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Executive Summary

Executive Summary
2022 – The Year of Consilience
Consilience (noun)
con·sil·ience | \ kən-ˈsil-yən(t)s \
The linking together of principles from different disciplines
especially when forming a comprehensive theory

2022 will be a tipping point in for digital asset adoption. Multiple forces are coming
together to reshape the way we spend (cryptocurrencies), invest (decentralized
finance), create and own (NFT), live (metaverse) and conduct ourselves (regulations).
These far-reaching structural changes underpin a broader theme of Web 3.0 which will
lead to the next phase of the internet.
2020 and 2021 have seen areas where digital asset and blockchain-related
developments leapfrog those in traditional finance. For example, the remittance use
case of cryptocurrencies helped democratize financial access to the underbanked and
effected a seismic change in global financial inclusion.

Breakdown down 2022 into 12 + 1 Themes
Our report dives into the 12 + 1 key themes in the rapidly-growing digital asset space,
which will have the highest disruptive effect and incremental delta in 2022.

When great minds come together, insights come to life
Combining the analysis from EmergentX and the insights from 17 pioneers and
trailblazers within the digital asset ecosystem, our report unveils the key trends that
will shape the digital asset industry in 2022 and beyond.
We outline these exciting themes that we see on the horizon.
Foundational
- Scalability

Institutional
- Regulation and institutionalization

- Tokenomics
- Consensus mechanisms
- Cybersecurity

- Centralized and decentralized
exchanges
- STO and asset tokenization

Ecosystem
- Digital Asset Economy
- DeFi
- Web3

Experiential
- NFT & Metaverse
- Blockchain gaming
Crypto philanthropy (bonus theme)
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Foreword
2022 - The Year of Consilience
The year 2021 will be long-remembered for the gravity-defying hype in multiple
pockets in the digital assets space. 2022 is the year of consilience when different
structural themes in digital assets converge to become a powerful phenomenon
stronger than the sum of its parts. Different strands have begun to merge – centralized
and decentralized finance (DeFi), DeFi and GameFi, NFT and metaverse etc.

Esme Pau
Insights Lead,
EmergentX

Today, we are witnessing exponential acceleration and breakthroughs in digital asset

esme@emergentx.co

subject digital asset opportunities to the rigorous methodologies used by investment

use cases and models. Yet, the space operates by its own set of rules and, to most in
traditional finance, is still shrouded in relative abstraction. For instance, how do we
professionals? What are the plausible means of valuing NFT communities? In
traditional and behavioural finance theory, sudden changes in market sentiment can be
as significant as macro policy and industry fundamentals. This is more so for the less
standardized digital asset world, which makes it exceptional in the first place. Pearls of
wisdom shared by experts can be more telling than indicators and on-chain metrics.
Transparency and access are the core ethos of EmergentX. For that reason, this part
expert insight and part outlook report cater to different levels of prior knowledge. The
Expert Interview section equips readers with thought-provoking narratives that provide
visibility into the industry’s overall direction in 2022 and beyond. The Outlook section
offers a collection of 12+1 cohesive mental frameworks for readers to objectively
evaluate the concepts, filter signal from noise, shape connections and continuously
refine going forward.
We hope you will enjoy reading this report as much as our insight provider team and
experts enjoyed contributing to it.
EmergentX is proud to partner with Room To Read for our crypto-philanthropy initiative.
All proceeds go to Room To Read to support its mission to create a world free from
illiteracy and gender inequality. If you would like to make a donation, please scan the
QR code on the inside cover.
Thank you, and have a great year ahead!
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2022 Thematic Snapshot

2022 – The Year of Consilience
▪

Our report highlights 12 + 1 themes for 2022, centered around five pockets –
Ecosystem, Institutional, Experiential, Foundational and Philanthropy.

▪

For each of the themes, we outline the significance and implications in 2022 and
the longer term.

▪

A confluence of multiple long-term trends in the digital asset space will translate
into exponential innovation and disruption to the traditional models.

The Future of Digital Asset Economy Shaped by A Confluence of Trends
2022 will be a tipping point in the adoption of digital assets. Multiple forces are coming
together to reshape the way we spend (cryptocurrencies), invest (decentralized
finance), create and own (NFT), live (metaverse) and conduct ourselves (regulations).
These will have long-lasting changes in our way of life, leading to the next phase of the
internet - Web 3.0.
In this report, we take an in-depth analysis of each of the key themes, together with the
insights from leading pioneers in the ecosystem, to identify the key trends that will
shape the digital asset industry.
Figure 1. Overview of 12 + 1 Themes for Digital Assets in 2022

Source: EmergentX
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From the ground up
Blockchain technologies are the crux of the digital asset phenomenon. Different types
of blockchain technology are at their respective maturity levels and significance to the
ecosystem. From an ecosystem participant’s perspective, it is important to identify the
themes that are at the cusp of disruption at scale.
As such, we devised the EmergentX Digital Asset Framework to help gauge and classify
the themes by the immediacy of their impact.

The EmergentX Digital Asset Framework – Focusing on the delta
The EmergentX Digital Asset Disruption Framework focuses on the delta or the
incremental changes when a theme transitions to market applicability/viability phase
from initial ideation/conception. To this end, our methodology primarily focuses on
inflection points by examining forward-looking indicators and cuts through the noise of
inflated media hype.
The market applicability/viability phase is when a use case begins to have small-scale
roll-outs, testing, and more importantly before it reaches the “J curve”. This phase
comes before the scaling phase which will see the use case gain massive momentum in
the community and media.

Figure 2. Hype Cycle for Blockchain

Source: Gartner (July 2021)
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Channel Checks as Core Inputs to our Research Process
Our team also verifies and validates our hypothesis by performing channel checks with
experts in our community, which provides invaluable insights about what is/will be
happening before the trend shows up in quantifiable metrics.

Key trends that will shape the digital assets industry
2022 would be another year of robust growth for the digital asset industry, in our view.
We highlight the structural trends that are powering change in each of the key
categories.

Figure 3. EmergentX 12 + 1 themes in 2022
Themes

What to look for in 2022

Ecosystem
1

Digital Asset Economy

2

Web 3.0

3

DeFi

2022 will see the increasing convergence of the ‘crypto’ and ‘traditional’
economies.
Web3 applications are premised on data privacy and could reshape the business
models of those companies that rely on user data for monetization.
Given its disruptive potential, partial regulation is a likely outcome for DeFi in 2022,
which will lead to a middle ground between DeFi and CeFi.

Experiential
4

NFT and Metaverse

5

Blockchain Gaming

2022 will see more NFT use cases and partnerships emerge, which will create new
experiences and content for users.
There will be an increasing convergence of entertainment mediums towards
gaming and the metaverse as traditional brands, artists and VCs’ gain exposure.

Foundational
6

Regulation and
Institutionalization

Global regulators and centralized institutions are catching up to innovations
occurring in the rapidly evolving digital asset sector. Specific areas ripe for
regulations include stablecoins, centralized exchanges and security tokens.

7

Centralized and
Decentralized
Exchanges

CEX and DEX will take pages out of each other’s playbooks to better position
themselves to capitalize on the massive upside potential of digital assets.

8

Asset Tokenization

STOs are regulated in major financial jurisdictions, and new tokenizable assets will
arise insofar permitted by regulations.

Foundational
9

Scalability

10

Tokenomics

11

Consensus
Mechanisms

12

Cybersecurity

Bonus

Crypto-philanthropy

Decentralized infrastructure becomes more robust, with more efficient chains and
scalability solutions driving new use cases in NFT, DeFi, GameFi etc
Cryptocurrencies and the tokenized economy will increasingly serve as the pillar for
Web3 development, elevating the importance of tokenomics.
Fourth-generation blockchain solutions could resolve prior challenges and adapt to
easy to use business-oriented interfaces.
Reliance on private keys and centralization of some digital asset exchanges could
expose digital assets to cyber-attack risks
Crypto-philanthropy has become increasingly popular among digital asset investors
who have benefitted from wealth creation.

Source: EmergentX
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Interview with Nicholas Chan
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2022 Snapshots

Theme 1: Digital Asset Economy in 2022
▪

2022 will see the increasing convergence of the ‘crypto’ and ‘traditional’
economies.

▪

Participants will constantly push the envelope of innovation which will lead to
new use cases and drive mainstream adoption.

▪

2022 will see multiple stakeholders (policymakers, investors, executives and
participants) recalibrate their risk measurements as they factor digital assets into
their mandate.

Core thesis

2.1tn
Total cryptocurrencies
market cap (US$,
17/1/2022)

Digital assets have demonstrated the disruptive potential to solve real-world financial
issues and democratize access to financial solutions to the unbanked population.
Proven digital asset use cases include banking, payments, wealth transfer and financing
services at the grassroots level.

Significance and Disruptive Impacts
The narrative around digital assets will broaden to encompass various demographics
and mainstream use cases, spanning entertainment, commerce, financial services etc.

Expectation for 2022

880%

1.

Crypto and traditional economies converge
2022 will see the increasing convergence of ‘crypto’ and ‘traditional’ economies
and partnerships between traditional finance and crypto-native firms. There is
a trend towards a better working relationship between both ecosystems.

2.

Breadth and depth of market reach will further pick up
2022 will see emerging markets further embrace digital assets for the benefits

Rise in global crypto
adoption, y/y (Aug 2021)

of financial inclusion and empowerment. New digital asset use cases will
democratize access to financial services for unforeseen demographics,
translating into an exponential rise in digital asset adoption. (See Interview
with Ben Caselin, AAX, Interview with Kevin Loo, New Vision, Interview with
Daniel Lai, Crypto.com)

3.

Reinforce necessity of digital asset exposure
Digital asset adoption will accelerate in 2022 to the extent that it is necessary
to participate in the asset class. Primary drivers include higher risk-adjusted
returns, lower correlations and inflation hedging benefits. (See Interview with
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Ben Caselin, AAX, Interview with Gordon Crosbie-Walsh, EquitiesFirst)
4.

Recalibrating risk measurement
Digital assets will fundamentally change how decision-makers view risk and
reward. As digital assets get unfolded into the fabric of the economy,
stakeholders – including policy makers, executives, investors and the public –
will measure risk using a new methodology. (See Interview with Emil Chan,
ACMCP)

5.

The ecosystem will strengthen as innovations address shortcomings
More resilient chains, new use cases and robust cybersecurity solutions will
drive mainstream adoption in 2022.

6.

Digital asset innovations will continue to disrupt traditional business models
The strategies that TradFi institutions undertake range from competition to
coopetition.
Blockchain is a starting point for yet unknown use cases. (See Interview with
Daniel Lai, Crypto.com)
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2022 Snapshots

Theme 2: Web 3.0 in 2022
▪

Web 3.0 (or Web3) is a vision for the internet based on blockchain and embodies
decentralization and token economy concepts.

▪

Web2 and Web3 platforms that operate on different principles will inevitably vie
for users’ attention and are headed for a collision course.

▪

Web3 companies will scale up their ecosystems and use cases beyond the early
adopters to reach a global audience.

Core thesis

184m
Total Ethereum address
(Jan 2022)

Web3 is the next stage of the decentralized and open internet-enabled by blockchain
technology. Web3 will have an irreversible impact as users demand greater
transparency, control and ownership. Opposition for monetization of user data and
censorship of centralized internet platforms has spawned a new vision for the internet
void of control by centralized authorities.

Significance and Disruptive Impacts
Web3 will give rise to new decentralized use cases that intersect with multiple
industries and disrupt the way consumers, industries and businesses operate. The
competing visions of Web3 (decentralized) and Web2 (centralized) will inevitably lead
to competition for users.

Expectation for 2022

21m

1.

New Web3 use cases, economic models, and infrastructure will emerge
In 2022, new Web3 projects and enterprises will emerge, driven by significant
investments into Web3 in the prior year. Robust, efficient and secure
infrastructure will need to be developed in lockstep to provide seamless
experiences. (See Interview with Bowie Lau, True Global Ventures and
Interview with Zaf Chow, Animoca Brands)

Metamask Monthly Active
User (Jan 2022)

2.

Competing visions between Web3 pioneers and centralized entities
Each participant has differing views about how decentralized the future internet
ought to be. In its purest sense, web3 proponents believe the ecosystem is
decentralized. On the other end of the spectrum, web2 wants to keep
centralized control of user data and creations. (See Interview with Sébastien
Borget, The Sandbox)

3.

DAOs will proliferate as governance models
DAOs will gain significant momentum as Web3 proliferates. DAOs enable
communities with shared visions to coordinate their resources and serve
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multiple purposes, including investing, coordinating communities and providing
governance (See Interview with Kevin Loo, New Vision).

4.

Web3 scales up
Web3 companies will scale up their ecosystems beyond the early adopters to
reach a global audience. (See Interview with Sébastien Borget, The Sandbox
and Interview with Bowie Lau, True Global Ventures)
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2022 Snapshots

Theme 3: DeFi in 2022
▪

▪

The landscape of DeFi is set to become more diverse as concepts from traditional
finance are reinvented in DeFi.
Given the disruptive nature of DeFi, partial regulation is a likely outcome in 2022,
which will lead to a middle ground between DeFi and CeFi.

▪

DeFi innovations such as DeFi 2.0, DeFi 3.0 with NFT integration, GameFi, will
help onboard more users.

Core thesis

96

bn

DeFi Total Value Locked
(US$, 17/1/2022)

Decentralized Finance (DeFi) replicate a broad spectrum of existing financial services
without centralized intermediaries. DeFi is developing rapidly at the intersection of
Blockchain technology, digital assets, and financial services as an alternative to the
legacy financial infrastructure.

Significance and Disruptive Impacts

8trn
Global finance services
industry market value (US$,
3Q21)

DeFi has the potential to make financial services and tools accessible to large segments
of the population at lower cost and with higher efficiency. Given its disruptive potential,
regulators have been eying DeFi, which may result in a parallel DeFi industry that ‘live’
within the regulatory framework of traditional finance, which satisfies KYC and AML
requirements. Innovations in DeFi that aim to improve the original DeFi protocols
include DeFi 2.0, better UX via integrations with GameFi, and DeFi 3.0 with NFT
integration.

Expectation for 2022
1.

DeFi is becoming more diverse and sophisticated
DeFi innovations, including centralized and decentralized stablecoins, DeFi 2.0,
will empower the unbanked. (See Interview with Alex Kent, TPS Capital and
Interview with Kevin Loo, New Vision)

2.

Regulated DeFi?
Regulators are eying the DeFi sector in the name of investor protection against
counterparty and cybersecurity risks. (See Interview with Kevin Loo, New
Vision)

3.

Finding a middle ground for DeFi and CeFi to co-exist
The urge to find a middle ground for DeFi and CeFi may result in a blended open
financial ecosystem. The appeal of the scale and size of the institutional market
will likely drive specific DeFi platforms to adopt institutional-friendly processes.
(See Interview with Sudhu Arumugam, CoinFLEX, Interview with Bowie Lau,
True Global Ventures)
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+650

%

Increase in total DeFi
market cap (YE 2021
compared to Jan 2021)

4.

2022 Thematic Snapshot

Next-gen DeFi protocols to boost adoption
Next-gen DeFi protocols with better integration and UX will boost adoption.
For example, DeFi 3.0 with NFT integration: staking, lending and more
comprehensive financial applications expanding into NFT-based assets (See
Interview with Annabelle Huang, Amber Group)
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Theme 4: NFT and Metaverse in 2022
▪

New NFT use cases and partnerships will empower metaverse companies to
create new user experiences and contents.

▪

Connected metaverses are being built to allow players to move around
metaverses while keeping their digital assets.

▪

2022 will see legal debates around NFTs and metaverse. NFTs (decentralized in
nature) challenge the traditional ownership conception in IP laws that are
territorial and based on physical products.

Core thesis

1tr
Metaverse future revenue
opportunity (US$)

The metaverse is an irreversible thematic tailwind gaining traction among users and
corporations. Metaverses allow users to create a digital identity to interact in the new
gaming universe and empower corporations to reach new consumer demographics.
NFTs, which are digital representations of digital or physical objects, have moved
rapidly to become building blocks of the metaverse.

Significance and Disruptive Impacts
The still-nascent market for NFTs has massive upside. New use cases and economic
models will continue to reshape core concepts such as identity, asset ownership and
security. NFTs can drive greater engagement and align incentives for the creators and
community, increasing transparency and liquidity.
The metaverse will disrupt multiple industries – the technology is still at an early stage
of development, and more use cases in different sectors are being discovered.

Expectation for 2022

30

bn

1.

“Flippening” events in NFTs and Metaverse
The onset of Covid has made in-person communication difficult and caused
people to gravitate towards virtual experiences. When (if ever) will it reach the
tipping point that experiences in the Metaverse will “flip” those in the real
economy? (See Interview with Alex Kent, TPS Capital and Interview with Bowie
Lau, True Global Ventures)

2.

Battle between metaverses
There will be a battle between crypto-native metaverses and those created by
centralized gaming and corporate entities. With increased competition comes
more innovation from centralized and decentralized players.
(See Interview with Sébastien Borget, The Sandbox, Interview with Kevin Loo,
New Vision)

Market cap of web3
metaverse companies
(US$)
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Partnerships and technologies will give rise to more immersive experiences
Partnerships between metaverse companies and those of other industries will
create new experiences and content for users via NFTs. (See Interview with Zaf
Chow, Animoca Brands, Interview with Sébastien Borget, The Sandbox, and
Interview with Sean Zhang, Talon Esports)
Metaverses require robust infrastructure for high performance. Advancements
in key enabling technologies – 5G, IoT, AR/VR – will come together to power the
metaverse.

23.9

b

4.

Community is king in NFT and metaverse
The community will continue to play a pivotal role in helping projects grow and
scale, particularly for the experiential side of digital assets. (See Interview with
Alex Kent, TPS Capital, Interview with Bowie Lau, True Global Ventures,

Total trading volume across
Top 10 NFTs marketplaces
(US$, 2021)

Interview with Zaf Chow, Animoca Brands
5.

6.
7.

NFT use cases and business models to grow exponentially
Metaverse will open up more applications in shopping, health, education, music,
entertainment and travel. 2022 will see further experimentation of new NFT use
cases by creators and corporations. Corporations will incorporate NFTs and
metaverse into their marketing campaign and digital strategy. (See Interview
with Zaf Chow, Animoca Brands, Interview with Bowie Lau, True Global
Ventures, Interview with Sean Zhang, Talon Esports,
Interview with Nicholas Chan, Refinable)
Interoperability of metaverses
Connected metaverses are being built to allow players to move around
metaverses while keeping their digital assets. (See Interview with Sean Zhang,
Talon Esports, Interview with Zaf Chow, Animoca Brands)

8.

Regulatory debates and litigation around NFT and metaverse
2022 will see legal debates around NFTs and metaverse. NFTs (decentralized
in nature) challenge the traditional ownership conception in IP laws that are
territorial and based on physical products.
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Theme 5: Blockchain Gaming in 2022
▪

P2E will gain traction as a form of economic empowerment.

▪

There will be increasing convergence of entertainment mediums towards gaming
and the metaverse as traditional brands, artists and VCs’ gain exposure.

▪

Metaverses will become open and interoperable for players can trade their ingame digital assets across gaming metaverses.

Core thesis

2.3bn
NFT games revenue (US$,
3Q21)

Blockchain games (GameFi) enhance the gaming experience by issuing in-game assets
(NFTs) built on blockchain technology. Blockchain games align the incentives of
gamers, developers, stakeholders to participate in the gaming economy.

Significance and Disruptive Impacts
Blockchain gaming disrupts traditional gaming by building incentives into the gaming
experience (Play-to-Earn) and is an agent of economic empowerment. The P2E
economy is fast emerging as P2E takes an increasing time-share in daily lives.

Expectation for 2022

22%

1.

P2E to gain traction as a form of economic empowerment
P2E will gain traction as gamers increasingly value and invest their time and
resources into blockchain gaming. (See Interview with Bowie Lau, True Global
Ventures)

2.

The emergence of a P2E economy
GameFi and the Metaverse will create more economic opportunities and digital
experiences. A new generation of consumers is interested in virtual goods and
experiences. These factors combined could make gaming a competitive source
of income (See Interview with Alex Kent, TPS Capital, Interview with Sébastien
Borget, The Sandbox and Interview with Bowie Lau, True Global Ventures)

3.

Convergence of entertainment mediums towards gaming and the metaverse

NFT game as a percentage
of all NFT trading volume
(3Q21)

There will be more crossovers between music, metaverse and gaming,
especially for community building. There will be a meaningful pick up in
traditional brands, artists and VCs’ exposure to the metaverse. (See Interview
with Zaf Chow, Animoca Brands, Interview with Sean Zhang, Talon Esports)
4.

Interoperability of gaming metaverses
Metaverses will become open, and players can trade their in-game digital assets
across gaming metaverses. (See Interview with Zaf Chow, Animoca Brands and
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Interview with Sean Zhang, Talon Esports)

24

x

5.

Community is king
Like NFTs, strong community engagement is paramount to the success of playto-earn projects. (See Interview with Zaf Chow, Animoca Brands)

Number of wallets related
to gaming activity (3Q21 vs.
first week of 2021)
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Theme 6: Regulation and Institutionalization in 2022
▪

Regulators and centralized institutions worldwide are catching up, given the rapid
evolution of the digital asset sector. Specific areas ripe for regulations include
stablecoins, centralized exchanges and security tokens.

▪

Regulatory clarity and institutional-grade infrastructure are the strategic
elements that pave the way for institutional digital asset adoption, which will
shape the operating and product environment.

▪

Long term relative risk-reward of digital assets will gradually trend down as the
market environment matures.

Core thesis

168bn
Total stablecoins market
cap (US$, 17/1/2022)

The institutionalization of digital assets is a long-term secular trend, driven by the
virtuous cycle of network effects. ‘Legitimized’ by regulations and institutional demand,
it has become more acceptable to treat digital assets as an asset class. Regulatory
clarity and institutional-grade infrastructure are the strategic elements that pave the
way for institutional digital asset adoption.

Significance and Disruptive Impacts
Global digital asset regulations will pick up in 2022, with the entry of the traditional
financial institutions and competitive pressures worldwide. This, in turn, will increase
the urgency for institutional-grade infrastructure and solutions.

63

bn

Institutional crypto AUM,
YE2021 (US$)

In addition, jurisdictional differences and the fragmented global regulatory landscape
for digital assets inevitably give rise to regulatory arbitrage opportunities.

Expectation for 2022
1.

Regulation begets legitimacy
The digital asset space will face a tighter regulatory environment in 2022. A
consistent regulatory framework will pave the way for mass adoption. Specific
areas ripe for regulations include stablecoins, centralized exchanges and
security tokens. (See Interview with Daniel Lai, Crypto.com, Interview with

Kevin Loo, New Vision, Interview with Bowie Lau, True Global Ventures)

2.

87
Number of countries
exploring a CBDC

Institutional and government access reshape operating and product
environment
If 2021 was the year that governments and institutions strategized their entry
into digital assets, 2022 is when they will take decisive action. We expect more
countries to integrate digital assets into their financial systems (at varying
degrees), which will reshape the product and operating environment. (See
Interview with Gordon Crosbie-Walsh, EquitiesFirst, Interview with Ben Caselin,
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AAX, Interview with Emil Chan, ACMCP).
3.

Risk-adjusted returns to remain elevated in 2022 and slowly come down.
Long term relative risk-reward will gradually trend down as mainstream
institutions continue to enter and the market environment matures. Arbitrage
opportunities will gradually disappear, and trading strategies will need to
evolve. (See Interview with Annabelle Huang, Amber Group, Interview with
Kevin Loo, New Vision)

4.

90

%

Combined GDP of countries
exploring CBDC as a
percentage of world total

Elevated institutional M&A interest
Financial and non-financial institutions play catch-up with the rapid
developments in the digital asset space through M&A. (See Interview with Kevin
Loo, New Vision)

5.

CBDC development will enhance digital asset regulations
Governments worldwide will be incentivized to implement the CBDC for its
advantages as a tool to implement monetary and fiscal policy. (See Interview
with Emil Chan, ACMCP)

6.

Improved and streamlined infrastructure
Security, compliance and liquidity will drive ecosystem maturity and
mainstream adoption. Examples include KYC, institutional-grade applications
and infrastructure, digital asset-related insurance and payments that create
better bridges between fiat and crypto. (See Interview with Daniel Lai,
Crypto.com and Interview with Adrian Clevenot, Worldpay)
Trust and transparency drive mass adoption. Longer-term, a clear separation
between digital asset exchange, clearer and custodian will gradually occur with
the entry of large institutional players. (Interview with Sudhu Arumugam,
CoinFLEX)

7.

Firms respond to regulatory and enforcement actions
Firms will continuously reassess where they stand, and some may gravitate to
friendlier jurisdictions as global regulators lay down digital asset regulations or
take enforcement actions. (See Interview with Daniel Lai, Crypto.com)

8.

More “nuanced” valuation approaches to digital assets
2022 will see investors attempting to build relative abstractions of digital assets
into their valuation methodologies. (See Interview with Daniel Lai, Crypto.com)
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Theme 7: Centralized and Decentralized Exchanges in 2022
▪

In 2022, CEX and DEX will take pages out of each other’s playbooks to better
position themselves to capitalize on the massive upside potential of digital
assets.

▪

Regulation will be the top-of-mind issue for centralized exchanges as different
jurisdictions continue to tighten. 2022 will be a year of horizontal and vertical
integration for CEX.

▪

Derivatives and structured products will see significant developments in 2022 for
investors to access higher yields.

Core thesis

12%
DEX to CEX spot trade
volume, Dec 2021

Institutional and retail adoption is heavily dependent on the performance of centralized
and decentralized exchanges, as the former is often the entry point into the digital asset
ecosystem. Regulation, security and standards are top-of-mind issues for centralized
exchange.

Significance and Disruptive Impacts
Centralized exchanges are dominant (and remain so in the near term), and
decentralized exchanges are more efficient. Both camps will take pages out of each
other’s playbooks to increase the competitiveness of their offering.

Expectation for 2022

2.6

trn

1.

CEX and DEX will coexist, drawing from the synergies of the respective value
they bring and the massive upside potential of the digital asset market. Longerterm, infrastructure improvement and integration with decentralized protocols
will be the differentiators of CEX. (See Interview with Ben Caselin, AAX)

Total spot volumes on
exchanges (US$, Dec 2021)

53

%

Derivatives as percentage
of total crypto market (Dec
2021)

A symbiotic relationship between centralized and decentralized exchanges

2.

Path to greater product diversity, transparency and liquidity
Exchanges will introduce more diverse products insofar as permitted by
regulations to stay competitive and meet client demand.

3.

Centralized exchanges expand horizontally and vertically
CEX are entering adjacencies such as NFT and DeFi, and the industry is
undergoing consolidation with M&A and partnerships. (See Interview with Ben
Caselin, AAX)

4.

Strong growth in the derivatives market
Derivatives on DeFi and structured products will see significant developments in
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2022 for investors to access higher yield. (See Interview with Sudhu
Arumugam, CoinFLEX)
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Theme 8: Asset Tokenization in 2022

15

tr

Estimated Tokenized
Market Cap by 2025
(US$)

▪

Asset tokenization adds value to the existing financial system by enhancing
liquidity with fractional ownership and increasing transaction efficiency by
bypassing intermediaries.

▪

Asset tokenization will create new types of platform business models and
investment opportunity sets, leading to possibilities that have not been
conceptualized yet.

▪

STOs are regulated in major financial jurisdictions, and retail investors can invest
in security tokens as long as the issuers are compliant with regulations.

Core thesis
Asset tokenization is the process of converting physical and non-physical assets into
digital tokens on the blockchain. The potential for asset tokenization lies in bringing
more real-world assets on-chain for greater financial inclusion, liquidity and wealth
creation opportunities.

Significance and Disruptive Impacts
Asset tokenization adds value to the legacy finance infrastructure by introducing
fractional ownership, enhancing liquidity, increasing transaction efficiency, and creating
all-new secondary markets. With technological advancement and institutional adoption,
it is a matter of time before tokenized assets become the global industry standard.

Expectation for 2022
1.

More institutional adoption in 2022
More robust infrastructure and projects will propel institutional participation
(particularly buy-side) to embrace tokenized assets.

57

%

Projected tokenized
financial assets by 2025

2.

New types of business models and investment opportunity sets emerge
Asset tokenization will create new platform business models and lead to
possibilities that have not been conceptualized yet.

3.

Supports financial inclusion
Asset tokenization addresses long-tail financing needs and provides access to
financing for companies of all sizes.
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Theme 9: Blockchain Scalability in 2022
▪

Decentralized infrastructure becomes more robust, with more efficient chains
and interoperable solutions driving new use cases in NFT, DeFi, GameFi etc.

▪

Projects and funds flow to those solutions that enhance the scalability and
interoperability of blockchain networks.

▪

Improvements in efficiency and security of scaling and cross-chain solutions help
projects reach their full potential.

Core thesis
Scalability has become the holy grail of the digital assets industry. The ever-increasing
number of blockchain networks emphasized the need for cost-efficient transfers.

75bn
Chainlink total value locked
(US$, Nov 21)

Significance and Disruptive Impacts
The Blockchain Trilemma has been a hurdle to prevent projects, or more broadly, the
decentralized economy from reaching its full potential and broad adoption. 2022 will
see how far developers can go to keep a blockchain as decentralized, scalable and
secure as possible. Resources (in the form of developer efforts and investments) have
supported projects that position themselves as potential solutions.

125

Expectation for 2022

Ethereum gas fee (gwei)

1.

5.2

networks will drive new use cases in DeFi, GameFi, NFTs, etc. (See Interview
with Kevin Loo, New Vision)

BSC gas fee (gwei)

24.9

Decentralized infrastructure becomes more robust
Decentralized infrastructure is the backbone of the decentralized economy.
More efficient chains and interoperability between different blockchain

bn

2.

Scaling solutions achieve great progress in 2022
Scaling solutions (modular over monolithic) have shown more progress than
expected in 2021 (See Interview with Annabelle Huang, Amber Group and
Interview with Alex Kent, TPS Capital).

3.

Projects add layer-2 solutions
Projects across the spectrum will add layer-2 solutions to lower gas fees and
achieve their full potential. (See Interview with Sébastien Borget, The Sandbox
and Interview with Alex Kent, TPS Capital).

Polkadot market cap
(US$)
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Theme 10: Tokenomics in 2022
▪

Cryptocurrencies and the tokenized economy will increasingly serve as the pillar
for Web3 development, elevating the importance of tokenomics.

▪

Decentralized projects with real communities and robust tokenomics will prevail
in the event of broad-based sector weakness.

▪

It is imperative that projects structure tokenomics to align stakeholders’
incentives around long-term sustainable growth.

Core thesis
Token economics (“tokenomics”) “refers to any factor that might influence the value of
the token. Tokenomics is among the most critical designs to the functioning of a
blockchain project, or more broadly, the tokenized economy. Tokenomics cuts through
multiple layers by aligning the incentives of all stakeholders in a way that is beneficial to
the protocol and alters how the utility is measured.

Significance and Disruptive Impacts
Tokenomics needs to be carefully designed as it determines the long-term
sustainability and success of decentralized projects. Tokenomics help predict the
intrinsic value of the underlying token.

Expectation for 2022
1.

The important role of tokenomics in the web3 economy
Cryptocurrencies and the tokenized economy will increasingly serve as the pillar
for Web3 development. (See Interview with Kevin Loo, New Vision)

2.

Digital assets undergo ‘natural selection’
Survival of the fittest, considered a natural progression of cycles, will play out in
the digital assets space. With the hype in the digital asset space, an eventual
pullback may be inevitable. Projects with real communities and services will
prevail. (See Interview with Alex Kent, TPS Capital)

3.

Projects with tokenomics that focus on long-term sustainability and community
alignment will outperform.
It is imperative that projects structure tokenomics to align stakeholders’
incentives around long-term sustainable growth. (See Interview with Alex Kent,
TPS Capital and Interview with Zaf Chow, Animoca Brands)
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Theme 11: Consensus Mechanisms in 2022
▪

The most prevalent consensus mechanisms are Proof-of-work (PoW), Proof-ofstake (PoS) and Delegated proof-of-stake.

▪

Fourth-generation blockchain solutions could resolve prior challenges and
emphasize easy to use business-oriented interfaces.

▪

Recent advancements of Ethereum’s mechanism from Proof-of-work (PoW) to
Proof-of-stake (PoS) overcome the extreme energy consumption of prior design,
paving the way to higher adoption.

Core thesis

2Q22
The ‘merge’ of Ethereum
mainnet with the Beacon
chain

Consensus mechanisms are critical components to a blockchain network and function
to build consensus while ensuring security. Existing consensus mechanisms have
evolved, and others have grown in popularity to meet the needs of blockchain
technology.

Significance and Disruptive Impacts
New consensus mechanisms are being developed to incentivize investors and make
their transactions more secure, fast and cost-efficient.

Expectation for 2022
1.

Competition between smart contract platforms
Blockchain projects compete and complement Ethereum 2.0 to become the
most robust smart contract platform. (See Interview with Bowie Lau, True
Global Ventures)

193M

TH/s

2.

Fourth-generation blockchain solutions
New or improvements in consensus mechanisms will address speed and
scalability challenges, increasing the maturity of blockchain’s distributed
capabilities.

3.

New blockchain use cases
A perfect blockchain consensus mechanism does not exist yet. The growing
number of new blockchain use cases will help drive the evolution,
improvements, and developments of blockchains.

BTC total hash rate (Jan 22)
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Theme 12: Cybersecurity in 2022
▪

Cybersecurity is increasingly critical in the digital asset space which has become
easy targets for cyber attackers.

▪

Reliance on private keys and centralization of some digital asset exchanges
become the vulnerabilities that expose digital assets to cyber-attack risks.

▪

In the future, the emergence of innovations in cybersecurity solutions help
protect stakeholders from the cyber-attacks and avoid potential loss.

Core thesis

1.3

bn

Funds lost to DeFi hacks
(US$, 2021)

Cybersecurity is the means of protecting networks and data from cyberattacks through
practices of ensuring confidentiality and integrity of information.
The phenomenal growth of the digital asset space has made projects and chains easy
targets for cyber attackers. The sector’s reliance on private keys and certain centralized
solutions has exposed vulnerabilities to cyberattack risks, further exacerbated by
regulators’ limitations in preventing cybercrimes.

Significance and Disruptive Impacts

0.5%
Lost funds as a percentage
of DeFi TVL (2021)

The digital asset industry will increasingly emphasise cybersecurity, with broader
mainstream adoption and regulators’ calls for investor protection. To this end, all
stakeholders – innovators, institutions, regulators – will join forces to integrate and
adopt next-gen cybersecurity protocols.

Expectation for 2022
1.

CeFi and DeFi will join forces
Increasing awareness – As cybersecurity is one of the key prerequisites for the
mainstream adoption of digital assets, DeFi, CeFi and governmental institutions
will join forces to bolster cybersecurity.

2.

New cybersecurity solutions will go to market
2022 could see the release of new cybersecurity frameworks and solutions that
are customized for digital assets. In the future, strengthened cybersecurity
alliances, enhanced cybersecurity insurance coverage and solutions will further
safeguard the interests in the digital asset ecosystem and enhance users’
confidence. (See Interview with Floyd DCosta, Block Armour & Blockchain

Worx)

10bn
Value locked (US$, 2021)

3.

…Driven by end-market demand
This is especially true if decentralised protocols are positioned to continue to
attract interest from traditional finance, which places a significant premium on
security. This could incubate a crypto-security sub-ecosystem that grows
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alongside the broader digital asset industry. Cybersecurity should be
considered as important as product innovation in digital assets. (See Interview

with Floyd DCosta, Block Armour & Blockchain Worx)
Interview with Floyd DCosta, Block Armour & Blockchain Worx
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Bonus Theme: Crypto-Philanthropy in 2022
▪

Crypto-philanthropy has become increasingly popular among digital asset
investors who have benefitted from wealth creation.

▪

The advantages of crypto-philanthropy, such as transparency and costeffectiveness, differentiate it from traditional means of donations.

▪

Crypto-philanthropy has been gaining momentum in North America. Innovations
such as charity tokens and more transparent regulations could drive global
market adoption.

Core thesis
“Crypto-philanthropy” is poised for further growth and will exist alongside traditional

885mn
Total BTC donated in 2021
(in USD)

philanthropy in 2022 and beyond. Digital asset narratives have been fixated on
expanding use cases and appreciation potential. With the tremendous amount of
wealth being made in digital assets and the increasing prevalence of this asset class,
we believe crypto-philanthropy is a logical next step. More charities will accept bitcoin
and other digital assets as donations and increasingly leverage blockchain technology
for philanthropic purposes.

Significance and Disruptive Impacts
Blockchain technology helps specific pain points in traditional philanthropy, such as a
lack of transparency on how donations are deployed. Innovative pilots in the emerging
crypto-giving space address the issue of transparency in giving (such that donors can
openly track the flow of donations) and have tax advantages.

1,017
No. of participating nonprofits in cryptophilanthropy (2021)

Expectation for 2022
1.

Charity tokens to become a crypto-philanthropy channel
Charity tokens help channel the donations directly to the charities without the
involvement of any third party. It could increase transparency, openness and
reduce transaction costs.

2.

Clearer regulatory framework
A clearer regulatory environment for crypto-philanthropy, especially concerning
taxation treatment, could make crypto-giving more prevalent
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2021– Year in Review
2021 has been a fascinating year in the digital assets space. Events like the adoption of bitcoins as legal tender
by El Salvador and the record sales in NFTs have showcased digital assets are of growing popularity from the
public and increasing adoption from institutions.
We look back on 2021's most significant events and breakthroughs in digital assets.
Figure 4. 2021 Key events in review
#

Event

Details and Significance

1

Global digital asset

Countries are tightening regulations over digital assets, from stablecoin, DeFi,

regulation

ETP to taxation and AML.
Significance: In 2022, we will see further action to regulate digital assets. An
orchestrated move will likely lead to a greater level of trust in the broader
digital asset ecosystem over time.

2

Web 3.0

Web3 and the concept of decentralization will fuel our future interactions on
the internet. They will be interoperable, seamlessly integrated and
automated through smart contracts.
Significance: 2022 will see a significant inflow of investments to support
blockchain projects and implementation in online interactions, data, privacy,
and finances.

3

Cryptocurrencies

Bitcoin price reached an all-time high of over US$68,000, and the total crypto

market cap reached

market cap hit $3 tr in Nov 2021.

an all-time high

Significance: In 2022, digital assets will continue their massive growth and
volatility as major institutional investors and companies provide backing.

4

El Salvador accept

In Sept 2021, El Salvador became the first country to officially accept Bitcoin

bitcoin as legal

as a means of exchange for goods and services.

tender

Significance: The move confirms the value of bitcoin as a means of exchange
and raises the possibility of more countries adopting Bitcoin as a national
currency in 2022.

5

Companies make
forays into digital
assets

Corporates are getting involved in digital assets, including (1) purchasing
bitcoin as reserves (MicroStrategy), (2) investing in metaverse developments
(Meta, Nike); (3) advisory services (Visa); (4) crypto payment acceptance
(PayPal, Venmo)
Significance: 2022 will see additional financial and technical activity driven
by increasing institutional adoption and developer activity growth.
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DeFi 2.0 refers to a layer of applications built upon the first generation of the
protocol to solve issues of scalability, security, centralization, liquidity etc.
Significance: 2022 will see further DeFi 2.0 projects take off. These projects
will further democratize finance without compromising on risk.

7

Blockchain games

The popularity of play-to-earn games was propelled by the concept of
gamers' true ownership of digital assets. The number of gaming-related
crypto wallets in 3Q21 increased by 25-fold vs the start of 2021.
Significance: 2022 will likely see further growth in blockchain games and
innovations such as gaming DAOs.

8

China's crypto ban

China's central bank announced in Sept 2021 that all crypto transactions are
illegal. Crypto mining was one of the heaviest hit verticals. Before May, China
accounted for over half of the global hashrate.
Significance: 2022 will see further movement from other jurisdictions to
regulate digital assets. None of them will likely result in a blanket ban.

9

Meteoric rise in NFT
and metaverse

NFTs saw record-breaking sales and exposure in 2021. Fortune 500
companies are increasingly incorporating NFTs and metaverse in their
strategies.
Significance: 2022 will likely see broader adoption of NFT and metaverse by
companies and consumers alike, driven by the increasing uses cases and
maturity of the infrastructure layer.

10

Eth 2.0 upgrade

The ongoing Ethereum 2.0 upgrade will address significant issues, i.e.
scalability, high gas fees, network congestion and transfer from proof-ofwork consensus mechanism to proof-of-stake.
Significance: 2022 will likely see the completion of the set of interconnected
upgrades, which will make Ethereum more scalable, secure and sustainable.

11

Central Bank Digital
Currencies

Together with Bank for International Settlements, several central banks
worldwide are exploring central bank digital currencies (CBDCs) for the
public.
Significance: 2022 will see concrete steps from central banks to see how
they can leverage CBDC to deliver their public policy objectives. People's
Bank of China aims to launch the digital yuan fully in Feb 2022.

12

Bitcoin-linked ETF
launch

In Oct 2021, the ProShares Bitcoin Strategy exchange-traded fund went live
and became the first bitcoin futures-linked ETF to trade in the US. The ETF
launch attracted a record amount of institutional capital and propelled bitcoin
to an ATH.
Significance: The US ETF launch is a significant step towards
institutionalization and recognition as an asset class. 2022 will see wider
institutional adoption of digital assets.

Source: EmergentX
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1. Digital Asset Economy
Key Highlights
▪

2022 will see the increasing convergence of the ‘crypto’ and ‘traditional’
economies.

▪

Participants will be constantly pushing the envelope of innovation that will
lead to new use cases and drive mainstream adoption.

▪

2022 will see multiple stakeholders (policymakers, investors, executives and
participants) recalibrate their risk measurements as they factor digital assets
into their base case.

Digital Asset Economy Theme Outline

1.1

What are digital assets?

Digital assets vs crypto-assets
Crypto-assets are digital assets that are stored on distributed ledgers that utilize cryptography for security. All
crypto-assets are subsets of digital assets. But not all digital assets are cryptocurrencies. Cryptocurrencies are
popular examples of digital assets.
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Below we compare the characteristics of digital assets, cryptocurrencies, and tokens to clarify the difference
among them.
Figure 5. Digital assets vs Cryptocurrencies vs Tokens
Digital assets

Cryptocurrencies

Crypto tokens

A subclass of digital assets that
utilizes cryptography.

A subclass of digital assets that use
cryptography.

Definition

A non-tangible asset that is
created, traded, and stored in a
digital format.
In the context of blockchain,
digital assets include
cryptocurrencies and crypto
tokens.

Cryptocurrencies are the native
assets of a blockchain network
that can be traded.

They are developed on top of
existing blockchain networks.

Examples

APPL tokens, Cryptokitties

BTC, ETH

ERC-20 tokens

Issuance

Issued on a distributed ledgers
or any other type of mediums

Issued directly by the blockchain
protocols on which it runs

Created by platforms that are built
on existing blockchain networks

Utilized as a medium of exchange
and a store of value.

Use

Used as a means of exchange,
payment or are used for
investment purposes. They can
be transferred, stored and traded
electronically.

Utilized as a medium of exchange
and a store of value;
In addition, it can serve multiple
functions on the platforms for
which they are built, including DeFi

Control

Owners’ control over digital
assets are reduced to some
degrees, since they are
protected by overarching
entities.

Allow the owner to be in full
control at all times, with the
public and private key system
associated with cryptocurrency
wallets

Allow the owner to be in complete
control at all times, with the public
and private key system associated
with cryptocurrency wallets
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Can be created indefinitely if
needed

Most have a supply limit

Most have a supply limit

There is intrinsic value

They are often considered to
have no real value behind them

There are often considered to have
no real value behind them

Source: Gemini

There are many categories of digital assets. These include Layer one smart contract platforms, stablecoins,
centralized exchange tokens and non-fungible tokens (NFTs).
Figure 6. Digital assets by key categories
Description

Role and Significance

Examples

Layer 1 smart contract platforms are
usually blockchain that host smart
contracts or decentralized applications.

It can interact with other smart contract
on the platform to perform various
actions, such as minting NFTs or staking
the assets.

Ethereum,
Solana, Cardano,
Polkadot,
Polygon

It helps to increase the transaction speed
and efficiency of blockchains by offering
the scalability, which will effectively lower
gas fees.

Optimism,
LoopRing

Layer two
solutions

Layer 2 refers to solutions to help scale
an application by handling transactions
off the Ethereum Mainnet (layer 1). At
the same time, security measures and
decentralization will be maintained as
the Mainnet.

Stablecoins

It is pegged to a stable asset with an
objective to minimize the volatility of the
asset. Pegging with the fiat currency like
USD can be one of the options.

It can offer owners the benefits of
blockchain technology as well as peer-topeer value transfer, while it can enjoy the
benefit of low volatility in the asset value.

USDT, USDC,
BUSD

It refers to utility tokens that are issued
by centralized exchange.

Owners may be entitled to discounted
trading fees, or gain access to exclusive
token sales on the exchanges.

BNB,
Crypto.com coin,
Huobi token.

It refers to utility tokens that are issued
by decentralized exchanges.

Owners could stake their tokens in farms
or pools to earn lucrative rewards. They
could also vote in the voting DAOs for any
future upgrades or major changes.

CAKE,UNI

They are decentralized applications that
run on blockchains with smarts
contracts.

Its application aims to recreate the
financial functions of traditional banks
and exchanges, and it could also help to
eliminates the fees.

Avax, Aave

Non-fungible
tokens (NFTs)

A NFT refers to a non-interchangeable
unit of data stored on a blockchain, or in
a form of digital ledger.

It helps to provide a proof of ownership in
digital format.

CryptoPunks,
Bored Apes.

Gaming
tokens

Tokens are usually generated in games
that players can either earn, mint, or
acquire by achieving the specific actions
within the game.

By combining Blockchain technology, it
enables users to verify owners of the
virtual elements of the game and earn by
playing games.

Moon Nation
(Bsc), Axie
Infinity(Eth)

Meme coins are cryptocurrencies that
are inspired by social media trends, or
movies.

These coins are collected by some people
who want to be part of the trend; and
some are treated as investments whose
values can increases along with the
popularity of the theme.

Dogecoin, Shiba
Inu

Layer-one
smart contract
platforms

Centralized
exchange
tokens
Decentralized
exchange
tokens

DeFi tokens

Meme coins

Source: The Block Research, CoinGecko
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Characteristics of digital assets

The unique features of digital assets enable them to complement the existing financial system or even reshape
the existing financial services.
Figure 7. Characteristics of digital assets
Characteristics

Significance

Decentralization

Digital assets are decentralized or at least not reliant on any central issuing authority. Instead,
cryptocurrencies rely on code to manage issuance and transactions.

Without intrinsic value

They cannot be exchanged with other commodities, which have intrinsic value in general.

Programmable supply

The supply can be inflationary, deflationary or fixed. If it is fixed, it will create digital scarcity and
as well as avoids quantitative easing, which can lead to inflation

Trustless

They are built on a blockchain or other Distributed Ledger Technology (DLT), which allows
participants to enforce the system's rules in an automated, trustless fashion.

