so much data your
computer can ingest per unit time. You're limited by bandwidth, storage and computation, right.
So any of those three are gating factors. So there's  little physical limits on how big a blockchain
can get and how much data a blockchain can process. That means that there's a constraint,
basically. So I would say some of the newer blockchains that are pushing those limits would be
Binance Smart Chain, Solana, Tron.

These are blockchains that are taking this computation, they are beefing up the servers, the run
and we run a lot of these and run 30, 50 blockchains and some of these servers costs, like
$10,000 - $20,000 a month to run. So you know, there are challenges there. But my point is this,
literal physical limits on how big a blockchain can get under sort of the understood security
model. And you know you have to devise a way to scale it up that doesn't involve just pushing
more data through the network. That doesn't work forever. You are only going to get linear gains
by doing that. So Bitcoiners first took a cue from the way things work in the actual payment
space, right. So they looked beyond just the sort of narrow, confines of the crypto space and
learned from the way that things work in the legacy law, say legacy in the established payment
space. And that involves a number of sub-lenders. Basically, it involves net settlement between
institutions and batched payments and end-of-day settlement and you don't put every payment
on the same ledger. You have many, many di�erent interlocking lenders, with payments
happening maybe between more centralized institutions and then settlements happening at a
di�erent layer, right? So your Visa transactions, there is maybe the fifth layer in the payments
stack and below them you have the banks and then below them you have a network like ACH or
Fedwire. And if you actually look at Fedwire for instance, it settles three to five trillion dollars a day
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but actually does it with fewer transactions than the Bitcoin network does. So it's just that the
transactions are very large. Your average Fedwire transaction is in the single digit millions. And to
me that is the model to pursue from the blockchain perspective for scaling, and it's maybe not
that satisfying to people who wanted blockchains to be for micropayments or for individual, tiny
peer-to-peer payments, but I think it's the most sensible model in the form that's actually going
to work. And so Bitcoin is pursuing this model. You know, layered scaling basically, where you
have large settlements of the base layer and then you introduce additional layers where there are
transactions that occur but they're not all being registered to the blockchain.

So it's kind of like a bar tab. The Lightning network in particular is like a bar tab. You go to the bar
and you're ordering beers, and maybe have 10 beers at the bar. You know, you have a big night
out. And you're not paying for each one individually, right? You have one payment at the end of
the night. And so, that's kind of how the Lightning network works. And then it links together
people that have open tabs with each other e�ectively and stitches them together on a big
network. So then you can pay your bar tab through your buddy who has an open tab with the bar.
So that's the way it works and I think that's sort of the model here. And the other blockchains, like
a theorem for instance, are also embracing this more layered scaling model too. And so, to me
that's the answer to the critique that, like blockchains fundamentally don't scale, is that they are
just doing, they're e�ectively imitating the way things work in the broader payment space, which
may be seen as unimaginative, but I think it's the best way forward.

[Tim Rice] And kind of carrying on from the payment side of things, one of the di�cult problems
to get people into the crypto space is the Fiat crypto On-Ramp. And right now, the news cover the
fair amount about the stable coin problems, the peg, the backing of the stable coin, but I know
you kind of leaned in hard on crypto dollarization awhile back. What's the important part for folks
to understand about stable coins other than we had this wonky algorithmic backed thing that
crashed. But from a stable coin perspective, what's it all about? [Nick Carter] Well, we opened the
conversation with a little vignette about a stable coin which failed, but arguably that wasn't really
befitting of the word stable coin, or rather it should be understood that the concept of stable
coins is a very broad taxonomy and incorporates really credible 100% reserved models which are
regulated and then sort of insane, crazy stu� which is not reserved to not backed and it's
algorithmic and it doesn't make any sense. And so we've seen some of those failures. That doesn't
necessarily mean the fully convertible, fully reserved stable coins are bad. In fact, I would say it
just enhances the suitability of sort of the first model stable coins which is every token is backed
or redeemable for a dollar or a dollar instrument. Like, so the most credible one I would say would
be something like a USDC for instance, which is backed by short-term treasuries and dollars. And
so on a fully convertible basis, if you're an account with 100,000 USDCs, you can redeem it
whatever you want 24/7 I think actually. And so what we're seeing with stable coins is actually, a
new source of demand for dollars and for treasuries at a time when foreign ownership of
treasuries it declining actually. So it's interesting. It's still small. The scale here is $150 billion
dollars, which is small. But I think India owns maybe $300 billion for treasury. So it's still little, but
it's a net new source of demand for dollars. And if you look at all the stable coins, they 99%
reference the dollar. They don't reference other Fiat currencies.

So it actually extends the reach of the dollar globally. So a lot of people think that crypto is a thing
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that's hostile to the dollar, that it is competitive with the dollar. I would say it's the precise
opposite and that we are through this blockchain infrastructure, which anybody can own these
assets on their smartphone globally. They don't need to use a bank or anything like that. This is an
opportunity to extend the property rights that come with the U.S. dollar, the sort of sound
property rights, and extend it to anyone globally that maybe didn't have access to the US banking
system, which is frankly, most people worldwide. And this is literally what we're seeing.