Cryptography

It is a technology that secures the cryptocurrency’s underlying structure and network system

Source: Cointelegraph, Gemini
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Global digital asset adoption

The map (Figure 8) illustrates that the prevalence of cryptocurrency adoption has been increasing worldwide.
The closer a country’s score is to 1, the higher its crypto adoption.
Figure 8. Crypto Adoption Index 2021

Source: Chainalysis; Note: Time period between July 2020 and June 2021

Digital Transformation represents a paradigm shift that is
revolutionizing almost every field. Digital assets radically
change how financial systems are structured and operate.
When I first heard about crypto, I didn’t think it was for me.
When I started out my career in crypto, it took me time to find
another woman. Maturity of the industry will allow women to
play a more significant role through meaningful access and
opportunities to a more inclusive digital economy.
Vivien Khoo, Co-founder, Asia Crypto Alliance
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Digital asset as an investable asset class

It has become more acceptable to treat digital assets as an investible asset class with the high return potential.
Investors need to be aware of the difference between digital assets and traditional asset classes, the investment
risks, diversification benefits and trading instruments when investing in digital assets.

Figure 9. Drivers of expected future return by Asset Class
Equities

Bonds

Cryptoassets

Corporate profits

Economic growth

Investor adoption

Economic growth

Interest rates

Millennial wealth

Interest rates

Issuance

Regulatory developments

Productivity

Weakening trust in authorities
Institutionalization

Source: CFA Cryptoassets report, BitWise Asset Management
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Interview with Kevin Loo, New Vision
Key Takeaway
▪

Joined by Metaverse, Crypto is no longer an isolated industry. Supported by
macro tailwinds of the Metaverse, crypto will find a natural home and serve as a
pillar for Web 3.0 development.

▪

The landscape of Decentralised Finance (DeFi), including both centralized and
decentralized stablecoins, is set to grow and become an even more diverse sector.

▪

M&A activity to increase: Institutional interest to remain elevated. Incumbent
banks and asset managers will seek to ‘purchase into’ the virtual asset world.
Existing unicorn crypto players, ‘institutional’ in their own right, and will continue to
expand both vertically and horizontally.

▪

The digital asset space faces a tighter regulatory environment in 2022. Regulators
will have a hand in shaping both the operating and product environment however are
at risk of being a step behind or chasing innovation out of their borders.

▪

Longer term relative risk and returns to continue to trend down as mainstream
institutions continue to enter. Short term correlations to pick up should higher core
rates bite, but to remain lower versus traditional assets given the ‘decentralized tech
growth impulse’ of blockchain and crypto.

As the Head of Digital Asset Management at New Vision, Kevin oversees the group's
institutional investment strategies and asset management activities. In addition to leading
the Portfolio and Trading teams, he works closely with the wider operations and technical
teams to develop the new infrastructure to support newly uncovered frontier strategies.

Kevin Loo
Head of Digital
Asset
Management,
New Vision

Kevin was formerly the CIO and co-founder of a proprietary digital asset hedge fund since
late 2017. He has over five years' experience within the digital asset space, including
being an early investor in Bitcoin since 2016.
He has an established traditional Fixed Income track record of advising institutional
clients, including pension funds, sovereign wealth funds, corporates and private bank
asset allocator advisors. He has worked with the most internationally recognized asset
management companies, including PIMCO, Fidelity International, BNP Paribas, across
London and Hong Kong. He has experience in asset allocation, debt capital markets,
including Global Bonds, EM Debt and Asia Credit, FX markets and Venture Capital and
Private Equity. Previously, he has been a mentor to the Cyberport Incubator Fund and has
helped FinTech startups with strategic and technology advisory and has made various
personal investments with partners across e-Sports and early-stage projects.
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2022 Outlook
Esme Pau (EP): Where do you see the global digital asset and
blockchain industry headed in 2022? Please share game-changing
trends that you expect for 2022.
(a) Crypto industry, supported by the Metaverse tailwind, is no longer
an isolated pillar
The crypto-industry has built itself up from scratch without any institutional or
regulatory support. This has now changed. Driven by long-term macro tailwind trends of
Metaverse development, driven by both decentralized and centralized players, the
crypto industry will find a natural home within and alongside the Metaverse as the wider
Web 3.0 adoption takes hold. As such, Crypto markets and technology will cease to be
an isolated industry but a necessary component of developing these many metaverses.

Source: New Vision Asset Management, 2021.
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(b) Institutional adoption: Cross-Sector M&A Activity to Remain
Elevated
2021: A watershed moment for the digital asset industry. 2022: Institutional M&A
activity will remain elevated. We separated the institutional players into two
categories:
▪

Traditional Financial Providers

▪

Existing Crypto Service Providers (#NoLongerStartups)

2021: A watershed moment for the digital asset
industry. 2022: Institutional M&A activity will remain
elevated.
Kevin Loo, Head of Digital Asset Management, New Vision
Traditional Financial Providers
End investors continue to have increased knowledge levels and demand for blockchain
driven products. The last 5 years have seen traditional corporate thought leadership
evolve and this is set to accelerate into 2022. Consequently, as end investors will
require "access" we have seen a large increase in crypto ETFs and ETPs passive crypto
products. Traditional institutions will respond to client demand for more efficient ways
to get ‘simpler’ exposure to more ‘complex’ virtual asset solutions. For example,
Traditional institutions
looking to enter the virtual
asset market will rely
primarily on M&A activity as
way to enhance and bridge
their offerings.

traditional custody providers, the mainstay of trust of any pseudo-financial industry, will
enhance their technical, legal and insurance coverage and staff up accordingly. Another
example, Visa, the worldwide credit card company, launched its Visa's Global Crypto
Advisory Practice, designed to help clients and partners advance their crypto journey.
Setups like this will undoubtedly change their clients' interaction with payments and
more public announcements in 2022 will lend support to an unprecedented
convergence of traditional firms and the digital asset landscape.
For traditional institutions looking to enter the virtual asset market will rely
primarily on M&A activity as way to enhance and bridge their offerings. Targets
could range from the below mentioned established (#NoLongerStartups) crypto
players, as well as a variety of startup crypto services across the DLT (distributed ledger
technology) industry value-chain.
Established Crypto Service Providers (#NoLongerStartups)

In 2022, the hypergrowth trend of digital
asset companies will
continue and will
increasingly into multilayered/multi-platform
service providers

Early adopter digital asset companies have become their own billion-dollar
institutions in their own right. Subject to regulatory developments the hyper-growth
trends is to continue into 2022 as these digital unicorns increasingly transform into
compliant, multi-layered, multi-platform service providers. Using their bull-market
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fueled ‘war chests’ they will embark upon acquiring other companies with ancillary
services. The themes of seeing Crypto.com and FTX enter into the live sports scenes
and the likes of Binance consolidating a number of services to encompass end-to-end
trading, advisory services, loans, infrastructure development, wallet management,
custody, KYC / AML, compliance, risk-management, fiat on-ramps, financing, NFT
issuance… is set to continue.

Metaverse, NFT and GameFi
The crypto industry is no
longer an isolated
industry. It finds a natural
home alongside the
metaverse, a huge
thematic tail-wind…

Having grown out of limited resources, the crypto industry is no longer an isolated
industry as it finds a natural home alongside the metaverse, a huge thematic tail-wind
to play out over the coming years that will play a critical factor in many individual and
corporate roadmaps.
In large part metaverse trends will be supported by crypto developments in the NFTs
and GameFi Play-To-Earn (PTE) space, crypto will provide a central driver of the
metaverse's future success; i.e. crypto injects the concept of capitalism (‘the need to be
rewarded’) and pop-culture (‘the need to be noticed’) and bridges entertainment (‘the
need for escapism’).
NFTs have been a divisive force in both the art and live sports world. We expect these
'hype’-driven trends to continue well into 2022, albeit with the same form of ebb and
flow that is synonymous with pop- culture. Naturally, large traditional auction houses
like Christie's & Sotheby's, are scrambling to build out their own NFT marketplace
offerings.
We are constructive on the overall Play-To-Earn (PTE) gaming space. Ubisoft, the

We expect a battle ground
to emerge between cryptonative metaverse and ones
launched by centralized
gaming and corporate
entities

company behind the best-selling video game in October and the 10th year-to-date, was
one of the first "incumbents" to support Axie Infinity, now the posterchild of blockchain
gaming. That said, not all companies are swimming with the current. A major gaming
platform Steam announced a direct ban of all games on its platform that incorporate
"blockchain technology" and NFTs.
Finally, the metaverse concept is still very young. We expect a battle ground to emerge
between crypto-native metaverse and ones launched by centralized gaming and
corporate entities, like "Meta" (Facebook). We see the potential for large centralized
houses (Facebook | Meta, Microsoft) to battle it out with the decentralized, public
community chain-driven metaverse content providers. For example, Meta's
(Facebook's) portions of the US$10bn metaverse investment will be allocated for M&A
activity for public chain communities, which likely will reject such centralized
influences. Indeed, a hybrid approach and equilibrium will be achieved over a longer
horizon. That said, no matter why or where communities and individuals select to
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interact with the metaverse/s, Identity, Asset Ownership and Security will be core
concepts to expand upon in 2022. Expect more innovations to come from both
centralized and decentralized players.

Crypto will provide a central driver of the metaverse's
future success; i.e. crypto injects the concept of
capitalism (‘the need to be rewarded’) and pop-culture
(‘the need to be noticed’) and bridges entertainment
(‘the need for escapism’).
Kevin Loo, Head of Digital Asset Management, New Vision

DeFi and DAOs
The conversation has shifted away from just holding Bitcoin. Decentralized Finance
The relationship between
centralized and
decentralized digital asset
exchanges and their
particular roles in a fully
mature DeFi ecosystem
will be interesting to
monitor

(DeFi) is one of the most exciting areas of development for the future of the crypto
landscape. DeFi is an open and multi-faceted financial system facilitated by smart
contracts and blockchain oracles which, combined together, acts as an alternative to
the traditional finance decades-old infrastructure and processes, substantially lowering
costs. Yet, as this sector grows in popularity it remains overshadowed by looming
regulation, counterparty risk and ongoing risks of cyber-hacks in 2022. Could we
potentially see the world's first billion-dollar hack as DeFi activity continues to
increase? Time will tell.
Faced with structurally low interest rates, traditional financial institutions are noticing
the growth of the DeFi space as the disruption to the existing models becomes clearer.
The allure of DeFi higher yielding products combined by the induced cost saving
becomes all the more attractive to both end users and providers. Within the crypto
industry itself, it will be interesting to monitor the relationship between centralized and
decentralized digital asset exchanges and their particular roles in a maturing DeFi
ecosystem.
As DeFi grows, so will the Decentralized Autonomous Organizations (DAO’s) that
control them. DAOs allow for millions of people to control and coordinate both their

As DeFi grows, so will the
Decentralized Autonomous
Organizations (DAO’s) that
control them.

capital and efforts on joint global projects. DAOs will gain significant traction as a new
method of gathering global investment and community sentiment. As DAOs are very
flexible, they can serve multiple purposes, including managing the operations and
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capital, managing capital for investments, managing the usage of assets, coordinating
cultural groups, or coordinating to purchase assets. We expect many crypto networks
and communities to mature, progressing the infrastructure and tooling such that
projects are able to travel along the robust governance models to achieve true
decentralization.

Global Regulation
As adoption continues to
increase, innovations on
the core blockchain
formula in 2022 will
transform existing
industries and create new
ones.

Kevin Loo (KL): Digital asset regulation is an ever-present and evolving topic. As 2022
sees more market and technical adoption, expected innovations on the central
‘blockchain driven’ theme will gather greater traction, transforming and disrupting
existing industries and creating new ones along the way. Facing this disruption, global
regulators will unlikely let this growth remain unchecked. While the digital asset
space will face a tighter regulatory environment as policymakers play catch-up, they
will ultimately remain a step behind global innovation.
In the realm of institutional investment, regulators will continue to have a hand in
shaping the both the operating environment and product design. As an example, the
launch of a BTC Futures-Based ETF is a positive, yet cost inefficient, signpost for future
institutional regulated product release. Further, the overall development of exchange
and custody standards will provide further clarity for greater adoption of the
institutional digital asset management and trading space.

US –Retaining Monetary Sovereignty and U.S. Dollar Hegemony
The general education
levels among regulators
are improving, and they
will be on attempting to
maintain innovation and
economic activity within
their borders

Using the congressional hearing for the largest 6 influential crypto CEO’s and leaders at
the beginning of December as an initial sign-post, the general education levels among
regulators is improving, albeit at varying speeds. While they continue to lag behind the
swarm of innovation-seeking trends the next 'big-thing' there are clear influences of the
‘crypto lobbyists’ starting to gather traction at future proceedings. As such, all in the
effort to support the existing status quo of U.S. Dollar Hegemony, faced with global
regulatory arbitrage and a multitude of internal and external pressures to act, U.S.
regulators will remain balanced in their approach should they wish to keep both
innovation and economic activity within their borders. That said, in our view, the most
significant risks to the health of the digital asset space are legislation borne out of kneejerk reactions.
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…faced with global regulatory arbitrage and a
multitude of internal and external pressures to act,
U.S. regulators will need to remain balanced in their
approach should they wish to keep both innovation
and economic activity within their borders.
Kevin Loo, Head of Digital Asset Management, New Vision

Europe – Policy schism between the UK and EU
The UK already leads the
rest of Europe in crypto
trading flows, the UK could
attract a new skilled labour
force and encourage capital
inflows by applying a ‘freer
hand’ towards the cryptorelated industry.

With the backdrop of BREXIT, the UK has a golden opportunity to reverse the selfinflicted 'brain drain' and general loss of financial and technological competitiveness to
Europe. Perhaps, supported by the fact that the UK already leads the rest of Europe in
crypto trading flows, the UK could attract a new skilled labour force and encourage
capital inflows by applying a ‘freer hand’ towards the crypto-related industry. As the
decentralized value proposition of blockchain and digital assets has outgrown the
category of just being a 'digital currency' but instead a disruptive technology and
method of working, the UK could be well served. Of course, as with the US, this
potential will be balanced by retaining legitimacy of the Pound Sterling.

China – Emphasis on e-CNY launch
With the launch of the Chinese e-CNY, we do not expect any policy reversal in China's
stance on public chain virtual assets. The country has already processed around $9.7
billion in e-CNY transactions via its various pilots; over 140 million Chinese residents
already have their e-CNY wallets. The global digital asset space will continue to
innovate in use-cases and make strides towards mass global adoption. In our view, the
world's financial system is both heterogenous and large enough to operate a hybrid of
interoperable both public and private systems.
One of the potential
causes for uncertainty in
the coming year will be
the probability of
regulation issued against
both centralized and
decentralized stablecoin
issuer entities.

Keeping a Close Eye on Stablecoin Growth
The burgeoning stablecoin market is to outpace its market cap growth of US$150 bn.
With most high-velocity market activities are referenced or pegged to digital
stablecoins, 2022 will be the year that their usage for cross-border payments and as a
safe-haven asset in countries with unstable currencies becomes more apparent and a
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larger driver of growth. In addition, both centralized and decentralized stablecoins are
poised for growth and broader diversity of issuers.

Market Capitalization of Major Stablecoins (USDbn)

Source: Standard Chartered, 2021

As such, one of the potential causes for uncertainty in the coming year will be the
probability of regulation issued against both centralized and decentralized stablecoin
issuer entities. USD hegemony currently remains largely unthreatened by stable coin
activity. However, the table below shows the views of various US regulators and their
interests as it pertains to possible regulatory action in the future.

Select US Regulators and potential likely actions in 2022
Regulator

Current View

2022 Likely Action (and Beyond)

Congress and the
Senate

The senate testimonies were largely positive. Outright
rejections were uninformed while certain concerns
were well-founded. It is possible that crypto could be a
rare bipartisan issue, albeit each side has differing
interests. The CEOs seemed to reach a consensus with
Congress that a separate regulatory body is needed.

Views will likely continue to develop. However, as
with any industry coming of age, we observe the
influence of 'crypto-lobbyists' clearly at work within
the establishment.
We expect to see more public officials join the
growing institutional crypto provider ranks.

Broadly net-negative on the potential systemic
uncertainty that cryptocurrencies may bring to
incumbent policy transmission tools.

Retain/hold view with no material change in action.

US FED

US Treasury

Securities & Exchange
Commission (SEC)

Janet Yellen's general support of wealth taxes makes
future IRS disclosure on crypto holdings likely.

Potential tax increases.

Slow to react with a selective blessing on inefficient
institutional products, i.e. BTC Futures-based ETF.

Embrace any new regulation via increasing the
number and severity of enforcement actions.
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Commodities & Futures
Trading commission
(CFTC)

Concerns on AML and KYC of anonymous parties to
transactions within Decentralized Finance (DeFi)
venues.

DeFi enforcement actions are likely to rise in the
coming year. Requirements for an increased standard
for KYC / AML and general identity management.

Office of the
Comptroller of the
Currency (OCC)

Existing salient risks are trading-related today.
Tomorrow's risks will be much broader. Cautious of
stable coin market issued/pegged to the USD.

Pressure to regulate stable coin issuers as banks with
enforcement of federal prudential supervision to
ensure this market grows and evolve safely.

Consumer Financial
Protection Bureau
(CFPB)

The lead regulator Rohit Chopra has historically called
out stable coins as a critical area of scrutiny. They have
seen an uptick in customer complaints regarding
cryptocurrencies.

This will likely continue to extend to other parts of the
digital asset market, including advertising standards
and restrictions by crypto providers.

Generally positive about promoting technological
innovation, perhaps we could see more FDIC-insured
products but hinged on legislative support.

Provide greater clarity on whether certain activities
related to crypto-assets conducted by banking
organizations are legally permissible and compliant
with existing laws related to Custody, Loans
collateralized by crypto-assets and issuance and
distribution of stable coins and activities involving the
holding of crypto-assets on the balance sheet.

Federal Deposit
Insurance Commission
(FDIC)

Source: New Vision Asset Management, 2022

Both centralized and
decentralized stablecoins
are poised for growth and
broader diversity of
issuers

As incumbents and centralized service providers brace for more regulatory oversight,
we should see significant compliance investments. As such, we can likely expect a wave
of M&A for digital asset compliance, reg-tech, and tax and accounting solutions to
further usher in the adoption of digital assets.

EP: What is your long-term vision for the digital asset space? How does
that align with the ethos of the projects that you are spearheading?
We are still very early in the strategic macro adoption cycle. Referring to the chart
below, we are probably midway through the first of many chapters to be written on
blockchain, digital assets, the metaverse and general Web 3.0 technology adoption.
Waves of Decentralised Technological Adoption

Source: New Vision Asset Management, 2022

55

Digital Asset Outlook 2022

Interview with Kevin Loo

x

Digital assets started as something else, a movement and community in its own right,
but it has become part of something more significant over the last ten years: the push
for Web 3.0, the metaverse and the need for a corresponding economy to support
ownerships within this macro environment.

Decentralised
infrastructure is the
critical underlying
theme to develop the
decentralized economy
further…

Our long-term conviction remains that eventually, there is no division between
'crypto' and 'traditional'; there is only 'the economy'. In our view, digital asset
markets are now falling under the umbrella of the wider moniker of Web 3.0, and,
alongside the metaverse, digital assets will find a natural home. There will be a rapid
convergence of trading, value exchange, disintermediation of centralized parties, as
NFTs, gaming and DeFi are folding up and into the metaverse, further encompassing a
fuller Web 3.0 experience.
Further, we believe that decentralized infrastructure is the critical underlying
theme to develop the decentralized economy. As we see the sector becoming more
regulated, we see value in getting diverse user exposure to the infrastructure layers
(Layer 0 and 1) that the new digital and decentralized economy will be built upon
including NFT and Gamify (PTE) projects, such as SOL, DOT, LUNA and ATOM have the
greatest potential. Besides those tokens, the next ten L1s that could break out include
AVAX, ALGO, Dfinity, NEAR, FTM, EGLD, CELO, ONE and BSC.

Investing
EP: Higher Sharpe ratio and low correlation with traditional asset
classes have underpinned investors' appetite to diversify into digital
assets. What is your expectation for digital asset volatility and returns
relative to traditional asset classes in the future?
KL: Low correlations to other traditional assets have underpinned the appetite for
digital assets. Three-year rolling risk is coming down, driven by the ability to hedge
downside risk, better price discovery and increased liquidity. As a comparison, physical
gold measured since the 1970s also exhibited similar characteristics, and Bitcoin's
(BTC) volatility continues to trend downwards.
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Digital Commodity Markets Risk is Maturing, Simliar to Hard Commodities (Gold)

Source: New Vision Asset Management, 2022

As further institutional products likely arrive, we expect further lowering the market risk
Higher mainstream
adoption of digital assets
will lower their return
opportunities and
increase their correlations
to traditional markets

as the affluent mass market generally adopts products. Using Bitcoin as a proxy, crypto
markets will retain its general 'uncorrelated commodity' characteristics, the increased
correlation between other digital assets and traditional assets is a step towards
maturity for the space. That said, with more mainstream adoption, with increased
levels of capital, the lower the return opportunities will become, likely in turn
causing an increase of correlations to traditional markets.

The long-term conviction remains that eventually,
there is no division between 'crypto' and 'traditional';
there is only 'the economy'.
Kevin Loo, Head of Digital Asset Management, New Vision

EP: What was the best blockchain investment you made? What was
the rationale underpinning your investment decision then?
▪

KL: In the public (non-regulated) blockchain space, I was an early adopter and
held BTC and ETH since 2016 (#HODL | #WAGMI). Having both seen and
managed the fallout of the 2008 Global Financial Crisis during my time at
PIMCO, one of the global ‘blue-chip’ investment thought leaders, I realized
that the incumbent banks and regulators were not a system that worked well
for the masses. We saw the most significant wealth transfer from the public to
the banks during the bailout and the divisions of inequality widen. Armed with
my technical and investment background, I decided to embrace blockchain
and digital assets and started my professional journey in 2017 by starting my
own crypto prop hedge fund.
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In the regulated space: https://globacap.com/, a London based blockchain
fintech firm, was one of my memorable early seed investments. As a proregulation investment professional I saw that the blockchain and the digital
asset space need more professionals, such as the founders of Globacap.
Powered by blockchain technology, they provide the future of share
management in the regulated space, providing a complete, digital ecosystem
to raise and manage share and debt capital at users fingertips. The platform
digitizes and 'semi-automates' the process, from offering documentation to
distribution, AML, tracking, book building and settlement. The funding
extension was led by the Johannesburg Stock Exchange (JSE) with
participation from Moore Strategic Ventures.

EP: In closing, what key takeaway you would like to impart to the
audience?
While I represent the pro-regulation and institutional part of the industry, my core
personal philosophy is that virtual asset markets can serve the greatest good for those
that are not participating within the ‘financial inclusion theme’. As such, given virtual
assets are a ‘bearer instrument’, users looking to learn more should get a personal cold
storage wallet; open an account with an authorized exchange; buy a small amount of
digital assets and educate yourself by joining seminars or watching online videos on
how to get in and out of the crypto market safely.
Thank you and have a great 2022!
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Valuation approaches to digital assets

The question of how to value digital assets is one of the most complex and challenging issues. Digital assets
have a relatively brief development history, and new use cases continue to crop up.
Applying traditional asset classes' valuation approaches to digital assets poses a few challenges. Digital assets
are not cash flow generative, and their limited performance track record makes it difficult to project their future
performance. We summarize several common valuation methodologies for cryptoassets.
Figure 10. Common valuation methodologies of digital assets
Methodology

Thesis

Pros

Cons

Remarks

It estimates and
compares the
addressable markets
with the current market
capitalization

Intuitive and
straightforward – It
provides a solid
framework for order-ofmagnitude comparisons
between cryptoassets
and the markets they
address.

Not applicable beyond
bitcoin and other storeof-value use cases

Most popular valuation
approach

Equation of
exchange

The equation is
borrowed from
traditional models of
valuing currencies.
It is assumed that a
currency’s value is
related to the size of the
market it supports and
its velocity.

Feasibility – Numbers
can be forecasted into
the future for a mature
market and then
discounted into present
value.

Small changes in this
estimate can lead to
significant changes in
proposed valuations.

MV = PQ
M: Total money supply
V: Average velocity with
which a unit of money is
spent
P: Price of goods and
services
Q: Quantity of goods and
services

Valuing
cryptoassets
as a network

This approach is
borrowed from
technology.
It states that the value of
a network is proportional
to the square of the
number of participants.

Intuitive – Given that
daily active user is a
proxy for adopting a
cryptocurrency.

There are limitations:
- appropriate only for
relative valuations
between cryptoassets.
- gives equal weight to
each user, which is not
an accurate assumption

An essential part is that
the value of the network
is not linearly related to
the number of users.
Instead, it is related by a
square function.

Data supportive – It is
supported by empirical
backtesting, which
shows a relatively strong
relationship between
bitcoin’s price and the
marginal cost of
production

Little predictive power;

Cost of
production
valuation

This approach views
bitcoin as a commodity.
The cost of producing
each marginal bitcoin
should align with the
price of that bitcoin,
according to traditional
microeconomic theory.

Uncertain predictive
value - The causal
relationship between the
cost of production and
price is not clear.

Total
addressable
market

It requires estimating
the velocity, which is
problematic.

It fails to explain the
short-term volatility of
bitcoin price
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Stock-to-flow
model

It measures the scarcity,
which is reflected by the
bitcoin price. The ratio
measures the
relationship between
bitcoin and the amount
of new bitcoin being
produced.

Intuitive – the price of
bitcoin has close
historical correlations
with increasing scarcity
expressed by the stockto-flow model.

Theme 1. Digital Asset Economy

Not applicable beyond
bitcoin. The model only
appeals to those who
see scarcity as the
dominating
characteristic.

Some are sceptical of
this approach, such as
academic researchers.

Source: Bitcoin Market Journal, CFA Cryptoassets report
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Digital asset in portfolio construction

According to Fidelity Digital Assets, a survey revealed that 70% of global institutional investors plan to invest in
digital assets within the next five years.

Figure 11. Digital asset as an asset class in portfolio construction
Characteristics

How to measure

Significance

Trend over time

High potential
return

The difference between the
potential appreciation in the
price and the cost price

Increasing use cases and
higher mainstream
penetration

Digital assets have massive upside as it
is still in the early stage of development,
and professional investors have yet to
allocate to the space.

High liquidity

The trading volume over a
certain period

Easier for investors to
trade with minimal price
risk

The liquidity is expected to increase over
time and can attract more investors
gradually

The standard deviations of
returns

High volatility limits
institutional adoption

Volatility is declining but is expected to
persist in the future.

The degree to which price
moves are correlated with
other traditional assets

Market-specific dynamics
and investor flows
influence returns and
correlations.

Correlations are unlikely to rise
substantially, given the different return
drivers, making cryptoassets a popular
means of diversification.

High volatility

Low correlation
with traditional
assets

Source: CFA Cryptoassets report
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Approaches for gaining exposure to digital assets

With the increasing popularity of digital assets, investors can gain direct exposure by buying and holding digital
assets or indirectly through equities and funds.
The following table (Figure 12) illustrates the available digital asset investment options.
Figure 12. Common approaches for gaining exposure to digital assets
Approach

Details

Advantages

Disadvantages

Future trend

Examples

Convenient

Security risk;
Relatively high
transaction fees;
Non-competitive
trade execution;
Unclear compliance
status.

Brokerage apps and
websites are
increasingly popular
among retail
investors

Coinbase, Kraken

Online or
crypto
brokerage

Enables users to
trade digital assets
similar to buying or
selling stocks
through brokers

Allows investors to
invest in digital
assets through
funds

Managed exposure
to digital assets;
Funds provide onestop services,
including custody,
trading, reporting,
tax, audit etc.

Limited availability
(only to accredited
investors)

Private funds are
increasingly popular
with HNWI;
registered and
hedge funds

Pantera Bitcoin
Fund (launched in
2013)

Allows investors to
gain exposure to
equities that are
levered to the digital
assets opportunity.

Simple and
straightforward

Other factors
influence stocks
valuations, including
fund flows

Increasingly popular
with retail and
professional
investors.

Coinbase, BC Group,
Huobi Tech, Riot
Blockchain

Trades digital assets
with a custodian

A low-cost way to
gain exposure while
eliminating
intermediaries (fund
providers).

Not available to
smaller investors;

Increasingly popular
with buy-side,
venture capital
funds, family offices
etc.

Hex Trust

Allows investors to
access through
future

Fully regulated;
Allows individuals to
use margin.

Complex costs and
tax calculations

Increasingly popular
with hedge funds
and proprietary
trading firms.

CME bitcoin futures
market

Way to get exposure
to digital asset
startups

Accessing the top
tier of venture
capital funds can be
difficult;
Significant fees;
Lack of liquidity.

Increasingly popular
with endowments,
pensions, and family
offices.

Blockchain Capital

Venture
Capital Funds

Allows investors to
invest in the equity
of cryptoasset
startups.

Promising approach

ETF

Packages
cryptocurrencies
inside an ETF or
mutual fund

The variance of
premiums and
discounts to their
NAV.

More asset
managers are filing
for cryptocurrency
ETF with regulators

Exchange-traded
products have been
approved in certain
jurisdictions (e.g.
US, Switzerland,
Germany, and
Sweden)

Passive and
active private
placement
funds

Publicly
traded shares

Direct
custodial
relationship

Regulated
futures
markets

Costly due diligence
process.

Source: CFA Cryptoassets report
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Interview with Dick Lo, TDX Strategies
Key Takeaway
▪

For most investors, digital assets have become almost a necessity to
participate in this rapidly growing, emerging asset class.

▪

There is a strong demand from clients on different ways to access altcoins,
and derivatives on altcoins will flourish in 2022.

▪

Being disciplined is crucial to the long-term sustainability of any digital asset
portfolio, given the volatile nature of the underlying asset class.

Dick has over 19 years of experience in the structuring, trading and risk management of
derivatives products. He was previously the Head of Equity Structured Products at Daiwa
Capital Markets and the Head of Single Stock Exotics Trading at Deutsche Bank. Dick
founded TDX Strategies in May 2019, an institutional-grade investment solutions platform

Dick Lo
Founder, TDX
Strategies

on digital assets that services high net-worth clients, family offices, institutions,
corporates and hedge funds with a focus on derivatives and structured products.

Key Takeaway
2022 Outlook
Esme Pau (EP): What are the trends, challenges and opportunities in
institutional digital asset investing in 2022?
For most investors, digital
asset has become almost
a necessity to participate
in this rapidly growing,
emerging asset class

Dick Lo (DL): Over the past 18 months, we have witnessed a highly impressive rate of
adoption of digital assets across a diverse range of client segments, and we expect that
will continue to accelerate in 2022. While still in its early stages, the industry has
evolved and matured rapidly, with the general public's attitude and perception towards
digital assets also turning considerably more positive and receptive. For most investors,
it is no longer a question of whether or not to deploy a small allocation into digital
assets to achieve portfolio diversification. Instead, it has become almost a necessity to
participate in this rapidly growing, emerging asset class. As with any emerging asset
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class, participating early can bring about fantastic opportunities to generate outsized
returns, which of course, is also fraught with risks and challenges.
Regulation is shaping up
to be a major theme in the
year ahead
The key is for regulators
to strike a fine balance
that facilitates
supervision and investor
protection without being
overly restrictive on
financial, technological
and product innovation

Regulation is shaping up to be a major theme in the year ahead. The global lack of
consistency and clarity from regulators has always been a major barrier to mass
adoption by traditional institutional investors. The key is for regulators to strike a fine
balance that facilitates supervision and investor protection without being overly
restrictive on financial, technological and product innovation. Regulation should not be
seen as obstructive but rather a prerequisite to widespread institutional investor
adoption, which could be the catalyst for the next phase of positive returns. Regulation
on stablecoins which is currently a hotly discussed topic, if implemented sensibly,
should enhance the robustness of the overall industry and mitigate systematic tail risk,
which may be triggered by the failure of a major stablecoin such as Tether. Whether
DeFi regulation, which in itself is paradoxical, can be rationally framed and applied
remains to be seen. Of course, the market continues to wait eagerly for the approval of
a spot-backed ETF on Bitcoin as well as Ethereum.
We have seen outstanding returns over the past 12 months from blue chips (Bitcoin),
DeFi protocols, Layer 1's, metaverse plays, etc. Outperformance could continue to
come from any of these thematics or something totally different, unexpected and out of
the left field. We advise our clients to be open-minded whilst being level-headed when
it comes to investment opportunities in the digital asset space.

Investment Strategies
EP: As a veteran, how would you advise professional investors to gain
exposure to digital assets in a way that maximizes risk-adjusted
returns?
Being disciplined is
crucial to the long-term
sustainability of any
digital asset portfolio
given the volatile nature
of the underlying asset
class

DL: When it comes to investing in digital assets, we believe in a highly-disciplined and
holistic approach. Being disciplined is crucial to the long-term sustainability of any
digital asset portfolio, given the volatile nature of the underlying asset class. Whilst it
may be tempting to allocate heavily into the market's latest favourite coins without
much thought, and with leverage in the pursuit of short-term potentially mind-boggling
returns, such an approach is also usually the recipe to have your portfolio "rekt" when
inevitably, a considerable correction occurs. We do have an unwavering conviction and
belief in the industry's long-term success; however, we want our portfolio to be
sufficiently robust to weather the up-and-downs that are customary to this market.
Therefore, we express our conviction with a methodical risk-management approach
that utilizes minimal/no leverage, and we advocate the use of derivatives to protect our
clients' investments against tail risks.
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We advise our clients to adopt a holistic portfolio
approach – the market has matured a lot more quickly
than many investors may think, and it is no longer
about simply having a passive, concentrated exposure
in BTC and/or ETH.
Dick Lo, Founder of TDX Strategies
We advise building a
diversified portfolio of
quality, value-producing
assets with active
rotation.

Furthermore, we advise our clients to adopt a holistic portfolio approach – the market
has matured a lot more quickly than many investors may think, and it is no longer about
simply having a passive, concentrated exposure in BTC and/or ETH. There is a sound
investment thesis across a wide variety of thematics outside the two major cryptos
(which are still core holdings for any portfolio), including Layer 1's, DeFi (Decentralized
Finance) protocols, GameFi, NFT, Metaverse plays, etc. We suggest building a
diversified portfolio of quality, value-producing assets with active rotation but without
overtrading the positions and overlaying the portfolio with derivatives for yield
enhancement as well as downside protection.

EP: How do you see the crypto derivatives market developing in 2022?
DL: Although still relatively nascent, the options market has already undergone
exponential growth over the last 12-18 months. Daily options volume on Deribit, the
largest crypto options exchange, regularly exceeds US$1 billion in notional per day
while open interest and volumes are also rising steadily at the main regulated
exchange, CME. However, options volume on cryptocurrencies relative to spot volumes
is still extremely low compared to traditional markets, and we expect substantial room
for significant growth.

There is a strong demand
from clients on different
ways to access altcoins,
and we expect derivatives
on altcoins to flourish in
2022.

Currently, liquidity in the listed market is limited to BTC and ETH, while options on
altcoins generally trade in the OTC market with only a handful of players, including TDX
Strategies, providing liquidity. There is already strong demand from clients on different
ways to access altcoins, and we expect derivatives on altcoins to flourish in 2022.
Already, we hear plans from a couple of listed exchanges (including Deribit and bit.com)
to list options on popular altcoins, and we welcome greater transparency and liquidity.
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Structured products, which is very much our core business here at TDX Strategies, is
another area where we expect to see significant developments in the coming year. With
higher implied volatilities than traditional markets, structured products provide clients
with an alternative way to extract enhanced yield from the market and achieve their
investment objectives more effectively. We launched a new product called Token
Accumulation Strategy in October 2021 – a product that is similar to the popular Hong
Kong Private Banking Product Accumulator – which helps clients accumulate BTC or
ETH at a discount to the initial reference spot. The product has been incredibly popular
and well-received by our clients. We foresee a gradual progression in terms of the
sophistication of structured products as clients become more accustomed to investing
in digital assets and explore smarter ways to gain their desired exposure.

We foresee a gradual progression in terms of the
sophistication of structured products as clients
become more accustomed to investing in digital assets
and explore smarter ways to gain their desired
exposure.
Dick Lo, Founder of TDX Strategies

Derivatives on DeFi is another area where we anticipate significant development. While
Derivatives on DeFi is
another area where we
anticipate significant
development

several protocols have already been launched and many more are being built, there has
not been a single dominant platform due to the numerous challenges such as pricing,
liquidity and risk management. Platforms such as Ribbon Finance and Theta Nuts –
structured products on DeFi – are gaining traction, and we expect on-chain derivatives
to undergo considerable growth in the year ahead.
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EP: Higher Sharpe ratio and low correlation with traditional asset
classes have underpinned investors' appetite to diversify into digital
assets. What is your expectation for digital asset volatility and returns
relative to traditional asset classes in the future?
DL: Since the very early days, the fragmented market structure of cryptocurrencies has
allowed investors to generate attractive returns with higher Sharpe ratios versus
traditional markets. Many of these strategies are market neutral – from the early days
of cross-exchange/cross-border arbitrage, to basis arbitrage, funding arbitrage and now
volatility arbitrage strategies taking advantage of inefficiencies on the volatility surface.
As the market matures and more professional and institutional players enter the
market, the low-hanging fruit opportunities will be diminished and arbitraged out, and
trading strategies will need to evolve to capture new opportunities.

As the market matures and more professional and
institutional players enter the market, the low-hanging
fruit opportunities will be diminished and arbitraged
out, and trading strategies will need to evolve to
capture new opportunities.
Dick Lo, Founder of TDX Strategies

We expect volatility on
the major
cryptocurrencies to
decline structurally as
mainstream adoption
continues to take place.

We expect volatility on the major cryptocurrencies to decline structurally as
mainstream adoption continues and more players look to take advantage of the
relatively higher implied volatilities via yield harvesting strategies. On the other hand,
volatilities on altcoins are like to remain elevated.

EP: How do you see the longer-term interplay between
institutionalization and the development of the digital asset
landscape?
DL: As digital assets move away from being a retail-driven market to becoming more of
an established, institutionalized asset class, institutional-grade infrastructure, products
and services are required to facilitate that transition. Custody, borrow and lending,
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derivatives and structured products, prime brokerage and digital asset insurance –
some of which already exist and others are in progress.

Regulation
EP: How do you expect the regulatory landscape to evolve in 2022 and
beyond?
2022 is likely to be the
year in which the global
regulatory landscape
tightens albeit at varying
pace across different
jurisdictions.

DL: 2022 is likely to be the year in which the global regulatory landscape tightens,
albeit at varying paces across different jurisdictions. All players, if they are serious
about being able to operate a sustainable business over a longer horizon, are already in
the process of exploring different paths towards licensing and, in most cases, across
geographical jurisdictions to cater for the various business activities. Operating in a
regulatory vacuum without a license (or without a plan to obtain a license) is fraught
with higher risks than ever before.
We expect regulators worldwide to take a more pragmatic approach as institutional and
mainstream adoption of digital assets is no longer in question – it is happening before
our very eyes. Therefore, it is paramount for regulators, who have generally been
behind the eight ball, to play catch up very quickly. We see the establishment of a
practical regulatory framework that focuses on investor protection as a positive and
necessary step towards faster adoption by traditional investors.
Locally, in Hong Kong and Singapore, regulators are taking positive steps towards
having regulatory oversight of the industry. Both are initially looking to regulate spot
exchange activities, which is understandable, but we look forward to more clarity on
supervision of other products and services.

EP: What would you like to see the regulators worldwide undertake?
DL: Regulators across the globe should try to gain a more comprehensive
understanding of the industry that they are trying to supervise and devise a realistic,
sensible framework, rather than just copy and pasting what has been done in other
markets. There are encouraging signs that this is taking place as we see regulators
increasingly engaging and consulting industry practitioners. We are optimistic that there
will be more clarity in terms of licensing for businesses such as ours.
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Digital assets – Key considerations and risks for investors

Institutional investors ought to evaluate the risks of digital assets, particularly in the context of a multi-asset
portfolio. Digital assets have unique risk and return characteristics. Most traditional financial risk models fail to
incorporate the idiosyncratic risk of digital assets.

Figure 13. Digital assets – Key considerations for investors
Considerations

Implications

Trend

Best practice

Custody

Investors must safeguard private
keys with secure storage.
The ownership of a cryptoasset is
established by the private key.
Losing the private key would
mean losing the cryptoasset.

Professional investors either
work directly with regulated
crypto custody providers or
access them through funds that
use these custodians to hold
assets.

Investors hold private keys in
“cold storage”, i.e. users can
store that password offline

Taxation

The taxation issue remains
uncertain for investors, given the
latest regulatory landscape of
digital assets.

There are increasing regulations
on cryptoassets and taxation in
different jurisdictions.

Investors should consult
with tax professionals before
investing

Higher regulatory clarity paves
the way for mainstream adoption
and acceptance from institutional
investors.

The regulatory treatment of
cryptoassets is evolving and will
likely converge with other
traditional asset classes and
financial products in the near-tomedium term.

Investors should closely
monitor and react to the
regulatory developments
surrounding cryptoassets.

Regulation

Source: CFA Cryptoassets report

1.9

Digital assets – Industry risks for investors and ecosystem
participants

There is a list of considerations that investors must consider before getting exposure to digital assets (Figure 14).
Figure 14. Digital assets – Industry Risks
Risk

Meaning

Example

Solutions

Technical risks and
incremental performance
challenges are pervious to
digital assets, and the threat is
more significant for newer and
more complex blockchains.

In 2018, researchers uncovered
a bug in the bitcoin code that
could have led to significant
inflation in new bitcoin issuance.

To emphasize cybersecurity and fix
loopholes or bugs in the system

Digital asset-powered
blockchains face rising

Advances in industry solutions
could challenge the status of
digital assets.

To release newer versions of
blockchain platforms

Risks to the digital asset industry

Technical
risks

Competitive
risks
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competition from other
solutions.

2019, US Federal Reserve
announced plans to launch a
real-time settlement program,
“FedNow”. A rapid settlement
has been a differentiating factor
for digital assets.

Malicious actors could attack
blockchains, e.g. 51% attack.

In 2014, the mining pool
GHash.IO reached c55% of
Bitcoin’s hashrate.

To migrate from PoW structures to
PoS structures

Significant areas of regulatory
uncertainty remain.

Asset seizure or bans by
governments;
Enhanced AML/KYC
requirements;
A blanket or piecemeal ban
could impact liquidity.

To closely monitor regulatory
changes and to conduct thorough
due diligence on the regulatory
environment before investing.

Digital asset trading platforms
are not as regulated or mature
as traditional platforms.
Hence, they are more
susceptible to market
manipulation.

Whales (who hold large amounts
of coins) can manipulate the
valuation of a cryptocurrency.

To increase trading transparency
and trade monitoring

Frauds

Fraudulent entities may steal
investors’ money due to
incompetence or malicious
intent.

In 2013, My Big Coin founder
falsely claimed to secure MBC
coins with gold, fabricated
figures about the coins’ value
and siphoned off over $6 million.

Critical to work with best-in-class
partners to avoid fraud;
To emphasize the importance of
cybersecurity for investors;
Increased regulatory and
enforcement efforts against
cybercrime.

The volatility of the price of
bitcoin reached 8% between Oct
2017 and Jan 2018.

High volatility

Cryptoassets have exhibited
extremely high levels of
volatility, including multiple
instances of substantial
drawdowns.

On the back of increasing
regulatory clarity and digital asset
investment options (e.g. ETF),
increasing institutional
participation should reduce market
volatility. Institutions are more
focused on the long term.
Portfolio diversification and
volatility hedging tools

The digital asset industry is
relatively new, increasing the
difficulty of performing due
diligence.

Digital asset expertise is still
developing, and participants
have limited track records

Digital asset research providers
can offer targeted research and
analysis;
Deeper digital asset expertise as
the institutional adoption
increases;
More mature evaluation system
developed by investment firms.

It remains unclear whether the
valuations of digital assets can
be justified

Warren Buffett and George Soros
have characterized bitcoin as a
"bubble"

Higher vigilance in making
investments.

Malicious
actors

Regulatory
threats

Risks to digital asset as an investment

Market
manipulation

Difficulty in
performing
due diligence

Bubble

Source: CFA Institute report on cryptoassets
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1.10 Digital assets – Industry metrics
The digital asset space is rapidly evolving. The following metrics will allow investors to take a pulse on the health
and sustainability of the industry.
Figure 15. Digital assets – Metrics for analysis
Metrics

Whale wallet

What it measures

Drivers

Importance

Individuals or entities that
hold large amounts of bitcoin

- Whale investor investment
interest;
- The concentration of coin
holdings

The movements of whale wallets are
important signals for market
volatility and liquidity

The total volume of crypto
traded during a given period

- Liquidity
- Exchange order execution
capabilities
- Market performance
- Investment interest/ market
sentiment

Indicator of crypto market activity
and liquidity

The number of active digital
wallets that help investors
store and trade crypto

- Coin usage
- Market demand
- Investment interest

Indicator of user participation and
market demand

The total value of coins
mined.

- Supply (mining activity)
- Demand (coin usage, market
sentiment)

Indicator of stability: the larger the
market cap of a specific digital asset,
the lower the volatility.

Trading volume

Active wallets

Market cap

Market cap = Total number of
coins that have been mined x
Price of a coin

Source: Cointelegraph, Coinbase, Coindesk
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1.11 Popular cryptocurrencies
The following table (Figure 16) lists the top 10 cryptocurrencies by market cap.
Figure 16. Top 10 coins by market cap
#

Type

Short
name

Mkt cap
(US$bn)

Supply

Basis

Description

1

Bitcoin

BTC

Digital
currency

798

Fixed

Blockchain
technologybased

Bitcoin is a cryptocurrency, which is a
decentralized digital currency that is
based on cryptography.

2

Ethereum

ETH

Smart
Contracts

371

Deflationary

Ethereum
based

Ethereum is a blockchain platform
that is popular among developers.
Potential applications of smart
contracts include non-fungible tokens
(NFTs) and dApps.

3

Tether

USDT

StableCoin

78

Inflationary

Fiat pegged

Tether is a stablecoin backed by fiat
currency (US dollars) and is favoured
by investors who prefer its stability.

4

Binance
Coin

BNB

Exchange
Token

73

Deflationary

Binance
chain
pegged

Binance Coin (BNB) is an exchangebased token created and issued by the
cryptocurrency exchange Binance.

5

USD Coin

USDC

StableCoin

43

Inflationary

Fiat pegged

USDC is a fully collateralized US dollar
stablecoin. It is the bridge between
dollars and trading on cryptocurrency
exchanges.

6

Solana

SOL

Smart
Contracts

42

Fixed

Solana
Based

Solana is a general-purpose
blockchain similar to Ethereum. It has
a different technical underlying such
that developers write applications
using Rust instead of Solidity or Vyper.

7

Cardano

ADA

Smart
Contracts

36

Fixed

Cardano
Based

Cardano is a decentralised platform
that will allow complex programmable
transfers of value in a secure and
scalable fashion.

8

XRP

XRP

Digital
Currency

35

Fixed

XRP ledger
Based

XRP can be used on the Ripple
network to facilitate exchanges for fiat
currencies and other major
cryptocurrencies.

9

Terra

LUNA

StableCoin
Smart
Contracts

25

Fixed

Terra Luna
Based

Terra is a decentralized financial
payment network that rebuilds the
traditional payment stack on the
blockchain.

10

Polkadot

DOT

Smart
Contracts

25

Fixed

Polkadot
Based

Polkadot is a platform that allows
diverse blockchains to transfer
messages, including value, in a trustfree fashion, sharing their unique
features while pooling their security.

Category

Source: Coingecko, as of 10 am Jan 11, 2022
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Figure 17. Breakdown of market cap of cryptocurrencies

Source: Coinmarketcap, as of 10 am Jan 11, 2022

1.12 Digital assets – Timeline of key developments
The phenomenal growth of digital assets is the culmination of many significant breakthroughs. Below (Figure
18) is a curation of the key events that played a role in the evolution of digital assets.
Figure 18. Digital assets - Timeline of significant milestones
Period

Event

Detail

Significance

Dec 2021

Record sales in
NFTs

NFTs have seen record-breaking sales
and exposures in 2021, and there are
growing Fortune 500 companies
increasing incorporating NFTs and
metaverse in their strategies

There will be a broader adoption of NFTs
and metaverse in the general public,
driven by the infrastructure layer's
increasing uses cases and maturity.

Sep 2021

China prohibited
local crypto
transactions

China’s central bank announced that all
crypto transactions are illegal. Before May
2021, Crypto mining accounted for over
half of the global hashrate.

There could be further movement from
other jurisdictions to regulate digital
assets.

Sep 2021

El Salvador
accepted Bitcoin
as legal tender

El Salvador became the first country to
officially accept Bitcoin as a means of
exchange for goods and services

The move confirms the value of bitcoin as
a means of exchange and raises the
possibility of more countries adopting
Bitcoin as a national currency

The Ethereum 2.0 release includes five
vital Ethereum Improvement Proposals
(EIPs). EIP 1559 and EIP 3554 are two of
the most critical EIPs.

EIP 1559 reduces miner fees to make the
system less inflationary. EIP 3554
increases mining difficulty to prepare for
the replacement of proof-of-work with
proof-of-stake.

Cardano has transited to the Alonzo White
phase after the Alonzo testnet was
forked.

The update will bring more functionalities
and increase the number of testers. After
the White phase, Alonzo will enter the

Aug 2021

London Hard Fork

Jul 2021

Cardano moved to
Alonzo White
phase
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Purple era in early September, where it
will be open to all stake pool operators
(SPOs) and pioneers.

China’s crackdown
on crypto trading
and mining

Reform Commission’s Energy Bureau of
Xinjiang, Inner Mongolia, Qinghai, Yunnan
and Sichuan consecutively announced
crackdowns on mining, after PBoC
banned cryptocurrency trading.

It caused a price plunge for bitcoin,
cooling down market sentiment. Since
then, global regulatory pressure has been
mounting.

Feb 2021

Canada authorized
its first bitcoin ETF

Canadian regulators approved the first
Bitcoin ETF. The Purpose Bitcoin ETF is
the world's first Bitcoin exchange-traded
fund which began trading on the Toronto
Stock Exchange under the ticker symbol
BTCC.

It is a milestone moment for digital asset
investments, paving the way for
institutional adoption

Oct 2020

Paypal accepted
bitcoin

PayPal announced that it would allow its
users to buy and sell bitcoin on its
platform, although not to deposit or
withdraw bitcoins.

Digital asset is available on one of the
most popular electronic payment
platforms

Jan 2018

South Korea
regulated bitcoin
trading

South Korea regulators required all
bitcoin traders to reveal their identity,
thus prohibiting anonymous bitcoin
trading.

It helps to increase the regulation clarity
on digital asset trading

May 2017

Russia announced
that it would
legalize the use of
cryptocurrencies

Russian Deputy Finance Minister told
Bloomberg that the authorities hope to
recognize bitcoin and other
cryptocurrencies as a legal, financial
instrument to tackle money laundering.

Increasing state regulation could increase
the attractiveness of digital assets as an
investment for investors who previously
shied away,

Apr 2017

Japan started to
accept bitcoin as a
legal payment
method

Japan began accepting bitcoin as legal
currency, with major retailers backing the
new law

The Japan virtual currency act has likely
had a major impact

The number of retailers accepting bitcoin
surpassed 100,000. The companies that
accept bitcoin payments include
Microsoft, Dell, Wikipedia, Twitch,
Greenpeace, Expedia and PayPal.

It is a milestone signalling the expansion
of the bitcoin adpotion and use case.

Feb 2015

The number of
merchants
accepting bitcoin
exceeded 100,000

Nov 2013

Ethereum project
in a white paper

Vitalik Buterin announced the Ethereum
project in a white paper titled “A NextGeneration Smart Contract and
Decentralized Application Platform”

It created a prototype of Ethereum
protocol.

Oct 2011

Litecoin was
released

Litecoin was released. It used scrypt as
its hash function instead of SHA-256.

One of the key cryptocurrencies was
created.

Jan 2009

Satoshi Nakamoto
mined the first
batch of 50
bitcoins

Satoshi Nakamoto mined the first batch of
50 bitcoins (with the “Genesis Block”),
using the CPU chip of his personal
computer.

It marks the creation of the first
decentralized cryptocurrency.

Jun 2021

Source: Coindesk, Cointelegraph.
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1.13 Digital assets – Future outlook and key themes
Digital assets sit at the intersection of multiple industries, and the use cases will continue to evolve. Anticipating
future trends will help stakeholders exploit the benefits of digital assets.
Figure 19. Digital assets – Future drivers
Drivers

Description

Significance

Improved
infrastructure

The digital asset industry will see more infrastructural
improvements. Past examples include the introduction of
custody solutions and multi-signature wallets.

It can enhance public confidence and
trust that digital asset investments will
be handled and safeguarded securely.

Future judicial rulings will provide further clarity for
industry participants.

The clarity in the regulatory framework
can protect participants' interest and
encourage institutional adoption.

Increasing clarity in the regulatory environment and more
options for cryptocurrency investment exposure (e.g. ETF)
will pave the way for increasing institutional adoption.

It helps to reduce market volatility;
Significant long term prices could
benefit, as institutions are more likely to
be longer-term holders.

Many significant ecosystem developments have paved the
way for digital assets to achieve mainstream adoption.

It can ensure utmost diligence around
operational controls and reporting.

Issuance of clear
guidelines

Increasing
institutional
participation
Mainstream
adoption presents
new opportunities

Source: The Block Research
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Interview with Annabelle Huang, Amber
Group
Key Takeaway
▪

The leading game-changing trends in 2022 include Web 3.0/metaverse
infrastructure, Defi 3.0 with NFT integration and scaling solutions.

▪

In the age of Web3.0, we can have further financial democratization and a
fairer way of accumulating digital wealth.

▪

More institutional money coming into the digital asset space will likely
increase the market size, dampen volatility and compress yield accordingly.

Annabelle Huang is the Managing Partner at Amber Group. She previously served as the
Asia lead at AirSwap, a decentralized trading platform that enables peer-to-peer trading
on the Ethereum blockchain. Before transitioning into digital assets, she advised private
equity funds, US corporates and hedge funds on structured solutions and risk

Annabelle Huang
Managing
Partner, Amber
Group

management as an FX structurer at Deutsche Bank and Nomura in New York. Her deep
understanding of traditional financial markets, combined with her expertise on how
institutions and macro markets work, has played a key role in helping develop the product
strategy and solutions delivered through Amber Group. Recently, Ms Huang has been
appointed to lead GlobalX Center, a global expansion team to grow Amber's institutional
and retail product offerings to more regions.
Founded in 2017, Amber Group is a leading digital asset platform operating globally with
offices in Asia, Europe, and the Americas. The firm provides a full range of digital asset
services spanning investing, financing, and trading. Amber is backed by prominent
investors including Paradigm, Dragonfly, Pantera, Polychain, Sequoia, and Tiger Global.
For more information, please visit www.ambergroup.io, or contact them at
pr@ambergroup.io.
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2022 Outlook
Esme Pau (EP): Where do you see the global digital asset and
blockchain industry headed in 2022? Please name three gamechanging trends that you expect for 2022.
Game changing trends in
2022:
- Web 3.0/metaverse
infrastructure,
- Defi 3.0 with NFT
integration

Annabella Huang (AH): In 2022, I am personally excited about further developments
in:
•

Web 3.0/metaverse infrastructure, especially on the data solutions side. Our
company has launched data storage projects like Arweave;

•

DeFi 3.0 with NFT integration (staking, lending and more comprehensive
financial applications expanding into NFT-based assets), as well as TradFi

Scaling solutions

integration with reduced over-collateralization ratio and better capital
efficiency; and
•

Scaling solutions (modular over monolithic) have shown more progress than
expected in 2021; we have also put out a piece on ZK rollups.

EP: What is your long-term vision for the digital asset space? How does
that align with the ethos of Amber Group?
AH: Digital migration is the key. Individual wealth is being disrupted in the old world
and completely rebuilt in unprecedented ways in the digital realm, whether crypto
native assets or traditional assets being brought on-chain.
In the age of Web3.0. we
can have further financial
democratization and a
fairer way of
accumulating digital
wealth

Enabled by blockchain technology, the age of Web 3.0 is already here. We can have
further financial democratization and a fairer way of accumulating digital wealth. It
does not matter whether you are a creator or a user.
At Amber Group, under this vision, we are fully committed to serving as the gateway to
digital wealth and helping individuals capture long-term value in the digital assets
space via our tech-driven platform and services.
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EP: Product differentiation is one of the many strengths of Amber
Group. Please elaborate on WhaleFin's product strategy, target
clientele, the pain point it addresses. What are the future milestones?
WhaleFin aims to offer a
seamless digital asset
and ultimately, digital
lifestyle experience to
global users.

AH: WhaleFin is our flagship digital asset platform that provides a fully integrated
product suite, catering for all levels of users – whether you are an expert or a beginner.
▪

If you are a very seasoned crypto user or an institutional investor, you can
access our services via our 24/7 trading desk or plug into our Pro platform and
APIs.

▪

If you are an intermediate user that already owns crypto-assets or possesses a
decent amount of financial knowledge, you can not only enjoy our mobile app
services but also access the professional investing portal;

▪

If you are new to digital assets or do not have too much expertise with finance,
you will find our mobile app to be the simplest and most suitable to begin with.

We aim to offer a seamless digital asset and, ultimately, digital lifestyle experience
across the globe – we have expanded into LatAm, SEA, Turkey, EMEA etc., to offer onestop-shop solutions, and continue to bridge web 3.0 to more users.

Digital Asset Landscape
EP: How do you view the future of DeFi and CeFi? How should we think
about the longer-term regulatory trend and market sentiment?
AH: Hopefully, ideas like Decentralized autonomous organizations (DAOs) and Know
Your Customer (KYC) in DeFi will be embraced eventually through ZK ways. As such, the
cryptographic algorithm can help create an identity authentication system without the
risk of information being stolen.

EP: As a veteran, how would you advise professional investors to gain
exposure to digital assets in a way that maximizes risk-adjusted
returns and be regulatory compliant?
AH: Professional investors can capture the structure yield pickup within crypto markets
through stablecoin yields (8%+ p.a. vs almost zero rate in fiat currency) via regulated
stables like USDC. It is not an investment advice, but it is worth diversifying into BTC
and ETH with a long-term holding view.
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Amber Group strives to help with institutional
adoption and create industry standards and best
practices.
Annabelle Huang, Managing Partner, Amber Group

EP: What major factors will move the needle for institutional adoption
of digital assets?
AH: Institutional adoption will continue to grow. More regulatory clarity and an ability to
satisfy various custodies and reporting requirements like what traditional financial
institutions are used to will definitely move the needle.

EP: Higher Sharpe ratio and low correlation with traditional asset
classes have underpinned investors' appetite to diversify into digital
assets. What is your expectation for digital asset volatility and returns
relative to traditional asset classes in the future?
More institutional money
coming into the digital
asset space will likely
increase the market size,
dampen volatility and
compress yield
accordingly

AH: With more institutional money coming into the digital asset space, we expect the
volatility to dampen and yield to compress accordingly. However, the size of the market
would grow bigger.

Regulations
EP: As the Managing Partner of a leading crypto finance player, how do
you think regulations on digital assets and VASP will change the
industry landscape?
AH: First of all, we welcome regulation in this space. We have been open and
progressive in working with different regulatory bodies in Hong Kong, Singapore, Korea,
Japan, North America, Australia, United Kingdom, Europe and United Arab Emirates,
where we have already obtained or are actively seeking relevant licenses.
With clear regulatory requirements in place, we strive to help with institutional adoption
and create industry standards and best practices that will improve the overall health
and efficiency of the ecosystem.
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MEGATREND 2

Web 3.0
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2. Web 3.0
Key Highlights
▪

Web 3.0 (or Web3) is a vision for the internet based on blockchain and
embodies decentralization and token economy concepts.

▪

Web2 and Web3 platforms that operate on different principles will inevitably
vie for users’ attention and headed for a collision course.

▪

Web3 companies will scale up their ecosystems and use cases beyond the
early adopters to reach a global audience.

Web 3.0 Theme Outline

2.1

What is Web3?

Web3 represents the next phase of the internet and was coined by Gavin Wood in 2014. In the context of digital
assets, the Web3 economy is represented by economic patterns made possible by verifiable decentralized
networks. The ecosystem offers new ways for creators and communities to monetize and new models for
internet-native communities to collaborate. Or simply speaking, it is an iteration of the World Wide Web-based
on blockchains, which incorporate concepts including decentralization and token-based economics.
We compare the characteristics of Web 1.0, Web 2.0 and Web 3.0 to clarify the difference among them.
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Figure 20. Comparison – Web 1.0, Web 2.0 and Web 3.0
Comparisons

Web 1.0

Web 2.0

Web 3.0

Period

1980s - early 2000

Mid-2000s - 2020

Present -

Characteristics

Decentralized and
community-governed

Centralized, with centralized
services run by corporations

Decentralized ownership and
control

Open-source internet
protocols including TCP, IP,
SMTP and HTTP

Web2's business model depends
on building proprietary, closed
protocols on top of the Internet’s
open ones

It is similar to Web 1.0 from the
perspective of open-source
protocols, but it is collectively
owned through crypto-economics

Most consumers of content

Both consumers and producers of
content

Both consumers and producers of
content

It is designed in the spirit of
openness and inclusiveness

Platforms monetize user data,
while open source is hard to
monetize

It values open-source software,
user ownership of data, and
permissionless access. And it
creates a shared sense of identity
and collaboration

Data was only read.
No data was taken from the
users.

Data can be read and written.
Data is taken from users and
stored in centralized databases.

Data can be read and written.
Data can be taken from the users
with their permission and stored in
decentralized servers.

Web Type

Static Web

Social Web

Semantic Web

Main Features

No communication between
user and server.
Websites were static, and
only content browsing was
allowed.

Better interaction with users.
It includes functions such as
video streaming, online
documents, etc.

Smart and web-based applications
and functionalities.
An amalgamation of web technology
and knowledge.

Most of the value is accrued
to the users and builders

Most of the value accrued to a
handful of leading technology
companies

The builders and users own the
internet.
Tokens incentivize communities to
maintain and develop the
infrastructure.

Read-only, static pages,
banner advertisement

Podcast, blogs, tagging, curating
with RSS, social media, web
content voting

Semantic web, Artificial intelligence,
3D graphics

Difficult for users to search
for information.

Data is centralized and can be
distributed between different
platforms

Data will not be stored in centralized
repositories. Information will be
processed by AI systems.

Technology

Users

Vision

Data

Value

Use cases

Data and
content

Source: a16z, Coinmarketcap
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Examples of Web3 applications

Below we illustrate the common applications of Web3.0, and we highlight their use cases and significance.
Figure 21. Selected examples of Web 3.0 applications
Web 3.0
applications

DAO

DeFi

Stablecoin &
CBDC

Privacy &
Digital
Infrastructure

Creator
economy

Blockchain
games

Description

Use case

Significance

Decentralized Autonomous
Organizations (DAOs) are online
member-owned communities
governed by the consensus of
their members, not centralized
leadership.

Non-profits, collectives,
cooperatives, investment
funds

DAOs are a new governance model
built around transparency and
inclusion

Decentralized Finance (DeFi)
refers to decentralized
applications for finance, such as
saving, lending, and exchange.

Asset management,
Compliance,
DEXs, Data analytics,
Gaming

DeFi revolutionizes the backend of
consumer finance by making it
easier to use, build and access,
thus, increasing financial
inclusion.

A stablecoin is a privately-issued
cryptocurrency that maintains a
stable value relative to another
fiat currency.
Central bank digital currencies
(CBDCs) are government-issued
currencies representing sovereign
obligations.

Medium of exchange, store
of value, unit of account

Stablecoins has the advantages of
cryptocurrencies without volatility.

Cryptography makes it possible to
mathematically prove the validity
of certain information without
providing the information itself.
These help to address both
privacy and scalability issues.

Cloud services,
APIs, Open Security, Data
centres and networks

It helps to address the current
pain points of privacy. With
existing systems, users may be
reluctant to give their personal
information to a service provider
or application on the blockchain
because that information could be
used to see every transaction the
user had ever completed.

The Creator Economy refers to
creators — artists, musicians,
game developers—who connect
directly with their supporters and
earn revenue directly.

NFTs, Metaverse

Both creators and fans are better
off with NFTs.
- Creators monetize directly and
effectively bypass intermediaries.
- Fans have a stake in the
creators’ works.

Blockchain games are bona fide
economies, and players can play
to earn the rewards, both within
and outside of the game.

Play to Earn, ownership of
in-game assets and tokens

Blockchain games gave rise to
“play-to-earn” models, enabling
players to play games and earn
tokens.

Source: a16z
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2.3

Web 3.0 infrastructure

With the increasing awareness of decentralization and web3, new infrastructure is being built by web3 projects,
as outlined in the following table (Figure 22).

Figure 22. Selected examples of Web 3.0 infrastructure
Component

Centralized solution

Web3 solution

Examples

Payments

Payment providers operate on the
existing banking infrastructure, which is
complex and costly.

Fast payment on the blockchain,
near-zero fees, thus promoting
financial inclusion

Valora,
Worldcoin

Banking Services

A centralized banking system which has
near-zero savings rate.

Automated lending protocols with
high yields

Compound,
AAVE

Legacy finance has opaque credit
scoring systems

On-chain credit scoring is based on
transparent and auditable data on
the blockchain.

Truefi

Consumer Lending

ISPs
(Internet Service
Provider)

ISP market is dominated by a select
few providers, leaving consumers with
few choices.

Community-supported networks.

Helium

Cloud computing

Centralized cloud storage providers are
easy hacking targets.

Decentralized and high-throughput
blockchains.

Solana

Web infrastructure
(eg, CNS, content
delivery)

Centralized CNS and content delivery
can have arbitrary censorship and
fragile

Resilient and censorship-resistant.

Handshake

Identity and personal
data

Web 2.0 centralized applications
monetize the personal data of users

Data and identity portability

Arweave

Privacy

Ad-supported businesses monetize by
utilizing users’ data

Web 3.0 applications are premised
on privacy.

Aleo

Art entertainment and
content creation

Centralized tech platforms that host
content have high take rates.

Content creators get rewarded for
their work directly.

Flow, Rally

Source: a16z
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2.4 Web 3.0 – Key characteristics
The key features of Web 3.0 include open, decentralized, trustless, permissionless and scalable.
Figure 23. Web 3.0 – Key characteristics
Features

Description

Significance

Openness

Networks are built from open-source software
developed by an open community of developers

Data will be wholly owned by users, which
is highly transparent.

Decentralized

It refers to the transfer of supervision and decision
making from a centralized authority.

No few companies will dictate decisions.

Trustless

The network offers freedom to users to interact
directly without intermediaries.

It avoids exposing data to any third party
or intermediary.

Permissionless

Networks are available to everyone who want to
participate in

There will be censorship resilient due to
accessibility and participation

Scalable

It refers to the ability to accommodate many
transactions or requests simultaneously.

It contributes to the competitiveness and
efficiency of the system

Source: Coinmarketcap

2.5

Web 3.0 – Future outlook and key themes

The Web3 economy sits at the intersection of multiple industries, and the use cases will continue to evolve.
Anticipating future trends will help stakeholders position for the opportunity.
Figure 24. Web 3.0 – Future drivers
Drivers

Description

Significance

A virtual reality environment where users
can interact with other users' avatars.

Web3 and the metaverse will host social interactions,
commerce and personal identities.
The new infrastructure needs to handle, transfer and
store data reliably.

Ownership and
creation

Ownership in web3 will be in the form of
NFTs, and creators will be rewarded for
their work.

NFTs and metaverses will be key components of
web3.0. The technological basis for NFTs will help
unlock the value systems across gaming, social and
creator economies.

Infrastructure
and applications

Internet infrastructure is decentralized,
and user data cannot be monetized.

Protocols would need to streamline and grow on-chain
services if the applications are to scale.

Disruptiveness

There will be new applications in Web3.0
that fundamentally disrupts the present
applications.

The future web3 developments (“unknown unknowns”)
will be built upon the decentralized infrastructure with
a new utility.

Metaverse

Source: a16z, Techcrunch
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Interview with Alex Kent, TPS Capital
Key Takeaway
▪

Three of the key game-changing trends in 2022 and beyond are Web3, DeFi,
NFT/metaverse and flippening events.

▪

Specific themes in digital assets to look out for include enablers/pick and
shovels, institutionalization, financial inclusion/empowerment and
GameFi/metaverse.

▪

Projects need to consider structuring incentives to ensure long-term
sustainable growth and value creation in the protocol, not merely focusing on
short-term profits

Alex is a principal at TPS Capital, the official OTC entity of Three Arrows Capital.
In his role, Alex oversees proprietary investments and strategic projects across the
platform. He was previously at Equities First Holdings where he helped drive the firm's
expansion in Asia and led the firm's digital assets business in the region.

Alex Kent
Principal at TPS
Capital (official
OTC entity of
Three Arrows
Capital)

Alex's prior roles included business development and capital strategy at CLSA Group
where he was the global head of marketing for the alternatives business. Prior to that, he
was with Pine River Capital Management. He began his career at Goldman Sachs in Hong
Kong.
Alex graduated from Middlebury College in Vermont with a Bachelor's degree in
International Studies. He is bilingual in English and French, as well as fluent in Mandarin
Chinese. Alex is a Chartered Alternative Investment Analyst.

Key Takeaway
2022 Outlook
Esme Pau (EP): Where do you see the global digital asset and
blockchain industry headed in 2022? Please name three gamechanging trends that you expect for 2022.
Alex Kent (AK): It is instructive to look at the parallels in history for what we are
experiencing now and how that can help us think about the big picture.
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Three hundred years ago, the Western world went through an intellectual revolution
known as "The Enlightenment". I will spare you the details, but this is where ideas such
as the scientific method and universal human rights began to take root. Suddenly,
reason replaced faith as the primary method of understanding the natural world. This
challenged traditional power structures -- especially monarchies and the priestly and
noble classes.
These ideas were so powerful that they gave rise to the American and French
Revolutions, the Napoleonic Wars and set off the long term decline of monarchies in
Europe and the rise of democracy in the Western world. Why did this happen? Basically,
the idea that people had rights, could aspire to rule themselves and were not the
"subjects" or "property" of incumbent powers was incredibly contagious. Once
unleashed, there was no going back.
Regarding the new American republic with disdain, European sovereigns assumed that
the country would naturally regress to rule by a monarch within a few years. Not only
did this never come to pass, but the new republic flourished, having unleashed the
creative and entrepreneurial talents of its citizens.

Web3 as a disruptive force to the internet
Web3 - Users’ demand for
greater transparency,
control, accountability
and fairness will change
the internet

At the dawning of Web3, I am hearing many predictions about a decentralized internet
that could easily be mistaken for warnings by 18th-century monarchs if you just
substituted the word "crypto" with "democracy". Are there bubbles, silliness and
charlatans in crypto? Of course! However, broadly speaking, the industry is moving in
the right direction, and the wizards of Web2 have reason to worry. Not unlike the feudal
system, they have profited from captive populations – unaware that it might be possible
to be self-governing, sovereign, and hold certain rights. Web3 provides internet users
with the tools to invest in, own, govern the platforms they employ. Reason is once again
replacing blind faith, this time in the form of cryptographic proofs. This brings me to my
first game-changing trend for crypto: that the internet will forever be changed as users
demand greater transparency, control, accountability and fairness.

The internet will forever be changed as users demand
greater transparency, control, accountability and
fairness.
Alex Kent, Principal, TPS Capital
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DeFi will empower finance and investment
DeFi has the potential to
make financial services
and tools accessible to
large segments of the
population at lower cost
and with a better user
experience

x

Secondly, through DeFi, this empowerment will also extend to finance and investment.
DeFi has the potential to make financial services and tools accessible to large segments
of the population at lower cost and with a better user experience. So far, high gas fees
and the esoteric/obscure nature of some products has hindered the space from
achieving its full potential. However, the upside is vast as the industry matures,
especially for the underserved and unbanked.
In the same way that developing countries "leapfrogged" to mobile phones over the
clunky infrastructure of landline phones, we may see traditional finance and banking
skipped over altogether as Millennial and Gen-Z users from Brazil to Indonesia enter
the financial system via DeFi. It is easy to imagine that digital wallets with double-digit
yields, borderless and instant transfers could become the more attractive option
instead of bank accounts.

NFT & Metaverse may see flippening events
A confluence of many
long-term trends will
drive more of the human
experience to the
metaverse

Third, it is no secret that a confluence of many long-term trends, including automation
of work, changing demographics and societal norms in general, means that more and
more of the human experience will be online or in digital form. This has been broadly
termed "The Metaverse".
People in digital assets like to speculate about "flippening" events, for example, when
the market cap of Ethereum may exceed Bitcoin (if ever).
Most recently, we saw the Bored Ape Yacht Club NFT collection flip Crypto Punks NFTs.
Another flippening to think about is when relationships, property and experiences that
exist in the Metaverse will "flip" those in the "real world". In other words, when will the
economy of the Metaverse eclipse the real economy? Perhaps, under Covid, it already
has without us noticing.
There is something undeniably seductive in going to a place where you can do anything
and be anyone; to live where and how you want. Digital assets, relationships, and
experiences have real value because they shape and enable this reality. However, in
this place, everyone has made their own declaration of independence and has a natural
right to create and own a piece of something for themselves. Unlike the physical world,
the laws of gravity do not apply here. Entire worlds and fortunes can come and go as
swiftly as fifteen minutes of fame. The relentless pace of creation and innovation will
only be limited by human imagination.
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EP: What is your investment thesis for digital assets and blockchain in
2022 and beyond? Where do you see the pockets of opportunity in
blockchain investments?
Investment themes to
watch out for:
-

Enablers or ‘pick
and shovels’
Institutionalization
Financial inclusion
or empowerment
GameFi or
metaverse

AK: We are building the portfolio to profit on growth in the overall universe of digital
assets. That is the core secular trend within this space. We have identified several
specific themes or categories that can be expressed through our investments.
Provided below is a (non-exhaustive) list of some of the key themes we keep a watch
out for:
•

Enablers or "Picks & Shovels": We are looking for projects and technologies
which can be considered the "picks and shovels" of the crypto gold rush. They
enable other projects to scale, build, or innovate. This then translates into a
broad bet on the crypto/blockchain space as a whole.

•

Institutionalization: The institutionalization of digital assets is a long-term
secular trend that cannot be ignored. Projects that are positioning themselves
ahead of the curve both for accommodating institutional and regulatory
demands will benefit from the stickiness and scale of institutional business.
This category can include projects as diverse as uncollateralized lending,
insurance, and interest rate swaps.

•

Financial Inclusion or Empowerment: Digital assets have the potential to
solve real-world financial difficulties and bring banking, payments, wealth
creation and financing services to vast swathes of the underserved and
unbanked. We can see real use cases for the disenfranchised across
geographies (developed world vs developing world) and generations (Gen
Z/Millenials vs Boomers). Legacy infrastructure and investment mores are at
risk of being disrupted, and we want to invest in the projects operating at the
grassroots level.

•

GameFi or Metaverse: This is the space with the most hype at the moment, so
we see a lot of innovation and retail interest. It is hard to overstate the
generational component here as younger players, and users will increasingly
value digital assets, relationships and experiences and invest their time and
fiat in the space.
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EP: As an experienced blockchain investor, how do you expect fund
flow and opportunities will shift in the near to medium term?
AK: There is a tremendous amount of capital flowing into the digital asset space, as
evidenced by the number of new projects we see launching and how quickly these are
getting funded and, often, massively oversubscribed. I have spoken to tier 1 family
offices which now struggle to obtain allocation. Recent price action has shown that, as
an asset class, crypto is still reasonably correlated with overall market sentiment. On
that basis, macroeconomic factors may trigger a significant short- or medium-term
pullback.

We see the fundamentals in crypto having shifted
drastically since the last "Crypto Winter", both topdown and bottom-up; Real communities, products and
services are being built and pioneered every day.
Alex Kent, Principal, TPS Capital

However, we see the fundamentals in crypto having shifted drastically since the last
"Crypto Winter", both top-down and bottom-up; Real communities, products and
services are being built and pioneered every day. Having realized they are late to the
party, institutions are finally making decisive moves into the space. The trend of human
history is rarely for contagious ideas and new technologies to be held at bay for long.

EP: How is the set of investment criteria used by blockchainspecialized investors different from generalists? For example, what
metrics do you use you measure the success of a 1) NFT & GameFi; 2)
DeFi project?
AK: NFT/GameFi: The most powerful force in crypto is the digital community. Active
communities can help projects grow, innovate, identify risks, and even become cultural
icons. Especially for nascent projects which do not have much in the way of financials or
even technology built yet, we look for authentic engagement, buzz and enthusiasm from
core constituencies. These can most frequently be found on social media channels such
as Twitter, Discord and Telegram. We look closely at what community members say,
what questions they ask and how they interact with the project and each other.

90

Digital Asset Outlook 2022

Interview with Alex Kent

x

DeFi: The first thing to consider is if the project solves an actual problem. The crypto
financial system is being built from scratch, but as it matures, many of the concepts and
tools from TradFi will need to be reinvented here (but with a crypto-native twist). Even if
a project achieves initial success, we need to consider how vulnerable it may be to
being "forked" and replicated by a competing team. What moats enable a project to
remain preeminent or advantages that allow it to scale quickly?

EP: Allocation and token distribution are critical for any crypto project.
In your opinion, what are the best practices in relation to structuring a
reasonable token allocation to benefit the project longer term?
Projects need to consider
structuring incentives to
ensure long-term
sustainable growth and
value creation in the
protocol, not merely
focusing on short-term
profits

AK: One of the biggest concerns in the crypto space is focusing on short-term profit as
investors (and founders) rush to sell tokens and realize gains. Projects, users and
investors need to consider structuring incentives to ensure long-term sustainable
growth and value creation in the protocol. The primary way projects have sought to do
this is by instituting increasingly draconian vesting schedules. As a result, there is an
active market in trading locked tokens at a steep discount to their face value.
This is an area of crypto investment that is ripe for disruption. What better use case for
programmable money than to create incentives for HODLing? Projects should also think
actively about what other tools they have at their disposal to give their investors
liquidity or realize returns without putting direct sell pressure on the platform token
itself. Staking rewards, NFTs with economic and social value, and traditional options
strategies can all be explored.

One of the biggest concerns in the crypto space is
focusing on short-term profit as investors (and
founders) rush to sell tokens and realize gains.
Projects, users and investors need to consider
structuring incentives to ensure long-term sustainable
growth and value creation in the protocol.
Alex Kent, Principal, TPS Capital
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MEGATREND 3

DeFi
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3. DeFi
Key Highlights
▪

The landscape of DeFi is set to become more diverse as concepts from
traditional finance are reinvented in DeFi.

▪

Given the disruptive nature of DeFi, partial regulation is a likely outcome in
2022, which will open up the space to institutions and lead to a middle
ground between DeFi and CeFi.

▪

With the overall convergence of DeFi and CeFi, regulatory requirements on
traditional finance (such as anti-money laundering and counter-terrorism)
may apply to DeFi in the future.

DeFi Theme Outline

3.1 What is DeFi?
Decentralized Finance (DeFi) refers to a group of decentralized applications (dApps) primarily running on the
Ethereum and other smart contract ecosystems that provides blockchain-based financial services without
intermediaries. The use cases for DeFi are rapidly increasing and span a broad spectrum from lending to
banking.
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3.2 DeFi – Advantages and disadvantages
From a user perspective, DeFi has many advantages compared to traditional financial services, such as
accessibility, lower fees, and privacy.
Figure 25. DeFi – Key advantages
Advantages

Details and Significance

Easily accessible

Accessible and affordable, making it possible for everyone to experience banking services;
Users have complete control of their assets/funds and can move between protocols
frictionlessly.

Lower fees by eliminating
intermediaries

DeFi relies on smart contracts and requires no intermediaries to process transactions, thus,
minimizing transaction fees.

Governed by users

Decentralization means that every user can vote on platform governance decisions with
governance tokens.

Global availability

DeFi platforms and protocols' distributed nature make them available worldwide, facilitating
international financial transactions.

Enhanced privacy and
anonymity

Users can begin using the platforms without disclosing personal information, thus,
guaranteeing privacy and anonymity.

Open source and
community-driven

DeFi communities create value through usage and organic marketing. Many DeFi
applications and protocols are open-source, meaning that community developers can add
features and build new apps. Projects can be “forked” to launch alternative versions of the
original product.

Source: Cointelegraph Consulting. DeFi Adoption 2020: A Definitive Guide to Entering the Industry

Figure 26. DeFi – Key risks and disadvantages
DeFi Key
disadvantages

Details and Significance

Reliance on a core
development team

DeFi protocols rely heavily on the core development teams to improve features and functionality.
If a DeFi protocol is “orphaned” or the development team has moved on, the DeFi protocol will be
susceptible to vulnerabilities.

High entry barriers for
amateurs

DeFi has high operational barriers for new users. New users can lose their funds if they do not
operate properly.

Susceptible to
cyberattacks

The anonymity of participants in DeFi transactions makes it vulnerable to cyberattacks and may
lead to funds theft or loss without any regulated recourse.

Need for infrastructural
developments

The code infrastructure underlying DeFi applications is crucial as it avoids vulnerabilities that
may expose the entire project to the risks in loss of funds.

Limited scalability

DeFi is prone to creating a ‘whale only’ ecosystem, where increasing transaction fees would only
be accepted by those making high-value transactions, impeding wide adoption of DeFi.

Source: Cointelegraph
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3.3 Value adds of DeFi
DeFi delivers smart contracts and interoperability to financial services, significantly increasing applications and
business activities. DeFi is based on blockchain technology, which implies that it inherits the advantages of
blockchain.
Figure 27. DeFi – Value add to the existing financial system
Pain point of the
current financial
system

How DeFi adds value

Details

Decentralized oracles rely on multiple
external sources

DeFi increases the credibility of the data provided
to the smart contracts.

Lack of credibility of
centralized oracles

Centralized Finance
(CeFi) has custodial
responsibility for users’
funds and information

Centralized oracles function as a single entity
providing data from an external source to a smart
contract.
DeFi sticks to a non-custodial approach

DeFi reduces information security risks as users
have complete control over their assets and
information.

Lack of transparency in
financial transactions

DeFi functions on blockchain technology,
meaning that all transactions are
transparent to everyone.

The high level of transparency enhances trust
among users. All transactions are visible to
everyone in the network.

Higher potential hacking
risk of CeFi

DeFi has lower exposure to hacking risk
as there is no single-entry point in smart
contracts.

Users’ funds in DeFi are more secure
since users do not need to rely on the platforms for
custody.

Source: Coindesk
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3.4 Use cases of DeFi
DeFi presents infinite possibilities. It is possible to create a DeFi version of most financial services
Figure 28. DeFi – Selected use cases
Categories

Use cases

Details

Trading and
exchanges

Decentralized exchanges
(DEX)

DEX users can connect a third-party wallet to a website interface
without depositing or withdrawing funds.

Derivatives

Some advanced DEX offers decentralized derivatives in which their
values are based on underlying assets (such as currency, equity,
index, or commodity).

Yield Farming

Yield farming creates a symbiotic relationship between the DEX,
traders, and liquidity providers.
When users use the liquidity of yield farmers to execute trades, DEX
rewards and incentivizes yield farmers with trading fees.

Lending

DeFi lets users lend and borrow directly without intermediaries.
For example, a smart contract transfers assets as collateral and
deducts interest rates when the preset conditions are met.

Insurance

DeFi investors use insurance protocols to protect their funds. These
protocols protect against technical, liquidity and administration
risks.

Stablecoins

Stablecoins are pegged to the value of fiat currencies and used as a
hedge to protect against extreme market conditions. An investor
can lock in profits by converting cryptocurrencies into stablecoins.

Financial services

Digital assets

Source: Delta Exchange

Figure 29. DeFi – Selected examples by category
Categories

Institution

Details

Decentralized
exchanges

IDEX

IDEX is an advanced DEX that combines a centralized exchange (CEX) performance
with the safety of a DEX. Users can trade with advanced features with guaranteed
trade execution and a custody solution of their choice.

Derivatives

Synthetix

Synthetix is a decentralized platform on Ethereum for creating Synths, i.e. on-chain
synthetic assets that track the value of real-world assets.

Lending

Aave

Aave is an Ethereum-based, DeFi protocol that lets users lend and borrow
cryptocurrencies without intermediaries.

Insurance

Nexus
Mutual

Nexus Mutual enables users to share and pool insurance risk without an insurance
company.

Stablecoins

Dai

The Dai stablecoin is used to purchase NFTs in multiple sectors and is compatible
with museums and art-auction platforms that accept cryptocurrency payments.

Source: Crunchbase, Wharton Blockchain and Digital Asset Project
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3.5 DeFi ecosystem
DeFi is a concept of a financial ecosystem (and having typical financial services such as borrowing, lending and
trading) on a public network accessible to all.
Below we list different categories that comprise the DeFi ecosystem.

Figure 30. DeFi Ecosystem

Source: Tokeny.com
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3.6 DeFi key industry challenges
DeFi is at an early stage despite its phenomenal growth. Further developments will require overcoming several
critical challenges.
Figure 31. DeFi – Key industry challenges
Industry Risk
factors

Details

Solutions

Limited
interoperability

The lack of interoperability across blockchains and
traditional financial services leads to settlement difficulties.

Layer 2 solution;
Build more bridges on smart chain

Low liquidity

Lack of liquidity may lead to losses during extreme price
fluctuations. When a user goes to withdraw tokens from a
DeFi protocol, if the price per token has dropped while being
locked up, they’ve suffered a loss

Yield Farming

Immature technology
and risk of system
failure

The DeFi industry is relatively new. The technology for the
management of high-value assets is not fully established.

Releases of newer versions of DeFi
platforms;
DeFi insurance;
Smart contracts audits

Unintuitive interface

Most user interfaces for DeFi are unfriendly to nonprofessional users, creating operational barriers

New user interface updates and
new front-end releases make
interacting with the protocols
easier

Compliance issues
and potential for
financial crimes

There is no central authority in DeFi to monitor the
transactions. The decentralized nature of DeFi makes it
susceptible to financial crimes such as money laundering.

Elevate regulatory oversight of
cybercrime in DeFi;
Empower cybersecurity systems;
Increase fund tracing capabilities

Hacking risks

DeFi projects have proven to be hacking targets.

Develop sandboxes; Clear dispute
resolution framework.

Source: Crunchbase, Wharton Blockchain and Digital Asset Project
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3.7 DeFi – Outlook for mainstream adoption
The DeFi user community is poised to increase drastically as more intuitive interfaces are developed,
interoperability and scalability issues are overcome.
Figure 32. DeFi users growth over time

Source: Fusible
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3.8 DeFi – Key industry metrics
DeFi protocol functionality is the core in the industry, highlighting the importance of measuring each protocol's
operation efficiency and scalability. Below we list several key metrics to track the development pace of the DeFi
industry and the operation of DeFi protocols.
Figure 33. DeFi – Key metrics for analysis
Metric

What it measures

Drivers

Importance

Total Value Locked
(TVL)

The aggregate amount that is
locked in the smart contracts of
DeFi platforms

- The total number of tokens
held by a protocol
- The token value
- Usage of yield farming

Indicates the adoption of
DeFi protocols and
transaction market activity

The number of unique addresses
interacting with each DeFi
platform

- The interest and useability of
DeFi features to users

Indicates the activity and
usage of a DeFi protocol

The total market value

- The total number of tokens in
the platform
- The token value current
market price of the token

Indicates market sentiment
and activity on a DeFi
platform

Cost of trade execution set by
traders

- Supply and demand for the
network's computational
power are needed to process
transactions.

Indicates the supplydemand balance of
computational power
needed for the network and
the transaction execution
speed

The actual amount of gas that
was used for transaction
execution.

- Effectiveness of the smart
contract code

Indicates the effectiveness
of smart contract
mechanism.

Daily active user of
DeFi dApps

Market Cap

Average gas price by
protocol

Gas usage

Source: Coindesk, Bybit
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3.9 DeFi – Future outlook and key themes
Despite its brief history, DeFi has evolved rapidly, and we expect ongoing evolution of the industry in the future,
driven by changing dynamics and development.
Figure 34. DeFi – Future trends
Trends

Description

Significance

Newer versions of DeFi platforms will likely grow in
complexity, stimulated by intensifying market
competition

The platforms will become increasingly
innovative in product design, with higher
returns, better user experience and
efficiency.

Sharding, which comes with Ethereum 2.0 allows
for multiple blockchains that check in with each
other via a beacon chain

It will be vital to increase the scalability of
the ecosystem and transaction speed while
reducing the costs of using the platform

Before Ethereum 2.0, soaring gas fees made the
platforms built on Ethereum more costly to use.

The introduction of Ethereum 2.0 will stop
the increase in fees, removing the major
roadblock for DeFi user growth.

Most DeFi platforms have retail-focused strategies.

This will increase the adoption of DeFi and
expand use scenarios.

Typical DeFi platforms are similar to early-stage
startups, and team development is vital.

The DeFi industry is fast-moving – teams and
platforms typically have agile approaches to
building products.

Traditional
financial
institutions enter
DeFi landscape

Traditional financial institutions enter the
promising DeFi industry.
Governance tokens that give token-holders voting
rights of an underlying DeFi protocol become more
critical.

The entry of traditional FIs into DeFi will
reshape the existing financial system. The
future will see more integration of DeFi and
traditional financial institutions.

Cross-chain
technology to solve
scalability issues

Many DeFi projects are offering cross-chain
functionality to address the scalability issue.
Cross-chain technology allows transactions and
smart contracts to cross over from one chain to the
next.
The scalability issues of Ethereum lead to rising
transaction costs, a slower network and limits user
adoption.

Cross-chain functionality allows DeFi
platforms to scale easier than on the
Ethereum network.

The increasing
complexity of DeFi
platforms

Sharding

Release of barrier
to entry
Retail-focused
DeFi
Agile development
teams

Source: Cointelegraph
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Interview with Floyd DCosta, Block Armour &
Blockchain Worx
Key Takeaway
▪

Three game-changing trends in 2022: Decentralized Finance (DeFi), NFTs,
and the Metaverse

▪

The growing mainstream adoption of digital assets and rapidly developing
institutional interest in the asset class will continue into the coming year and
further accelerate innovation.

▪

Evolving regulations around the globe, compliance changes for digital assets
and the entry of traditional enterprises could drive a better cybersecurity
framework.

Floyd DCosta is the co-founder of Block Armour, a Cybersecurity venture that was
accelerated by Airbus and featured among the Top 25 cybersecurity innovations
worldwide. He is also the co-founder of Blockchain Worx, a Singapore based FintechRegtech startup focused on enabling Digital Banking with Blockchain technology and

Floyd DCosta
Co-founder,
Block Armour &
Blockchain Worx

developing integrated platforms to promote institutional participation in Decentralized
Finance (DeFi).
With a background in Management Consulting, Floyd has over 20 years of professional
experience in setting up and growing international business practices and advising senior
client executives on decisive topics. His previous experience includes eleven years at
Capgemini and spans various high-tech industry sectors and technology platforms. A
regular writer and speaker at events, Floyd advises multiple organizations on harnessing
the potential of emerging technologies for Digital Transformation.
Floyd holds a Masters in Computer Information Systems from ITM, Mumbai, and the Exec
General Management Program from IIM-Bangalore. And, when he is not travelling, Floyd
enjoys spending time with his family in Singapore.

102

Digital Asset Outlook 2022

Interview with Floyd DCosta

Key Takeaway
2022 Outlook
Esme Pau (EP): Where do you see the global digital asset and
blockchain industry headed in 2022?
2022 will see continued
innovation in blockchain
technology as faster,
smarter, and energy
efficient chains take
center stage

Floyd DCosta (FD): 2021 was an exciting and extraordinary year for digital assets.
Digital assets captured the public eye like never before.
•

Bitcoin reached an all-time high of $69,044,

•

Layer 2 networks gained traction,

•

Alternative chains like Solana and the Binance Smart Chain saw massive
ecosystem growth,

•

Decentralized finance (DeFi) surged to become a $100 billion-plus industry,
and with over $22 billion in sales,

•

Non-fungible tokens (NFT) garnered explosive mainstream interest.

On the other hand, we also saw the emerging industry's shortcomings and
vulnerabilities. From the DeFi protocol hacks and token rug-pulls to the exploit of Poly
Network and Ethereum's outrageous gas fees, the digital assets market had its multiple
weaknesses exposed through the year. However, these challenges also allow the
nascent sector to fix the flaws early in the day and emerge stronger.
Going ahead, 2022 will see continued innovation in Blockchain technology as faster,
smarter, and energy-efficient chains take centre stage. The emergence of all new use
cases for distributed ledger technology across industries will continue to drive
investment, increase institutional participation and further the mainstream adoption of
digital assets.

EP: Please name three game-changing trends that you expect for 2022.
FD: Three game-changing trends for 2022 include:
1)
The DeFi ecosystem will
continue to evolve and
mature, grabbing the
attention of institutional
investors as it rapidly
reaches a point of critical
mass.

DeFi

Decentralized Finance (DeFi) saw tremendous growth in 2021, with multiple working
protocols already replicating various existing financial services and the value of leading
protocols rising from under $1 billion to over $90 billion.
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In 2022, the DeFi ecosystem will continue to evolve and mature, grabbing the attention
of institutional investors as it rapidly reaches a point of critical mass. Security,
compliance and regulation will play a crucial role in determining how institutions and
consumers participate in this new emerging world of decentralized finance.
Interoperability between different blockchain networks will also be a key factor driving
the growth of DeFi going forward. As a next step, the evolution of DeFi will also be
driven by efforts in interoperability between multiple blockchain networks via bridges
and similar technologies. Doing so would allow existing DeFi projects access to a larger
user base even as they expand their services across more ecosystems.
2) NFT
As digital arts grow in
popularity, NFTs will
continue to gain traction
and mainstream adoption
through 2022.