We're seeing crypto dollarization happening in a bunch of jurisdictions worldwide, in particular
emerging markets. You are seeing it in Turkey, you are seeing it in Lebanon. You are certainly
seeing it in Venezuela. You are seeing it in places like Nigeria where their Central Bank is actually
taking steps to stop this because they see that people rather hold these digital dollars than hold
the naira. So you see it happening in Eastern Europe. So anywhere where there are local
currencies that are really challenged, where crypto markets have achieved a high penetration,
where this crypto infrastructure works, exchanges via o�-ramps, wallets you can hold on your
phone, you don't see Bitcoin-ization, you see crypto-dollarization. And so that's actually the first
kilo app of the crypto space. It is literally just getting U.S. dollars - not physical ones, the digital
ones - into the hands of servers worldwide. You see cross border traded happening. A lot of the
imports from China into Africa are happening in stable coin terms, where big investor and crypto
exchanges worldwide. The number one most popular crypto asset in Nigeria, for instance, is the
Tether stable coin, believe it or not. Because people just want to move dollars around with low
fees in a frictionless way on an open, inter-operable infrastructure and it definitely beats the sort
of money transmitters and those remit services on fees and convenience. I think the Turkey
example is an interesting one because you could hold dollar deposits in the Turkish banking
system. It's just that nobody trusted dollar deposits in the banking system because there's always
the prospect that you get something like what happened in Argentina in 2000, the Corralito,
where your dollars are converted into local currency over the weekend and you take a haircut and
you don't have any choice in the matter. So what you see instead is a more of a crypto
dollarization where people want stable coins instead and then they basically have a relationship
with the U.S. institution and they're not beholding to the local banking situation. So to me that's
sort of the most immediate, the most far-reaching and the most dramatic influence of crypto
markets on the world. It's a very simple thing. It is just putting dollars in the hands of people
worldwide. And as Americans, it's kind of funny, you know. The dollar seems subpar to us right
now, with inflation at 8.6%, but it sure beats the naira and it beats a bunch of these currencies
worldwide, and so it really is considered hard money to all of these people.

[Tim Rice] Thanks. So one of the things that we have kind of been looking for in the crypto space
is some guidance on regulation. So, couple minutes left. Do you want to touch on what you think
are the most important things coming out on the regulatory side? [Nick Carter] Yes. So on the
legislative side, nothing's going to happen until November. We are going to be deadlocked.
Congress is not going to pass any crypto legislation. You may have seen there are two senators,
Cynthia Lummis and Gillibrand, proposed broad-based crypto-right legislation bipartisan. That's
not expected to pass until November, but what that would do, would clarify what's a security and
what's a commodity. It would elevate the CFTC and diminish the role of the SEC, which is what a
lot of crypto people want frankly, because the SEC is super hostile. It would create a de minimis
tax assumption so you could spend cryptocurrencies without incurring tax liabilities. So there's a
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lot of good stu� in there that is not going to pass in it's current form. But we'll see what happens
in November. Now, aside from that, I think you're going to see big backlash as some of these
crypto-lenders fail. Celsius potentially will be leading that. Terra is already causing a huge
backlash. A lot of financial regulators worldwide have started to look really critically at stable coins
in particular because of the failure of Terra which wiped out retail users in many, many di�erent
countries. And the SEC is going to continue their campaign to crack down on bad actor in the
crypto space, which there are many and I think we should be sanguine about that. There's a big
lawsuit between the SEC and this crypto project Ripple, which we expect to resolve over the next
few months. That will be a bellwether because that will be precedent. There won't be a settlement
there. That will see a resolution and that one will determine really, I think what constitutes a
security and maybe whether we get a bright line test as, is a crypto-token a security and what
makes it so. So I think financial regulation kind of heats up after a retail loses a lot of money. That's
sort of -- you have a financial crash and then you get regulation, as was the case with Glass
Steagall, as was the case with the SEC's creation in the 30's, as was the case with the financial
crisis now and Dodd-Frank. There is going to be something similar with crypto. This crash, this
wipe out, especially as it pertains to retail depositors, that will induce meaningful crypto-
regulation. Frankly, I think it's overdue, and actually it's odd to say this, but a lot of us in the
crypto-industry are looking forward to that.

Great. So that's all of our time. Thank you everybody for listening to us. We could talk all day. Do
you want to take a question or two?

[unknown] Yes. I'll ask one. I know, Nick you were at the Consensus conference in Austin for a few
days, like 15,000 other crypto blockchain people. How was the mood kind of coming out of that,
kind of knowing that Celsius and all other things that are kind of happening in the background? Is
it kind of positive or is it kind of --? [Nick Carter] I was at Consensus in 2018 also, and Consensus
is basically the biggest crypto conference and it was the exact same situation, exact same mood.
So in 2018, the market was selling o�. It had -- Bitcoin had sold o� from 20,000 to about 7,000 at
the time of the conference. But it was still very brilliant, very excitable and there was a feeling of
suspended reality, like the excitement didn't match the tenor of what was happening in the
markets. Same thing again this time. Maybe a little bit more subdued, but you know, crypto people
like to indulge in sort of like a self-delusion, I would say. And so there was still, a fair amount of
excitement, even though I think these bare markets don't resolve themselves quickly and there's a
lot of deleveraging that needs to take place here.

[unknown] Great. Thanks much. [Nick Carter] Thank you. 

All right, that was greatwe have NASH patetel here. He's going to give us a state AP. Fintech So.
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