NFTs were undoubtedly one of the hottest crypto trends of 2021. From Christie's sale of
an NFT by digital artist Beeple for $69m to a $379,000 song created using the genetic
sequence of COVID-19, NFTs went viral. They generated over $23 billion in trading
volume, and 'NFT' became one of Google's top search queries of the year. This trend
will continue into 2022 as celebrities board the NFT bandwagon, leading auction
houses embrace digital art, and global brands plough into this space en masse. The
still-nascent market for non-fungible tokens has a long way to go, but as digital arts
grow in popularity, NFTs will continue to gain traction and mainstream adoption through
2022.
NFTs have the potential to drive greater engagement, transparently verify ownership
and facilitate liquidity; while creating new financial opportunities for all - creators,
distributors, fans, investors, and more. The NFT movement will also see considerable
traction thanks to the growing GameFi sector, which will offer more opportunities to
bring a whole new group of users - gamers, to the blockchain. Blockchain-based gaming
with inbuilt collectables to mint and trade will drive more monetization efforts and
support the adoption of NFTs to a far greater extent than we saw in 2021.
3) Metaverse

With big businesses like
Facebook announcing
major plans and gaming
companies furthering
their platforms, 2022 will
be the year of the
Metaverse.

2021 was also the year the metaverse - a massive, persistent online world where
people interact, often through virtual or augmented reality - started to look less like
science fiction and become more of a reality. With big businesses, including Apple,
Facebook and Microsoft announcing major plans (including a name change) and gaming
companies like Epic Games furthering their platforms, 2022 will be the year of the
metaverse. Advancements in key emerging technologies - 5G, AR, VR, Web 3 - will
come together to enable the metaverse, create all-new 3D experiences and radically
change the way humans interact and engage digitally.
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Digital Asset Ecosystem Landscape
EP: What do you think are the white spaces in terms of developing the
global digital asset ecosystem that is underappreciated and needs to
be filled?
FD: The growing general interest and regular headline-grabbing institutional
investments are pushing digital assets from the fringes of financial services to the
mainstream. The ecosystem has evolved with startups and institutions now offering a
broad spectrum of services from tokenization, trading and custody to lending,
derivatives and insurance and beyond. While much of the interest today is centred
around crypto tokens and NFTs, going ahead, digital tokens could represent various
traditional assets too, including equity, bonds, commodities, real estate and more. This
could revolutionize the world of finance – liberating trillions of dollars worth of nonliquid assets, raising new capital and creating all-new markets - all on the blockchain.
Collaboration among the
various ecosystem
participants will be vital
to ensure digital assets
gain mainstream
adoption.

However, for the ecosystem to mature, propel institutional participation and drive
mainstream adoption of digital assets, three key factors will need to rapidly evolve and
take shape - security, compliance and liquidity. The digital asset markets have been
plagued by hacks and other security lapses that have caused market participants to
lose billions of dollars and governments to step in and consider regulating the nascent
sector. The illicit use of cryptocurrencies has further strengthened the case for
regulations, with multiple jurisdictions placing a significant focus on KYC and
compliance. Liquidity is also a key consideration, given the highly volatile nature of
digital assets and the need for more stability as retail participation and everyday
individual investors begin to come onboard. Addressing these in a strategic way, digital
asset-related insurance could play a leading role and significantly help drive wider
adoption of this asset class.
Collaboration among the various industry participants - technology developers,
financial institutions, service providers and other stakeholders - will be vital to ensure
digital assets gain mainstream adoption. The ecosystem will need to move away from
the current single, silo’d innovations and towards more integrated solutions across the
value chain if it must reach maturity and scale quickly.

DeFi Landscape
EP: Please share your long term vision for DeFi. How does the strategy
of DeFi Dozen align with your vision?
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Its early days with the
DeFi market still only a
fraction of the $8 trillion
market value of the global
financial services
industry.
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FD: Decentralized Finance (DeFi) is an exciting phenomenon rapidly developing at the
intersection of Blockchain technology, digital assets, and financial services, promising
next-gen P-2-P financial services with no intermediaries or centralized institutions. DeFi
natively addresses many of the challenges faced by the traditional finance world delivering greater transparency, lower costs, reduced transaction settlement times and
broader financial inclusion. Today, working protocols already replicate various existing
financial services from payments and insurance to lending, derivatives, and more; smart
contracts on a Blockchain make it possible for buyers and sellers and lenders and
borrowers to interact peer-to-peer transparently. The market is quickly reaching a point
of critical mass, with the value of leading protocols swiftly rising from under $1 billion to
over $90 billion today. Yet, its early days with the DeFi market still only a fraction of the
global financial services industry's $8 trillion market value.
Today, many challenges also exist, including assets and services spread across diverse
platforms / protocols, fragmented liquidity pools, security lapses, and limited
compliance integration with custody and accounting systems. But these are being
promptly addressed as new participants join the ecosystem, build atop composable
open protocols and develop the next generation of decentralized applications to offer
integrated, and more secure DeFi services.
Making DeFi more accessible and inclusive

Blockchain technology
and DeFi were always
meant to be inclusive, and
we need to make these
innovations more
accessible.

While the surge of interest in DeFi has seen the total value locked (TVL) in the
ecosystem growing from $27 billion at the start of the year to over $100 billion, the
complex system has left many on the sidelines, eager but unable to engage. Blockchain
technology and DeFi were always meant to be inclusive, and we need to make them
more accessible. To simplify participation, we have developed the Defi Dozen Index – a
benchmark tracking the global twelve largest decentralized finance protocols. The
index and associated products are designed to help individuals and institutions
effortlessly participate in the rapidly emerging world of decentralized finance and trade
the global top twelve DeFi tokens in one single portfolio.
Harnessing DeFi to address Climate Change

Decentralized financebased Carbon Markets
infrastructure present a
strategic opportunity to
universally address
Climate Change

As organizations look for tools to mitigate their impact on climate change, the idea of
utilizing Blockchain technology has been at the forefront of many conversations. Carbon
markets present a strategic opportunity. The decentralized management and trading of
carbon credits can help organizations - and the world - meet ambitious goals for
reducing greenhouse gas emissions. One example of this potential is Impact Ledger,
developing decentralized finance-based Carbon Markets' infrastructure. The project
harnesses open DeFi protocols to structure products, facilitate trade, and settle
transactions, thereby creating a decentralized Carbon ecosystem on the blockchain.
Harnessing modern approaches and emerging models, Impact Ledger aims to lower
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entry barriers, enhance carbon finance flows, increase transparency, and help
effectively manage greenhouse gas emission reductions on a global scale.

EP: How do you see the opportunities in the DeFi space evolving in the
medium to long term? How do you view the future of DeFi and CeFi?
How should we think about the longer-term regulatory trend and
market sentiment?
FD: While 2021 was DeFi's biggest year yet, decentralized finance is still in the very
beginning stages of its evolution. Many fundamental financial services use cases are
starting to fall in place - stablecoins, lending and borrowing, payments, trading, asset
management, etc. And, while the DeFi market has grown exponentially over the last
year, it is still only a fraction of the $8 trillion market value of the global financial
services industry.
The true mid- and longterm potential for DeFi
lies in bringing more realworld assets on-chain.

The true mid-and long-term potential for DeFi lies in bringing more real-world assets
like real-estate, commodities and traditional financial securities on-chain. This will
attract investors, traders and other market participants from the traditional financial
world and centralized crypto markets into DeFi and help radically expand the
decentralized finance ecosystem. Besides enhanced autonomy, lower costs, improved
settlement times and 24x7 global markets, DeFi offers greater inclusion, all-new
opportunities for financial innovation, and novel approaches to build and manage
wealth in the 21st century.

Regulation could be the strategic element that
facilitates the bridging of the traditional finance,
centralized crypto and decentralized finance worlds.
Floyd DCosta, Co-founder, Block Armour & Blockchain Worx

While the crypto market continues to gain momentum and institutions seek to adopt,
gain exposure, and participate in DeFi, we could also see a more hybrid market take
shape in the near term. This would include having CeFi and DeFi coexist with integration
into traditional finance systems via Open Banking APIs to create a blended open
financial ecosystem.
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Regulation and compliance will be key driving factors going ahead for crypto markets.
While governments worldwide remain divided on how to regulate the emerging asset
class, we are starting to see progressive regulatory developments in multiple
jurisdictions across the globe. And, while many argue it could slow down innovation and
progress in this nascent market, regulation could also be the strategic element that
facilitates the bridging of the traditional finance, centralized crypto and decentralized
finance worlds.
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Non-Fungible
Tokens &
Metaverse
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Non-Fungible Tokens & Metaverse
Key Highlights
▪

New NFT use cases and partnerships empower metaverse companies will
create new experiences and content for users.

▪

Connected metaverses are being built to allow players to move around
metaverses while keeping their digital assets.

▪

2022 will see legal debates around NFTs and metaverse. NFTs
(decentralized in nature) challenge the traditional ownership conception in IP
laws that are territorial and based on physical products.

NFT & Metaverse Theme Outline

4.1 What is an NFT?
A non-fungible token (NFT) is a digital asset whose uniqueness and ownership can be demonstrated and verified
using distributed ledger technology (DLT). NFTs can be used to create a tokenized proof of title to a unique digital
version of an underlying digital asset (such as images, videos or other digital content) or physical asset (such as
paintings, sculptures or other tangible assets).

Fungible vs Non-Fungible
Each NFT is unique. In contrast, most other crypto-assets, are fungible items, i.e. each token is interchangeable
with and indistinguishable from another.

NFT – Advantages and Disadvantages
The key advantages of NFT include trading via decentralized marketplaces, uniqueness, and immutability, which
ensure the security and collectability of works.
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Figure 35. NFT – Key advantages
Advantages

Significance

Decentralized
marketplace

NFTs allow creators to make money directly from their work.
NFTs eliminate agents/intermediaries and allow the artists or the original creators to interact and transact
directly with their customers. This model further benefits the creators by allowing them to earn a
commission each time the NFT exchanges hands.

Unique

NFTs are rare because only one can exist and cannot be easily forged. It is, therefore, safe to assume that
an owner of an NFT will be one of the few individuals that would own these collectables

Potential
value
appreciation

NFTs are unique; as only one of each can exist, their value will likely appreciate over time.

Resellable

NFTs are tradeable on secondary markets. It is possible to invest in NFTs for their resale value.

Immutable

The metadata on the NFT token cannot be altered or erased by anyone from the blockchain, which gives
them high collectability and value.

Copyright

The NFT technology allows artists and content creators to retain their full copyright, which will enable
them to still generate revenue without giving up their copyrights. This is uncommon in most licensing
agreements.

Security

NFTs are stored on decentralized blockchains, meaning an identical database record always exists at
each node.

Source: Cointelegraph

Although NFT has unique benefits that add value to the existing system, the nascent space is also exposed to
value volatility and quality uncertainty risks and may cause an adverse environmental impact.
Figure 36. NFT – Key disadvantages
Disadvantages

Significance

Physical art cannot
be digitized

The reasons to own physical art and own digital art are different. It is not possible to digitize
physical art. NFT tokens will not provide the satisfaction of seeing a one-of-a-kind painting.

Uncertain value

The value of NFTs is uncertain. The ownership of an NFT is not the same as purchasing the
copyright to the art; it merely owns a record that one holds the token behind the original asset.
The real question is, “How much value is there in owning an asset one does not actually control?”
Depending on how collectors answer this question in the future, those who invested in these tokens
may be left holding a digital record that is not worth much.

Volatility in NFT
value

NFT values suffer from massive volatility. There are not any mechanisms in place yet to help people
price assets.

Varying quality of
NFT tokens

Anyone can create an NFT out of literally anything, which means a long tail of tokens with varying
qualities.

Potential for fraud

Examples of dishonest practices in NFTs:
Anybody can theoretically mint an NFT out of a file that does not belong to them and pass it off as
their own.
NFT markets can be manipulated, such as wash trading (when someone artificially pumps up the
price of an asset by opening multiple accounts and trading with themselves).
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Environmental cost

An NFT is a record entered into the blockchain that takes significant computing power and energy
usage.

Source: Coindesk

NFTs reshape the existing financial system by removing friction, releasing liquidity, and reducing fraud.
Figure 37. NFT – Key value adds to the existing financial system
Pain points of the existing
financial system

How NFT adds value

Details

High friction for transactions

Reduce the friction for
transactions

NFT provides near real-time transactions and analysis of
market conditions, greater security through
transparency, and a higher level of customization for
financial products and services.

Lack of liquidity

NFTs unlock liquidity and
reduce illiquidity premium
for certain assets (e.g. art
work and collectables)

DeFi startups and NFT projects are offering new services
based on NFT trading.
As more digital assets become NFTs, this could create
entire new asset classes and change investor behaviour.

Risk of fraud

Fraud protection

Fake items are eliminated as the origin is instantly
verifiable

Source: Global Trade Review

4.2 NFT - Use cases
NFTs are applicable in various use cases, including collectables, gaming, art, virtual assets, tokenizing realworld assets. They also create a new way to help users protect and control the information related to identity.
Figure 38. NFT – Key use cases
Categories

Prominent examples

Details

CryptoKitties, CryptoPunks

NFTs can be used to create new kinds of digital
collectables. More traditional collectors’ items such as
baseball cards and stamps are also being tokenized.

Tradeable in-game items (Fortnite or CS:GO),
Turn-based battle or trading card games (Axie
Infinity or Gods Unchained)

Most NFT implementations revolve around turn-based
battle or trading card games.
With NFTs, games with vibrant item economies may
support on-chain item trading in the future.

Digital Art

Pixel Art, Digital Photography, 3D Digital
Painting

NFTs allow artists to monetize their artwork and protect
their copyright. Artists receive royalties every time their
NFTs change hands.

Virtual
Assets

Domains (eth and crypto domain names), Real
estate in virtual worlds (Decentraland,
Cryptovoxels)

The Ethereum Name Service and Unstoppable Domains
have turned .eth and .crypto domain names into NFTs.
Real estate in virtual worlds has also been tokenized into
NFTs.

Nike’s system to tokenize shoes; OpenLaw’s
system to trade real estate using ERC-721
standard

NFTs are used to tokenize real-world assets that can be
traded.

Collectables

Gaming

Real-World
Assets
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With NFTs, users would be better able to protect
and control their personal information.

Source: Crypto.com
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Interview with Sébastien Borget, The
Sandbox
Key Takeaway
▪

Three game-changing trends in 2022 include the scale-up of The Sandbox
and web3 companies to reach a global audience, the battle between Web3
and Web2, and the emergence of digital jobs as play-to-earn takes root.

▪

Centralized and decentralized metaverses are two fundamentally different
systems that are incompatible.

▪

The Sandbox is emerging as the main NFT-based, open metaverse, where the
content, economy, and governance will be in the hands of the players and
creators who contribute to our virtual world.

Sébastien Borget is the Co-Founder and COO of The Sandbox, a unique virtual world
where players can build, own, and monetize their gaming experiences using SAND, the
main utility token of the platform. Passionate about blockchain technology, gaming, and
education, he is an active speaker and evangelist on the opportunities Non-Fungible

Sébastien Borget Tokens bring to gaming. In 2020, Sebastien became the President of the Blockchain
Game Alliance, a non-profit organization of 250 key members of the industry. He was
Co-founder &
recently named in the Top #100 most influential people in crypto by CoinTelegraph.
COO, The
Sandbox

Key Takeaway
2022 Outlook
Esme Pau (EP): What is your thesis for the NFT, metaverse and
blockchain game space in 2022? Please name three game-changing
trends that you expect for 2022.
The Sandbox and other
web3 companies will
scale up their ecosystems
to reach a global audience

Sébastien Borget (SB): First, we and other Web3 companies will scale up our
ecosystems to reach a global audience. In 2022, we will see the rollout of The Sandbox
on a larger scale – the spinning up of the metaverse on a larger scale, beyond the early
adopters.
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Second, we will see a battle between Web3 and Web2. For us, it is important to ensure
that the Web 3.0 metaverse economy stays decentralized and user-driven. However,
Web2, represented by Big Tech, wants to keep control centralized and maintain
ownership of user data and creations. So, in 2022 we will see users choosing between
the freedom and ownership of Web3 and the world of Web2, where you sell your
personal information in exchange for "free" services.
Third, as play-to-earn takes root because of the first trend that I listed above, we will
see the emergence of more digital jobs where people turn their passion into a livelihood
on The Sandbox and other platforms.

The Sandbox – vision and strategy
EP: What is your long-term vision for the metaverse space? How does
that align with the ethos and roadmap of the Sandbox?
SB: We see a transformation in the next ten years. The economic opportunities and jobs
that the metaverse is creating will transform how we work, socialize, play, and earn. As
we work toward that goal, The Sandbox has generated tremendous growth in 2021 as
we have built out our ecosystem ahead of our 2022 launch. We have generated over
US$280M in GMV to date, and over 1,300,000 users now have a connected wallet. This
includes high profile LAND owners in The Sandbox like Zed Run, Republic Realm,
Binance, Bored Ape Yacht Club, CyberKongz, and the Winklevoss twins.

We see a transformation in the next ten years. The
economic opportunities and jobs that the metaverse is
creating will transform how we work, socialise, play,
and earn.
Sébastien Borget, Co-founder & COO, The Sandbox

We raised nearly $100M to make it a reality. We have partnered with over 165 brands
and IP – including Adidas, Snoop Dogg, The Walking Dead, deadmau5, Atari,
Rollercoaster Tycoon, Care Bears, The Smurfs, Shaun the Sheep, and Binance – to
create voxelized versions of their worlds and characters in the metaverse. A new
generation of players and consumers are interested in virtual goods and brand
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experiences. That is why partners like Snoop Dogg choose our metaverse as the space
to perform concerts, interact with fans, and plant their flag in the digital space.

EP: Based on your experience for the Alpha phase, which areas do you
intend to modify, build, or remove from Sandbox in Beta? What is the
roadmap for the release of Beta?
The first Alpha season of
The Sandbox gave us an
excellent overview of the
possibilities of play-toearn in our gaming
metaverse.

SB: The first Alpha season of The Sandbox just ended December 20th 2021, and gave us
an excellent overview of the possibilities of play-to-earn in our gaming metaverse. We
have received overwhelming positive feedback and are already working to keep
launching new seasons next year that will inspire our community of 17,000 LAND
owners to launch their very own seasons with NFT and play-to-earn.
We still have more features to add for the full launch, especially in user-generated
content (UGC), where we will be adding the ability for creators to mint their own NFTs
and publish their own experiences. We will be adding our layer-2 solution to lower gas
fees and making other adjustments for the full rollout. The concept of DAO will grow
over the next year. We plan to slowly delegate more and more power to the community
until we are ready to fully rely on autonomous smart contracts governed by The
Sandbox community.
After years of work, we can see the ecosystem coming together as we approach our
launch in 2022.

EP: What role will the Sandbox play in the NFT and metaverse
revolution? What are/will be the key factors that set the Sandbox apart
from its peers in the future?
The Sandbox is emerging
as the main NFT-based,
open metaverse, where
the content, economy,
and governance will be in
the hands of the players
and creators who
contribute to our virtual
world

SB: The Sandbox is emerging as the main NFT-based, open metaverse, where the
content, economy, and governance will be in the hands of the players and creators who
contribute to our virtual world.
We are a blockchain-native virtual world where anyone can import and create their NFT.
We are building an entirely new way to play and create for gamers, where they can
create, store, and trade value on multiple levels based on their profile: artist, players,
LAND owners, or SAND owners. We are the first gaming NFT metaverse using
interoperability, ownership (of LAND and AVATAR), governance (DAO), and play-toearn. Let's break down these elements so we can examine each one.

We are the first gaming
NFT metaverse using
interoperability,
ownership (of LAND and
AVATAR), governance
(DAO), and play-to-earn

Our concept of the metaverse is not just a gallery of games. It is a space where players
create an avatar and a digital identity that represents them in this new gaming universe.
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You can connect socially and enjoy fun gaming and social experiences together in the
metaverse.
For UGC, we chose 3D voxels and blocks so creators can make assets out of "digital
legos" to make it easy to create visually consistent content. Millions of players are
already comfortable building with digital legos. We have made tools to enhance the
creative process and instantly turn your work into an NFT that you can monetize. All the
assets you see in our game have been created as NFTs by our artist community – the
UGC pipeline is already running strong.
On the NFT side, we are building a gaming-first, native gaming experience compared to
other blockchain games. As a player, you have your own gaming space to play and
display your NFTs. The Sandbox offers everyone the chance to create and explore their
own types of experiences.

EP: How has the addition of Polygon staking influenced the user
experience within the Sandbox? Which protocols are potential
additions? Overall, how will the addition of protocols influence
Sandbox cross-chain interoperability?
SB: SAND will now have staking options available on a new layer. To maintain a robust
ecosystem, we want to encourage our community to think about the long-term vision
and benefits of The Sandbox on Polygon. Locking tokens within staking programs
support that vision and creates a layer of trust between all community members while
offering rewards to SAND holders who participate. Our players can go green and earn
SAND at the same time – that's the only user experience change of staking aside from
lower gas fees, of course!

Metaverse and blockchain game industry landscape and
dynamics
EP: How do you see the juxtaposition of centralized and decentralized
metaverses? To what extent do you think the decentralized aspect will
be compromised/influenced by the entry of institutional players/tech
incumbents?
SB: Centralized and decentralized metaverses are two fundamentally different systems
that are incompatible. Once a digital world has centralized elements, it is no longer
decentralized. It is not enough to have some decentralized elements around the edges.
Users must have true ownership.
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To ensure The Sandbox stays decentralized, we plan to turn over control of the
metaverse to SAND and LAND owners through DAO. Our role is to build the ecosystem
and enable the users who will ultimately have governance. We bring in large partners,
like IP holder and gaming companies, who play by the same rules as other users.

EP: What do you think are the white spaces in developing blockchain
games and metaverse ecosystems that are underappreciated?
SB: I do not think we can underestimate the importance of lowering the barriers to
entry and making it simple and intuitive to get started in a decentralized game or
metaverse. To achieve a large scale, players should not have to think about blockchain
and NFTs; they should simply be thinking about having fun.

To achieve a large scale, players should not have to
think about blockchain and NFTs; they should simply
be thinking about having fun.
Sébastien Borget, Co-founder & COO, The Sandbox

Web3
EP: How do you envision the Web3 world, and how does it differ from
our experiences today? What innovations are you building/investing in
to drive the web3 phenomenon and adoption?
The most significant
difference is true
ownership. In Web3, you
own who you are and
what you make or buy

SB: The most significant difference is true ownership. Today, players are used to paying
for items and experiences in games and having it be a sunk cost. Money goes in, and it
never comes back. In Web3, you own who you are and what you make or buy. And what
you own, you truly own and can decide to trade or sell if you want without being trapped
inside a centralized system.

Blockchain game
EP: "GameFi is a paradigm shift in the power equation of ownership,
financials, and flexibility accorded to players". How does the
statement align with your vision?
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SB: That statement reads as true for us. In The Sandbox, every creator is free to share,
trade, or sell their creations while retaining full ownership and revenue. While we are
creating the ecosystem, most of the content of our metaverse comes from creators,
whether they are individuals or teams or full studios.

In The Sandbox, every creator is free to share, trade,
or sell their creations while retaining full ownership
and revenue.
Sébastien Borget, Co-founder & COO, The Sandbox

EP: How has the blockchain gaming landscape benefited from
developments in the metaverse and NFTs in the recent year? How has
the sentiment towards metaverse and digital entertainment changed
among traditional players in recent years, and what is your expectation
for the future?

43%
Blockchain Game Alliance
members stated
education about the core
concepts underpinning
blockchain gaming is the
next hurdle that the
industry must overcome

SB: Awareness of the metaverse and NFTs is now far higher than it was even a year ago.
On the downside, as more people become excited about the potential for blockchain
and NFTs, a vocal minority, including some in the traditional gaming industry, want to
push back. We need to continue to explain the benefits for players and creators. This is
something I am working on as President of the Blockchain Game Alliance, a non-profit
organization of 290 key members of the industry. We just conducted a BGA survey, and
43% of our members say education about the core concepts underpinning blockchain
gaming is the next hurdle we must overcome.
We must highlight the differences between the user benefits of Web3 and the old world
of Web2 in this regard.

Closing remarks
EP: Last but not least, what are the pearls of wisdom that you would
like to share with our community?
SB: Web3 and Metaverse are enabling each one of us to become an explorer of the
depths of our human imagination, inventing new parallel universes where we can
choose the experiences we want to live.
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In the Metaverse, since your digital identity is being defined just by a wallet address, a
3D avatar, and a nickname, anyone can truly choose who they want to be and be
appreciated for their true skills, without being bound by social heritage such as the
country they are born in, the political system in place, their financial conditions, the
education they received, or even their gender or ethnicity. Web3 and Metaverse are a
true reboot as you can choose who you are, and people can perceive you based on what
you do and what you own.
The Sandbox has been a
pioneer in the space since
2018 and see growing
demand for digital
services around lands and
experiences in the
Metaverse

The Sandbox has been a pioneer in the space since 2018. We are seeing growing
demand for digital services around lands and experiences in the Metaverse. There is an
unprecedented acceleration of the attention over the Metaverse, from the
announcement two weeks ago of Facebook rebranding as Meta, to our Series B
announcement led by Softbank, to the acquisition of Weeta by Unity, or Justin Bieber
producing his concerts in the metaverse or Nike trademarking the swoosh for the
Metaverse. This generates a lot of enthusiasm – or scepticism in some cases – but it
does not leave anyone indifferent.
There is a need for people and new skills to build and animate these experiences. New
jobs will emerge from the creators' economy, from virtual architects to fashion
designers, from concert promoters to event planners, from virtual real estate agents to
players, coaches, and guild managers. Thousands of people are already making a living
from contributing to The Sandbox and being part of its growing decentralized
ecosystem.
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4.3 NFT - Value chain
In addition to the different categories of the tokenizable assets for NFTs, investors should be aware of how NFTs
are created to know the operation mechanism behind and protect themselves from the potential risks in each
step.
Figure 39. NFT segment distribution in 2020 and 2021

Source: Cointelgraph, Statista

Collectibles and Arts are most popular in terms of NFT sales in 2021. Key examples of Collectible NFTs include
CryptoPunks.

Figure 40. NFT – Key examples
Categories

Period

Example

Details

Collectibles

Apr 2021

Avastars

Users can mint and collect avatars

Feb 2021

Meme

Farming tokens which can be used to redeem limited edition
collectable NFTs

Mar 2017

CryptoPunks

Collectible characters that were algorithmically generated, created by
Larva Labs.

May 2019

Sorare

Fantasy football game where users can collect, trade, and field player
cards

Feb 2018

Axie Infinity

Collect, raise, and breed Axies to take into battle

Oct 2017

CryptoKitties

Purchase, breed, trade, and collect unique digital cats

Feb 2020

Decentraland

A virtual world based in Ethereum, where users can trade virtual real
estate

2019

Cryptovoxels

Buy land in this virtual world, build stores and art galleries, and host
events

Gaming

Virtual World
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2018

Unstoppable
Domains

Platform to register blockchain domains for your crypto wallets

May 2017

Ethereum
Name Service

Register a named .eth domain to receive payments

Late 2019

Rarible

Marketplace for digital collectables. Trade on Rarible to farm RARI
token

Apr 2018

SuperRare

Marketplace for digital art

Dec 2017

OpenSea

P2P marketplace for all NFTs

Mar 2021

Aavegotchi

Own and trade avatars backed by interest-bearing tokens representing
loans on DeFi lending platform Aave

Jun 2020

NFT

Use NFTs as collateral for a loan

Source: Crypto.com

4.4 NFT – Ecosystem
As one of the digital asset space sub-segments, NFT is applicable in many industries. The ecosystem comprises
gaming, marketplaces, VR and collectables, etc.
Figure 41. NFT – Ecosystem - Marketplaces, November 2021

Source: Cointelegraph
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Figure 42. NFT – Ecosystem – infrastructure and DApps, November 2021

Source: Cointelegraph
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Interview with Zaf Chow, Animoca Brands
Key Takeaway
▪

2021 was the beginning of NFT or the metaverse; 2022 will be a year defined
by more immersive experiences, broader adoption and value to digital
creators.

▪

Building a strong community and sustainability are vital for any project's
success in the metaverse.

▪

The philosophy of Animoca to build a sustainable ecosystem and related
utilities beyond NFTs.

Zaf Chow leads digital strategy and partnerships for Animoca Brands, a Hong Kong-based
software and venture capital company with investments in blockchain and gaming. She
spearheads the Play-to-Earn (P2E) field, strategic investment in P2E games and guilds as
well as the development of different verticals for mass adoption of NFTs and metaverses,

Zaf Chow
Director of Digital
Strategy and
Partnerships,
Animoca Brands

facilitating partnerships to bridge web2.0 and web3.0.
Prior to this role, she was a director for Alipay Hong Kong, founded a mobile food ordering
fintech start-up, QUICKER, and has extensive experience working in business innovation.
She was the Awardee of Innovation and Change-making Entrepreneurship by InvestHK in
2017.

Key Takeaway
2022 Outlook
Esme Pau (EP): What are the game-changing opportunities in NFT and
metaverse in 2022?
In 2022, more immersive
experiences will be
happening in the Sandbox
and other metaverses

Zaf Chow (ZC):
1.

More immersive experience: We are just at the beginning now, even for The
Sandbox. We have launched our Alpha Season 1 recently. We are expecting
many live events, such as concerts and fan engagement to happen in 2022.
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More immersive experiences will be happening soon – not only for The
Sandbox but also for other metaverses.
2.

Broader adoption: We can see mass adoption for metaverse soon. NFT and
metaverse are tools, for people to have true ownership of digital assets, and
they unlock unlimited use cases. The openness enables creativity to flourish it’s all about utility and community.
If you do not participate as a landowner, you can always join as a player, have
fun and earn tokens or NFTs. It would be fun to enjoy the metaverse
experience while earning some rewards by helping to build the community.
You can also participate as builders. Many studios are trying to participate in
the metaverse or virtual land and help people build experiences.

NFT is an excellent
opportunity to assign
value to digital artists or
experience creators

3.

NFT as a means of crediting creators: The bloom of NFT is an excellent
opportunity to credit digital artists and experience creators, and to open up
opportunities for people to participate from a creator angle. With Web 3.0 and
NFT, the creators will be rewarded with more credits than ever before.

EP: How do you think the gaming and digital asset landscape has
benefited from developments in the metaverse and blockchain space
in the past year?
ZC: First, the digital ownership of NFT helps many people understand what blockchain
can mean to the industry. Many people have been talking about blockchain-based
profile picture NFT projects since last July.

2021 was the beginning
of NFT and the
metaverse. 2022 will be a
year marked by the
emergence of many
metaverses

2021 was a special year – the beginning of NFT and the metaverse. It is incredible to
see many industries evolving around the play-to-earn space. The guild model is one of
the interesting organizations developed in the play-to-earn sector, and we witnessed its
significance to the space. However, many people have yet to know what the metaverse
means to them and its potential applications. At Animoca Brands, we build a
sustainable ecosystem and build all related utilities beyond NFTs.

2021 is a start, and 2022 would be a year that we
expect many metaverses to come up.
Zaf Chow, Director of Digital Strategy and Partnerships, Animoca Brands
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2021 was a start, and 2022 would be a year that we expect many metaverses to come
up. We are currently invested in close to 20 metaverse projects, and we are focusing on
interoperability, the heart of our development. We look at how we give true ownership
of assets to our users and connect them in the metaverses. It would be exciting to see
users with digital assets bring their items or characters across different metaverses,
which is bound to happen soon.

EP: Given NFT metaverse is still at a very nascent stage, what kind of
bottlenecks need to be addressed to drive the exponential growth for
this NFT opportunity?
The tokenomics is
important to the survival
of the space as it
determines whether the
game can be sustainable.

ZC: This field is new, and many games are trying to capture this play-to-earn buzzword.
Some potential scams will impact the public's confidence in NFTs and metaverse. There
could also be some short-term effects from the speculation of the coins. I can see all
the fundraising going crazy right now. Nonetheless, it would not be a problem in the
long run because we see some high-quality projects in the space.
The tokenomics will be critical to the survival of projects in the space because it
determines whether the game can be sustainable. Tokenomics has to be carefully
designed, like designing a country's currency. The tokens inside a game or metaverse
are tradeable and exchangeable. Other factors must be considered during the
development process to avoid impressions of scams. In the long run, people will
understand what true ownership of assets means, and the opportunities in this space
with openness; and thus, I would not be overly worried.

EP: How will you advise ecosystem partners to best position
themselves for the opportunity?
ZC: My quick answer to ecosystem partners is to focus more on the community and
sustainability.
We need to focus on what the community wants and create experiences, not just to
copy what others are doing. If you have an existing brand or fan base, try to create
some genuine experiences around that.
My second point is sustainability – focus on what your community needs the most. Do
not be short-term focused. We want to be in it for the long run; the tokenomics has to
have good earn and burn balance.
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Sustainability - focus on what your community needs
the most. We want to be in it for the long run; the
tokenomics has to have good earn and burn balance.
Zaf Chow, Director of Digital Strategy and Partnerships, Animoca Brands

EP: Speaking of open entertainment platforms, can you introduce us to
what you are currently building or partnering about the Web 3
opportunity?
ZC: Before jumping into what experiences we or our partners are building, we would
like to share two keywords that matter the most – ownership and openness.
We want to build something open for other people to create on. We are not just
providing some platforms or products, but we are trying to let people build something
that they like. As our founder, Yat Siu, always says “True ownership of assets is a
platform”, the ability to own an asset serves as the foundation for a platform that is far
greater than the sum of its parts. The network effect is the key.

We want to build something that is open for other
people to create on.
Zaf Chow, Director of Digital Strategy and Partnerships, Animoca
It is crucial to leave it open for other people to use and access creatively. We have yet
to have a definite answer for how it will evolve because we are just beginning.
Let me answer your question about what experiences we are building.
1.

Gaming

Axie Infinity is very popular in the play-to-earn space now. In 2022, we will bring in an
AAA Blockchain game called Phantom Galaxies. I have been discussing with the team
actively on tokenomics and bringing in the guilds in the game development stage. And
from the perspective of game development, how we can work better to attract more
players in general, to understand what the community needs.
2.

Music
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Besides from enabling more direct fan engagement, we are trying to build something
more transparent and rewarding for the creators. The current environment is not
benefiting the creators, so we are trying to build experiences that can reward the
creators. Potentially, you can play to earn and create to earn or even engage to earn.

EP: How would you sidestep or avoid all the red flags coming out as
potential scams?
The situation is different
now compared to the
past- we can see a lot of
real utilities behind most
tokens

ZC: My view is the whole ecosystem is different today compared to what we saw a few
years ago. We can see a lot of tangible utilities, experiences and games behind all the
tokens. The market has trended down slightly in the last month, it would cool down for
sure, as in the case of any overheated market. But I do not think we would enter a
“crypto winter” because the situation is totally different.

EP: What features do you look for in potential partnerships and
opportunities?
Mass adoption is key.

ZC: The key idea is to have mass adoption. We do not have any specific industry focus.

We are targeting music
and social platform

Our partnership philosophy is to achieve what we want to deliver in the long run and
benefit the communities they own. If they focus solely on the short term, we will not do
the partnership. From this perspective, we are currently targeting music and social
platforms.

EP: What are the major red flags in the play-to-earn space?
Token use and
tokenomics and
important metrics for the
play-to-earn space

ZC: Overall speaking, the easiest red flags to spot are the utility (or token burning
mechanism) and tokenomics.
1.

The actual token use and in-game currency flow are important. Many games
have come up with staking mechanism only, but without a utility to balance,
staking is likely just delaying the problem.

2.

Tokenomics, which includes the token allocation to the community, treasury,
reward pool, founding team, investors and the vesting schedule.

The vesting schedule is the easiest to spot. An example of a red flag is that the
percentage of tokens to private investors is high, and the vesting schedule is short (less
than two years or even as short as three months).

EP: Will we see more affordable entry points for play to earn games in
the future to drive mass adoption?
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ZC: There are two ways to look at it. Firstly, people still have a chance to go in for those
games with relatively high entrance fees. As I mentioned before, the guild model is
something evolved around play-to-earn games and plays a crucial role in mass
adoption.
Separately, some play-to-earn games with low or no entry barriers are available in the
market. One example is REVV Racing. You can own a car by joining events and social
media, and you will be rewarded with a free car. Afterwards, you can earn more cars
and tokens within the game.

EP: One recent key event in this space is Nike's acquisition of RTFKT.
What did RTFKT do right, and what can we learn from their practice of
building out metaverses?
The genuine engagement
of the community is
similar to building a brand
in real life.

ZC: RTFKT has done a great job building a strong community as a brand. Building a

A strong community is
vital for any project's
success in the metaverse

The genuine engagement of the community is almost the same as building a brand in

strong community is vital for any project's success in the metaverse.

real life. It is similar to a brand image. You need to have people talk about it, and people
feel that if they own these RTFKT shoes, they are cool. I think they have done an
excellent job in this aspect.
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4.5 NFT - Industry Risks
Although the NFT market is eventually maturing and seeing increasing adoption, new collectors should consider
some risks and uncertainties in the emerging space.

Figure 43. NFT – Industry Risks
Industry Risk factors

Details

Potential solutions

Data and storage risk

NFTs are hosted on a DLT platform. If the
digital asset is stored on a conventional server,
there is a risk that the file could be changed or
deleted, hence breaking the link between the
asset and its corresponding NFT.

NFT are stored in an immutable, distributed,
decentralised storage system, guaranteeing
the reliability and security of the asset storage

Litigation risk

NFT sellers and buyers are exposed to the risk
of misrepresentation when selling digital
assets.

Increased regulatory clarity as to whether NFT
owners have any rights concerning the
underlying asset

NFT values suffer from massive volatility.

NFT issuers need to be clear with purchasers
about the risk of market volatility.

The execution and validation of NFT
transactions on a blockchain rely on proof-ofwork validation, which is computationally and
energy-intensive.

The migration of Ethereum to "proof-of-stake"
from "proof-of-work" validation will lower the
amount of energy required for validation.

Market volatility risk

Environmental cost

Alternative platforms may offer issuers more
sustainable solutions.

Reputational risks

If an issuer's NFTs significantly reduce in
value, there is a significant risk of brand
devaluation.

It can be resolved by choosing a reputable and
reliable trading platform.

Reputation risks may be tied to possible
downstream illicit activity (e.g. AML).

Source: Blockchaintechnology
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Interview with Owais Shaikh PhD, Intellectual
Property Law Specialist
Key Takeaway
▪

The NFT market is still in its relative infancy. 2022 will witness more digital
and physical assets represented as NFTs and heightened calls for regulation.

▪

In the future, immersive experiences in shopping, health, education,
entertainment, travel etc., will dominate the metaverse.

▪

The ambition is to make the SuperNFT, Kwiktrust's patent-pending solution,
the gold standard of security and transparency in the digital world.

Owais Shaikh PhD is an intellectual property specialist having 15 years of professional
experience. He advises on both IP law and innovation & competition strategy. He has a
PhD and an LLM in IP law. He is also a Tutor in the course "Intellectual Property
Management" at the World Intellectual Property Academy since 2015.

Owais Shaikh
PhD
Intellectual
Property Law
Specialist; Head
of Legal,
Kwiktrust

Key Takeaway
2022 Outlook
Esme Pau (EP): How will the developments of NFT and metaverse
affect digital IP rights in the future? How does blockchain technology
protect digital IP rights against infringement?
Owais Shaikh PhD (OS): Metaverse is IP. Everything in it is human-created. Think of
Second Life, Sandbox, Decentraland, Roblox, Minecraft, The Oasis in Ready Player One
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and the Metaverse in Snow Crash. All of them are created. From the smallest grain of
sand to the most complex live graphical environment, everything is designed.
Hence ownership and use of every bit of metaverse will be regulated by IP laws,
especially copyright, trademark, and data-related IP laws. Similarly, patent laws will
affect how the metaverse is accessed and who accesses it. The hardware is and will be
patented, and there is no reason to believe that the usual economics of exclusivity will
not apply.
We are bound to
experience some very
interesting debates such
as VR patents and the
new ownership concept
under NFTs

One of the areas to watch out for litigation will be VR patents. Interoperability and
enforcement will remain important topics related to the metaverse. The former is
imperative as it is becoming more apparent that there will be a plurality of Metaverses.
The latter will pose many challenges as creators, platforms, and users will, very often,
be in different physical locations. Competition-related provisions to IP law will be
requisite to keep the power of metaverse platforms in check against creators and users.
NFTs are poised to challenge the traditional ownership conception in IP laws. This year
will open up interesting debates around this. Do we need to obtain territorially limited
rights in multiple countries if, especially for digital assets, a transparent mechanism is
available for determining it in a decentralized way in the form of NFTs? I am certain
2022 will not be able to provide a definite answer to this, especially as NFTs are still in
the nascent stage of adoption. Nonetheless, we are bound to experience some
fascinating debates.

EP: Please share your long term vision for NFT and Metaverse. How
does the strategy of the projects you are involved in align with your
vision?
2022 will witness
heightened calls for
regulation in the NFT
space.

OS: Blockchain environments are likely to benefit enormously from projects like
Kwiktrust. Kwiktrust's patent-pending solution, the SuperNFT, ensures transparency by
combining identity, security and provenance.
As the usage of NFTs becomes mainstream, more and more people will be using (and
buying) NFTs, most without any proper understanding of the underlying technicalities
and risks. 2022 will witness heightened calls for regulation in this space. Kwiktrust is
supporting regulation through the SuperNFT.
NFTs will be the core mechanism to transfer and license digital assets within the
metaverse. The SuperNFT has a super use case there too. Kwiktrust is building a
seamless experience for creators and users with the SuperNFT. The ambition is to make
the SuperNFT the gold standard of security and transparency in the digital world.
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EP: As a veteran, how do you view the institutional and brand adoption
trend of NFTs? How would you advise a brand that is moving into the
NFT space?
We will see more digital
and physical assets
represented as NFTs in
the future.

OS: As stated earlier, the NFT market is still in its relative infancy and beyond digital
artworks we have not seen the true potential of NFTs yet. As a store of value, it has
much more potential. In the future, we will see more assets – digital and physical –
represented as NFTs.
At Kwiktrust, we encourage institutions and brands to be visionary, make brave
decisions and undertake small pilots in new asset classes. We need legislation to catch
up with the technology to nurture these projects. In addition, legislators need to create
a favourable environment to enable assets to be created, stored and transferred
digitally. There are many exciting opportunities ahead for early adopters and
visionaries.

I see parallels today between the emergence of the
NFT market and the evolution of ecommerce
transactions that many witnessed in the 90’s.
Owais Shaikh PhD, Intellectual Property Law Specialist; Head of Legal, Kwiktrust

Regulation
EP: What is your take as to how NFTs should be regulated?
Both over- and underregulation will affect the
adoption of NFTs and
creation of new uses.

OS: NFTs are used as certification of ownership of digital assets. Therefore, it is
imperative that NFTs certify correct information about the underlying asset and its
ownership, including subsequent transfer (something that SuperNFT ensures).
NFTs are also increasingly used for collecting rents and royalties against digital assets
on a periodic basis. This use will only increase exponentially, especially when the digital
representation of ownership of physical assets becomes mainstream. At the same time,
NFTs use cases need an environment of open experimentation. Hence, both over- and
under-regulation will affect the adoption of NFTs and the creation of new uses.
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EP: What do you think are the white spaces in global digital IP
protection regulations that need to be filled?
OS: Parts of the current IP laws are inadequate for digital asset regulation. In general,
IP laws regulate intangibles embedded in something tangible. Think of books. The
tangible pages communicate the intangible expression. Perfumes, pens, cars, anything.
IP law's territorial nature works well for economies or ecosystems based on physical
products with limited circulation. The territorial nature is locked into the global treaties
of the 19th century, which are still applicable and are required to be applied.
On the other hand, digital assets are globally available. Digital assets do not need a
tangible (read, non-digital) carrier for expression. They are intangible public goods,
abundant and scalable, having transborder existence at any given time. One can access
a buyer in the opposite part of the world and complete the transaction digitally.

National IP laws and
international IP treaties
fail to sufficiently address
IP infringement issues.

National IP laws and international IP treaties fail to sufficiently address IP infringement
issues such as a transborder transaction because the determination of rights and
infringement still are territorial subjects. One can buy and sell across borders but, in
general, cannot enforce one's IP in a country where such IP is not protected.
The advent of NFTs even more challenges existing IP legal standards as they can
potentially replace the need for IP laws, at least with regard to the determination of
ownership. It is time that a serious effort is undertaken to review IP laws in light of the
current technological developments and keep such a review very fluid.

EP: Benefitting from your extensive experience as an IP lawyer, what
factors are missing from the way the general public perceives digital
assets or digital IP rights?

IP enforcement has not
been able to keep up with
the explosion of digital
assets creation.

OS: Even though many countries have had IP laws for a long time, they were not as
common as civil or criminal codes. Hence violation of IP laws was not an obvious
realization. Things are different now. There is way more awareness and understanding.
However, IP enforcement has not kept up with the explosion of digital assets creation.
Digital is easy! It is easy to create original work, and a lot of it, thanks to all the tools
and technology available. You do not even have to be creative to create. At the same
time, you do not have to be a thief (or a pirate!) to make copies and infringe on others’
rights. So there are many creators and many copiers.
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However, enforcement is not yet fully digitalized. I doubt that it will ever happen,
especially at the level the right holders would like to see. Moreover, our digital
behaviour is also very different. We create content on social media platforms all the
time. We want that content to get viral and popularised through sharing and resharing
(reading, copying) it. They do not ask for our permission, and we do not want to
encumber them with that requirement. IP laws need a revisitation from this perspective
too.

Web3
EP: What primary roles will NFT and metaverse play in the Web3 era?
Metaverse will be a
gamification of all online
experiences and not just
games.

OS: NFTs will remain the way ownership, as well as provenance, will be recorded. New
use cases will rapidly develop for NFTs. 2022 may even see more digital representation
of ownership of physical assets. Metaverse will be a gamification of all online
experiences and not just games. In the future, immersive experiences in shopping,
health, education, entertainment, travel etc. will dominate metaverse.

Closing Remarks
EP: Last but not least, what are the pearls of wisdom you would like to
share with our readers?
OS: I see parallels today between the emergence of the NFT market and the evolution
of e-commerce transactions that many witnessed in the ‘90s. There is, understandably,
concern around the security of assets stored in a digital form and the security of
transactions, specifically digital assets being transferred from one party to another.

In the future, digital
assets will need to be
connected to the legal
owner of the asset

Today, digital wallets are anonymous, and therefore vulnerabilities exist because digital
assets are not connected to the legal owner of the asset. In the future, digital assets
need to be connected to the legal owner of the asset.
It will take time for people to start to trust NFTs as a store of value, and this will not
happen overnight. Yes, legislation will create the infrastructure to enable a new world of
digital assets, but the public paradigm shift will be gradual and will take place over
several years.
I encourage people not to dismiss the technology but embrace its opportunities,
develop ideas, and take small but important steps forward. We are at the forefront of an
exciting new world!
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4.6 NFT - Industry metrics
Key metrics outline the market condition and participation, which are essential for investors to decide whether to
step into the NFT market. Below we select some crucial metrics to help investors to analyze the market.
Figure 44. NFT – Metrics for analysis
Metric

What it measures

Drivers

Importance

The number of NFTs sold over a
period of time

- NFT Supply
- NFT Demand
- Efficiency of NFT
marketplace in facilitating
trades

Measures the market activity,
i.e. NFTs attracts more buyers
— so it could continue to
become worth even more in the
future.

The trading volume of NFTs over a
period of time

- Average prices per
transaction affected by
market demand (interest and
willingness of buying)

Measures the demand and
supply forces

The number of
active wallets

The number of digital wallets that
help investors store and trade NFT

- Participation of investors
- Trading activity

Measures the extent of investor
activity

Market cap of
NFTs

The total value of all NFTs

- The number of NFT sales
- Value of NFT sales

Measures the market size of
NFTs

Number of NFT
sales

The trading
volume of NFT
sales

Source: Blockchain Research Lab

4.7 NFT – Market sizing analysis
The NFT market is in its infancy and has significant growth potential.

Figure 45. NFT market capitalizations, 2021
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Source: Fusible

137

Digital Asset Outlook 2022

Theme 4. NFT & Metaverse

Figure 46. NFT market distribution by sales value, 2021

Source: NonFungible.com
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Interview with Bowie Lau, True Global
Ventures
Key Takeaway
▪

In the next three years, many people will realize that the changes in the
metaverse space are irreversible and will impact the way we live.

▪

The NFT space is in an early stage of development, and while there are lots of
creative business models being explored, there is still a long way to go for the
NFT market to achieve certain level of maturity.

▪

The team, technology, community adoption and tokenomics are critical
factors to analyze to avoid potential scams.

Bowie Lau is the Founder & Managing Director of MaGEHold, an early-stage technology
angel investment firm nurturing innovative start-ups that leverage emerging technologies
like AI, Big Data, Blockchain, Cybersecurity and IoT with a focus on Asia and beyond. She
is also the Founder of MaGESpire - A tech venture development & education group

Bowie Lau
Partner, True
Global Ventures;
Founder &
Managing
Director,
MaGEHold

enabling tech ventures in the areas of strategy, architecture & business development.
Further, she is a partner of True Global Ventures 4 Plus, a first-of-its-kind global
decentralized venture capital fund focusing on investing in promising Blockchain startups.
She is passionate about giving back to society and runs MaGESpire Community – a
knowledge enhancement forum where she conducts lots of educational events/talks
focusing on emerging technologies, family offices and investments related topics. She is
also an Executive Committee Member at GIFT (Global Impact FinTech Forum), leading the
North Asia chapter.

Key Takeaway
2022 Outlook
Esme Pau (EP): Where do you see the global digital asset and
blockchain industry headed in 2022? Please name three gamechanging trends that you expect for 2022.
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The game-changing
trends in 2022 are crosschain bridges, explosive
NFT adoption and
metaverse as a way of
life.

Bowie Lau (BL): First, cross-chain bridges will become more secure, making assets on
one chain easily portable to another chain, thereby enhancing asset fungibility,
providing more choice of chains and additional liquidity venues where these assets
could yield better value under DeFi.
Second, the NFT mania will continue to see explosive adoption by more and more
prominent brands, with the novelty and tradability driving more excitement and
engagement towards those brands.
Third, metaverse will become a way of life where it becomes an acceptable norm to
spend a few hours each day in a virtual world and indulges in virtual fun and
ecommerce.

EP: What are the key projects you are looking at from a macro
perspective?
BL: Some of the core blockchain projects that caught my interest were Avalanche,
Solana and Polygon. Each of them started to find a place in the blockchain world and
continue to compete with and sometimes complement Ethereum in the quest to be the
cheapest, fastest, and robust smart contract platform. From DeFi to smart contract
flexibility to economic NFTs and digital assets transferability, these chains are
redefining the standards. They are growing into prominence with an ever-growing loyal
user and developer base.

EP: Do you notice any sentiment change related to blockchain and
digital assets?
The real change in
sentiment is from a “state
of fierce denial” to a
“state of reluctant
acceptance” from people
who have traditionally
opposed blockchain and
crypto development.

BL: The real change in sentiment is from a "state of fierce denial" to a "state of reluctant
acceptance" from people who have traditionally opposed blockchain and crypto
development. We have seen more countries get progressive and accommodate
innovations involving digital assets through regulations. This provides more legitimacy
to the space as a whole and invites more institutional participation, which is a good
sign. Finally, following their institution clients, most banks have also entered into this
space, and with even DeFi players looking to provide KYC-ed whitelist for institutional
liquidity pools and banks looking to market make stable coins, the future certainly looks
bright for blockchain & digital assets.

EP: If we were to look into a crystal ball and then look ahead for three
years, what would be the trends you would tease out?
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BL: We are in a rapidly changing world, and nowadays, three years is too long a time
horizon to predict. Nevertheless, I have a few thoughts on where things might lead.
The metaverse is the next
level where people will
unlock their minds.

The metaverse will likely take hold as an important part of our lives that may become
indispensable. Like social media handles, unique avatars, ENS web3.0 names and
public addresses might become the vogue. With Covid making in-person
communication and physical presence difficult, people may tend to hang out more in
virtual cafés and build meaningful emotional bonds over virtual experiences like virtual
concerts, virtual team games, and other virtual hangouts. The metaverse is the next
level where people will unlock their minds.
The other major trend is the increasing penetration of DeFi into people's daily activities
and lives. For example, supporters of a crypto community could rally together to
provide liquidity support for their favourite coins and tokens. Another example would be
for creative artists (performing or otherwise) unlocking their value through NFTs that
could themselves become collateralizable assets. Gamers could develop more avenues
where GameFi against gaming assets and governance tokens could snowball into a
social movement making gaming a competitive source of income.

NFT & Metaverse
EP: Major brands have announced their strategies in NFT and
metaverse. What can we learn from their practices?
BL: It is one thing to announce an NFT drop in FOMO to catch up with competitors, but
it is entirely another to have a well-thought-out plan on how NFTs can help brands
engage better with their customer base. We have seen examples of great successes
and failures in this space. Sandbox and Decentraland are competing for major brands to
have a meaningful presence in their respective metaverses. The key learning is that a
brand should never look too opportunistic, and the NFT campaign shouldn't feel like a
money grab exercise. Instead, it needs to be benevolently designed with a balance
between commercial objectives, novelty features and rewarding loyal customer base
with early access, deep discounts, unique celebrity engagement and so on. Also, brands
don't necessarily mean corporates but can be individuals, as demonstrated by recent
successful NFT campaigns of Snoop Dogg and Stephen Curry that fans supported.

EP: As a VC, you have a holistic view of the different pockets of
opportunities in the blockchain space. What are the game-changing
opportunities we investors should look for in the coming years?
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BL: Just as a disclaimer, what I share below should not be treated as financial advice.
Having said that, I see interesting opportunities emerge in a few areas.
First, DeFi is evolving into a potential replacement for TradFi investment banking and
Gaming is no longer a
hobby and GameFi along
with NFTs will be a
powerful agent of social
change and economic
empowerment.

financial market activities. The market has evolved to the next level of sophistication
with the onset of DeFi Option Vaults which could soon unleash all forms of crypto
structure products to become mainstream.
Second, gaming is no longer a hobby and GameFi along with NFTs will be a powerful
agent of social change and economic empowerment. The current generation of youth
who despise the stifling corporate culture will embrace the freedom and dignity
afforded by decentralized gaming, play to earn economies and E-sports.
Third, metaverse will take an increasing time-share in people's lives, and marketing
models that are compatible with Web3.0 and wallets will find more success in targeting
their customers. Especially AdTech companies that figure out ways to achieve
meaningful engagement without clickbait or spamming customers and rewarding
loyalty will find great success in the metaverse.

Web3
EP: How will you describe Web3 in just one sentence? How do you
think that will differ from our experiences in the Web2 world?
BL: Web3 is the internet of social freedom expressed through decentralization.
While Web1 signified a "let there be light (information)!" moment and Web2 signified a
"let there be value (centralized commerce and social media)" moment, Web3 actually
signified a "let there be freedom (decentralized live and let live)" moment. As a concept,
it is quite powerful and has the potential to effect great socio-economic change in the
lives of people and is in line with the aspiration of the younger generation who seek
more liberty in how they conduct and live their lives.

EP: Blockchain is the foundation of the Web 3.0 era. Which
protocols/networks do you think will benefit from the broader shift to
Web 3.0?
BL: While Bitcoin has established its legacy primarily as the original gangster (OG) that
brought about the crypto revolution and Ethereum established its early lead as the
presumptive smart contract platform, the future is quite open. Protocols like Avalanche,
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Solana and Polygon look quite promising in the current scheme of things but others like
NEAR don't seem to be far behind. The key to winning this race is ensuring seamless
customer experience when using Web3 wallets alongside reliability, speed, economy
and safety when executing transactions on the respective chain.

EP: What are the biggest challenges that Web3 will face in tackling
centralization? What are the means of overcoming them?
BL: The biggest challenge would be to get people to truly realize and understand the
potential of Web3. In the era of fake news, phishing, hacks and incessant scams, people
are rightly concerned about the true intentions of any new model of interaction and
commerce enabled by the internet like Web3. It also does not help that centralization
has produced several multi-billion and even trillion dollar companies that feel
threatened by the customer empowerment and ownership of data provided by the new
decentralized Web3 economic models. Such unhealthy competition from centralized
industry behemoths create FUD (Fear, Uncertainty, Doubt) in the mind of people and
slows down the adoption of a more beneficial Web3. The only way to tackle this
systematically is to operate Web3 business models with a higher standard of conduct
and active transparent involvement of the community in driving the direction of the
business.

The only way to tackle this systematically is to operate
Web3 business models with a higher standard of
conduct and active transparent involvement of the
community in driving the direction of the business.
Bowie Lau, Partner, True Global Ventures; Founder & Managing Director, MaGEHold

Criteria when selecting blockchain investments
EP: How is the set of investment criteria used by blockchainspecialized investors different from generalists? For example, what
metrics do you use you measure the success of 1) an NFT & GameFi
project; 2) DeFi; 3) scaling solution?
BL: As with any specialized investor who has studied the space over a longer period of
time and acquired a certain expertise in evaluating the industry vis-à-vis generalist, key
technical aspects drive the investment criteria for blockchain specialized investors.
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For example, an NFT / GameFi project would need to demonstrate a clear alignment
with the community of customers they seek to serve. This can be evaluated by
reviewing the thought process driving the tokenomics, the rarity of NFTs, the underlying
need for GameFi, and the token distribution/circulation frameworks.
For a DeFi project, it would be about better UX and intuitive ease for users to discover
liquidity and yield enhancement opportunities.
For a scaling solution, it would be about throughput, cost efficiency, reliability, speed,
network stability, smart contract capability and cross-chain compatibility.

EP: How would you avoid the red flags of potential scams?
We have to be in various
social media channels to
learn what is happening,
and also to filter false
information

BL: There is an old saying that "a known devil is better than an unknown angel"! With
the exception of Satoshi Nakamoto, this saying is very much valid even in the
blockchain space. While the libertarian proponents and bitcoin maximalists tend to
argue for the anonymity and privacy afforded by blockchain technology in good faith,
the truth is that these features also easily enable bad faith. Some of the key
characteristics of a potential scam include lack of transparency/credibility of the
founding team, heavy element of FOMO-style marketing, difficulty in getting liquidity to
exit the tokens and dodgy whitepaper with a shilling support from so called community
managers on related Telegram, Discord, Twitter and other social media channels. We
have to be in various social media channels to learn what is happening and filter false
information.

The Metaverse revolution underpinned by Blockchain
technology is the next stage of human evolution.
Bowie Lau, Partner, True Global Ventures; Founder & Managing Director, MaGEHold

EP: What is your advice for investors to best position to benefit from
future metaverse developments?
BL: There are different ways to get involved in the metaverse.
1.

One is to acquire virtual real estate as scarcity is likely to drive up value over
time.

2.

Another is acquiring and building additional enhancement using NFTs to
upscale your virtual real estate.

3.

A third way is to invest in platforms that enable the creator economy to grow in
value over time.
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4.

Yet another way is to scout for rare and valuable NFTs from popular
brands/celebrities that can increase in value over time.

EP: Aside from tokenomics, how do you evaluate the strategies for
community building for different games or projects?
BL: I use a simple framework to evaluate the effectiveness of a community-building
strategy. The first question I ask is, does the intent match the content? The depth of the
thought process on the approach to community building is often revealed in the
project's business development and marketing plan. While NFT and token airdrop to
early supporters make sense, it should be targeted and not a free for all "Spray and
Pray" exercise. Otherwise, the project will end up with a "Zombie" community of
scalpers that are just spewing false-positive responses without any clue about the
project.
Also, the tone and channel of engagement need to be well adapted to the underlying
users and customers of the project. For example, the user base of a first-person shooter
game might not have much patience and would like to see quicker and more precise
outcomes on any social media and marketing campaigns. On the other hand, the user
base of a role-playing strategy game gets more thrilled with slightly slower-moving
suspense, storyline and the grand unveiling of key parts of the plot. Therefore, the type
of community managers and chatroom administrators required for different projects is
different.

Final remarks
EP: In closing, what is the key takeaway you would like to impart to the
audience?
BL: Blockchain is still a greenfield space, and it is not too late to jump into it. Another
key takeaway is that blockchain does not require you to be super proficient with
technology skills. You just need a lot of empathy, common sense, logic and a bit of
economics to crack the code. Also, learn by doing and don't be afraid to make mistakes.
As the saying goes, "Fool me once, shame on you! Fool me twice, shame on me!", just
do not repeat the same mistakes but instead make new ones. Life is a long journey that
can only be fruitfully sustained by a thirst for knowledge and a keen research mindset.
Spending more time in various social media channels like Facebook Groups, Discord,
Twitter and Telegram to learn more about what is happening across multiple blockchain
projects would be quite rewarding. However, we have to filter the information because
many scams and false information are also floating around. More importantly, if you
want to signal to the world that you are ready to get involved in this new space, you can
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consider getting a certificate to prove your credentials. Once you master the critical
knowledge and understand what is happening in this space well, you can quickly
transform yourself into a veteran!
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4.8 NFT- Future outlook and key themes
In the future, we expect the dynamics and trends such as spanning to digital items, booming marketplaces, and
layer two evolvements will drive the industry.
Figure 47. NFTs – Future industry drivers
Drivers

The shift from mere
physical assets to digital
items

Description

Significance

Music is an example of widespread NFT adoption.

Signals potential for broader
adoption of NFTs to different asset
classes

For example, the music industry will see a massive shift
as rare collectables will be transformed from mere
physical assets to digital items.
Big brands are getting into NFTs to reach a new
consumer demographic (e.g. Gen-Z).

Signals the entry of NFTs into the
mainstream and increased market
awareness

An increasing number of
NFT marketplaces

New platforms will enter the market to meet endconsumer interest.

Increase the liquidity and tradability
of NFT

Issuance of clear NFT
guidelines

Regulatory clarity and judicial rulings will provide
further clarity for both regulators and industry
participants.

Industry participants and investors’
interests can be better protected.

The move of NFTs to layer two protocols will help
address the blockchain scalability problem

Reduce the gas fee required for
minting an ERC-721, a token
standard on Ethereum for NFT

Potential marketing
opportunities of NFTs

NFT moving to Layer 2

Source: CB Insights
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Figure 48. NFTs – Key Considerations
Drivers

Description

Significance

Smart Contract
Risks

The risk of smart contracts and NFT maintenance is
one of the critical risks, potentially exposing
participants to cybersecurity attacks.

Closing the loopholes will help bolster
confidence in the NFT market.

Lack of
standardization
in NFT
valuation

There is no standardized approach to determining the
value of an NFT. Collectors determine the value of
NFTs based on factors such as creativity, uniqueness,
scarcity and community.

Until traditional institutions enter the NFT
market, it will continue to lack standardized
approaches.

Legality

At present, there is no legal definition of NFT
available.

A formal regulatory framework would be needed
for the NFT market, which will foster its long
term development.

Intellectual
Property and
risks of replicas

Ownership of NFTs may be called into question. The
NFT market is exposed to the risks of replicas or fake
content.

There is a significant risk of fraud due to
copyright theft, fake airdrops, fake NFT
giveaways, and replication of popular NFTs.
IP law related to NFTs would address the issue.

Centralized vs
Decentralized

With broader mainstream and institutional adoption,
centralized and decentralized players will constantly
be competing.

Intense competition brings innovative products
which benefit the end-users

Source: CB Insights
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4.9 What is the metaverse?
The metaverse combines multiple elements of technology - including virtual reality (VR), augmented reality (AR),
3D graphics, blockchain and the internet of things (IoT).
Through an avatar, users "live" within a digital universe.
The market potential is significant. The market size of metaverse could reach US$1.5tn by 2030, compared to
US$0.5tn in 2025 and US$0.15tn in 2021 (PWC).

4.10 Metaverse – Key use cases
The technology is still at an early stage of development, and more use cases in different industries are being
discovered.
Figure 49. Metaverse – the use cases
Use cases
Gaming industry

Virtual work

Retail

Social media

Details
Metaverse can be built based on the
foundation of video games, where
players can live and journey the
adventure through avatars.

Significance
It can provide players better
experience by offering more realistic
interactions.

Examples
Roblox,
Fortnite

Specific corporations adopted digital
modes of communications instead of
video conference

Metaverse provides users with a more
engaging meeting experience through
its virtual environment and 3D avatars.

Microsoft
MESH

Some retailers are adopting metaverses
for commerce and retail.

The retailers can interact with
consumers directly in a Metaverse.

Walmart

Social media platforms are incorporating
metaverse into their strategy to attract
and retain users.

The metaverse offers users more
entertaining digital experiences than
what is available.

Meta
(Previously
Facebook)

Museums and art galleries worldwide
offer virtual tours via the metaverse.

Visitors can experience the visits fully
even though they cannot go.

Disney world
virtual tour;
virtual
museum tour

Virtual Tours

Source: a16z, MobileAppCircular
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4.11 Institutions and corporates going into the metaverse
Many corporates from different industries have announced their investment or business strategy related to the
Metaverse.
Figure 50. Metaverse – Selected Examples of Corporations in the metaverse
Industry

Company

Date

Details

Electronics

Samsung

Jan 22

Its division in the US entered the metaverse via collaboration
with Decentraland.

Entertainment
and Media

The Walt
Disney Co.

Jan 22

Disney patented technology for its theme park metaverse named
“virtual-world simulator”.

Fashion

H&M

Jan 22

H&M opened a new virtual store in the metaverse CEEK city for
customers to experience.

Zara

Dec 21

Zara launched its first collection of designs for humans and
avatars.

Search Engine

Baidu

Dec 21

Baidu opened its self-developed metaverse to the public,
allowing users to interact and visit virtual locations through
avatars.

Technology

Microsoft

Nov 21

Microsoft announced its plan to build an "enterprise metaverse"
that can teleport a person digitally to a remote location for
shared experiences.

Social
networking

Meta

Oct 21

Meta announced plans to spend $ 10 billion on its Metaverse
division in 2021, including hiring ten thousand workers over the
next five years to create its Metaverse platform.

Sports

NASCAR

Oct 21

Digital
infrastructure

Nvidia

Aug 21

Gaming

Epic Games

Apr 21

NASCAR will partner with Subnation Media (an e-sports
entertainment holding company) to build on its current digital
ecosystem to create deeper fan engagement
Nvidia announced plans to launch a significant expansion of the
Omniverse through collaborations with Blender and Adobe
Integrations
Epic Games raised $1 billion to help accelerate its development
of the Metaverse

Source: Bloomberg, Nikkei, Dailycoin, Theblockcrypto, Epicgames, Forbes
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4.12 Metaverse ecosystem
The Metaverse ecosystem is expanding rapidly with increasing use cases.
Figure 51. Metaverse Ecosystem, July 2021

Source: NewZoo
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4.13 Metaverse – Industry metrics
The key metaverse metrics highlight the market sentiment and conditions, which are important for investors or
corporates weighing plans to expand into the metaverse.

Figure 52. Metaverse – Key metrics for analysis
Metric

What it measures

Drivers

Importance

The degree of liquidity

- No. of users trading
- No. of users playing the
game in the metaverse
- No. of NFTs/items traded

Gauges the market sentiment and
health of the metaverse ecosystem

It shows the number of unique
public addresses that transact
within the Metaverse

- The features offered in the
metaverse
- Popularity of play-to-earn
games
- The features and events
offered in the metaverse

It measures the number of active
users in the metaverse.

- Tokenomics (deflationary or
not)
- Incentives presented to
users
- Transaction costs
- Transaction speed

It indicates the popularity of the
metaverse.

- Number of new users

It measures the popularity of the
metaverse.

Transaction
Volume

Daily active
users (DAU)

Community

It measures the number of users
that are actively participating in
the social media channels

Market cap of
Native Token

It represents the total value of
the native token in the
metaverse

Blockchain

It indicates the blockchain that
the game is built on. (e.g.
Etehereum, BSC, Solana)

Social Score

Indicative of the popularity

An active community will attract
more participants and lead to
higher transaction volume

More users will be willing to
interact and trade in-game items if
the transaction costs are low

Source: Dappradar, PlayToEarn.net
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4.14 Metaverse – Future outlook and key themes
We expect continuous evolution of the Metaverse industry, notwithstanding its short history. Key future drivers
such as interoperability and use cases could shape its growth in the coming years.

Figure 53. Metaverse – Future industry drivers
Drivers

Description

Significance

Decentralized vs
Centralized

There could be competition between
decentralized and centralized metaverse
projects.

Decentralized and centralized metaverse
projects will innovate as they vie for users’
timeshare.

The concept of ownership through NFTs will
attract more users to the metaverse.

Open metaverses that allow users to build will
gain more traction.

Use Cases

Metaverse use cases will expand to many
industries.

It will increase user adoption

Interoperability
between the
Metaverse

The interoperability of metaverses will enable
users to move their avatars and assets across
different virtuals

Metaverse interoperability will enhance user
experience and cement the concept of
ownership in the metaverse.

MetaFi

The application of DeFi concepts to the
metaverse through NFTs

It will increase attractiveness to users, as they
will be rewarded for the time spent in the
metaverse.

Ownership and
Property in the
Metaverse

Source: Lucid Reality Labs, Outliner ventures
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Interview with Nicholas Chan, Refinable
Key Takeaway
▪

NFTs will continue to grow as the new transaction medium for digital assets.

▪

More users will trust and use NFTs in the coming months as their utility
begins to evolve within smaller ecosystems such as private clubs and ingames.

▪

NFTs are a new digital tool for brands to engage their communities with an
integrated and cohesive digital strategy.

▪

Refinable aims to empower users to own their trading liquidity with their
Marketplace-as-a-Service offering.
Nicholas Chan is the co-founder of Refinable, the first major decentralized multi-chain
NFT marketplace. Nick has over seven years of product and operations management for
corporates and SMEs across hospitality, media, and eCommerce, including The Walt
Disney Company and Hundredfold Studios. In his capacity as co-founder, he is driving the
evolution of Refinable as the definitive hub for users to trade items from across the

Nicholas Chan
Co-Founder,
Refinable

metaverse - unlocking its full potential as a next-generation transaction platform.

Key Takeaway
2022 Outlook
Esme Pau (EP): How do you see the future opportunities in the NFT
space? Which emerging and underappreciated NFT use cases do you
expect to break out in 2022?
in the future, there will be
many use cases emerging
which are more utilityoriented

Nicholas Chan (NC): There is a lot of hype in the NFT space regarding the current use
cases, and a lot of it is centred around art just because it is very easy to understand. My
view is there will be many use cases emerging in the future that are more utility
oriented.

Digital Asset Outlook 2022

Interview with Nicholas Chan
x

An example is the digital utility of these NFTs. Examples include:
▪

Membership-based activity such as dividends or royalty payments,

▪

Social utility such as community building, engagement, and most importantly,
fundraising.

The most underappreciated use case is community
building.
Nicholas Chan, Co-founder of Refinable

The most underappreciated use case is community building. People look at reports and
see NFTs being sold for a lot of money. Underlying that, these NFTs are only sold if you
can find a buyer and a robust community. Many of these projects build a community
that can be tracked digitally as we move towards the metaverse space. One of the more
exciting things is how NFTs coincide with a digital lifestyle.

Refinable – Strategy, vision and roadmap
EP: Can you elaborate on Refinable’s strategy and how that aligns with
your vision for NFTs?
NC: Many things can happen with the metaverse – putting up your profile picture,
buying a dot com domain, or buying a piece of land in a virtual reality environment.
A marketplace for digital assets is necessary for trading. Two years ago, OpenSea was
the only NFT marketplace. In the future, I see more NFT marketplaces popping up, very
similar to how you have Amazon, eBay, Etsy and Shopify all existing in the e-commerce
space. In the future, a new form of NFT marketplace will enable people to trade these
digital assets in a decentralized manner. For Refinable, we aim to be one of these
marketplaces which give users the option to run NFT storefronts similar to what Shopify
and Squarespace are doing for e-commerce.

EP: What was the rationale underpinning the decision to launch on
Binance Smart Chain?
NC: We launched on Binance Smart Chain (BSC), and we are multi-network, supporting
BSC, Polygon and Ethereum. We are working on Solana and hope to have a couple of
other chains by 1Q22. Our thesis is that we want to stay as chain-agnostic as possible.
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Gas price is a big concern
for the future
development and use
cases

Our view is that the gas price is a big concern for future development and use cases.
Hence, we want to explore networks that benefit the user in transaction and user
experience.

EP: How much synergy is there between your previous experience in
Fortune 500 companies and Refinable? How do you feel about the
trend of institutional adoption of NFTs in 2022? How would you advise
a brand that is moving into the NFT space?
NC: I think many institutions have been paying attention to NFTs. However, one of the
biggest roadblocks is their decentralized nature. These institutions are incredibly
centralized in terms of how decisions are made and how businesses are run. Many
institutions will need to get over the mental hurdle of thinking about and incorporating
these items. Otherwise, it is similar to how banks do not want to adopt decentralized
blockchain technology. I believe that is a big hurdle with institutions adopting NFTs.
Moreover, blockchain is a highly technical industry. One needs to understand the
technical hurdles before conceiving the actual plan. Hence, a brand entering the NFT
space needs to speak with the key influencers to see what trends and technical items
need to be accounted for.

EP: Thank you for sharing the importance of the community aspect of
NFTs. Can you further elaborate on Refinable’s community strategy?
NC: It is straightforward to build your community and find people to join your Discord
channel. Refinable’s goal of building community is to empower other people to own
their marketplaces.

Refinable’s goal is to empower other people to own
their own marketplaces... We call this Marketplace-asa-Service.
Nicholas Chan, Co-founder of Refinable

We call this Marketplace-as-a-Service. We want to empower different communities to
trade within their network instead of allowing the marketplace to capture their liquidity
and define roles on how they should trade their items.

EP: Let us take a step back. Where do you think we are in the overall
NFT market cycle? Which areas are overheated?
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NC: I think we are at the top of the NFT hype cycle. 2021 will be remembered as the
first year many things have taken off. There are crazy headlines, but I think the hype is
starting to die off.

Many great people are working to bring together more
real-life use cases to deliver on the promises made in
2021.
Nicholas Chan, Co-founder of Refinable
There will be many things
to look forward to in the
NFT space, as the general
utility comes through and
more people understand
the technology

Overall, there is much more to look forward to in the next couple of years.
▪

The general trend is that utility is coming through. Many great people are
working to bring more real-life use cases to deliver on the promises made in
2021.

▪

The second point is that more people will understand the technology. The
main thing is that an NFT does not solve all existing business issues, such as
how you sell it, launch it, and market it.

EP: Can you point out the practical niches with more legs to run in 2022
and beyond? Which pockets of opportunities are there for investors
looking to allocate capital into the NFT space?
NC: Investors can invest in multiple layers for NFTs. The way I think about NFT is
equivalent to a piece of paper. It can be applied to many different things, such as legal
documents, artistic medium, legal tender, and much more.

NFT is equivalent to a piece of paper, it can be applied
to many different things.
Nicholas Chan, Co-founder of Refinable

You can invest in the infrastructure layer. You can invest in the content layer or
somewhere in between. It depends where you want to put your money from an
investing standpoint.
▪

Content: At the bottom of the chain, people create NFTs and sell them. These
can be where many people will find themselves flipping content or trading.
Examples include Bored Ape Yacht Club or the Monkey Kingdom;
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▪

Infrastructure: One can invest in the infrastructure level such as Solana,
Ethereum, BSC, or Polygon.

▪

There are different NFT marketplaces (such as Refinable) or NFT
fractionalization projects.

▪

Application: I think investing in the application level is also interesting.

The technology is still new. However, there are a lot of people working on solutions. We
should understand the technology and the blocks you have to build first to reach the
next level of integration.

Regulation
EP: How do you think the NFT or metaverse space will be regulated in
2022?
NC: My view is a blanket regulation on metaverse does not make sense.
Step one is to develop a coherent understanding and definition. My view is
policymakers need to have a clear definition and understanding for regulations to be
effective. For example, an individual buying a domain name or putting a profile picture
can be considered as very light interpretations of the metaverse.
Regulations can approach it in multiple ways, depending on what evidence they see. It
takes the industry to provide good examples of what actions need to be done to steer
towards a more developed and friendly regulatory framework.

Web3
EP: What primary roles will NFTs and the metaverse play in Web 3.0?
NFT is a by-product of
blockchain technology
that powers the entire
Web3 ecosystem

NC: Web 3.0 can be boiled down to decentralization. Decentralization in Web 3.0 means
owning your patents, contracts, and code without relying on centralized parties. NFT is
a by-product of blockchain technology powering the entire Web3 ecosystem. When we
talk about Web 3.0, I do not think we can go anywhere without blockchain technology
and the NFTs powering this movement.

EP: What kind of conversations are you having with clients? What are
their primary interests and concerns?
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NC: I think every brand wants to go into NFTs and expects huge revenue, given the
sensational headlines that they see.
The deeper conversation is, what kind of value does that bring to your community?
What kind of cool things can you do with existing products? The hardest part is figuring
out what kind of assets and NFTs brands have. For example, a music group may have a
fan club or other projects that they can leverage. NFTs are part of a marketing campaign
for brands and tie into a cohesive digital strategy.
For brands, getting NFTs
to integrate with your
existing products is very
important

For brands, getting NFTs to integrate with your existing products is very important,
other than, for example, Coca-Cola launches and sells a bunch of JPEGs for $50 million.
My view is that NFTs have to make sense, rather than just a get rich quick scheme.

EP: What key takeaway would you like to impart to the audience?
NC: The next generation is brought up as digital natives, and many concepts, such as
metaverse, in-game economics, digital transactions, blockchain, NFTs, are relatable.
When they reach a certain age, they will turn these into more sophisticated and
complicated concepts than what we are used to right now. At present, we are in the
testing and building phases.
As a marketplace, we work with many different NFTs. Figuring out how to handle all the
metadata and NFT standards with consistency is a considerable challenge. My team has
an excellent approach to hiding some of these technical aspects from the users. The
next generation is more in tune with concepts, such as CryptoPunks or Bored Ape Yacht
Club, whereas it currently takes an hour of a workshop to convince C-level executives.
We will reach an inflection point very soon, and I think there is plenty of upside
potential.

We will reach an inflection point for NFTs very soon,
and I think there is plenty of upside potential.
Nicholas Chan, Co-founder of Refinable
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MEGATREND 5

Blockchain
Gaming
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5. Blockchain Gaming
Key Highlights
▪

P2E to gain traction as a form of economic empowerment.

▪

There will be increasing convergence of entertainment mediums towards
gaming and the metaverse as traditional brands, artists and VCs’ gain
exposure.

▪

Metaverses will become open and interoperable for players can trade their ingame digital assets across gaming metaverses.

Blockchain Gaming Theme Outline

5.1 What are Blockchain games?
Blockchain games refer to gaming experiences that utilize blockchain technology to transfer and issuance of ingame assets, which NFTs typically represent. Blockchain gamers will be able to earn tokens as they play.
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The blockchain gaming ecosystem encompasses a diverse range of players given the multi-faceted nature of
blockchain games.
Figure 54. Blockchain game ecosystem

Source: The Block
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Figure 55. Blockchain gaming ecosystem
Stack

Details

Significance

Examples

Layer-One
Blockchains

Layer-one blockchains enable the issuance and
transfer of in-game assets such as NFTs.

These platforms are the core
backbone of the blockchain gaming
stack. Their performance and
security characteristics could
impact the projects and protocols
that are built on top of them.

Avalanche,
Ethereum,
Solana

Layer-2
Scaling
Solutions and
Sidechains

Layer-two solutions enhance the security and
performance of their underlying Layer-one
platforms.

Layer-two solutions increase the
scalability of Layer-one platforms'
scalability by taking transaction
execution off of Layer-1 platforms
and onto separate blockchains.

Polygon,
Immutable

Infrastructure
and Tooling
Providers

These providers offer wallet infrastructure for
storing and transferring in-game assets and risk
management services such as Know Your
Customer (“KYC”) and Anti-Money Laundering
(“AML”) compliance solutions.

They provide enabling solutions for
game developers to incorporate
blockchain technology into their
games.

Enjin,
Immutable

Developer
studios

Studios create and maintain the front-end gaming
software.

Studios directly integrate
blockchain technology in their
games to attract players

Dapper,
Animoca
Brands

Games and
Apps

Different genres of games include
- trading cards (NBA Top Shot);
- virtual worlds (Decentraland);
- games (Axie Infinity)

Blockchain games allow players to
own their in-game assets.

Axie Infinity,
Star Atlas

Marketplaces

NFT marketplaces are where players mint, buy,
and trade in-game items (primarily NFTs).

It provides access and liquidity for
players to transact in-game items.

OpenSea,
Rarible

Blockchainbased assets

NFTs and crypto-assets used in gaming

Provides ownership and increases
gamers’ stickiness

Decentraland;
Axie Infinity

Source: The Block Research, altcoinbuzz, Animoca Brands, Illuvium, Star Atlas, Coindesk
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Blockchain Game Metrics

The following metrics help gauge the popularity and sustainability of blockchain games. Examples include Daily
Active Users (DAU), Unique Active Wallets (UAQ) and the social score.

Figure 56. Blockchain game – Key metrics
Metrics

What it measures

Drivers

Importance

The degree of liquidity

- Number of NFTs being
traded
- Number of gamers

Gauges the market sentiment
towards the game

It shows the number of unique
public addresses that transact

- In-game features
- Play-to-earn

It measures the number of active
gamers

It refers to the number of unique
addresses that interact with a
smart contract.

- No. of active wallets

It indicates the popularity of the
game.

It measures the number of users
that are actively participating in
the social media channels

- Game features

An active community will attract
more participants and lead to
higher transaction volume

It represents the total value of the
game token

- Tokenomics (deflationary
or not)

It measures the market size of the
token and the popularity of the
game.

Transaction
Volume

Daily active
users (DAU)

UAW (Unique
Active Wallets)

Community

Market cap of
Native Token

Blockchain
platform
Social Score

It represents the blockchain on
which the game is built (e.g.
Ethereum, BSC, Solana or others)
It reflects the popularity of the ingame crypto-asset.

- Incentives presented to
users
- In-game utility
- Transaction costs
- Transaction speeds
- Number of new users

More users will be willing to
interact and trade in-game items if
the transaction costs are low
It measures the popularity of the
game.

Source: Dappradar.
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5.2 Blockchain game – Timeline of key developments
2021 saw blockchain games enjoy massive popularity amidst the growth in NFTs and metaverse and
infrastructural improvements.
Figure 57. Blockchain game – Timeline of key developments
Period

Event

Detail

Significance

Dec 2021

Binance Smart Chain
and Animoca Brands
partner for
blockchain gaming

Each firm will contribute up to $100
million to invest in early-stage
blockchain gaming projects

The commitment of two major companies
is a positive indicator of the ecosystem’s
future growth.

Nov 2021

Sandbox Alpha

The launch of Sandbox Alpha allows
players to explore The Sandbox
Metaverse

The success of Alpha sets the stage for
Beta in 2022.

NFT games generated over $2.3
billion in revenue in 3Q21 (Blockchain
Game Alliance).

Indicates the popularity of blockchain
games;
The wallets related to gaming increased by
2,453% between the beginning of 2021 to
3Q21.

The game recorded $1.04 billion in
all-time sales and over 2.4 million
transactions.

The success of Axie Infinity paves the way
for other successful blockchain games.

The layer-two blockchain uses zkrollups with zero gas fees.

The first layer two protocol on Ethereum
that focuses on NFTs with near-zero fees
and instant trading.
It could potentially resolve the high cost of
minting NFTs on Ethereum.

Ronin is an Ethereum-linked sidechain
that allows for near-instant and
virtually free transactions.

Following the migration of Ronin, Axie
Infinity has been on upward solid
momentum.

3Q21

NFT games revenue
reached $2.3 bn

Aug 2021

Axie Infinity Crossed
over $1B in Sales

Apr 2021

Immutable X

Apr 2021

Axie Infinity shifted to
Ronin

Source: Coindesk, Cointelegraph, Cryptoslam, Blockchain Game Alliance
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5.3 Evolution of blockchain gaming
The business model of blockchain games evolves from a traditional game model. We compare the main qualities
and differences in the three stages of gaming evolution.
Figure 58. Evolution of blockchain gaming – Pay to play, Free to Play, Play to Earn
Stage

Pay to Play

Free to Play

Play to Earn

Period
beginning

1970s

2010s

2020s

Revenue
Model

Players are required to pay a
fee for playing a game.

Players can play a game for free

It offers players a chance to earn
money through the game

In-game
purchases

Players do not have to purchase
any item in-game.

Players may or may not have to
purchase items in the game.

Players need to purchase items
(in NFTs) to play the game.

Technology

Frostbite Engine, C, C++
programming languages

Unreal Engine

Decentralization and Blockchain

Players can enjoy and have fun.

Players can play and compete with
others around the world.

It aims to connect and enable
gamers to play with each other
and earn at the same time.

- Upfront game purchases
- Monthly/annual subscription

- Freemium
- In-game purchases
- Advertising

- Presale of game items or
governance tokens
- Fees on the trading activities in
the secondary market
- Gameplay rewards

- In-store trade-ins

- esports tournaments
- Streaming & Endorsements

- Gameplay rewards / in-game
Tournaments
- Secondary market sales of ingame items and currencies

Sales are primarily limited to
physical store footprint.

Centralized distribution channels

Rapid user onboarding through ingame, liquid rewards

Forza, Grand Theft Auto, FIFA,
Assassi’s Creed

Fortnite, Roblox, Warzon, League
Legends

Axie Infinity, Gods Unchained,
Star Atlas, Splinterlands

Vision

Developer
revenue

Gamer
monetization

Drivers

Examples

Source: The Block Research, Axie Infinity
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5.4 Blockchain games – Future outlook and key themes
Blockchain games are in a stage of rapid development. We highlight the key future drivers that could drive the
industry’s future growth.
Figure 59. Blockchain gaming – Future outlook
Driver

Description

Significance

Merging With
other mediums

Platforms can take advantage of metaverse
developments and incorporate metaverse in their P2E
models.

Merging the P2E model with Metaverse can
allow platforms to capitalize on the popularity
of metaverse and increase project value

Scalability

GameFi developers need to ensure their platforms are
scalable and can reach their full potential.

GameFi projects need to be scalable to onboard more players without slowing or
crashing their games.

Deliver value
for players/
community

GameFi developers have to find ways to communicate
the value of these rewards to incentivize more players
to join in.

Build trust with the community

Certain aspects of P2E games are complex for general
users.

A more straightforward user experience will
help P2E games to attract mainstream users.

Certain centralized platforms will try to invest and
‘own’ the gaming environment.

The competition between centralized and
decentralized games will spur innovation,
benefiting the gaming community.

User
experience

Centralized vs
Decentralized

Source: Cryptorum, The Block Research
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5.5 Blockchain games – Key challenges
Blockchain gaming is still nascent. The following table outlines the key obstacles that need to be overcome to
achieve mass adoption.
Figure 60. Blockchain gaming – Key challenges
Key
challenges

Description

Significance

The initial set-up of blockchain games require
a certain level of knowledge and effort, e.g.
time, familiarity with wallet, upfront expenses

For blockchain gaming to reach mass adoption,
ecosystem participants need to innovate to bridge the
gap between the user experience of blockchain and
traditional games.
The decentralized nature of blockchain games makes
designing community incentives critical for adoption.

Distribution

Traditional game distribution relies on
centralized platforms such as Play and iOS
app Store. The current distribution approach
could pose a challenge to blockchain games'
peer-to-peer and user-centric nature.

New features could enhance interoperability between
chains.

Multi-chain
interoperability

The fragmented state of the blockchain
ecosystem could pose a challenge to the
seamless interoperability envisioned by the
metaverse.
Users will find it inconvenient to transfer
assets across chains.

Network
Congestion

Blockchain network congestion deters gamers
from getting a full experience out of a game.

Future scalability solutions for gaming will be critical
for addressing this pain point.

User
experience

Source: The Block Research, Axie Infinity

168

Digital Asset Outlook 2022

Interview with Sean Zhang

x

Interview with Sean Zhang, Talon Esports
Key Takeaway
▪

The game-changers for esports, NFT and metaverse include the entry of
traditional brands and Triple-A publishers into the space and the
convergence of entertainment mediums and gaming.

▪

Activities of major brands in NFTs and metaverses are positive signs for
where the space is headed.

▪

Connected metaverses (interoperability between different metaverses) will
be a future trend.

Former investment banker Sean Zhang co-founded Talon Esports in 2017 with the aim of
turning it into one of the world's leading esports franchises. It boasts multiple businesses:
esports team management, gaming/esports marketing agency, talent management,
merchandising, and esports events. Its PSG Talon team, a partnership with a French

Sean Zhang
Co-founder &
CEO, Talon
Esports

esports outfit, has won the League of Legends Pacific Championship Series three times.

Key Takeaway
2022 Outlook
Esme Pau (EP): What are the game-changing opportunities in the
intersection of eSports, NFT and metaverse in 2022?
Sean Zhang (SZ): I will keep an eye on the following key areas in 2022.
1.

Traditional brands are entering the NFT and metaverse space

Traditional brands are coming into the space to create virtual and digital experiences
across various metaverses. We have already seen brands such as Nike, Adidas
Originals, and Gucci entering, building different experiences within this space.
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These brands realize that having a channel via the various metaverses to communicate
with young audiences is powerful. These channels can help create unique experiences
for the audience. We see strong demand for potential partnerships with brands, and we
are keen to explore these opportunities as a new channel that can be developed.
2.

Convergence of entertainment mediums towards gaming, esports and the
metaverse

Another trend would be the convergence of different entertainment mediums towards
gaming, esports and the metaverse. One example would be music.
One example would be Snoop Dogg, a popular American rapper who now owns a piece
of land in The Sandbox and creates content like developing Snoopverse. I expect more
artists and musicians to do the same. Another example is Fortnite, which conducted
concerts with Travis Scott and Ariana Grande in what essentially is their own world or
metaverse .

Translating virtual experiences into esports and
gaming is very powerful. This experience can create
additional content for many Gen Z and millennials
already in this space and grow the community.
Sean Zhang, Co-founder & CEO, Talon Esports

3.

Triple-A Game publishers are exploring the NFT and metaverse space

Another key trend is that we may see traditional Triple-A publishers start exploring the
NFT and metaverse space. Ubisoft made some attempts recently; however, we have
seen them take a step back based on their community feedback. As mentioned earlier,
many gamers are used to owning digital assets inside closed ecosystems across various
gaming titles. Thus the idea of purchasing and owning digital assets inside games is not
foreign. Web 3.0 will create a significant impact on the business model of Triple-A
publishers.
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Crossovers between gaming and traditional media entertainment

Last but not least, we will see many crossovers between gaming and traditional media
entertainment. Arcane and League of Legends are the perfect examples of how a
beautifully animated TV series can converge into the League of Legends world with a
superior experience. It will be interesting to see how they can build a metaverse
ecosystem linking with esports and storytelling.

EP: How do you think the sentiment for esports and blockchain gaming
changed over the years?
Sean Zhang (SZ): To begin with, I and the co-founder Jazz started this business in
2017. We then quit our banking jobs in 2019 and turned full-time in this business.
Esports was popular during the period, and we saw a growing interest in the esports
space.

The COVID outbreak in
2020 was a gamechanger for the esports
and NFT industry

An outbreak of the COVID pandemic in 2020 was a game-changer for the esports
industry. There were no sports for the first six months of 2020. Many people shifted
their interests to this space and joined esports, which helped catapult it to one of the
mainstream entertainments. We witnessed a meaningful pick up in viewership. Since
then, many celebrities, musicians, and artists have created content within the space.
With growing viewership, many traditional brands looked for strategic partnerships, and
venture capitalists sought investment opportunities in this space.

EP: How do you see the intersection between the esports and NFT
metaverse? How do you think NFTs and metaverse enrich the esports
and gaming experience?
SZ: NFTs are growing in popularity and able to prove the authenticity and ownership of
in-game assets, skins, trophies, and tournaments. We have been seeing a growing habit
among players to own virtual items, like those in traditional games like League of
Legends or World of Warcraft.

The interoperability
characteristics of the
metaverse and the
publicly tradable NFT
markets have been
fascinating and generated
strong interests among
esports players

The interoperability characteristics of the metaverse and the public tradable market of
NFTs have been fascinating and generated strong interest amongst gamers. Currently,
the ecosystems of many games are close-ended, which mean you cannot trade your
assets with anyone. Some game developers attempted to create a marketplace but
failed, such as Diablo II. With the introduction of the NFT mechanism, potentially in
games that adopt this technology, players can start trading their in-game assets and
proving their ownerships, making the space more interactive.
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We see the convergence of reality and the metaverse. Many traditional brands are now
partnering with us on esports. Brands would like to know if we can add any other
experiences in the metaverse. For example, a potential car brand would like to sponsor
the team and request that we create a virtual car experience inside the metaverse
where fans could interact.
We have been working closely with Animoca Brands to see how we can create
experiences and content via NFTs into the metaverse. We are building more content,
including music, art and other merchandise. It is incredible to see all these things are
converging in the metaverse.

EP: With the cross-pollination of NFT, gaming and metaverse, how do
you think the success formula for esports will change going forward?
SZ: Providing real value and experiences for those communities is very important.
There have been many examples of esports teams doing NFT drops. However, I would
say the feedback has been mixed. Some fans have pushed back and criticized teams
stating, 'Are you guys just doing this for a quick cash grab.'
For us, working with Animoca Brands is really around building experiences that add
value to our fans. Ultimately, our club is built for our fans, which is everything for our
organization. If we introduce these conversations about the metaverse and NFTs, we
want to create genuine experiences that add value to them. For example, one of the
prominent street designers designed cool jackets and dropped the NFT inside the game
that was run on Decentraland. A user who found that NFT inside the game can convert it
into a physical product with limited quantity and collect it. These types of experiences
that we are creating with additional content and value for our fans will be very
important.

You have to create genuine experiences. We will see
many e-sports teams transition their communities into
and bring content through these metaverses. How that
is done is being defined as we go.
Sean Zhang, Co-founder & CEO, Talon Esports
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You have to create genuine experiences. We will see many e-sports teams transition
their communities into and bring content through these metaverses. How that is done is
being defined as we go.
It will be fascinating to see how many teams do it. It is an additional revenue stream in
the future and an additional way for brands that work with esports teams to engage
with fans. There is no set path yet for us. We are exploring the different projects in the
metaverse regarding how we can create genuine experiences that add value to our fans
and new ways to connect with our professional players, content creators or
ambassadors. We are figuring out what the playbook for creating engaging content
looks like and that allows them to dig deeper into the talent and brand.

EP: What factors do you consider for potential partnerships and
opportunities?
SZ: I would ask potential partners what are the key content buckets they are looking to
develop further in these metaverses? There is different content around art, music,
anime, and TV shows that one can bring to these metaverses.

EP: What is your advice for individuals to equip themselves to best
position in the space?
SZ: In esports, people do not realize that one's physical fitness is important and
translates to better performance in the virtual space, such as reaction speed and
dealing with certain stress levels.
Heading into 2022, esports athletes strongly emphasize educating the community and
fan base around the importance of physical exercise, sleep, nutrition, meditation, and
mental health to your performance in esports.
'Healthy body, healthy mind': other sports like F1 are perfect examples of being
physically fit to react to different situations. There is a strong correlation between
physical fitness and performance in the digital field regarding reaction speeds and
things like that.
Our relationship with PSG and other sports clubs takes from traditional sports and
applies to esports. It is important to help educate and build that narrative.
Gaming has always been about communities – you play certain games because you are
playing with friends. If you look at our Discord or Twitter, everyone does things

173

Digital Asset Outlook 2022

Interview with Sean Zhang

x

together, and we want to emphasize that the community plays together. It is always
about balancing the real and esports world.

EP: How can one draw a line between different metaverses and the
actual game?
Connected metaverses
(interoperability between
different metaverses) will
be a future trend

SZ: The interoperability between different metaverses and how it plays out will be very
interesting.
In the movie Ready Player One, a character can move around different zones or
experiences while keeping one’s persona, character and the things one owns and
represent them in other worlds. Taking Riot as an example, their game portfolio
includes League of Legends, Teamfight Tactics, Valorant. At one stage, they can create
metaverses where you can jump between different worlds. Connected metaverses
where a player can both in between is similar to what Animoca Brands is building.

EP: What insights can you draw from major brands investing in the NFT
and metaverse?
Activities of major brands
in NFTs and metaverses
are positive signts for
where the space is
headed

SZ: It is a good sign that brands are considering what to do with NFTs and the
Metaverse. As I mentioned, we see a lot of demand and interest from many traditional
brands on how they can start tapping these communities. For example, it is a positive
sign for where this space is headed, with a major brand like Nike creating Air Jordans or
Air Force Ones inside these metaverses. I believe that many traditional and luxury
brands will continue to move into this space.
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6. Regulation and Institutionalization
Key Highlights
•

Regulators and centralized institutions worldwide are catching up, given the
rapid evolution of the digital asset sector. Specific areas ripe for regulations
include stablecoins, centralized exchanges and security tokens.

•

Regulatory clarity and institutional-grade infrastructure are the strategic
elements that pave the way for institutional digital asset adoption, which will
shape the operating and product environment.

•

Long term relative risk-reward of digital assets will gradually trend down as
the market environment matures.

Regulation and Institutionalization Theme Outline

6.1

Digital asset regulatory landscape

The digital asset has a relatively short track record, and the global legal approach varies considerably. The
following table (Figure 62) outlines the highlights of digital asset regulations in selected jurisdictions.

Figure 61. Global regulatory landscape – digital assets
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Jurisdiction

Investor involvement
(Retail, professional, or both)

Regulatory status

Regulatory party

Allowed and regulated

SEC (US Securities and Exchange
Commission); FinCEN

Both

Mainland China

Prohibited

N/A

N/A

Singapore

Allowed and regulated

MAS (Monetary Authority of Singapore)

Both

Allowed and regulated

SFC (Securities and Futures Commission);
HKMA (Hong Kong Monetary Authority)

Professional investors only
(under proposed VASP regime)

Allowed and regulated

FCA (Financial Conduct Authority)
UK Crypto Asset Task Force

Both

Allowed and regulated

FSA (Financial Services Agency)

Both

US

Hong Kong

UK
Japan

Source: Cambridge Centre for Alternative Finance, International Financial Law Review, Comply Advantage

Mainland China is one of the few major countries to have issued a blanket cryptocurrency ban. Most countries
have imposed regulatory frameworks surrounding cryptocurrencies to bring the asset class within their watch
while avoiding any adverse effect of stifling innovation.

Figure 62. Global legal status of digital assets, November 2021
Jurisdiction

Absolute ban?

Implicit ban?

Application of
tax laws

Application of
AML/CFT laws

Asia Pacific
China
Australia
Hong Kong
India
Japan
Singapore
South Korea

Yes
No
No
No
No
No
No

Yes
No
No
No
No
No
No

Unclear
Yes
Yes
Yes
Yes
Yes
Yes
(from 2022)

Unclear
Yes
Yes
Yes
Yes
Yes
Yes

US
Europe

No

No

Yes

Yes

UK
EU

No
No

No
No

Yes
No

Yes
Yes

North America

Source: Global Legal Research Directorate
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Interview with Adrian Clevenot, Worldpay
Key Takeaway
▪

The market capitalization of all digital assets will continue increasing in 2022
with the growth of all verticals of the digital asset ecosystem.

▪

Longer-term, digital assets should form a widely adopted class of assets and
make payments more convenient.

▪

Providing clear rules of the games and avoiding regulatory arbitrage are key
priorities we should welcome the digital asset regulators to fill.

Adrian is VP Legal at Worldpay from FIS, one of the largest payment acquirers worldwide.
He has over four years of work experience in the cutting edge fintech, payments and
virtual assets space. He was previously at Equonex, a digital asset exchange. Prior to that,
Adrian was a private equity and finance lawyer in Hong Kong and New York, where he

Adrian Clevenot
VP Legal,
Worldpay

graduated from the Columbia Law School Jurisdoctor program.

Key Takeaway
2022 Outlook
Esme Pau (EP): Where do you see the global digital asset and
blockchain industry headed in 2022? Please name three gamechanging trends that you expect for 2022.
Adrian Clevenot (AC): Overall, I believe all digital asset market capitalization will
continue increasing in 2022 with the growth of all verticals of the digital asset
ecosystem.
In the payments space,
there will be better
bridges between fiat and
crypto, which will
decisively increase
adoption.

The first trend we are observing is the institutionalization of the industry. This is a
significant development since a decentralized economy can only flourish with
successful network effects. Institutions are a key component of those effects, and
those who were staying put, are now entering the space at full speed. Specifically, in
the payments space, this means there will be better bridges between fiat and crypto,
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which will decisively increase adoption. An example of this trend will likely be increased
payment with digital assets.
Tied to this trend, and enabling it, is the improved regulatory landscape we are
witnessing. This is particularly true for digital assets companies that touch upon money
transmission and asset management, and as such, are at the nexus of governmental
prerogatives for minting money and protecting consumers.
Finally, I can see a crypto bank becoming a reality and widely adopted (like Anchorage
Digital in the USA). Again, this is a pivotal development to bridge the gap between fiat
and crypto since a hurdle we are observing is the lack of appetite of traditional banks to
service crypto players.

EP: What is your long-term vision for the digital asset space? How does
that align with the ethos of the projects that you are spearheading?
Longer-term, digital
assets should form a
widely adopted class of
assets and make
payments more
convenient.

AC: Longer-term, digital assets should form a widely adopted class of assets and make
payments more convenient. In effect, this would be the continuation of the growth of
the Internet, bringing to the Internet a currency (or several currencies) adapted to its
technology.
A major challenge for this vision to materialize is that the current fiat ecosystem is for
the most part hesitant or reluctant to fully open its arms to digital assets companies.
For instance, it is a daily challenge for us in the payments industry to find, on behalf of
our digital asset clients, mainstream banks willing to open bank accounts for them or
provide other banking services. That being said, there are many exceptions to this
general statement and there is a trend toward a better working relationship between
both ecosystems. For this to happen, it is critical for there to be an efficient bridge
between the fiat ecosystem and the crypto ecosystem, which is the role of a major
payment player like Worldpay.

Regulation and institutionalization
EP: What degree of institutional adoption do you next in 2022 and
2024, respectively? What are the significant factors that will move the
needle for institutional adoption?
AC: In my view, what is happening now thanks to institutional adoption is that we are
“crossing the chasm”, a theory that has been developed regarding the marketing and
selling of high-tech products to mainstream customers. This adoption will take an
exponential curve which we are already seeing in 2022 and we will continue to see and
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be surprised by where it stands in 2024 compared to 2022 (or last year). That is
because our industry is based on network effects and we should expect a similar
development to the one we saw with web 2.0.

The degree of institutional adoption will take an
exponential curve so that we will be surprised by
where it stands in 2024 as compared to 2022.
Adrian Clevenot, VP Legal, Worldpay

EP: How has the traditional financial landscape benefited from digital
asset and blockchain developments in the recent year? What is your
expectation for 2022?
AC: Traditional finance institutions have a complicated choice to make in the
background. Those choices explain the various strategies undertaken, ranging from
competition to coopetition. Some blockchain projects can bring cost savings to these
firms, and we have been witnessing several partnerships (for example, Goldman Sachs
with Digital Asset). On the other hand, some digital asset projects can create an
existential threat to some traditional finance business models.
In short, blockchain technology is a disruptive innovation and I expect most traditional
finance companies that are already digitalizing to fully grasp this. I believe that we may
even see some of these firms to risk cannibalizing parts of their existing business to
mitigate the risk of getting replaced. On the other hand, I am expecting that the legacy
finance companies that are slow to see themselves as technology companies may miss
the boat and start falling behind in terms of customer growth.

Global regulatory trends
EP: Law is always looking in the rearview mirror. To what extent do you
think that is a fair comment for the digital asset space? How do you
think the law in this area will evolve in 2022 and beyond?
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AC: The speed at which the technological advancements of digital assets is far
outpacing the regulatory developments. This is a normal situation, explained by the
novel issues raised by the rapid growth of the digital assets ecosystem. I would like to
point out that the regulators are still grappling with the ramifications of data privacy
matters on web 2.0, for example, whether the sharing of information (on platforms such
as Facebook ) is the responsibility of the platform itself.
I am observing that the regulations around digital assets are getting clearer across the
globe and are addressing specific parts of the ecosystem, such as stablecoins or
security tokens. Some initiatives are local but others stem from global trends such as
the travel rule recommendations issued by the FATF. I believe that this two-folds
approach will continue and that there will be more concrete implementations in 2022. I
pay a lot of attention to the developments in the USA where Gary Gensler, the chair of
the SEC, is preparing to roll out a series of regulations addressing digital assets. This
strikes me as critical Chairman Gensler has a fine understanding of, and genuine
interest in, the digital assets ecosystem, so that we could expect a nuanced and
reasonable approach to regulation there that could pave the way for other regulatory
frameworks globally. I am also very eager to see how Singapore will start rolling out
licenses to digital assets companies under the PSA and whether this would mean that
we see a major APAC financial hub that establishes a comprehensive regulatory
framework for digital assets.

EP: What do you think are the key considerations that regulators seek
to balance when laying down and enforcing digital asset regulation?
Some key considerations
for regulators are investor
protection and the fight
against money
laundering/terrorist
financing.

AC: Some key considerations for regulators are investor protection and the fight against
money laundering/terrorist financing.
There is a range of approaches that we currently see, from total laissez-faire to outright
ban of a specific sector (China for cryptocurrencies specifically). In the middle, most
regulators want to avoid unintended consequences: banning an entire industry would
stifle innovation and potentially put the country at a disadvantage. This explains why
the design of regulations is time-consuming.
It is my hope that most regulators will act for the long-term benefit of the industry
(without crippling it). It is important to remember that an unregulated space will
eventually inflict self-harm, just like the tragedy of the commons explains. Therefore,
providing clear rules of the games and avoiding regulatory arbitrage is a crucial role we
should welcome the regulators to fill. It is also important to note, regulation also helps
to create trust in the market which allows for and encourages further institutional
adoption.
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CBDC
EP: In what ways would a society with CBDC differ from our current
state whereby we have several dominant payment systems? (For
example, Alipay and WeChat Pay in China, and PayPal, Visa, Venmo
globally)
CBDC will equip central
governments with the
ability to use helicopter
money and support the
economy in a targeted
manner.

AC: CBDCs are a reality and will have various ramifications. I believe that one critical
impact of CBDCs will be societal: they will equip central governments with the ability to
use helicopter money and support the economy in a targeted manner. Here, CBDCs will,
for instance, be able to leverage the smart contract technology of some blockchains to
provide some spending rules.
Aside from helicopter money and economic stimulus, one of the most promising use
cases for CBDCs is cross border payments which are rife with inefficiencies. Paper
money has already been replaced in many markets by electronic systems (SWIFT, for
example), but those are still insufficient for today’s business necessities.

Defi
EP: How do you see the DeFi opportunity? How potent a competitive
threat will DeFi be to the legacy financial infrastructure?
AC: DeFi enables the displacement of the middleman in the various primitives of
finance. As such, Dei’s promise to organizations is substantial cost savings and
concurrently provides users with a bigger piece of the pie. In fact, one of those
opportunities is borrowing and lending where the yields offered to defi users are higher
than in traditional finance.
Despite the critical value-add brought by DeFi, I believe that Defi as a standalone
project will only progressively be a competitive threat to the legacy financial
infrastructure. In fact, today’s digital asset players who are the biggest threat to
traditional finance are centralized institutions (stablecoin issuers, lenders or exchanges
for example). I expect that in the coming year DeFi will only be a competitive threat for
the tail end of some financial services but that some DeFi technology features will
increasingly be added to centralized digital assets institutions and make them more
cost effective.
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STO regulatory landscape

STOs are allowed and regulated in major financial jurisdictions. In the near-to-medium term, security tokens will
likely be considered as "securities" by regulators and subject to the existing securities laws.
Figure 63. STO global regulatory landscape
Adaptability
of regulatory
framework

Involvement of
retail investor
in STO

Allowed
and
regulated

Conditionally
adaptable

×
(Professional
investors only)

Specific circulars, statements, position papers and
guidelines are issued.
Virtual asset trading platform (VASP) licenses are
necessary for issuers or intermediaries. Licenses
required are: SFC Type 1 license (dealing in securities);
Type 7 license (automated trading services)
The license regulates the activities of the operator of a
centralized online trading platform in Hong Kong, which
provide trading in the security token.

SFC,
HKMA

Mainland
China

Prohibited

N/A

×

N/A

N/A

Singapore

Allowed
and
regulated

Conditionally
adaptable

√
(Issuers can file
for exemption
under the
Securities and
Futures Act)

General guidance is issued.
Digital tokens are subject to the same regulatory regime
as securities.

MAS

US

Allowed
and
regulated

Conditionally
adaptable

√
(Issuers need to
be licensed)

Specific statements and guidelines are issued.
An individual or a company that engages in Virtual
Currency Business Activity requires a BitLicense issued
by New York State's Department of Financial Services.

SEC,
FinCEN

UK

Allowed
and
regulated

Conditionally
adaptable

√
(Yes, if the
issuer has an
approved
prospectus by
the FCA.
Otherwise, only
qualified
investors can
participate.)

Guidance on crypto-assets is published.
Security tokens constitute property and require
registration with FCA and compliance with AML (5MLD)
/CFT reporting and customer protection obligations.

FCA

Japan

Allowed
and
regulated

Conditionally
adaptable

√
(To be exempt
from disclosure
requirements,
tokens can be
offered to
qualified
investors or a
maximum of 50non qualified
investors in a
private
placement.)

The Japanese securities law FIEA (Financial
Instruments and Exchange Act) has been specifically
amended to regulate STOs.
The Japan STO Association has issued Security Token
Offering Guidelines.
Issuers are required to file a security registration
statement and issue a prospectus.
A company that sells, trades, handles the security
tokens will need to register as a “Type I Financial
Instruments Business Operator”.
Any intermediary that markets the security token
offering to the public must deliver the prospectus to
investors.

FSA

Jurisdiction

Status

Hong Kong

Specific guidance or regulation to STO

Regulatory
body

Source: Cointelegraph, Deloitte
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Regulatory landscape – Digital asset exchanges

Regulators are catching up with the growth of digital assets, and centralized exchanges will likely be regulated as
traditional exchanges. The question related to the regulation of decentralized exchanges remains open.
Figure 64. Global regulatory landscape – Digital asset exchanges

Jurisdiction

Regulatory
status of
CEX

Adaptability
of existing
regulatory
framework

Investor
involvement
(Retail,
professional,
or both)

Specific guidance or regulation

Regulated
Example

US

Allowed
and
regulated

Conditionally
adaptable

Both

It requires registration as a national
securities exchange in accordance
Exchange Act 3a(1).

Coinbase

Mainland
China

Prohibited

N/A

N/A

N/A

N/A

Singapore

Allowed
and
regulated

Conditionally
adaptable

Both

MAS currently regulates market operators
under two categories, namely (1) approved
exchanges and (2) recognised market
operators. The latter grants more flexibility
for DEX, which can file for an exemption

Digital DBS
Exchange

Hong Kong

Allowed
and
regulated

Conditionally
adaptable

Professional
investors
only (under
the proposed
VASP regime)

HK currently implements an opt-in
approach. There will be a mandatory
licensing requirement (under the proposed
VASP regime).

OSL

UK

Allowed
and
regulated

Conditionally
adaptable

Both

It requires registration with FCA and
compliance with AML/CFT reporting and
customer protection obligations

CEX.IO
Archax,
Gemini

Both

It requires registration with Financial
Services Agency and compliance with
AML/CFT.
Foreign cryptocurrency exchanges are
permitted to register to demonstrate an
equivalent registration standard in their
host country.

Okcoin
Japan

Both

It requires registration with Financial
Supervisory Service (FSS) and compliance
with AML/CFT.
In 2018, the Financial Services Commission
(FSC) imposed tighter reporting obligations
on banks with accounts held by crypto
exchanges. The new rules allow
cryptocurrency trades only from “real-name
bank accounts”.
Both the bank and the dealer must check
the trader’s identity in keeping with
traditional AML/CFT regulations and
structured transaction reporting
requirements.

Coinone

Japan

Korea

Allowed
and
regulated

Allowed
and
regulated

Conditionally
adaptable

Conditionally
adaptable

Source: Cambridge Centre for Alternative Finance, International Financial Law Review, Comply Advantage
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6.4

Digital asset regulations - CBDC

Central Bank Digital Currencies (CBDCs) are government-issued digital currencies representing sovereign
obligations. The rapid development progress of CBDCs over the past year could transform the way people transact.
Figure 65. Development progress of CBDCs
Country/
Region

CBDC

Status

Significant
milestones

Central
Bank

Retail/
Wholesale

DLT

Goal

US

USA
CBDC

Research

Announced:
2020

US
Federal
Reserve

Retail

DLT

Mainland
China

e-CNY

Pilot

Announced:
2017;
Pilot: 2020;
Widespread
use: 2022E

People’s
Bank of
China

Retail

Non-DLT

There is a potential of DLT for specific
payment uses, the simplicity of smart
contracts, and the range of functionality
offered by the CBDC platforms
The critical target of e-CNY is to provide a
convenient and secure retail payment
system to preserve monetary sovereignty
and provide a "backup" payment
infrastructure for the private sector
payment solutions.

Singapore

Ubin

Pilot

Announced:
2016;
Tokenized
SGD: 2016;
Cross border
PvP 2018

MAS

Wholesale

DLT

The goal is to develop a simple and efficient
payment system that can facilitate realtime fund transfers under DLT and cross
border securities and payments settlement.

Hong Kong

Lionrock

Proof of
concept

Announced:
2019

HKMA,
Bank of
Thailand
(BOT)

Retail

DLT

The objective is to analyze how DLT might
enhance cross-border payments between
commercial banks.

UK

RSCoin

Research

Announced:
2015

Bank of
England
(BOE)

Retail

Non-DLT

The goal of BOE is to explore the ‘right’
architecture of the CBDC – direct model or
a hybrid model.

Japan

Digital
Yen

Proof of
concept

Announced:
2020

Bank of
Japan
(BOJ)

Retail

DLT

While there is no immediate plan for BOJ to
issue CBDC, they would like to prepare in
detail to ensure the stability and efficiency
of the overall payment and settlement
systems for any potential changes.

South
Korea

South
Korea
CBDC

Proof of
concept

Announced:
2021

Bank of
Korea

Retail

DLT

The goal is to provide more efficient and
advanced payment systems and the higher
financial inclusion.

Source: CBDC Tracker
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Digital asset regulation – Future outlook and key themes

The rapidly expanding digital asset use cases can make applying the existing legal framework challenging.
Regulators are keeping up with growth in the space and introducing appropriate frameworks to foster innovation
in the digital assets industry.

Figure 66. Digital Asset Regulation – Regulatory considerations
Regulatory
considerations

Details

Significance

Harmonization
of the global
regulatory
framework

The regulations could vary among
different jurisdictions.

Without global coordination on a future regulatory approach,
it would make the operating environment of traditional
financial institutions unclear. There could be market
uncertainty or regulatory arbitrage opportunities if there are
differences in regulations between jurisdictions.

Compliance risks

Cryptocurrency systems'
pseudonymous and borderless nature
could raise potential financial integrity
risks.

It would be difficult for governments to enforce policies such
as financial sanctions or embargoes, as the transaction is not
dependent on entities.

Operational risks

The broader acceptance of
cryptocurrencies could create new
risks of an operational nature, such as
the irreversibility of transactions.

Errors in transactions would not be reversed, and customers
have no right to reverse the payment if something goes
wrong.

Consumer
protection

The regulations are to safeguard
consumer interests and ensure
transparent and fair service.

Regulators can identify which consumer protection laws for
existing financial products and services apply to
cryptocurrency products and services.

Source: World Economic Forum

Figure 67. Digital Asset Regulation – Future Outlook and Themes
Future Drivers

Details

Significance

De-risking

De-risking decisions have increased in the
financial sector and have consequently reduced
the number of financial services available to the
affected jurisdictions.

Removing the potential risks of money laundering
and terrorist financing that stem from relatively
weaker AML/CFT would facilitate the development
of digital assets.

The impact of regulation on financially excluded
institutions should be an important consideration
in developing new policies and rules on
cryptocurrencies.

Regulators can carefully decide how to approach
the risks and the advantages of new financial
technologies. It can help avoid reinforcing the
precedent of systematically excluding vulnerable
corporates “unbanked”.

Digital identity is a set of validated digital
attributes and credentials for the digital asset
world. Poor identity could create risks to financial
integrity such as money laundering and terrorism
financing.

It can enable compliant, remote customer
onboarding consistent with specific global
guidelines. It can then increase the confidence of
digital assets.

Addressing
financial
inclusion and
exclusion

Better digital
identity

Source: World Economic Forum
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Interview with Daniel Lai, Crypto.com
Key Takeaways
▪

There are three game-changing trends in 2022: 1) increased urgency
regarding the need for institutional-grade tools/applications, infrastructure,
and data analytics, 2) more compelling gaming experiences spurring the
further development of GameFi, and 3) wider adoption of crypto-assets by
new demographics and regions.

▪

Regulators in Western democracies will continue to primarily regulate
through discrete enforcement actions in the next 12 to 24 months.

▪

Crypto.com's approach of iterating in a customer-centric manner has allowed
it to enjoy tremendous growth, which will be parlayed into the continued
building and strengthening of a sustainable crypto ecosystem.

Daniel is a senior lawyer in the crypto industry, with experience in payments, investment
banking, and corporate finance. He works with business to assess varying business
models & product configurations, and how they map onto the regulatory landscape.
Daniel will concisely identify areas of regulatory uncertainty and craft customized
business expansion and go-to-market strategies. The views expressed here are his own,
Daniel Lai
VP, Regulatory & and not attributable to anyone else, including his employer.
Product Counsel,
Crypto.com

Key Takeaway
2022 Outlook
Esme Pau (EP): Where do you see the global digital asset and
blockchain industry headed in 2022?
Daniel Lai (DL): Three game-changing trends can be foreseen in 2022. These are:
1)

Increased institutional participation will highlight the urgency of the need for
institutional-grade tools/applications, infrastructure, and data analytics.
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More compelling gaming experiences will be created by old and new game
publishers alike to further spur GameFi.

3)

The adoption of crypto-assets by new unforeseen demographics and regions
will force us to change our views of the use cases of crypto.

Regulation and institutionalization
EP: How do you think the law in digital assets will evolve in 2022 and
beyond? What do you think are the white spaces in the global digital
asset regulations that need to be filled?
Regulators in Western
democracies will continue
to primarily regulate
through discrete
enforcement actions in
the next 12 to 24 months

DL: My personal view is that, as a general position, regulators in Western democracies
will continue to primarily regulate through discrete enforcement actions in the next 12
to 24 months. Many of these discrete enforcement actions will likely focus on fraud in
the crypto space, misrepresentation, and the selling of regulated financial products.

Regulators in Western democracies will continue to
primarily regulate through discrete enforcement
actions in the next 12 to 24 months.
Daniel Lai, VP, Regulatory & Product Counsel, Crypto.com

This is mainly because Western democracies are particularly hampered by the divisive
political environments, and digital asset regulation does not yet have sufficiently high
mindshare among the legislators in these countries. As a result, many crypto companies
will study these enforcement actions and continue to reassess where they want to
stand in this fragmented regulatory landscape worldwide.
Crypto companies will not be conducting a complete race to the bottom, nor will they
consider a full-on flight to the most-regulated in terms of crypto regulation. The
strategies of crypto companies will continue to be multi-pronged and include trial and
error and iteration. While the EU is leading in terms of creating a comprehensive
cryptoasset framework, other Western democracies will likely continue to "wait and
see" until MiCA is in force in a few years. If they try to create cryptoasset frameworks,
likely these attempts will be nothing as comprehensive as that of the EU's MiCA in
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terms of the requirements for internal controls, prudential regulation and conduct
regulation.
The one big exception to the above is the US with respect to stablecoin regulation, as
this is relatively easier for US regulators to wrap their arms around. Also, there is a clear
national interest for US regulators to clarify the regulatory position of stablecoin, as it
helps to further secure the position of the US Dollar in the global economy. US
regulators will likely want a US dollar stablecoin backed fully in fiat cash and fiat cash
equivalents, even though the current legislative proposals for stablecoin are silent on
this point.

EP: What degree of institutional adoption do you next in 2022 and
2024, respectively? What are the significant factors that will move the
needle for institutional adoption?
Current use cases of
digital asset generally
include digital assets as a
store of value, NFTs and
stablecoin. adoption

DL: Institutional adoption will continue to grow, mainly due to FOMO, but let me unpack
that more. When you look at the current use cases of crypto, there are mainly three of
them with broad adoption (more or less). There are arguably more, but I would prefer to
simplify it in this manner.
First is a store of value or speculative asset (whether the investment is conducted
through CeFi infrastructure or DeFi infrastructure), second is NFTs, third is stablecoin.
In reverse order, here are a few thoughts on each of these use cases.
Stablecoin

Stablecoin’s current use
case is mainly an
instrument for the crypto
trading ecosystem.

Stablecoin's use case is mainly an instrument for the crypto trading ecosystem (CeFi or
DeFi), so query whether institutions are keen on adopting this use case as they consider
larger and more complex investments in crypto. Institutions likely have some
reservations about using stablecoin as the on/off-ramp for crypto investment – one of
which is whether it makes sense to hold all your gunpowder and ammunition in
stablecoin in light of the upcoming regulatory headwinds for stablecoin. Putting this
aside, I would like to see it become a more broadly used "payment instrument" in the
non-institutional space for sure. In other words, stablecoin being used as an everyday
payment instrument, such as paying for pizza at Pizza Hut!

I would like to see stablecoin become a more broadly
used “payment instrument.”
Daniel Lai, VP, Regulatory & Product Counsel, Crypto.com
NFT
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The NFT use case is very
early still, and can
potentially grow to
encompass many asset
classes.

The NFT use case is very early still. It can potentially grow to encompass many asset
classes we can only speculate about today (i.e. asset classes other than creative works
and GameFi assets) with respect to what adoption looks like in the future. However,
NFTs as a category, by virtue of their very own non-fungible nature, are highly difficult
to subject to rigorous analysis with agree-on valuation methodologies. Therefore,
institutions will likely be investing at the "operating company" level instead of direct
investments into NFTs themselves.
As a side note, there are strong theoretical arguments to tokenize already existing asset
classes typically invested by investors. While these use cases hold much potential, the
traditional players will likely be deploying blockchain solutions to tokenize these asset
classes as they see fit for their existing customer bases to maintain their capture of
these customer segments. Instead, I would generally look for the tokenization of assets
where there are no efficient trading and clearing mechanisms as the more exciting
space to watch.
Store of value or speculative asset

The third major use case
of crypto is related to a
store of value or
speculative asset

This leaves us with the use case of cryptoassets as a store of value or speculative asset.
I look forward to more "institutional-quality" research in the crypto space. Still, as a
general position, I am not aware of wide agreement or consensus on suitable valuation
methodologies at the crypto-asset level (and not at the operating company level), in the
spirit of "discounted cash flows" in the traditional finance space.
As a result, narratives around "value" in the crypto space are multi-vocal, which make it
difficult for these assets in the current environment today to fit under the fine-tuned
investment theses of institutional investors. We know all crypto is the future as a "high
level" theme, but in what specific shape or form? Which horses will win? What should a
protocol look like in terms of what functionalities it provides? Should we be use-case
specific or platform-focused? How will the ecosystem look like? What do we mean by
community? What is community engagement or participation? How do you measure any
of these elements in terms of monetary value?

Narratives around "value" in the crypto space are
multi-vocal, which make it difficult for these assets to
fit under the fine-tuned investment theses of
institutional investors.
Daniel Lai, VP, Regulatory & Product Counsel, Crypto.com

190

Digital Asset Outlook 2022

Interview with Daniel Lai

x

There are many questions and few reliable answers. This is why participation and
adoption in this specific use case are mainly based on anxiety over "missing out" for the
time being. This will change, and I look forward to that time.

Digital asset products
EP: What is your long term vision for the digital asset space?
DL: I do not think of crypto as crypto-assets per se. I look at blockchain as a starting
point for yet unknown use cases. As a result, I am excited to see what use cases of
blockchain will catch on. What I have just said is not a business model per se, since
business models require a tangible and concrete product-market fit, at the very least.

EP: Product differentiation is one of the many strengths of crypto.com.
What is the formula behind crypto.com's success in launching
differentiated products?
A quick go-to-market
strategy and iteration
based on customer
feedback are the keys for
Crypto.com’s success in
launch differentiated
products

DL: A quick go-to-market strategy and iteration based on customer feedback. Timing
matters, and we have benefited from the recent bull runs. We benefited from these bull
runs because we saw the emerging waves and went to market with various products as
these waves progressed. Few companies can do this. Crypto is still in the early part of
its life cycle, which means adoption and user acquisition is critical. Getting every bell
and whistle of a product right for the customers is important, but that is hard to do on
day 1 of the product.
Therefore, iterating in a customer-centric manner is a journey and a process, and there
is no end-state. Our approach has allowed us to enjoy tremendous growth, and we hope
to parlay it into the continued building and strengthening of a sustainable crypto
ecosystem.

EP: In closing, what is the key takeaway you would like to impart to the
audience?
DL: The crypto space is a vast white space, and it is great for smart and thoughtful
people to enter. It only gets more interesting over time.
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Digital asset institutional adoption

Increasing custody solutions, higher clarity in the regulatory frameworks, and more investment exposure to
digital assets will pave the way for institutional investors to adopt digital assets.
According to a survey from Fidelity Digital Assets, over 70% of institutional investors plan to have investment
exposure in digital assets in the near term. Over 90% of them plan to do so by 2026.
Figure 68. Forecast Institutional Adoption of Digital Assets
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Source: Fidelity, HashKey
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Interview with Gordon Crosbie-Walsh,
EquitiesFirst
Key Takeaway
▪

Traditional investors and institutions are demanding access and exposure to
digital assets (such as Bitcoin and Ethereum) and related solutions.

▪

Increasing regulatory clarity and low correlation with traditional asset classes
will drive the institutional exposure to digital assets over time.

▪

There will be more ways to gain exposure in digital assets in 2022, and
investors will prefer to invest via regulated and secured channels.

Gordon oversees all EquitiesFirst operations throughout the Asian region, focusing on
business development across the firm’s six offices in Hong Kong, Singapore, Thailand,
South Korea and China.
With over three decades of financial services experience, Gordon’s expertise spans

Gordon CrosbieWalsh
Chief Executive
Officer, Asia,
EquitiesFirst

chartered accounting, equity research, equity sales as well as investment banking and
capital markets analysis.
Prior to joining EquitiesFirst, Gordon was part of the leadership team at several
investment banking businesses, including CM Financial and Jefferies Asia, as well as the
equity capital markets (ECM)/syndicate team at JP Morgan. Previously, he was also the
Managing Director and Head of Equities and Equity Sales in Hong Kong and China for
Deutsche Bank and Salomon Smith Barney. Gordon holds a Bachelor’s degree from
Monash University (Chisholm) in Melbourne, Australia.

Key Takeaway
2022 Outlook
Esme Pau (EP): What are the key pockets of opportunities you see for
digital assets in 2022 and beyond?
Gordon Crosbie-Walsh (GCW): Many opportunities are arising, and we would like to
highlight three in particular.
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Institutional demand for digital assets and related solutions

Traditional investors and
institutions are
demanding access and
exposure to digital assets
and related solutions

To begin with, traditional investors and institutions are demanding access and exposure
to digital assets (such as Bitcoin and Ethereum). This institutional demand has driven
the related demand such as trading venues, custody, lending, and other financial
services.
In 2018, only 1.4% of wealth advisers recommended cryptocurrencies to their clients.
The percentage increased to 14% as of 2021, according to the Journal of Financial
Planning and the Financial Planning Association. It presents opportunities for asset
managers, financial advisors, exchanges, custodians, and other services providers,
including crypto-backed lenders.
Holding of bitcoin reserves by corporations
Another opportunity could come from many high-profile companies, which have begun
to diversify away from cash holdings into bitcoins as their long-term positions. The
catalysts for this change have been mainstream acceptance of digital assets and
aggressive government fiscal policies raising concerns of a long-term decline in the
value of fiat currencies. This presents opportunities for crypto exchanges and
custodians.
Demand for crypto-banked lending services
We also see an increasing demand for crypto-backed lending services. Digital asset
holders with long-term views often have short-term liquidity needs to invest in DeFi
projects, pay electricity bills for mining operations, etc. This presents opportunities and
demand for crypto-backed lending services

EP: As a veteran in the capital markets, how do you think the
sentiment of digital asset markets has shifted in the past few years?
How do you expect the sentiment to change going forward?
GCW: The importance of security and regulatory compliance is more evident than ever
before, with regulators worldwide taking decisive action in the digital assets space over
the past 18 months.

194

Digital Asset Outlook 2022

Interview with Gordon Crosbie-Walsh

Regulation and Institutionalization

x

EP: What are the key factors that you believe will drive institutional
exposure to digital assets? What level of institutional adoption of
digital assets do you expect by the end of 2022 and 2024, respectively?
While the adoption rate
could vary among
countries, the institutional
adoption of digital assets
is expected to be on an
uptrend in the coming
years.

GCW: We believe 1) better regulations and 2) low correlations between digital assets
and traditional asset classes will drive the institutional exposures to digital assets.
We do not have numerical projections on the level of institutional adoption of digital
assets, but we believe the adoption rate will vary among countries. Overall, it is
expected to be on an uptrend from 2021 to 2024.

EP: Please elaborate on the digital asset investment opportunities in
2020-21. How do you think they will evolve in 2022 and beyond?
GCW: We have seen our clients and friends gain exposure to cryptocurrencies in several
ways. These include:
•

Direct investment in coins

•

Investment in crypto-linked securities like Grayscale Bitcoin Trust (GBTC)

•

Investment in cryptocurrencies funds

•

Trading arbitrage (spot/future, different exchanges)

•

Direct investment in crypto/blockchain start-up

•

Investment in NFTs

•

Investment in listed crypto companies, including Coinbase

•

Investment in crypto derivatives

We believe there will be more ways to gain exposure in digital assets in 2022, and
investors will prefer to invest via the regulated and secured channels.
We believe the same applies to crypto-backed lending services, and EquitiesFirst
stands out as a regulated financial institution from the traditional equities space. OSL is
also EquitiesFirst’s trusted partner and provides custody and execution services
through its regulated institutional platform.

EP: What do you think are the critical upcoming regulatory challenges?
How do you think regulations will catch up with innovation in the
digital asset space?
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GCW: Throughout 2020-2021, we witnessed different levels of regulatory challenges to
cryptocurrencies in other countries. These include a strict ban in China, regulations
through taxations in Korea, registration requirements in Japan and selective ban in
some types of digital assets in some countries. We believe more will come in 2022 as
different countries shape their positions and views on digital assets.
We believe regulations will gradually catch up with the innovation in the digital asset
space, which will pave the way for mass institutional adoption.

Regulations will gradually catch up with the innovation
in the digital asset space, paving the way for mass
institutional adoption.
Gordon Crosbie-Walsh, CEO Asia, EquitiesFirst

Competitive landscape
EP: How do you think the competitive landscape of the crypto-backed
lending sector will change? How will their value proposition to clients
like yourself change, particularly for risk management, custody,
liquidity, product range and depth, commissions etc.?
GCW: We believe regulated counterparties such as OSL and EquitiesFirst are seeing
increased demand from institutional clients seeking the compliance and accountability
standards in the digital assets space that they have come to expect in traditional markets.
The trend will likely accelerate as more governments and regulators take action to
supervise or restrict activities that may harm consumers or impact the financial system.
In the meanwhile, digital asset firms must be held to a higher standard, and investors
must exercise caution and discretion in when choosing digital asset counterparties
EquitiesFirst differentiates through:
▪

Being a regulated lender in digital assets. EquitiesFirst is a specialist lending
against marketable securities for nearly 20 years, mainly in public equities. As
a traditional financial institution, EquitiesFirst is already regulated for its
equites business in six jurisdictions around the world

▪

Risk management. EquitiesFirst is the only crypto-backed lender with
majority “non-crypto business”. This ensures that any systemic risk in the
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digital assets industry will not hamper EquitiesFirst’s own liquidity or ability to
return assets
▪

Equities offers industry-leading terms including LTV (60-70%) and interest
rate (3-4% per annum)

▪

Deal size. Unlike other crypto-backed lenders, clients can transact with
EquitiesFirst at much larger ticket size.

EP: In closing, what key takeaway would you like to impart to our
audience?
GCW: Sure. We believe traditional investors and institutions are demanding access and
exposure to digital assets. Another key takeaway is that many high-profile companies
have begun to diversify away from cash holdings into long-term positions in Bitcoin.
Last but not least, there is an increasing demand for crypto-backed lending services.

Working closely with the origination team across Asia, Ken develops bespoke analysis and
reports, and assists the team across various supporting functions.
With over five years of experience in equity research and management consultation, Ken
brings with his extensive knowledge in fundamental analysis, corporate valuation, and
financial modeling.
Prior to joining EquitiesFirst, Ken was a publishing research analyst at Jefferies. He also

Ken Chong
Sales Manager,
EquitiesFirst

held positions at Daiwa Capital Markets and Accenture. Ken is a CFA charterholder and
holds a Bachelor’s degree in finance and operating management from Hong Kong
University of Science and Technology.
Ken is based at the Asia headquarters in Hong Kong, China.

Disclaimers:
Equities First Holdings Hong Kong Limited is licensed in Hong Kong under the Money Lenders
Ordinance (Money Lender’s Licence No. 2199/2021) and to carry on the business of dealing in
securities (Type 1 licence) under the Securities and Futures Ordinance (“SFO”) (CE No. BFJ407).
This Document has not been reviewed by the Hong Kong Securities and Futures Commission. It is
not intended as an offer to sell securities or a solicitation to buy any product managed or provided
by Equities First Holdings Hong Kong Limited and is only intended for persons who qualify as
Professional Investors under the SFO. This document is not directed to individuals or organizations
for whom such offers or invitations would be unlawful or prohibited.
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Key Takeaway
▪

In 2022, we foresee strengthening global regulations and increasing
institutional adoption of digital assets.

▪

China will likely continue to lead the development of CBDC technology.

▪

Notwithstanding the invention of CBDC, consumers will likely stick to the
existing payment platforms given their value-added services.

Emil Chan is a Fintech evangelist and adjunct professor of City University of HK with over
twenty years of banking and IT experience. He is the Founding Chairman of the
Association of Cloud and Mobile Computing Professionals, The FinTech Committee
Chairman of the Smart City Consortium, the Vice Chairman of Hong Kong New Emerging

Emil Chan
Fintech
evangelist;
Founding
Chairman,
ACMCP

Technology Education Association, the Supervisory Committee Member of iProA and the
Honorary Chairman of StartHK. He is also a HK Cyberport Mentors Network mentor,
Guangzhou CP-Nest Incubator of Chinese Academy of Sciences and Chief Judge of the HK
ICT Startup Award 2019.

Key Takeaway
2022 Outlook
Esme Pau (EP): Where do you see the global digital asset and
blockchain industry headed in 2022? Please name the game-changing
trends that you expect for 2022.
In 2022, we foresee
strengthening global
regulations and
increasing institutional
adoption of digital assets

Emil Chan (EC): Entering 2022, we can foresee strengthening regulations worldwide
and a growing trend of institutional adoption in the world of digital assets.
As regulators catch up with the digital asset boom, particularly in the US and Europe,
more traditional financial institutions will likely enter the market.
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Hong Kong is a good example. While the pace of fintech development in Hong Kong is
slower than that of Singapore, it is catching up quickly. As of now, there is one exchange
license related to digital assets despite many restrictions. With the growing adoption
from the traditional financial institutions and competitive pressures worldwide, the
regulations related to digital assets in regions such as Hong Kong, Singapore and South
Korea are likely to pick up in 2022.

With the growing adoption from the traditional
financial institutions and competitive pressures
worldwide, the regulations related to digital assets in
regions such as Hong Kong, Singapore and South
Korea are likely to pick up in 2022.
Emil Chan, Fintech evangelist and Founding Chairman, ACMCP

Regulation and Institutionalization
EP: How will the major jurisdictions likely approach long term digital
asset regulation?
EC: It is not easy for well-established and mature financial markets (like Hong Kong) to
change. The higher the degree of maturity of a financial market, the lower the chance of
financial product innovation.
In the long run, Hong Kong is unlikely to be the leader until an unexpected event occurs,
such as a financial crisis, in my view. It could drive the city to re-position, and regulators
will utilize the opportunity to impose more regulations to promote the digital asset
market development. This could eventually attract more participants.
Digital assets would be a game-changer for both the CNY and the HKD. An introduction
of a Hong Kong version of the central bank digital currency could be an example that
might happen. CNY is of growing popularity in Hong Kong, given the city’s position as a
gateway between East and West. There could be a day when we will be using a special
wallet where all money circulation is traceable.
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The pegging mechanism of HKD is one factor that needs to be considered. If e-HKD is
pegged with USD and is a well-run digital currency, other countries could follow suit.
With the help of central bank digital currency, we are likely to see Hong Kong transform
itself from a traditional finance hub into a digital finance hub in one day.

When CBDCs are in place, the competition among
companies will be fairer.
Emil Chan, Fintech evangelist and Founding Chairman, ACMCP

Central Bank Digital Currency (CBDC)
EP: The CBDC narrative seems to be getting closer to reality. What do
you think will be the major hurdles that need to be overcome in most
jurisdictions for CBDC to be widely adopted?
EC: Many people believe that technology is the critical hurdle, which I beg to differ.
China’s central bank launched digital CNY pilot schemes in several cities for more than
a year.
There are two types of Central Bank Digital Currencies (CBDCs) – retail and wholesale
CBDCs. One tier is for the Financial Institutions to settle domestic or crossborder
payments, while the more complex second type allows the retail market to use. The
banks and the third-party payment service providers like WeChat pay and Alipay could
be the wallet providers. My view is the CBDC will be launched smoothly in a year or two.

Some people are
reluctant to use the CBDC
given its tracking
capability

The critical hurdle that is difficult to overcome is related to the tracking capability of the
CBDC under blockchain technology. Some people would like to avoid tracking their
spending behaviour and cash flow (potentially tax avoidance). They may be inclined to
use other digital currency without the tracking mechanisms like cryptocurrency.

EP: Among the prominent CBDC use cases (for example, cross-border
payments, financial inclusion etc.), please comment on the extent to
which CBDC will be more advantageous than a paper currency?
Governments are
incentivized to implement
CBDC, as they are highly
traceable,
environmentally friendly
and highly traceable in
real-time

EC: Regulators and governments are incentivized to implement CBDC for the following
reasons:
•

Paper currency could be a medium to transmit disease under the pandemic.
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Paper currency is not environmentally friendly, while electronic money would
cause fewer environmental issues.

•

Electronic money is highly traceable. With the help of blockchain technology,
the time for analyzing the money supply circulation is impressively shorter or
close to real-time.

China would enjoy an upper hand as the leader in developing CBDC technology in the
long run. Their CBDC system will be performing much better than the rest of the world.

EP: In what ways will a society with CBDC differ from our current state
whereby we have several dominant payment systems? (For example,
Alipay and WeChat Pay in China, and PayPal, Visa, Venmo globally)
EC: With CBDC, payment platforms such as Alipay and Wechat Pay will not need to
deploy many resources to obtain the transaction data. Instead, they can retrieve them
directly with CBDC.
Payment platforms have facilitated the transactions and built related payment
infrastructure without charging fees from customers. These platforms monetize through
data analytics, loyalty and marketing programs.
Even with CBDCs,
consumers will continue
to use payment platforms
as they provide valueadded services such as
online shopping

These payment platforms analyzed the spending behaviours and made better
predictions than many traditional financial institutions. When CBDCs are in place, the
competition will be fair, and data will be open. The Chinese government noticed that
these payment platform companies monetize much easier than most traditional
companies.
However, people will still stick with these payment platforms as they provide more
value-added services (such as logistics and online shopping) instead of solely payment
services. The loyalty or stickiness towards the platform is likely to remain.

Data is the new oil
EP: Data is the new oil. Regulatory and data breach risks are among
the most critical factors for fintech and blockchain companies. To what
extent do you agree with this statement? How do you suggest a fintech
and blockchain company mitigate exposure to such threats?
EC: I agree with this statement. As mentioned earlier, payment is not just about moving
money from one account to another or changing the ownership of an asset. With each
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transaction, a lot of data is created and can be analyzed subsequently for decision
making.
Many fintech and blockchain companies focus on consuming and monetizing these
data. I am impressed by the latest Personal Information Protection Law (PIPL) and the
data security law. This set of rules provides a good reference for the institutions and the
individuals to share the data in China.
For Hong Kong, we do not have such sophisticated rules. Individuals can only protect
their interests by not sharing any data.
GDPR in the EU and PIPL
in China are examples of
laws to promote fair
competition relating to
data storage and usage

In the European Union, the General Data Protection Regulation (GDPR) will ensure that
the companies can store the data with authorization from the end-users. Otherwise,
they will be fined heavily.
I believe there is an urgency for the Hong Kong government to lay down a similar set of
laws to promote fair competition for data sharing and usage. If not, I can foresee digital
finance companies would prefer to conduct their business in other places like
Singapore or the European Union.

Global perspective
EP: How do you foresee the evolution of the global competitive
landscape for blockchain and digital assets in the medium to long
term?
EC: There are three major trends – Decentralized finance (DeFi), CBDC and regulations.
For the first trend, DeFi, it does not matter where the companies are located. The most
important thing is to try their very best to grow as long as the local regulations permit.
DeFi companies will grow stronger with the introduction of the metaverse worldwide.
There could be a rising
competition for the digital
finance transformation
between China and the
rest of the world

The second trend – CBDC – relate to the competition for the digital finance
transformation between China and the rest of the world. China is the leader in CBDC
development. CBDC development will help enhance different jurisdictions’ digital asset
regulations.
The third trend – regulation – will drive competition for new products and services.
Some countries could completely open up to welcome DeFi. The opposite extreme
(such as China) will stop all local cryptocurrency businesses to focus on the nation’s
version of digitalization.
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Certain countries like India or Singapore may conduct a similar practice like China, but
not to that extent. They will still grant digital licenses to some institutions, like the cases
in Singapore, which helps promote the adoption of digital finance. In South America, El
Salvador decided to adopt bitcoin as legal tender in 2021.

Future of Digital Assets and Blockchain
EP: Innovate or get left behind. How will you advise financial
ecosystem stakeholders to embrace the opportunities arising from
digital assets and blockchain?
EC: It depends on which countries you are referring to. Stakeholders in China follow the
policy announced by the government. Stakeholders in Europe or America tend to be
more open-minded or risk missing the opportunity.
Of course, no risk, no gain. Stakeholders need to measure the risk using a new
methodology. A possibility is to conduct a sandbox approach, such as setting up a small
project to penetrate a new industry and then moving on when proven.
I would advise institutions in Hong Kong to be more internationalized instead of getting
stuck in the traditional markets. In certain areas, Hong Kong’s regulation is not up to
the standard (the degree of data openness and innovation), and companies should
expand to other jurisdictions.
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7. Centralized and Decentralized
Exchanges
Key Highlights
▪

CEX eyes dominance in the digital asset space while DEX is catching up with
rapid growth thanks to improvements in infrastructure and technology.

▪

Regulators are strengthening oversight and improving legal frameworks as
the digital asset industry expands. However, the decentralized nature of DeFi
has led to challenges for regulators.

▪

In the future, DEXs will proliferate catalyzed by critical technological
breakthroughs, increasing adoption and convergence with centralized
exchanges (CEX).

Centralized and Decentralized Exchanges Theme Outline

7.1

What are centralized and decentralized exchanges?

Digital asset exchanges have facilitated the trading of digital assets and played a pivotal role in the increasing
adoption of digital assets. The primary difference between CEX and DEX is the degree of control that users have
over their funds.
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A centralized exchange ("CEX") is an exchange platform operated by a third-party intermediary to facilitate the
buying and selling of digital assets. A CEX is custodial, and investors must deposit digital assets to an exchange
account.
A decentralized exchange ("DEX") is typically a non-custodial exchange where the user maintains their digital
assets in their own digital wallet and simply utilizes the exchange to execute peer-to-peer transactions without
the need for an intermediary.

7.2

Characteristics of CEX and DEX

In addition to the varying degree of ownership over assets, investors ought to be aware of the different
functionalities to inform their decision to select digital asset exchanges.
Figure 69. Comparison between centralized and decentralized exchanges
Centralized exchange

Decentralized exchange

No – CEX users relinquish control of their
funds to the third-party intermediary
responsible for managing the funds deposited.

Yes – DEX users maintain complete control over
their assets. Users are at liberty to connect with
individuals they want to trade with, as there is no
central server.

No – CEX requires users to fulfill KYC and AML
procedures, which makes it difficult for an
individual to maintain anonymity while trading.

Yes – DEX does not require users to disclose their
identity, as trading is done by antonymous financial
protocols powered by smart contracts

Cross-chain
trading

Unlimited cross-chain trading capacity

Limited capacity in cross-chain trading

Requirement for
authentication

Yes – CEX serves as a third-party intermediary
to approve all transactions.

No – DEX has smart contracts that allow users to
transact without authorization.

Speed

Rapid – Transactions are close to
instantaneous.

Low – Speed is determined by the protocol that the
DEX uses. E.g. Uniswap (based on Ethereum) is
slower.

Security

High hacking risk due to the centralized
nature

Low hacking risk as there is no single entry given
the decentralized nature. The exception is when
there is a bad smart contract.

Transaction/
withdrawal fee

High

Low – The exception is when ETH-based DEX is
impacted by a high gas fee.

Potential for
market
manipulation

High

Low – Easy to detect

Trading volume

High – US$7,565.2bn (1H21)

Lower – US$632.1bn (1H21)

User interface

Easy to use – Beginner-friendly with many
functionalities

Difficult to use – For experienced users

Users' control of
funds

Anonymity
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Fiat conversion

Yes – Users can convert fiat to crypto or
purchase crypto assets via credit/debit cards

No – Only crypto-to-crypto

Source: The Block Crypto

Top CEX and DEX and market share by trading volume
We compare and contrast the most popular decentralized exchanges and centralized exchanges by several vital
metrics.
Figure 70. Top 10 CEX (January 2022)

#

CEX

No. of
coins

No. of
Pairs

Most
Traded
Pair

Year
Est

Avg
bid-ask
spread

1

Binance

357

1,405

BTC/USDT

2017

0.28%

0.1%;
0.075%
option
for BNB
holder

18.9

Binance is a CEX
incorporated in Cayman
Islands with the highest
market share by trading
volume.

2

OKEx

329

532

BTC/USDT

2013

0.46%

Spot:
0.02% 0.2%

6.8

OKEx is a centralized
cryptocurrency exchange
located in Belize.

3

Coinbase

139

402

BTC/USDT

2012

0.28%

0% 0.3%

4.9

Coinbase Exchange is a
CEX with global
operations, listed on
NASDAQ.

4

Crypto.co
m

165

275

BTC/USDT

2019

0.23%

0.16% 0.02%

3.9

Crypto.com Exchange is
the place to trade crypto,
with deep liquidity and low
fees.

5

FTX

321

491

BTC/USDT

2019

0.73%

0%-1%

3.0

FTX is a centralized
cryptocurrency exchange
located in Antigua and
Barbuda.

6

Huobi
Global

392

928

BTC/USDT

2013

2.02%

0.10%

2.9

It is a centralized
cryptocurrency exchange
located in Seychelles.

7

KuCoin

580

1,120

BTC/USDT

2017

0.63%

0.10%

2.9

KuCoin is a global crypto
exchange launched in
2017.

8

Gate.io

1,207

2,347

ETH/USDT

2013

1.11%

0.20%

1.6

Gate.io is one of the oldest
Chinese bitcoin
exchanges, which was
founded in 2013.

9

Bitfinex

168

429

BTC/USDT

2012

0.51%

Maker
fees: 0%
- 0.10%

1.5

Bitfinex is a
cryptocurrency exchange
owned and operated by
iFinex Inc

Fees

24 hr
vol
(US$b)

Description
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10

Kraken

96

407

ETH/USDT

2011

0.25%

0% 0.26%

1.3

Kraken is a US-based
cryptocurrency exchange
and bank

Source: Coingecko, as of 10 am Jan 11, 2022

Figure 71. Top 10 DEX (January 2022)
Year Est

% Market share
(by vol)

USDC/ETH

2021

33.5%

WBNB/BUSD

2020

10.0%

771

OHM/0X6B17...

2020

8.5%

1,699

2,814

WETH/0XF4D...

2020

6.8%

Compound Finance

14

15

CDAI/DAI

2019

4.8%

6

Spookyswap

53

983

USDC/0X21B

2020

4.6%

7

Trader Joe

133

576

MIM/

2021

4.3%

8

Biswap

27

138

WBNB/Cake

2021

2.2%

9

Curve Finance

23

58

MIM/USDT

2020

2.0%

10

Serum DEX

70

159

SOL/USDC

2020

2.0%

#

DEX

1

Uniswap (v3)

2

PancakeSwap (v2)

3

Sushiswap

4

Uniswap (v2)

5

No. of coins

No. of Pairs

442

879

3,804

6,136

394

Most Traded Pair

Source: Coingecko, as of 10 am Jan 11, 2022
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Digital asset exchanges – Advantages and disadvantages

Digital asset exchanges are critical avenues for investors to gain exposure to digital assets. Their respective tradeoff between benefits and risks will be one of the primary considerations for investors.
The key advantages of CEXs include their ease of use, higher liquidity and functionality.
Figure 72. Centralized exchanges – Key advantages
Advantages of CEX

Significance

Faster transaction
processing spread

Higher trading efficiency with a centralized database

More scalable

Centralized servers which contribute to scalability

More liquid

High liquidity come with greater platform usage

Margin trading facility
available

More options for traders to speculate and hedge their
investments

More features

Offer more features and flexibility to add functionality to
trading interfaces

Simple user interface

The simplicity of CEX makes it the entry point for new
users

Source: Gatehub

The key disadvantages of CEXs include exposure to hacking risks and lack of privacy. CEXs are generally
considered less secure than their decentralized counterpart as they hold users’ assets.
Figure 73. Centralized exchanges – Key disadvantages
Disadvantages of CEX

Significance

Exposed to hacking risks

A centralized network with access to all funds is
vulnerable to hacking risk

Requires trust

A centralized network is exposed to multiple risks that
can compromise the entire system

Lack of privacy

CEX require KYC procedure, making anonymous trading
impossible

Source: Gatehub
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DEX – Pros and Cons
DEX benefits users with privacy, security and integration with DeFi and NFT.
Figure 74. Decentralized exchanges – Key advantages
Advantages of DEX

Significance

Secure and nearly impossible to hack

Nodes are distributed globally, thereby reducing the risks of server downtime and
the possibility of hacks

Trustless

Users are not required to 'trust' the DEX or other users of the platform since all
transactions occur in a transparent and automated manner.

Low Fees

Trading fees on DEX are significantly lower than CEX, or even free. The only fee for
DEX is the gas fee (cost of sending transactions over the blockchain)

Privacy

DEX does not store user funds and personal data.

Free from regulation

DEX is not a legal entity operating in a specific jurisdiction. DEX comprises opensource codes operating on a decentralized network, making it impossible for any
government to control.

Source: Cointelegraph

The user interface of DEX is less user-friendly and intuitive, creating barriers for beginners.
Figure 75. Decentralized exchanges – Key disadvantages
Disadvantages of DEX

Significance

No fiat-to-crypto conversion

DEX does not offer a direct way for users to buy crypto with fiat currencies,
causing inconvenience to some users.

Not beginner-friendly

DEX is geared towards more experienced users, is more difficult to navigate,
and poses a hurdle for broader adoption.

Slower trade processing speed

The decentralized nature of DEX makes it less efficient in processing
transactions, leading to scalability issues.

Less liquid

DEX is less liquid and leads to price slippage, which impedes adoption and
user growth.

No margin trading facility

DEX has fewer choices for traders to speculate and hedge their investments.

Source: Cointelegraph
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Digital asset exchanges – Industry risks

Digital asset exchange is a rapidly evolving space and not sufficiently mature. Investors ought to consider risks
and uncertainties before stepping into the opportunity.
Figure 76. Digital asset exchanges – Industry Risks
Industry Risk factors

Details

Solutions

Front running

DEX – The risk that miners or mining pools
who validate transactions could
potentially participate in market
manipulation.

Transaction Ordering;
Confidentiality Strategies;
Reveal Agent

CEX – Regulators have been primarily
focused on CEX as most of the fiat
conversion happens there.

Closer collaboration and more frequent
dialogue between regulators,
exchanges and investors.

Regulatory tightening

DEX – DEX will likely come under
increased regulatory scrutiny due to the
rising cases of hacks and increasing value
of assets locked in DeFi protocols.
The decentralized nature of DeFi and
regulations will need to be reconciled. For
example, DeFi does not require KYC and
users remain anonymous.

Lack of liquidity

DEX – The average trading volume on DEX
is still a small percentage of CEX.

Automated market makers

Lack of interoperability and
scalability

DEX – The fragmented DEX industry raises
concerns around interoperability,
settlement speed, and transparency
related to cost and pricing.

Layer 2 solution;
Build more bridges on the smart chain.

Source: Cointelegraph
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CEX and DEX’s path to mainstream adoption

Our view is DEX and CEX would coexist in the future. We anticipate increasing adoption driven by multiple factors.
CEXs are controlling the lion’s share of digital asset trading volumes. DEXs are on the rise for digital assets trading
and capturing market share.
Figure 77. CEX – Factors driving mainstream adoption
Factors

Significance

Increasing digital asset
adoption by non-technical
users

CEX seeks to improve accessibility to digital assets for users of all technical backgrounds.

Better compliance
capabilities

CEX are subject to regulations. The verification process of most CEX is a standardized
compliance measure for KYC, Anti-Money Laundering and counter-terrorism financing laws
and regulations. These security practices discourage illegal transactions and improve wallet
security.

Increasing regulatory
clarity

The removal of obscurity in regulations will encourage CEXs to better fit into the regulatory
framework and strengthen the confidence of institutional investors

Source: Cointelegraph

Figure 78. DEX – Factors driving mainstream adoption
Factors

Significance

Increasing maturity of DEX

For example, scability, liquidity issues, user experience and functionality of DEX will likely to
improve.

Increasing regulatory clarity

Clearer regulations will drive the sustainable development of DEX industry.

Increasing DeFi applications

Innovation in DeFi will create a huge crypto-native user base. E.g. DEX can implement web 3
apps as widgets in games and applications

Emergence of cross chain
aggregators

Cross-chain DEX aggregators support a broad range of token types, which help expand the
market, and increase liquidity and trading volumes as a result.

Source: Cointelegraph

212

Digital Asset Outlook 2022

Interview with Ben Caselin

Interview with Ben Caselin, AAX

x

Key Takeaway
▪

In 2022, digital asset adoption will become more mainstream and adoption
could accelerate due to the impact of inflation.

▪

Centralized exchanges will need to continue to upgrade their infrastructure
and integrate with decentralized protocols. Such integration will bring more
liquidity to all markets.

▪

AAX intends to stay ahead of the digital asset conversation and serve as a
hub of the Metaverse as it takes off.

Ben Caselin is Head of Research & Strategy at AAX, the first crypto exchange to be
powered by London Stock Exchange Group’s LSEG Technology. With a background in
creative arts, social research, and fintech, Ben develops insights into Bitcoin and
decentralized finance and provides strategic direction at AAX. He is also a working

Ben Caselin
Head of
Research &
Strategy, AAX

member of Global Digital Finance (GDF), a leading industry body dedicated to driving the
acceleration and adoption of digital finance forward. To gain relevant insights on Bitcoin
and the rapid innovation surrounding the crypto industry, follow @bencaselin on Twitter.

Key Takeaway
2022 Outlook
Esme Pau (EP): Where do you see the global digital asset and
blockchain industry headed in 2022?
Due to the impact of
inflation, it is expected to
see adoption accelerate in
emerging markets and
potentially the further
politicization of this new
asset class and technology

Ben Caselin (BC): Unlike in previous cycles, the overall digital asset market seems set
for a continuation of the bull run. We can expect more innovation on top of Bitcoin,
around the Lightning Network, and protocols such as Stacks that leverage Bitcoin’s
secure settlement mechanisms.
Over the coming year, as we continue to see the impact of inflation, we can also expect
to see adoption accelerate in emerging markets and potentially the further politicization
of this new asset class and technology.
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Projects aiming to build in the Metaverse will keep coming into the market. The main
point of contention is the degree to which platforms are decentralized and noncustodial.
As for DeFi, work is already underway to improve liquidity and render yield farms and
other similar earning opportunities more sustainable. Quality and the actual delivery of
services will be critical to secure market share.

EP: Please name three game-changing trends that you expect for
2022.
BC:
●

Emerging markets across Latin America, Africa, and Southeast Asia further
embracing Bitcoin is a trend that is likely to gain momentum over the coming
year. This is a macro trend of historical significance.

●

Furthermore, as regulatory pressure builds on custodied stablecoins, 2022 is
likely to see more capital diverted to algorithmic stablecoins and protocols
that support these coins. Rather than a run on bank type of scenario,
uncertainty around stablecoins could drive significant growth in Bitcoin and
Ethereum as the safest crypto assets on the market.

●

2022 will also see digital assets become more mainstream. More employment
opportunities, established brands embracing digital assets and NFTs, crypto
companies going public, more institutional participation – this is an ongoing
trend that will continue to change the digital economy and drive the integration
of the crypto industry with the formal economy.

Digital Asset Exchange Landscape
EP: Please share your long-term vision for centralized exchanges.
How does the strategy of AAX align with your vision?
Over time, centralized
exchanges will need to
continue to upgrade their
infrastructure and, as
much as compliance
allows for, integrate with
decentralized protocols.
Such integration will bring
more liquidity to all
markets and bring more
resilience to the industry

BC: Although decentralized exchanges process considerable volume, centralized
exchanges are still set for more growth. Regulation and public listings bring legitimacy
to this line of business. At the same time, decentralized exchanges will continue to
evolve and capture a growing community of traders, especially in emerging or more
restrictive markets.
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Over time, centralized exchanges will need to continue to upgrade their infrastructure
and, as much as compliance allows for, integrate with decentralized protocols. Such
integration will bring more liquidity to all markets and bring more resilience to the
industry.

EP: What key factors set AAX apart from its peers? What will they
be in a year?
BC: AAX is a true driver of the adoption of Bitcoin. We were the first to switch to the
Satoshi Standard, allowing small traders to trade SATS on the spot market with the
ability to buy Bitcoin with just 0.10 cents.
Following this move, other exchanges such as Bitfinex and OkCoin made similar moves
and there are continued calls in the space for larger exchanges such as Coinbase to
adopt the standard as well. This switch makes Bitcoin more accessible to traders of all
sizes, but it also counters the confusion around meme coins, which are mistakenly
perceived as cheap due to price unit bias.
●

In 2022, through our partnership with The Tie, AAX wants to become a
“listening platform” that operates in the midst of society. By being in tune with
the wider conversation, AAX can stay ahead of trends and help educate the
wider public on Bitcoin and digital assets.

●

This year, for example, AAX hosted a summit. Building on the Bitcoin & Beyond
series, in partnership with Forkast.News, AAX hosted the Bitcoin & Beyond
Virtual Summit, featuring speakers such as Sam Bankman-Fried, Raoul Pal and
Don Tapscott. This recurring event aims to advance discourse around digital
assets, with a strong focus on Bitcoin. This is a unique service AAX provides as
an exchange to the global digital asset community.

●

AAX also has plans around an incubator program for upcoming NFT artists.
Initiatives such as these further set AAX apart as an exchange of the people.

In our view, as we address the 95% of the world that has not yet embraced crypto, we
don’t just target traders. We target artists, entrepreneurs, savers, the unbanked,
freelancers, aspiring and sophisticated investors.

AAX sees itself a culture shaper. We see our growth in
new markets tied to the growth of the communities we
serve.
Ben Caselin, Head of Research & Strategy, AAX
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EP: Statements have been made repeatedly that the centralized
exchange industry is headed for consolidation and M&A. Do you
agree or disagree, and why?
BC: From the outset, AAX was built in anticipation of consolidation. A robust technology
stack, a strong culture of compliance and a large user base are all key to secure
longevity. As regulation continues to take shape, trading platforms and wallets and
other infrastructure and service providers are likely to merge through acquisitions or
partnerships.

Regulation
EP: As one of the up-and-coming digital asset exchange, how do you
think regulations on digital assets and VASP will change the
industry landscape?
As regulation comes into
force, we can also expect
more growth around
DAOs, DEXes, and other
more permissionless
platforms that will be
difficult, if not impossible,
to regulate.

BC: It is logical and appropriate for crypto businesses to operate within a clear and
legal framework. This brings trust and legitimacy to the industry. But in line with the
spirit of decentralized technologies and open networks, as regulation comes into force,
we can also expect more growth around DAOs, DEXes, and other more permissionless
platforms that will be difficult, if not impossible, to regulate.

EP: What is your outlook for VASP regulation in Hong Kong and other
jurisdictions in 2022?
BC: At AAX, we pay great attention to any regulation that may apply to any of the tokens
or financial services we offer on our platform and adjust according to the clarity
provided by the jurisdictions.

NFT and Metaverse
EP: Please elaborate upon the NFT marketplace strategy of AAX.
What role will centralized exchanges like AAX play in the NFT and
metaverse revolution?
BC: AAX sees itself as a culture shaper. On the AAX NFT platform, we intend to focus on
high-quality NFT assets, but we also want to support aspiring artists with an NFT
incubation program. We see our growth in new markets tied to the growth of the
communities we serve. An incubation program suits this growth strategy.
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The Metaverse is still mostly a concept. At this stage, AAX participates in the
conversation, and as the Metaverse takes off, we intend to be a part of it, whether as a
presence in, a portal to, or as a hub for investment in the Metaverse.
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Digital Asset Exchanges – Key industry metrics

In deciding which digital asset exchange to use, it is important to use different metrics to evaluate their growth
and performance. Some metrics are shared for both CEX and DEX.

CEX
The key metrics measure the competitiveness and adoption of centralized exchanges, which we believe are
essential for investors to select CEX.
Figure 79. CEX – Key metrics for analysis
Metric

What it measures

Drivers

Significance

Trading Volume

The total volume of
digital assets that are
traded through certain
exchange over a period
of time

Order execution capabilities;
Liquidity;
Number of users;
Activity and price trend of digital
asset market.

Indicates the level of adoption and
investor interest; order execution
capabilities of certain exchanges

The total number of
users on an exchange
over a given period of
time

Digital asset market activity and
investor interest;
User experience/ friendliness;
Types of services offered;
The number of supporting fiat
currency and coins;
Regulatory compliance.

Indicates the level of adoption,
performance, growth, or popularity
of certain exchange.

Assets that are placed
under the control of a
CEX

Custody reliability and adoption:
The total value of digital assets
under custody;
Trading Volume;
Digital asset price and market
activity.

Indicates the level of adoption,
performance, growth, or popularity
of certain exchange and its
services (e.g. custody services)

Number of users

Total Assets on
Platform

Source: Coindesk

DEX
Compared to CEX, DEX currently has a lower adoption rate by investors, but is rapidly catching up. The entry
barriers for DEXs are higher as they are less intuitive. We provide some key metrics for DEX below which will help
evaluate their relative merits.
Figure 80. DEX – Key metrics for analysis
Metric

Trading Volume

What it measures

Drivers

Significance

The total volume of digital
assets that are traded
through certain exchange
over a period of time

Order execution capabilities;
Liquidity;
Number of users
Crypto market's activity, price
trend

Indicates the level of adoption
and level of investor interest
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The total number of users
on an exchange over a
given period of time

Crypto market activity and
investor interest;
User experience/user friendliness;
Types of services offered;
The number of supporting fiat
currency and coins
Regulatory compliance.

Indicates the level of adoption,
performance, growth, or
popularity of certain exchange.

Total value locked
(TVL) in DEX

The value of assets
deposited into the
exchanges' smart
contracts, including orderbook type exchanges

The scale of digital asset liquidity;
Trading volume;
Digital asset price and market
activity;
Investors' risk appetite.

Indicates the level of adoption,
or popularity of certain exchange
and market sentiment

Count of unique addresses
of trader and market
maker

Profitability of orders

Number of traders

Contributes to overall liquidity
and trading volume

Number of users

Source: Duneanalytics

7.7

Digital Asset Exchanges – Market sizing analysis

Digital asset market is expected to grow significantly owing to the expanding opportunity sets, and trading
volumes of digital assets and increasing institutional adoption.
Figure 81. Digital Asset – Total addressable market
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Digital Asset Exchanges – Future outlook and key themes

In the future, we expect the digital asset exchanges sector to develop at a rapid pace catalyzed by key
technological breakthroughs, increasing institutional investor participation and regulatory clarity.
Figure 82. CEX – Future events/catalysts
Trends

Details and significance

Coverage with DeFi to create a new
ecosystem

Centralized exchanges are likely to create a decentralized crypto digital
infrastructure to make dApps - decentralized or distributed apps, available to
users and improve user experience

Closing the gap with DEX

In the future, centralized exchanges will be likely to take pages out of the
playbook of DEX. For example, using smart contracts to complement their
infrastructure. They could implement AMMs to allow users to earn a yield on their
exchange deposits while providing more liquidity to the exchange itself.

Increasing regulatory clarity

In the future, judicial rulings will provide further clarity for both regulators and
industry participants.

Source: Decrypt

Figure 83. Digital asset exchanges – Future drivers
Drivers

Description

Significance

Higher digital asset
investment activity in the
primary market

Capital invested into digital assets in the
primary market will lead to more
transactional activity in the secondary
market.

Primary market investment will lead to the
development of secondary market trading
activity.

More advanced computer
and network technologies

With technological advances, the
infrastructure can automate, facilitate,
and promote needs in making a trade

The leading‐edge computer and network
technologies with sophisticated processes will
stimulate productivity, improve efficiency and
level up scalability.

Developments in security
token offerings (STO)

Security token standards and protocols
will create secondary markets

Tokens can be transferred freely across trading
platforms and lead to higher liquidity of tokens.

Granting of more licenses
and regulatory approvals

More licenses and regulatory approvals
will increase competition and foster
growth to open a trading platform

Achieve balance between regulation and
innovation and, better protect the interest of
stakeholders

Source: Standford Journal of Law & Policy
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Interview with Sudhu Arumugam, CoinFLEX
Key Takeaway
▪

The three game-changing trends in 2022 are the continued growth of
stablecoin assets, derivatives open interest and the gamification of trading.

▪

The entry of institutional players into digital assets will likely lead to higher
trust and transparency and a clearer separation between exchanges, clearers
and custodians.

▪

Globally, the current practice of attempting to fit digital assets into 100-yearold laws will have to change with the adoption of more up-to-date and
appropriate regulations.

Sudhu Arumugam has 20 years of experience in finance gained through derivatives
trading and risk management from banks, hedge funds and crypto exchanges across
Europe and Asia. He comes primarily from a fixed income and equity derivatives
background before finding a passion for cryptocurrencies. He joined Coinfloor, the UK's

Sudhu
Arumugam
Co-founder,
CoinFLEX

first crypto exchange, in 2017, before co-founding CoinFLEX, a crypto futures exchange
based in Hong Kong just a year later.

Key Takeaway
2022 Outlook
Esme Pau (EP): Where do you see the global digital asset and
blockchain industry headed in 2022? Please name three gamechanging trends that you expect for 2022.
Sudhu Arumugam (SA):
1.

Stablecoins assets going from $160bn to $500bn

2.

Derivatives open interest going from $30bn to $150bn

3.

Gamification of trading
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EP: What is your long-term vision for the digital asset space? How does
that align with the ethos of CoinFLEX?
SA: Our thesis is that Passive Capital (retail investors) should increasingly have access
to the same sources of yield as active capital (High-Frequency Trading and trading
firms). Liquidity providers in DeFi have grown to $60bn+ and are significant in spot
swap pools. We see passive capital liquidity becoming significantly more important in
CeFi (centralized finance) and the derivatives markets in general.

Our thesis is that Passive Capital (retail investors)
should increasingly have access to the same sources
of yield as Active Capital.
Sudhu Arumugam, Co-founder, CoinFLEX

Competitive landscape
EP: How do you rank the importance of different factors when choosing
VASPs (Virtual Asset Service Providers), and why? For example,
custody, licensing status, liquidity, product/solution breadth,
commissions, security or other factors.

Important considerations
in digital assets include
product variety, liquidity,
custody and
commissions.

SA: All items listed are factors that should be considered. In my view, from what we see
in digital assets, what is important to customers tends to be product variety, liquidity,
custody and commissions.

CoinFLEX – Product and strategy
EP: Product differentiation is one of the many strengths of CoinFLEX.
How does CoinFLEX manage to devise/incubate differentiated yield
products such as flexUSD?
SA: We come from a great mix of backgrounds with team members with over eight
years of experience running crypto exchanges and others who have decades of
derivatives experience. As such, we have a bird's eye view of what works well in both
the traditional finance and crypto markets. This allows us to be creative and build
innovative financial products like flexUSD, which tokenizes basis trading. This is made
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possible by bridging traditional derivatives and the blockchain. We are playing with
more innovative ideas and look forward to rolling these out in 2022.

EP: CoinFLEX announced several high-profile partnerships in recent
months (such as Bitcoin.com, Copper.co, Chainlink). What are the
underpinnings of CoinFLEX's partnership strategy? Which areas will
you focus on for partnerships in 2022?
SA: Our partnership strategy enables the wide distribution of our products across
different market segments. Our partnership with Copper enables their hundreds of
institutional customers access to flexUSD, and with Bitcoin.com, we enable distribution
of flexUSD and CoinFLEX's automated market making product (AMM+) to 25 million
Bitcoin.com wallet users.

EP: Please share more on CoinFLEX's introduction of decentralized
custody in a hybrid CEX-DEX model. What pain point does it seek to
address? How does that impact customer protection?
SA: Currently, when you send your funds to an exchange, they hold your private keys
and, thus, are in sole control of your funds. This is also true of CoinFLEX, but we would
become one of many (n of m) signatories under a hybrid or decentralized custody
solution when funds are withdrawn. A global network of signers would get the same
anonymized data (using zero-knowledge proofs) to validate the authenticity of the
withdrawal request and then sign the transaction if valid. As such, no single party will
be able to move your funds and that will build more trust in CoinFLEX.

Regulation
EP: How do you view the future of DeFi and CeFi? How should we think
about the longer-term regulatory trend and market sentiment?
Globally, we feel that the
current practice of
attempting to fit crypto
into 100-year-old laws
will have to change with
the adoption of more upto-date and appropriate
regulations

SA: More and more forward-thinking regulators are starting to craft and roll out more
digital asset-relevant and focussed laws, so we will see more exchanges setting up
where those occur. Globally, we feel that the current practice of attempting to fit crypto
into 100-year-old laws will have to change with the adoption of more up-to-date and
appropriate regulations.
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Scalability
EP: Scalability remains a significant issue for the blockchain and digital
asset space. How are different stakeholders striving towards
enterprise-grade blockchain scalability?
SA: There is blockchain scalability and exchange infrastructure scalability –I’ll
comment on the latter. When we first started, TradFi (traditional finance) trading firms
were pushing us and other exchanges to move away from AWS/Azure cloud-based
infrastructure to data centre structures that TradFi exchanges employ, e.g. Aurora in
Chicago for CME or LD4 in London for ICE Exchange. Interestingly, CME and others are
now looking at cloud infrastructure for the exchange business, with Google taking a
$1bn stake in the CME. Yet another example of innovation in digital asset driving
change.

Institutional adoption
EP: What degree of institutional adoption do you see next in 2022 and
2024, respectively? What are the significant factors that will move the
needle for institutional adoption?
Unlike in the traditional
space where there is a
clear separation between
exchanges, clearers and
custodians, in digital
assets, we are all three as
there are no providers in
each distinct category

SA: For large institutional customers, the most significant factor is around custody by
far. Unlike in the traditional space where there is a clear separation between
exchanges, clearers and custodians, in digital assets, CoinFLEX represents all three as
there are no providers in each distinct category. Over the next few years, I see this
changing with the likes of State Street entering the market and exchanges going to what
they do best, by being a pure marketplace.

EP: Infrastructural improvements and education have significantly
levelled the playing field for digital assets. In your view, what are the
remaining obstacles that need to be addressed before we reach mass
institutional adoption?
SA: Trust and transparency are amongst the critical obstacles to mass adoption. The
more a platform like CoinFLEX can be transparent, the customer can trust us with more
of their funds. In Q1 2022, we will display our assets in real-time via the 3rd party
independent auditor who will attest to our balances and they will also have a
downloadable attestation report that customers can receive.
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The other key obstacle is around insurance on customers' funds. Hopefully, insurance
premiums will become more reasonable and more standardized terms and conditions
can be applied to the digital asset industry.

The more a platform like CoinFLEX can be
transparent, the more customers can trust
us with their funds.
Sudhu Arumugam, Co-founder, CoinFLEX

EP: How do you expect entrants from traditional finance and
institutions will change the face of the digital asset landscape? How
does your expectation compare with what we are experiencing now?
SA: Whilst it is fantastic and needed to have new entrants from TradFi, the level of
innovation in digital asset does not wait for them. All players, whether DeFi or CeFI, will
continue to move the future of finance forwards in the following decades.

EP: To what extent do you think the decentralized aspect of digital
assets will be compromised/influenced by the entry of institutional
players?
SA: DeFi has one hugely limiting factor for institutions, and that is KYC. Institutional
players will be reluctant to enter venues that do not KYC like DeFi platforms. You can
see this with AAVE creating a fully KYC'd pool for users. This goes against the thesis of
DeFi in my view and will be an interesting experiment to observe next year.
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MEGATREND 8

Asset Tokenization
and STO
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8. Asset Tokenization and STO
Key Highlights
•

Asset tokenization adds value to the existing financial system by enhancing
liquidity with fractional ownership and increasing transaction efficiency through
trimming unnecessary intermediaries.

•

Asset tokenization will create new types of platform business models and
investment opportunity sets, leading to possibilities that have not been
conceptualized yet.

•

STOs are regulated in major financial jurisdictions, and retail investors are
allowed to invest in security tokens as long as the issuers are compliant with
regulations.

Asset Tokenization and STO Theme Outline

8.1

What is asset tokenization?

Asset tokenization is the process of transforming assets into digital tokens on the blockchain. The ownership of
the token provides access to ownership of the assets for token owners.
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Figure 84. Asset tokenization – Key advantages
Advantages

Significance

Eliminate unnecessary intermediaries

Process automation and disintermediation increases efficiency and lowers
transaction costs.

Enhance liquidity by enabling fractional
ownership

Increased tradability of illiquid assets by overcoming information asymmetry,
high costs and large ticket sizes

Increase market depth

Attract a new breed of investor through the global nature of blockchain.
According to a study by Savills and McKinsey, c60% of the world's assets are
inaccessible because of traditional market infrastructure.

Expand market breadth

Security tokens give rise to new investment classes and enable these assets to
be subdivided and syndicated to a broader group of investors in a more cost‐
effective way.

Immutable and cannot be changed
unilaterally

Enhanced data transparency with an immutable record of ownership and legal
rights.

Continuous trading

Blockchain reduces the time between trading and settlement significantly, thus
eliminating settlement risk.

Asset interoperability

With the financial ecosystem struggling to achieve interoperability, tokenized
assets remove physical barriers and geographical or infrastructural limits.

Source: Cointelegraph

While asset tokenization removes unnecessary intermediaries and facilitates liquidity for issuers, it is also
exposed to several risks due to its immaturity, including regulatory obscurity and technological risks.

Figure 85. Asset tokenization – Key disadvantages
Disadvantages

Implications

Technological
instability

Existing systems may not be sufficiently robust to manage digital assets, which requires highgrade protection against cybersecurity attacks and capability of bridging with legacy systems
easily to ensure smooth onboarding process and asset management.

Regulatory
uncertainty

The absence of a common global regulatory framework and the decentralized nature of the
blockchain give rise to undesirable risk and pose challenges for institutions and investors to
embrace the digital assets opportunity.

Market and
operational risks

Tokenization does not eliminate all security risks, in particular, storage risks.

Source: Cointelegraph

8.2

What can be tokenized?
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Asset tokenization is applicable in a wide range of asset classes. However, each asset class shows a different
potential for tokenization, which we believe should be considered by issuers to consider the tokenization
feasibility.
Figure 86. Tokenizable assets – Selected examples
Asset Classes

Examples

Real Assets

Oil and Gas, Precious Metals, Real Estate

Consumables

Wine, Automobiles, Pharmaceuticals

Collectables

Fine Art, Virtual collectables

Intangible Assets

Patents, Licenses, Trademarks

Source: EY

Figure 87. Potential of tokenization – Asset classes

Source: BNY Mellon
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There are three main types of categories for asset tokens: profit sharing tokens, revenue sharing tokens and debt
tokens.
Figure 88. Asset tokens – Key categories
Categories

Definition

Examples

Profit-sharing tokens

A right to share in the profit and loss, and value of the company

Private Equity, Stock
tokens

Revenue-sharing
tokens

A right to a percentage of revenues or fees generated by the platform

Agribusiness (cattle,
soybeans, corn, etc)

Debt tokens

A right to interest payments, in proportion with the risk and repayment
at the end of a fixed term

Subordinated loans

Source: EY

Figure 89. Potential for tokenization – Examples of asset classes
Potential

Asset Classes

High potential

Currency, Private Equity, Commercial Real Estate, Funds

Medium potential

Gold/Precious Metals, Fine Art

Low potential

Equities, Infrastructure, Intellectual Property, Music

Source: OECD
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Examples of tokenizable assets

Asset tokenization sees extensive applicability in different asset classes. Despite its infancy, the industry has
witnessed breakthroughs by first movers.
Fig 90. Examples of tokenized assets
Asset
Classes

Examples

Details

Stock tokens

Apple (AAPL);
MicroStategy
(MSTR);
Coinbase (COIN)

Stock tokens track the performance of listed shares. Investors are allowed to trade
fractionalized units of the share tokens, with minimum trade sizing set at one onehundredth of a token.

SGX digital bond
(OLAMSP 4
02/24/26 MTN)

The first pilot digital bond issuance on behalf of Olam International.
- Replicated a traditional S$400 million 4% 5.5-year public bond issue and a
follow-on S$100 million tap issue.
- Utilized DAML (the smart contract language created by Digital Asset ) and HSBC’s
on-chain payments platform

EIB digital bond

It is an Ethereum-based €100 million two-year bond. Investors purchased and
were paid with traditional fiat.

The Elephant Token

It is the first security token backed by shares of privately held unicorns and raised
US$18mn.

Mapletree Europe
Income Trust
(MERIT)

Mapletree is a Singapore-based private fund which is backed by SGX and designed
to provide stable and resilient income.
- Raised US$1mn in total with US$100 per token, starting from Mar 17, 2021

Gold

They are deployed to tackle the challenges and inconvenience of trading and
transportation

Oil and gas

They are used to satisfy the funding needs of smaller projects and avoid high
management costs in dealing with many small investors

Bond tokens

Fund tokens

Commodities
tokens

Source: Financeasia, Cointelegraph
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ICO vs. STO vs. IPO

As an alternative to initial public offerings (IPO) and initial coin offerings (ICOs), security token offerings (STOs)
have provided capital to small and medium-sized enterprises (SMEs). Investors need to consider both the
advantages and disadvantages of each method before deciding which way to use.
Figure 91. Key comparison of ICO, STO and IPO

Full Name

ICO

STO

IPO

Initial Coin Offering

Security Token Offering

Initial Public Offering

Platform

Digital asset platform or exchange

Regulated Stock Exchange

Mechanism

Enables fund raisers to finance
a project. In exchange, the
investors will receive utility
tokens that represent future
access to a project’s product or
service.

Similar to ICO, but it involves
more regulatory requirements
and offers more guarantees.

Offer shares of a corporation to
the public. Investors have
ownership of the company in
proportion to the shares they
own.

Issuers

Start-up, private or public
companies

Start-up, private or public
companies

Public companies

Regulation

Lack of oversight and investor
protection from fraud and
speculation

Subject to rules and
regulations

Subject to strict rules and
regulations

Costs

Simple, fast and cheap for
fundraisers

Cost, speed and barrier of entry
is in between ICO and IPO

Time-consuming and costly

Future and trend

In decline

Significant growth

Stable growth

Issued

Utility token

Security tokens

Shares

Participation

Generally, via a third party such
as Coinlist

Directly

Generally, via Broker (e.g. Bank)

Accepted Funds

Fiat and/or crypto-assets

Fiat and/or crypto-assets

In general, fiat only

Initiated

In general, direct launch to the
public without a centralized
third party (except if IEO)

In general, direct launch to the
public without a centralized
third party (except if IEO)

In general, investment banks
underwrite the IPO

Documentation
requirements

Whitepaper, website

Prospectus, filings, registration
with the regulator, website

Prospectus, filings, registration
with the regulator

Investor rights

Generally, limited to digital
access to service/application

Generally, voting rights,
dividends
(if structured similar to shares)

Generally, voting rights,
dividends

Controlling
authority

None

Regulator

Regulator

Underlying

None

Asset

Asset

Source: EY
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STO - Traditional vs token value chain

Tokenization adds value to the securities value chain with unique features. Below, we compare the process
between traditional and tokenizable securities to provide insights into how tokenisation reshapes the financial
system along the value chain.
Figure 92. Traditional vs tokenized value chain
Primary market
Traditional
securities
lifecycle

Tokenization
securities
lifecycle

Secondary market

Issuance
Time consuming
and costly;
investment
banks dominate
the process

Distribution
Manual
distribution

Trading
Limited time
frames

Execution
Handled by
centralized
institutions

Settlement
Settlement is
based on
contractual
obligations

Clearing
Clearing
system ensure
trading
contract is
fulfilled

Lower entry
barriers for
issues, such as
start-up, public
companies and
SMEs

No
intermediaries
and higher
efficiency in
distribution

Non-limited
trading time
frames

No
intermediaries
and allow peer
and peer
transaction

Instantaneous
settlement

No need for
clearing
system

Source: Cointelegraph
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STO - Projected tokenized market volume

The tokenized market sees ample room for growth, as it provides access to financing for companies of all sizes
with increasing long-tail financing needs. By 2025E, the projected tokenized market volume is estimated at
US$15trn, according to World Economic Forum.
Figure 93. Projected tokenized market volume 2020-2025E

Source: World Economic Forum
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STO - Ecosystem

The STO ecosystem is supported by platforms spanning issuance platforms, exchanges, custodians, issuers, and
banks, etc.
Figure 94. STO ecosystem

Source: The Block Research
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Primary Considerations for STOs

STO is early, full of uncertainties for issuers and investors in reporting, insurance, issuance, regulation, etc.
Industry participation and involvement will be inevitably affected by the following considerations.
Figure 95. STO – Primary considerations

Consideration of STO

Target

Requirement

Examples

Tax and accounting

Issuer

Taxation

How will income generated in the token sale be treated
for tax purposes?

Issuer

Reporting requirement

Requirements for reporting and withholding?

Insurance

Investor

Insurance coverage

Does the firm have adequate insurance or other
coverage for investment risk exposure?

Asset tokenization
platform

Issuer

Record and tracking

How are token holders of record tracked during
secondary trading?

Issuer

KYC/AML

Can the platform provide necessary tools for KYC/AML in
both pre- and post-issuance of the tokenized security?

Regulations

Issuer/
Investor

Jurisdictional
differences

What are different advantages and restrictions from
different jurisdictions?

Technology

Issuer/
Investor

Lack of technological
maturity

Does the underlying blockchain system mature enough
to resolve e.g. scalability issues?

Source: Cointelegraph

8.9

STO - Future outlook and key themes

We expect to see different key themes in security tokenization, which benefit from ongoing innovation and
maturity of the regulatory environment.
Figure 96. STO – Key drivers
Drivers

Implications

Increasing long-tail financing
needs

STO provides access to financing for companies of
all sizes

Innovation-friendly stance in
certain jurisdictions

Provides an attractive hub for innovative
endeavours

Technological advances

Addresses shortcomings of the existing financial
services system

Source: Coindesk
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Figure 97. STO – Future outlook and key themes
Key future themes

Details

Push into uncharted territory

Token design can lead to multiple options, such as products/services, pricing,
structure. Tokenization has the potential to lead to possibilities that have not been
conceptualized yet.

Create new platform business
models which are fully automated

Asset tokenization will create new types of platform business models which work
with both humans clients and machines. The potential for an increasing pool of
clients and lowering of costs can substantially increase profitability.

Simplify and streamline the
execution process

Tokenization as a business logic will help streamline the complex execution process,
resulting in higher efficiency and lower costs. The process will be automated in the
execution stage (delivery, payment and record-keeping), leading to cheaper and
more reliable offerings.

Increasing regulatory clarity

Legislation and judicial rulings targeted to STOs will provide further clarity for both
financial institutions and industry participants.

Source: Cointelegraph
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9. Scalability
Key Highlights
•

Decentralized infrastructure becomes more robust, with more efficient chains
and interoperable solutions driving new use cases in NFT, DeFi, GameFi etc.

•

Projects and funds flow to those solutions that enhance the scalability of
blockchain networks.

•

Improvements in efficiency and security of scaling and cross-chain solutions
help projects reach their full potential.

Scalability Theme Outline

The section defines the concepts of scalability, the pain points, outlines their pivotal role to the digital assets'
future and optimize networks for mainstream adoption, and examines the future drivers

9.1 What is scalability in the context of blockchains?
Scalability is the ability of a blockchain to cope with the influx of a large number of transactions at a time.
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9.2 Blockchain trilemma
The Scalability Trilemma refers to the concept that decentralized networks can only provide two of three benefits
at any given time for decentralization, security, and scalability. One of the most debated questions is the most
efficient ratio on these three elements.
Figure 98. Blockchain trilemma

Source: Vitalik.ca

Figure 99. Blockchain trilemma – Key features

Scalability

Description

Significance

Examples

Scalability refers to the ability to
support high transactional
throughput and future growth.

Scalability is a critical feature for
blockchain networks to compete
with centralized platforms with
better network settlement time
and usability.

Enterprise blockchains like
Hyperledger’s Fabric are secure
and can handle high transactional
throughput. However, they are
centralized.

Decentralization refers to the
ability of any mechanism to stay
immune from minority influence
through a distributed decisionmaking process.

Decentralized processes
eliminate the role of
intermediaries.

Bitcoin is decentralized and
secure but has limitations to
throughput.

Distributed systems provide a
platform for maintaining security,
which offers immutability to
information that is computed on
the distributed database.

There is an incentive to reduce
the distribution of blockchain
nodes to increase network
throughput. The drawback of
centralization is diminished
security.

As use cases continue to expand
and the adoption of blockchain
tech accelerate, the performance
of a scalable blockchain would
increase resiliently.
Decentralization

Security

However, achieving optimal
decentralization tends to
decrease network throughput.
Overly emphasizing speed and
decentralization can expose a
blockchain to hacks.

Source: Steemit
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Traditional blockchain solutions can only achieve two of the three features in the blockchain trilemma.
Figure 100. Traditional blockchain solutions and the blockchain trilemma
Scalability

Decentral
-ization

Security

Bitcoin, pre-PoS Ethereum,
Litecoin, and other similar
chains

X

√

√

High TPS chains rely on a
small number of nodes to
maintain consensus among
themselves, and the users
have to trust a majority of
these nodes.

The DPoS family

√

X

√

Multi-chain ecosystems allow
different applications attached
to different chains and use
cross-chain-communication
protocols.

The chain is vulnerable to
hacking.

√

√

X

Stack

Description

Examples

Traditional
blockchains

Traditional blockchains rely on
every participant running a full
node that verifies every
transaction. As such, they
possess decentralisation and
security features, but not
scalability.

High-TPS
(Throughput
per second)
chains

Multi-chain
ecosystems

Source: Gemini, Vitalk.ca
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9.3 Innovations and scaling solutions for a decentralized ecosystem
In the decentralized ecosystem, several solutions are currently under development to improve the scalability of
blockchain networks directly (Layer-1 solutions) or operating atop an underlying protocol (Layer-2 solutions).
•

Layer-1 Solutions refers to blockchain networks built for speed, security, and growth.

•

Layer-2 Solutions refers to tech optimizations and products that can be used with existing blockchain
networks to increase their scalability.

Figure 101. Scalability solutions for a decentralized ecosystem
Description

Significance

Examples

Consensus
Protocol
Improvements

Many blockchain networks change their
consensus mechanisms that are
conducive to higher scalability.

The change in consensus mechanism
could increase the network capacity
while increasing decentralization and
security.

Ethereum 2.0
upgrade to PoS
(Proof of Stake)

Sharding

Sharding breaks transactions into smaller
datasets called "shards." These shards
are simultaneously processed in parallel
by the network, allowing for sequential
work on numerous transactions
simultaneously.

A sharded blockchain enables
blockchain capacity and transaction
throughput to increase along with the
number of nodes, while scalability does
not sacrifice network decentralization.

Ethereum 2.0,
Tezos, Zilliqa

Nested
blockchains

Nested blockchain is a decentralized
network infrastructure that utilizes a main
blockchain to set parameters for the
broader network. Executions are
undertaken on an interconnected web of
secondary chains.

The distribution of work under this
model reduces the processing burden on
the mainchain to improve scalability
exponentially.

OMG Plasma
Project on
Ethereum

State Channels

The state channel makes it easy to make
transactions off the mainnet without
leaving the mainnet.

Network congestion would be limited,
and there is a faster speed of transaction
validations.

Raiden
Network on
Ethereum

Rollups

They are scaling solutions on the
Ethereum blockchain, which allow smart
contracts to run and process transactions
off the mainnet.

They allow faster transactions of up to
2000 TPS.

Optimism on
Ethereum

Blockchain
Interoperability

Computers, networks, and platforms can
work together anonymously yet
cooperatively to achieve speed and
efficiency in transactions.

Interoperability reduces congestion on a
blockchain network

Parachains on
Polkadot

Sidechains

It is a blockchain-adjacent transactional
chain to handle large batch transactions.

The mainchain would primarily focus on
maintaining overall security and dispute
resolution.

Polygon PoS on
Ethereum

Scalability
solutions
Layer-1

Layer-2

Source: Gemini, Vitalk.ca
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9.4 Scaling solutions for blockchains
Scalability solutions aim for high transactional throughput on blockchains.
Figure 102. Scaling solutions of selected networks
Scaling
solution

Network

Description

Current progress and expectation

Lightning
Network

Bitcoin

The Lightning Network is a second layer added
to Bitcoin’s (BTC) blockchain that allows offchain transactions, i.e. transactions between
parties not on the blockchain network.

Lightning network has already been adapted
massively because of its speed.

Proof of stake protocols is a class of
consensus mechanisms for blockchains that
select validators in proportion to their quantity
of holdings in the associated cryptocurrency.

Proof of stake is becoming a popular
consensus mechanism.

A rollup is a scaling solution that executes
transactions on its own optimized execution
layer but posts its transaction data to
Ethereum.

Rollups are becoming popular among
investors because of low gas fees.

A sidechain is a separate blockchain from
Etheruem, but at its core still uses EVM as an
execution engine.

Polygon is a sidechain that has gained
massive popularity among the NFT
community because of its fast transaction
speed and throughput.
Plasma currently aims to solve security
issues with other layer-2 solutions.

Ethereum

Plasma is a framework for the creation of child
blockchains connected to Ethereum that allow
for more scalable and complex usage. Plasma
is a ‘layer 2’ technology because it enables
blockchains to operate on top of the main
chain.

Polkadot

Parachains are next-generation layer-1
blockchains that put the 'multi' in multichain,
forming the backbone of the Polkadot network
and creating a free alliance of sovereign
chains.

The parachain model brings scalability to
blockchain technology in a more
decentralized and trustless way than relying
purely on layer-2 scaling solutions.

Cardano

Hydra is the second layer solution on top of
the Cardano first layer where PoS consensus
is used. Hydra is designed in a way that fits
well with a stake pool model.

Hydra will enable what is absolutely
necessary for further adoption of
cryptocurrencies, and that is high scalability.

The core Solana innovation is Proof of History
(POH), a globally-available, permissionless
source of time in the network that works
before consensus.

Solana’s growing popularity and growing
development activity is the proof of mass
adoption coming as a result of fast
transactions thanks to PoH consensus
mechanism.

Proof of
Stake

Rollups

Sidechains

Plasma

Parachains

Hydra

Proof of
History
(PoH)

Ethereum

Ethereum

Ethereum

Solana

Milestones for the Eth 2.0 upgrade include
the merge of Mainnet and Beacon Chain
(2022) and shard chains (2023).

Source: The Block Research, DefiPulse, Polkadot, Medium, District0x
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9.5 Applications of scalability solutions
There is a great need for blockchain scalability solutions with innovations in the digital asset space.

Figure 103. Applications of Scalability solutions for a decentralized ecosystem
Application

Description

Importance of scalability

Examples

DeFi

DeFi is one of the fastest-growing
blockchain verticals (as measured by
TVL) and democratizes finance by
removing intermediaries.

Scalability is vital in DeFi as it helps to tackle
network congestions. The drawbacks of the
congestion are higher gas fees and slow
transaction speed.

AAVE, UNI

Transaction
validation

The introduction of the PoS consensus
is an eco-friendly, low energy, and
cost-effective alternative to the PoW
algorithm with Bitcoin.

The introduction of ETH 2.0 and reward-based
PoS models in decentralized exchanges have
brought more computer power and increased the
throughput rate (TPS) of transactions and
efficiency of networks.

Cardano,
Eth2.0, DOT

NFT

The NFT ecosystem empowers
creators to mint, sell digital assets, and
earn from them.

The fast-growing NFT space is currently facing
the issues of high gas fees, network congestion
on blockchains, a slower rate of transactions, and
security.

CryptoPunks,
Bored Apes

Blockchain
game

A blockchain game is a game that
includes elements that use
cryptography-based blockchain
technologies.

Scalability issues lead to high gas fees for buying
in-game features and latency in gameplay.

Axie Infinity,
Moon Nation
Game

Source: Chainbits, S&P
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9.7 Scalability – Timeline of key developments
The blockchain phenomenon is the culmination of many significant breakthroughs. Below is a curation of the key
events that played a role in the evolution of blockchain scalability.
Figure 104. Blockchain scalability - Timeline of significant milestones
Period

Event

Detail

Significance

2022

Ethereum
2.0 Launch

Ethereum 2.0 (ETH2) is an upgrade to the
existing network that aims to improve the
network's security and scalability.

It increases the scalability without
compromising decentralization and security.

Dec 21

Optimism
Mainnet
Release

Optimism is an Ethereum layer-2 scaling solution
that uses Optimistic Rollups to process many
transactions off-chain while retaining the L1
security guarantees of Ethereum.

Optimism helps to separate the roles of
transaction ordering and block validation
into two distinct parties.

Dec 21

Polygon
acquired
Mir

Mir is a project focusing on zero-knowledge
rollup (ZK Rollup). A ZK Rollup is a smart contract
that takes hundreds of transactions off the main
blockchain and bundles them into a single
transaction

Polygon takes a significant lead In ZK
Rollups to grow its infrastructure
development platform.

Sep 21

Alonzo
Release

The smart contract functionality of Alonzo allows
Cardano to become a platform on which
developers can build decentralized applications
(DApps) and mint NFTs.

It transforms Cardano into a smart contract
platform.

Aug 21

PolygonHermez
Merge

Hermez is an open-source ZK-Rollup optimised
for secure, low-cost and usable token transfers
on the wings of Ethereum.

All components of the Hermez project:
technology, live solutions, team, and HEZ
tokens were integrated into the Polygon
ecosystem.
It has given growth opportunities for its
users and developers such as instant trade
confirmation, massive scalability, and zero
gas fees – while securing users' digital
assets on Ethereum.

Apr 21

Immutable
X launch

The Immutable X platform was created by
Australia-based game developer Immutable and
blockchain scaling startup StarkWare, bringing
StarkWare's Layer-2 scaling knowledge with
Immutable's understanding of NFTs.

The Beacon
Chain

A proof-of-stake (PoS) blockchain that will act as
the central coordination and consensus hub of
Ethereum 2.0

It bridges Ethereum to a PoS network.

Dec 20

Oct 17

Polygon
Launch

Polygon is a protocol and a framework for
building and connecting Ethereum-compatible
blockchain networks.

It was created to overcome the obstacles of
the Ethereum blockchain, namely low
transactions per second (TPS), high fees,
and better user experience.

Feb 15

Lightning
Network
white paper

The Lightning Network (LN) is a "layer 2"
payment protocol layered on top of a blockchainbased cryptocurrency such as bitcoin or litecoin.

Lightning was considered the future of
bitcoin payments, as it allows for costefficient and faster bitcoin transactions.

Source: Coindesk, Cointelegraph
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10. Tokenomics
Key Highlights
•

Cryptocurrencies and the tokenized economy will increasingly serve as the pillar
for Web3 development, elevating the importance of tokenomics.

•

Decentralized projects with real communities and robust tokenomics will prevail
in the event of broad-based sector weakness.

•

It is imperative that projects structure tokenomics to align stakeholders’
incentives around long-term sustainable growth.

Tokenomics Theme Outline

10.1 What is tokenomics?
Tokenomics (or token economics) refers to the economics of a digital asset token and the qualities that make a
token appealing to investors. The principle of tokenomics is related to the economic incentive model and token
distribution.

10.2 Importance of tokenomics to blockchain projects
Successful tokenomics aligns the interest of stakeholders of a blockchain project, including the founding team,
developers, investors and community, who are empowered to access, use and pay for the application.
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Figure 105. Key objective of tokenomics
Objective

Description

Significance

Examples

Value
creation

Distribute tokens to users
of protocol to bootstrap
growth

Token accelerates the demand and value creation of
the underlying blockchain solution.

Compound – distributed COMP tokens in
June 2020 to bootstrap the initial
demand, which helped accelerate user
adoption.

Distribute tokens to
contributors who improve
the protocol

Increase scalability as the project expands to
incentivize dedicated developers (beyond the core
team) to contribute improvements;

Yearn – compensated community
contributors with YFI tokens.
SushiSwap – rewarded developers with
its native SUSHI tokens and engaged its
community to vote.

Distribute tokens to
participants who provide
liquidity for the protocol’s
native tokens

Increase liquidity of the native token

Synthetix, APY.Finance– provide
subsidized liquidity on Balancer or
Uniswap.

Offer token holders the
power to shape the future
of the protocol

On-chain governance is the backbone of
decentralized token economies, which enable token
holders to propose or vote on the protocol's future
captures intangible value for the token.

Polkadot – token holders can increase
their voting weight by locking up DOT
tokens with their vote

Translate revenue into
buying pressure to
support the value of the
tokens

Token buyback (and subsequently burning or
keeping in treasury) efficiently captures and returns
network value.

Idle Finance – it deploys a “Smart
Treasury” model.

Value
Capture

It is important to balance project growth and
buyback. E.g. Burning may be a suboptimal token
design for early-stage projects with plenty of room
for growth.

Its mechanism is related to allocating a
portion of the fee collected to a buyback machine. And more on-chain
liquidity is provided for IDLE tokens at
the same time.

Distribute revenue directly
to token holders

Revenue distribution is a direct means of
incentivizing token holders to vote and participate in
governance

Synthetic – Token holders who stake
SNX tokens get a proportional claim to
the economics rights to Synthetic’s
exchange trading fees.
Yearn Finance – Token holders need to
stake the tokens and vote to receive
staking rewards if the treasury is above a
certain level.

Translate participation in
the protocol into a buying
pressure

A work token mechanism helps create buying
pressure for the tokens by requiring contributors to
stake the native token to earn the right to perform
work for the network.

Chainlink – Node operators who provide
useful data will be rewarded with LINK
tokens. Those acting on the contrary will
see their tokens removed.

Bonding curve

Some projects use the bonding curve to capture
value arising from token demand.

Nexus Mutual, Rally and Aavegotchi are
projects that use a bonding curve.

The bonding curve is a built-in feature of AMMs
(automated market makers) that raises the value of
tokens with subsequent purchases.
Value
protection

Give token holders are
empowered to shape the
future of the protocol

1. Requiring users to stake tokens on the network Users who participate in work are rewarded through
staking rewards.

Aave, Maker – Tokens will be auctioned
to fill the deficit, and token inflation is
used as a backstop.

2. Using token inflation as a backstop in times of
attacks – Staked tokens in liquidity pools provide a
recovery means for projects that have been
attacked.

Nexus Mutual – stakers receive two
additional KEEP tokens for every 1NXM
staked

3. Using tokens to achieve shield mining effect –
Higher yield incentivize stakers and enable project
users to purchase insurance contract coverage
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Boost user retention

Most DeFi projects maintain users’ loyalty with
attractive yields to those who stake on their
platforms.

Curve – rewards users who lock up their
CRV tokens.

Maintain moderate
inflation and sufficient
liquidity

Inflation within reasonable bounds can help
incentivize contributors and bootstrap growth.

Yearn Finance - An initial fixed token
supply and subsequently voted to mint
more tokens to incentivise core
contributors.”
Synthetix – An initial fixed token supply
and introduced an inflationary reward
system across a five year period.

Slow down the token
velocity

Token velocity influences the long-term value of a
token and is important to attract new token holders
and encourage existing holders to continue holding.

Serum – investors have a seven-year
lock up period

Source: Longhash
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10.3 Key concepts in tokenomics
Broadly speaking, tokenomics is any factor that influences the value of a token.
Figure 106. Key concepts in tokenomics
Concepts

Description

Significance

Red flag

Token
allocation and
distribution

How the tokens are distributed,
e.g.
- Pre-mined: Tokens are
generated and distributed among
certain stakeholders before
public launch;
- Fair launch: no early access or
private allocations before public
release

Most projects have pre-mined
tokens;

Is the circulating supply
highly concentrated in
several wallets?
– It could signal risk that the
whale might dump and
adversely impact the price.

Token supply

- Total token supply is the
number of existing tokens,
excluding those that have been
burnt;
- Circulating token supply is
the number of tokens that have
been issued and are currently in
circulation;
- Maximum token supply is the
maximum number of tokens that
can be generated

Token supply is a primary
tokenomics component.

If many tokens are released
very often, the token value
will likely decline.

Market
capitalization

Token market cap is the total
value or relative size of a
cryptocurrency.
- Token market cap = Number of
tokens in circulation x present
token price;
- Fully-diluted market cap of a
project = Max token supply x
token price. It measures the
theoretical market cap if the
maximum token supply is
already in circulation.

A cryptocurrency’s market cap
provides insights into its
performance and size.

A lower market cap means
possibly higher price
volatility.

The fully diluted market cap is
indicative of token valuation. Higher
token market cap and lower
circulating supply signals higher
future value.

If the fully diluted market cap
is higher than the current
market cap, it points to future
inflation.

A token model refers to the
economics of tokens in the
ecosystem of a blockchain
project.
A token model encompasses its
purpose, utility and distribution.
E.g. Is the token supply
inflationary or deflationary?

A token model is an important
indicator of valuation.

The value of an inflationary
token with no maximum
supply may suffer from the
effects of inflation and token
devaluation.

Token model

Investors would view positively if
the project’s tokens are widely
distributed to participants, which
signals that the project cares more
about further development

E.g. A deflationary model has a
capped supply. Supply stays the
same regardless of demand
increases.
Like fiat, an inflationary model has
no capped limit of tokens that can be
created.

Source: Finextra
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10.4 Change in tokenomics
The change in tokenomics could affect the value of the tokens, such as the change in reward mechanism or change
in supply.

Figure 107. Selected Examples of Tokenomics Changes
Network

Details

Significance

Period

The EIP-1559 upgrade changed ETH to
deflationary (from inflation of c4% pa
previously)

2021

Ethereum

The EIP-1559 upgrade significantly slowed
the ETH supply and forced some transaction
fees to be burned rather than distributed to
miners.

Binance introduced a new procedure BNB
Auto-Burn to replace BNB quarterly burn.
The burn amount will be based on BNB’s price
(on-chain data such as token demand/supply
and number of blocks produced)

The activation of BEP-95 integrates a realtime burning mechanism into its
tokenomics structure. It provides
transparency and predictability to the BSC
(Binance Smart Chain) and BNB (Binance
Coin) communities.

Dec 2021

Yearn Finance introduced new tokenomics

The mechanics will decrease the circulating
supply of YFI.
1. YFI holders can stake YFI in exchange
for xYFI, directly rewarding stakers.

Dec 2021

EIP-1559 has a hybrid system of base fees
and optional priority fees.

Binance

Yearn
Finance

Yearn
Finance

Compound

2. Users can choose how long to lock up
their YFI, which incentives a decrease in
circulating YFI supply. The longer the lockup period, the higher the rewards earned.
The Yearn Finance community voted to inflate
supply by 20%

The expanded YFI supply will fund future
protocol development.

Feb 2021

Compound protocol changed COMP token
distribution in Jul 2020 and launched its
governance token in Apr 2020

The Compound distribution and governance
token will accelerate user adoption and
push the governance process towards
complete decentralization.

Jul 2020

Source: Defiant, Coindesk
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10.5 Tokenomics – Best practices
Given the importance of tokenomics in optimizing the underlying business models, best practices around
tokenomics will align incentives to deliver a viable long-term business model.

Figure 108. Tokenomics – Key considerations for projects and investors
Considerations

Token allocation

Vesting schedule

Details

Significance

Best practice

Token allocation is an allotment
of tokens set aside by certain
groups.
Token allocation gives people
insights into how the tokens are
distributed.

Disclosure of token allocation
increases transparency.
Token allocation to the
community incentivizes
collaboration for future
development.

The majority of the tokens
should be distributed to the
community rather than held
by the founders and early
investors.
E.g. Each project should have
a token allocation chart

A vesting schedule restricts the
sale of a token for a specific
period.

Vesting will increase a
community’s confidence in the
project.

The tokens allocated to the
founders and other VCs
should be subject to a cliff
and long vesting period
vested to keep them
engaged.

Utility tokens give users access
to a future product or service.

The utility of a token is one of the
primary considerations in the
protocol’s success.
The more utility a token has, the
more attractive and higher its
value.

Token utility model should be
transparent

Price stability refers to how
stable the price is.

A token’s price stability is
determined by its distribution.
Token price volatility can reduce
investors’ interest and hurt the
underlying network.

A long vesting period can
help prevent pump and dump
scenarios.

An inflationary token has no
capped limit of tokens supply.

Inflationary tokens cause supply
to increase hence price to fall.

Best practices against
inflation include fixed supply
or deflationary mechanism
(burning).

The dual-token model refers to
a project with two different
types of tokens.

Two types of tokens can avoid
compliance issues with regulators
and divide the project's
ecosystem into two tokens for
better usability.

E.g. Axie Infinity has two
tokens – SLP (a utility token
with unlimited supply) and
AXS (ERC-20 governance
token with capped supply)

Token Utility

Price Stability

Inflation (token
model)

Dual-token
model

Source: CoinMarketCap, Binance, Coindesk
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10.6 Tokenomics – Future outlook and key themes
Tokenomics is becoming increasingly important, with the rapidly evolving digital asset landscape, expanding
uses cases in blockchain and web3 developments.
Figure 109. Tokenomics – Future drivers
Future drivers

Description

Significance

Increasingly prevalence
of Web3

Web3 refers to decentralized apps running on
open, decentralized networks.

Due to Web3’s decentralized nature,
tokenomics is a means to align incentives
and increase the community's
cohesiveness.

Increasingly
sophisticated tokenomics

New developments in tokenomics emphasize
long-term sustainability and feature the
balance of supply, demand, inflation, deflation,
in addition to utility.

Tokenomics will be more complex and
multi-dimensioned.

Regulatory clarity

The global regulatory landscape will eventually
catch up with digital asset projects.
Different blockchain tokens have varying
degrees of regulation and oversight

Regulators may impose disclosure,
investor protection requirements with
varying degrees of oversight.

New frontiers in digital
assets

New use cases of digital assets will drive the
evolution of tokenomics to coordinate the
actions and align the interests of multiple
stakeholders to achieve specific goals.

The importance of tokenomics include
increasing transparency (DAOs), fan
engagement (NFTs), governance rights and
ownership (play-to-earn)

The increasing
importance of staking as
an element in the
tokenomics model

Staking can be used within the platform as a
tokenomics element, which rewards, access to
exclusive features of the platform, participate
in value-creating activities and receive
recognition.

Staking in a tokenomics model can
increase trust and token price upside.

Source: Defiant
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11. Consensus Mechanisms
Key Highlights
•

The most prevalent consensus mechanisms are Proof-of-work (PoW), Proof-ofstake (PoS) and Delegated proof-of-stake.

•

Fourth-generation blockchain solutions could resolve prior challenges and
emphasize easy to use business-oriented interfaces.

•

Recent advancements of Ethereum’s mechanism to Proof-of-stake (PoS)
overcome the energy consumption of the prior design and pave the way to better
adoption.

Consensus Mechanisms Theme Outline

11.1 What are blockchain consensus mechanisms?
A consensus mechanism is an underlying component of blockchain technology, making it an essential operating
feature of all cryptocurrencies. It represents the underlying principles of block verification in the blockchain. The
mechanism would enable a blockchain network to attain reliability and build trust between different nodes while
ensuring security in the environment.
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Figure 110. Primary objectives of consensus mechanisms
Objective

Detail

Significance

Fair and equitable

Consensus mechanism enables anyone to
participate in the network and use the same
basics.

It justifies the open-source and decentralization
property of the blockchain system.

Prevent double
spending

The consensus mechanism works because only
those transactions included in the transparent
public ledger are valid.

It solves the traditional problem of doublespending.

Unified agreement

Users can operate each other in a decentralized
and trustless manner than centralised systems
where a trusted authority is needed.

The protocols ensure that the data is true and
accurate, and the status of the public ledger is
up-to-date.

Align economic
incentive

A consensus blockchain protocol rewards good
actors punishes bad actors and regulates
incentives.

Aligning the interests of participants in the
network is a must, especially in a trustless
system that regulates independently.

The consensus mechanism ensures that the
blockchain is fault-tolerant, consistent, and
reliable.

The governed system would work indefinitely,
even in the case of failures and threats.
It is, therefore, essential to choose a good
suitable consensus protocol.

Fault-tolerant

Source: Fusion Informatics, Appinventiv

11.2 What makes a good blockchain consensus mechanism?
A perfect blockchain consensus does not exist yet. Consensus mechanisms have developed and continue to
evolve to the changing requirements.
Figure 111. Primary properties of a good blockchain consensus mechanisms
Properties

Details

Significance

Safety

The consensus mechanism is considered good
and safe when all nodes generate valid results.

A flawed consensus mechanism may delay
exchanging messages between nodes, increase the
latency and lower the performance level.

In a good consensus mechanism, every network
node actively participates in the voting process

Helps ensure that the correct consensus and better
performance are achieved;
Low participation indicates a ghost chain.

Egalitarian

It gives equal weight to each vote

More efficient participation

A blockchain fork occurs when a single chain
diverges into two and increases the chain's
vulnerability.

A good blockchain is free from forks

No fork

Free from
consensus
failure

Consensus failure occurs when certain nodes fail
to participate in any process. Thus, the
consensus fails to deliver the accurate outcomes

A good consensus mechanism will have all votes to
reach a consensus to deliver accurate and desired
outcomes

Inclusive and
participatory

Source: Fusion Informatics, Appinventiv
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11.3 Comparison of key consensus mechanisms
The following table compares the most popular consensus mechanisms.
Figure 112. Comparison – Selected types of consensus mechanism
Comparisons

Proof of Work (PoW)

Proof of Stake (PoS)

Delegated Proof of Stake (DPoS)

Invented Year

1993

2012

2014

The PoS model allows
validators to stake their
coins to create their
validator nodes.

How it works

The PoW model requires
miners to use computation
power to solve arbitrary
mathematical puzzles. The
miner who solves the problem
first gets a block as a reward.
Common mining methods:
GPU mining, CPU mining, ASIC
mining.

DPoS is similar to PoS in that
validators need to stake their coins
to participate.
DPoS involves a voting and
delegation mechanism to
incentivize users such that the
more they invest, the higher their
weighting.

Straightforward, simple and
objective

Energy-efficient, less
centralized;
Potential for quick
transaction processing and
low transaction cost which
is critical for scalability.

Faster than PoS and PoW; More
democratic than PoS; More energy
efficient than PoS, and uses less
hardware

Energy-intensive – The level of
complexity of the puzzle
increases with the speed at
which blocks are mined;
Susceptible to being
centralized; slower speed.

Shorter history

Susceptible to centralization if
voting participation is low

High fees collected by miners

Theoretically lower than
PoW

Lower than PoS

Bitcoin, Litecoin, ZCash

Ethereum 2.0, Cardano,
Solana (also Proof of
History)

EOS, TRON, Cosmos

High

Lower

Lower

Advantages

Disadvantages

Transaction fee

Selected examples

Power consumption

Source: WisdomTree
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11.4 Selected example of changes in a blockchain network’s consensus
mechanisms
Existing consensus mechanisms evolve to enhance their performance, given the changing requirements of the
decentralized ecosystem.
Figure 113. Selected Examples of Changes in consensus mechanisms

Network

Details

Significance

Period

Ethereum

Ethereum 1.0, a PoW blockchain, migrating to
PoS with Ethereum 2.0

Reduced gas fees; Higher scalability

2021

Dogecoin

Announced plans to work with Vitalik Buterin
to migrate to PoS from PoW

Higher scalability; Lower transaction cost

2021

Source: Finextra

11.5 Consensus Mechanism – Future outlook and key themes
New or improvements in existing consensus mechanisms could resolve prior challenges and better adapt to
business needs.
Figure 114. Consensus Mechanism – Future trends
Future drivers

Description

Significance

Fourth-generation
blockchain solutions

New developments in consensus mechanisms
will resolve prior challenges and emphasize
easy to use business-oriented interfaces

New or improvements in consensus
mechanisms will address speed and
scalability challenges, increasing the maturity
of blockchain’s distributed capabilities.

Higher blockchain
standardization

There may be an acceleration in blockchain
standardization and interoperability
possibilities, such as cross-chain technology
(allowing information and value transmission
between different blockchain networks).

Blockchain standardization will ensure
interoperability, build trust and pave the way
to mass adoption.

New blockchain use
cases

New blockchain use cases will drive
blockchains' evolution, improvements, and
developments.
E.g. the call for faster processing speed with
NFTs, DeFi and play-to-earn games has
highlighted the importance of blockchain
scalability

Consensus mechanisms will adjust to the
changing business needs and protocol
requirements over the long run.

Source: Cointelegraph, World Economic Forum
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12. Cybersecurity
Key Highlights
•

Cybersecurity is increasingly important in the digital asset space, as the boom in
the industry have made digital assets easy targets for cyber attackers.

•

Reliance on private keys and centralization of some digital asset exchanges
become the vulnerabilities that expose digital assets to cyber-attack risks.

•

In the future, the emergence of innovations in cybersecurity solutions will help
protect stakeholders from cyber-attacks and avoid potential loss.

Cybersecurity Theme Outline

12.1 Cybersecurity in the context of digital assets
Cybersecurity is the means of protecting networks, devices, and data from unauthorized access or cyberattacks,
through practices of ensuring confidentiality, integrity, and availability of information.

How critical is cybersecurity for digital assets?
The prevalence and trustless nature of digital assets has made them a target of cyberattacks, highlighting the
importance of cybersecurity.
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Figure 115. Digital assets – Importance of cybersecurity
Reason

Details

Selected examples

Vulnerabilities of
digital asset
exchanges

Cybercriminals who hack into and steal
funds from digital assets exchanges are
untraceable.

Cryptocurrency is one of the preferred forms of
exchange, e.g. ransomware attacks.

Cryptocurrencies are fully decentralized.
There is no central authority that monitors
the transactions and activities.

Regulatory loopholes have provided a haven for
cryptocurrency-related crime, such as money
laundering, and the amount of losses suffered by
victims are typically high.
- Jul 2021 - Hong Kong officials identified a virtual
currency money laundering scheme that involved
US$155 million;
- Jul 2021 – UK seized US$408 million as part of a
money-laundering investigation.

Regulators are still figuring out the
appropriate legal structures to govern the
digital assets industry, leaving room for
perpetrators.

There are varying degrees of regulatory scrutiny over
digital assets across jurisdictions.
On one end of the spectrum, China has a blanket ban
on cryptocurrencies. On the other end, Seychelles
and Malta are considered more digital asset friendly.

Dependence of
digital assets
platforms on
private keys

Digital asset platforms are prone to
cyberattacks – cybercriminals can obtain
the private key to hot wallets and steal the
funds. It is near impossible for victims to
recover the total amount of losses.

2019 – Cryptopia’s servers were hacked, and
approximately NZ$30mn (US$21mn) of
cryptocurrency was stolen from account holder
wallets via private keys.

Increasing value in
digital assets and
DeFI

As the level of adoption and investor
interest increases, digital assets and DeFi
see massive growth in performance and
TVL (total value locked).

Since 2019, DeFi protocols have lost US$285mn to
hacks and other exploit attacks. This figure is about
0.65% of the adjusted total value locked of the
Ethereum-based DeFi market (DappRadar).

Decentralization of
certain digital
assets

The digital assets
space is not fully
regulated

Source: Techcrunch, Forkast, DappRadar
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12.2 Key categories of cyberattacks related to cryptocurrency
Cyberattackers are likely to take advantage of the digital asset transaction system vulnerabilities to commit
crimes. Here are the different types of vulnerabilities that attackers and some specific examples frequently target.
Figure 116. Cybersecurity for digital assets – Common vulnerabilities to cyberattacks
Key
cybersecurity
vulnerabilities
for digital assets

Detail

Selected examples

Digital asset
accounts

Digital asset accounts are accessible and
secured via private key. However, some
users tend to store these keys on their PC,
making them easily accessible for hackers.

April 2019 – A thief stole almost 45,000 ETH by
successfully guessing weak private keys.

Digital asset
exchanges

Certain digital asset exchanges are
centralized, making them vulnerable to
hacks and ransomware attacks.

2019 - Hackers stole $40 million from Binance through
phishing

Frauds or scams are rampant in the digital
assets space, such as in ICOs, fraudulent
addresses.

US Federal Trade Commission (FTC) estimated that US
consumers lost US$80 million to cryptocurrencyrelated scams in the period between Oct 2020 and May
2021;
2021 – South Korea has a crypto fraud case estimated
to have involved a total of US$3.85 billion, taking the
country’s losses in crypto scams to US$5 billion over
the past five years.

Fraud or scams

Source: Gemini, Forkast, Crypto Head
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Cybersecurity risks related to cryptocurrency exchanges
Cyberattackers adopt various techniques to penetrate digital assets transaction systems, with the end goal of
stealing funds. Below are the common types of cyberattacks related to digital assets.
Figure 117. Common cybersecurity risks related to cryptocurrency exchanges
Common
cybersecurity
risks

Definition

Notable example(s)

Ransomware

A ransomware attack restricts a user from
accessing a computer system unless paid.
First, the attacker hacks into a private
network, then encrypts essential files within
the network. The attacker demands a ransom
from the owner, who otherwise could not
access the files.

May 2020 – One of the largest US fuel pipelines,
Colonial Pipeline paid approximately US$5mn to the
ransomware group that forced the temporary
shutdown of all operations.

Phishing

A phishing campaign targets trading platforms
with the primary goal of stealing users’
credentials that scammers can use to ask for
profit or ransom.

2020 – A phishing scam has stolen over 1,150,000
XRP from Ledger users.

Cybercriminals compromise trading platforms
and steal funds.

September 2020 – Singapore-headquartered digital
asset exchange KuCoin reported US$281mn of funds
compromised in a security breach

Cybercriminals steal users’ information. They
then sell it in the black market for profit.

The lack of regulatory oversight has caused the ICO
space to be fraught with scams, whereby users are
misled by links and popups to fill in personal and
financial details.
A 2018 report by Satis Research identified 78% of a
sample of 1,500 ICOs as scams, collectively valued at
US$1.3bn.

Cybercriminals use third-party applications to
steal user data which is used in further
attacks.

As of July 2021, security researchers reported that
over 170 fraudulent Android apps purported to offer
cloud crypto-mining services have collectively
scammed victims $350,000.

Cryptocurrency-related malware can be used
to steal cryptocurrencies from online wallets.
Malware can also enter mining machines and
steal the infected computer's mining
resources.

June 2021 – Avast estimated that the scam using
Crackonosh, a malware, has cost victims over US$2mn
worth of Monero (XMR).

Cryptojacking is the malicious use of an
individual or organization’s computing power
to mine cryptocurrencies without consent

2019 – Two members of hacker Bayrob Group were
sentenced after their malware mined crypto on
400,000 infected computers.
2018 – Miners reportedly hacked over 2,000
computers of the Aditya Birla Group to mine
cryptocurrencies.

Hack of trading
platforms

Compromised
registration
forms

Third-party
applications

Malware

Cryptojacking

Source: CryptoSlate, Coindesk

263

Digital Asset Outlook 2022

Theme 12. Cybersecurity

12.3 Potential solutions to cybersecurity attacks
Cybersecurity solutions and regulatory controls are critical to an effective cybersecurity strategy for digital assets.
Below we discuss some proven ways to prevent cybersecurity breaches.
Figure 118. Cybersecurity for digital assets – Potential solutions to cyberattacks
Potential solutions

Significance

Adopt access controls

Access controls prevent employees from providing customer information to unauthorized
individuals who may seek to obtain this information through fraudulent means.

Use threat modelling

Threat modelling conducted by software developers can analyze and mitigate threats.

Encrypt information

The encryption of electronic customer information (including those stored on networks or
systems) helps prevent unauthorized individuals from gaining access.

Use attack detection
systems

Attack Detection Systems can detect actual and attempted attacks on or intrusions into
customer information systems.

Adopt cybersecurity audit
program

An adequately structured audit program can evaluate cybersecurity risk management
practices, internal control systems, and regulatory compliance.

Install response programs

Response programs can specify actions to be taken, make reports to regulatory and law
enforcement agencies when the financial institution suspects or detects access by
unauthorized individuals to systems.

Install digital asset
management software

Digital asset management software helps improve cloud metrics for security by storing assets
in a single location and making them available worldwide.

Adopt Two-Factor
Authentication

Two-factor authentication (2FA) adds a second method of identity verification to secure
accounts and increases security. The first method is the password, the added second method
being something unique to users, such as a fingerprint.

Source: Deloitte, Mckinsey
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12.4 How cybersecurity adds value to the existing digital assets
ecosystem
The decentralized nature of cryptocurrency is an opportunity for cybercriminals to use digital assets to keep their
illicit activities from regulators' radar. Having the appropriate cybersecurity protocols in place can prevent
cybercriminals from taking advantage of the vulnerabilities of digital asset systems.
Figure 119. Cybersecurity for digital assets – Value added to the existing financial system
Pain point of the
financial system

How cybersecurity adds value

Detail

Prone to phishing
risks

Phishing threat detection tools can detect
fraudulent clones of the project website
and enable digital asset exchanges to
respond to the attack immediately.

Continuous analysis of phishing activity provides
immediate alerts that help protect from losses.

Users’ lack of
security awareness

Cybersecurity firms can educate users to
raise awareness.

Examples include training for users to enhance their
cybersecurity awareness and skills.

Vulnerabilities in
confidential data
when involving thirdparties

Cybersecurity tools can assess the
suspicious third-party applications

When engaging third parties, an application security
assessment can detect and fix the vulnerabilities that
may lead to the syphoning of confidential data or
infiltration of the system.

Source: Kaspersky
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12.5 Cybersecurity for digital assets – Industry metrics
Cybersecurity metrics convey important information including system security level and security emphasis of the
digital asset firms. Below we summarize the key metrics that help gauge the cybersecurity and risk-hedging
capabilities of industry players.
Figure 120. Cybersecurity for digital assets – Key metrics for analysis
Metrics

What it measures

Drivers

Importance

Cyber
Insurance
coverage

The amount of risk or
liability that is covered for
an individual or entity by
way of insurance services

- Amount of coins that a digital asset
exchange has set aside to cover losses
in the event of a hack;
- The accessibility to the reinsurance
market.

The risk-hedging capabilities
against thefts targeting online
wallets and exchanges

The amount of rewards
that a digital asset service
provider offers to
developers for identifying
vulnerability

- The level of importance that digital
asset service providers attach to
cyberattack prevention
The more rewards offered, the more
likely it is to have Whitehat talent and
the more secure it is.

The willingness to incentivize users
to find the loopholes and
vulnerabilities of its system

The number of times that
a digital asset platform
has been hacked

- Level of transaction volume
attractiveness and popularity to hackers
- Level of cybersecurity/ hacking
difficulty

Counter-intuitively, digital asset
service providers that have been
hacked in the past would likely
have addressed the loophole and
were less vulnerable.

Bug bounty
program
rewards

The number
of hacks
historically

Source: Kaspersky

266

Digital Asset Outlook 2022

Theme 12. Cybersecurity

12.6 Cybersecurity for digital assets – Future outlook and key themes
Cybersecurity is a relatively nascent and radically changing topic in the digital assets space. Below we shed light
on key cybersecurity trends that sit at the intersection of digital assets, and provide insights on how the future will
look like for cybersecurity for digital assets.
Figure 121. Cybersecurity for digital assets – Future events and catalysts
Future trends

Details

Significance

Strengthening of antiransomware systems
and cybersecurity
alliance

The future will see the further development of a system
capable of blocking off ransomware attacks, supported by
AI and big data-based infrastructure.
Governments are forming cybersecurity alliances with firms
in the areas of cloud and web hosting services.

It protects firms against hackers who
demand ransom after taking hostage
of vital information.

Establishment of
insurance companies
under digital asset
exchanges

Establishment of “captive” insurance subsidiaries wholly
owned by the firm being insured to reduce costs and
improve access to reinsurance markets.

It partially addresses the shortage of
insurance coverage available to
digital asset exchanges.

Zero trust model

Zero Trust is a strategy to protect critical assets by limiting
access by role.
Zero Trust is a security concept centred on the assumption
that organizations should not automatically trust anyone.
Instead, it must verify before granting access to its systems.

It addresses the shortcomings of
failing legacy approaches by
removing the assumption of trust.

Source: Coindesk, Microsoft
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Interview with Floyd DCosta, Block
Armour & Blockchain Worx
Key Takeaway
▪

Three game-changing trends in 2022: Decentralized Finance (DeFi), NFTs,
and the Metaverse

▪

The growing mainstream adoption of digital assets and rapidly developing
institutional interest in the asset class will continue into the coming year and
further accelerate innovation.

▪

Evolving regulations around the globe, compliance changes for digital assets
and the entry of traditional enterprises could drive a better cybersecurity
framework.

Floyd DCosta is the co-founder of Block Armour, a Cybersecurity venture that was
accelerated by Airbus and featured among the Top 25 cybersecurity innovations
worldwide. He is also the co-founder of Blockchain Worx, a Singapore based FintechRegtech startup focused on enabling Digital Banking with Blockchain technology and

Floyd DCosta
Co-founder,
Block Armour &
Blockchain Worx

developing integrated platforms to promote institutional participation in Decentralized
Finance (DeFi).
With a background in Management Consulting, Floyd has over 20 years of professional
experience in setting up and growing international business practices and advising senior
client executives on decisive topics. His previous experience includes eleven years at
Capgemini and spans various high-tech industry sectors and technology platforms. A
regular writer and speaker at events, Floyd advises multiple organizations on harnessing
the potential of emerging technologies for Digital Transformation.
Floyd holds a Masters in Computer Information Systems from ITM, Mumbai, and the Exec
General Management Program from IIM-Bangalore. And, when he is not travelling, Floyd
enjoys spending time with his family in Singapore.
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Key Takeaway
Cybersecurity
EP: What are the current top of mind cybersecurity issues? To what
extent are different digital asset subsectors exposed to cybersecurity
risks. (E.g. VASPs, DeFi, GameFi)
FD: Security incidents continue to plague the crypto world, with the size of hacks
growing as cryptocurrency prices surge and the sector draws more mainstream
attention. The two leading targets of crypto hacks remain centralized exchanges and
decentralized finance protocols. From the $150 million stolen from crypto exchange
BitMart to the $600 million Whitehat hack of the Poly Network, research shows that 5 of
the ten largest crypto thefts of all time have happened this year, with DeFi-related fraud
now making up about 75% of crypto hack volume in 2021.
The digital assets world
needs to adopt and build
in security mechanisms
right at the design phase.
It can no longer be an
afterthought.

As digital assets begin to go mainstream with regulatory changes at the doorstep, the
crypto industry will need to start taking cybersecurity seriously. Both CeFi and DeFi will
need to adopt cybersecurity mechanisms at the design phase and build-in next-gen
security right at the core of modern DLT-based systems. It can no longer be an
afterthought. On the positive side, Cybersecurity has progressed and now new models
and novel approaches like Zero Trust are swiftly being deployed across government
organizations and enterprises worldwide. Many of these can be directly adopted and
deployed within the crypto world. Separately, new frameworks will need to be
developed to address protocol-level security and ensure that DeFi can sustain and
grow, especially if it must continue to attract interest from the traditional finance world,
which places a large premium on security.

EP: What needs to happen before we have a robust cybersecurity
framework? How do you foresee the cybersecurity paradigm will shift
in 2022?
Emerging regulations
around the globe,
compliance changes for
crypto and the entry of
traditional enterprises will
drive a better
cybersecurity framework.

FD: Digital asset is a fast emerging market, and in a rush to launch new products and
services, development teams often neglect the importance of building security right
into the core of these systems. However, as jurisdictions around the globe start to roll
our regulatory and compliance changes for crypto, cybersecurity will need to be an
integral component of these services offered, CeFi and DeFi alike.
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Furthermore, the entry of traditional enterprises and institutions will also spur
cybersecurity firms to design products and offer solutions specifically for the crypto
market. Today, startups like Block Armour are already venturing into this space with
cybersecurity solutions for digital asset systems. Bringing together the latest security
innovation and its applicability to the digital assets industry will help incubate a crypto
security sub-ecosystem that could swiftly emerge and grow alongside the broader
crypto market. The same also applies to the KYC, AML, and other compliance-related
solutions as jurisdictions across the globe start to deploy tools like the cryptocurrency
Travel Rule by the Financial Action Task Force (FATF) in a bid to support AML/CTF
efforts.

EP: What factors pose major obstacles to the exponential growth and
broader adoption of web3? How do you expect them to be overcome?
The limited awareness by
many users and
businesses could be the
biggest obstacle holding
back adoption of Web 3
technologies and
solutions in the
immediate future.

FD: As 2022 begins, more users and businesses will know of the term Web 3.0,
although there is still a significant lack of awareness about how the next revolution on
the internet will operate or impact them. This limited awareness will be the biggest
obstacle holding back Web 3 technologies and solutions adoption in the immediate
future. However, this can be quickly overcome as more enterprises and startups
commit to innovating in this area. With Facebook's recent rebranding to Meta, the
metaverse received considerable attention in the mainstream media. The same could
happen on a broader level with Web 3 when more large, established businesses look at
ways to evolve their existing business models into this space. Separately, Web 3.0 will
have to offer more clarity and transparency into how it will honour decentralization
before mainstream businesses delve into this world.
Another major factor that can hold back the adoption of this trend is cybersecurity
concerns. If businesses fail to understand how to secure their decentralized data, they
will face regulatory and compliance-related roadblocks in moving towards this
upcoming technology trend. While it's addressable, there is an urgent need for a relook
at how data is managed and secured in a decentralized ecosystem before mainstream
adoption can truly take off

EP: In closing, what is the key takeaway you would like to impart to the
audience?
2021 was undoubtedly one of the most exceptional years for Blockchain technology
and digital assets. The year saw an astonishing number of innovations ranging from
next-gen blockchain networks and related applications to DeFi and NFTs seeing
explosive growth and becoming entire segments on their own and more. The fast-
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emerging technology also became an integral part of enterprises-IT fabric across
industry sectors.
The growing mainstream adoption of crypto and rapidly developing institutional interest
in the asset class will only continue into the coming year. This will, in turn, accelerate
innovation within and around the space. With digital transformation in top gear postCovid-19, investors hooked on digital assets and global enterprises clamouring to get
on board the DeFi, NFT, and Metaverse bandwagons, 2022 promises to be even more
thrilling and captivating than the entire last decade of crypto.
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Key Highlights
•

Crypto-philanthropy has become increasingly popular among digital asset
investors who have benefitted from wealth creation.

•

The advantages of crypto-philanthropy, such as transparency and costeffectiveness, differentiate it from traditional means of donations.

•

Crypto-philanthropy has been gaining momentum in North America.
Innovations such as charity tokens and more transparent regulations could
drive global market adoption.

Crypto-Philanthropy Theme Outline

13.1 What is Crypto-philanthropy?
“Crypto-philanthropy” is poised for further growth and will exist alongside traditional philanthropy in 2022 and
beyond. With the tremendous amount of wealth being created in digital assets and the increasing prevalence of
this asset class, we believe crypto-philanthropy is a logical next step.
In addition to accepting fiat currency, more charities accept bitcoin and other digital assets as donations and
increasingly leverage blockchain technology for philanthropic purposes. Innovative pilots in the emerging
crypto-giving space address the issue of transparency in giving (such that donors can openly track the flow of
donations) and have tax advantages.
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13.2 Crypto-philanthropy – Key considerations for donors and non-profits
Before deciding on donations, donors need to make some considerations properly. These include taxation,
suitability, privacy and transparency. Similar considerations apply to charitable organizations.

Figure 122. Crypto-philanthropy – Key considerations for donors and non-profits
Considerations

Detail

Trend

Best practice

Taxation

Donors do not have to pay capital
gains tax by donating
cryptocurrencies. They could also
receive a charitable deduction for
the full value of the appreciated
virtual currency up to a percentage
cap of adjusted gross income.

More owners of virtual
currencies consider cryptophilanthropy during periods of
significant appreciation.

Donate virtual assets that
have benefitted from longterm capital gain
during the holding period.

Charities have to manage the
suitability of the donations,
including applicable laws,
permissibility and disclosure of
financial situation.

Charities are responsible for
evaluating permissibility and
whether to accept direct
donations.

Perform evaluations and
streamline the
administration process by
hosting donor-advised
funds (DAFs) to accept
virtual currencies
donations.

Costeffectiveness

Accepting cryptocurrency
donations could potentially save a
lot of money for non-profits as
some of the value could go to
middlemen organizations, such as
credit card companies or donation
platforms that charge fees

Cryptocurrency transactions are
of low cost and growing
popularity. This would ensure
that most of your donation goes
directly to the charity.

Accept crypto donations
directly from donors with
any middlemen.

Privacy

Some donors may prefer to
maintain anonymous, while
charities may omit that and give
credit to the donors

More organizations are beginning
to offer an option for donors to
remain anonymous

Providing the option to
donate anonymously will
protect donors' privacy and
rights.

Transparency

Most cryptocurrencies are highly
transparent and easily auditable.
This makes it easy for donors to see
how much cryptocurrencies is
going into the charity.

It will make the charity
accountable. If donors see a
significant amount of funds going
to a charity, they expect results.

It helps ensure the charity
puts the money to good
use and would be easy for
donors and non-profits to
keep track.

Suitability

Source: Fidelity Charitable, Crypto Altruism, McDermott Will & Emery
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13.3 Crypto-philanthropy – Common approaches
The most common approaches to crypto philanthropy include public virtual currency donation programs and
donor advised funds (DAFs).

Figure 123. Crypto-philanthropy – Common approaches
Approach

Detail

Advantages

Disadvantages

Future trend

Selected
examples

Public virtual
currency
donation
programs

Charities can
accept
cryptocurrency
donations and
have mechanisms
in place to convert
them into cash

Increasing popularity on
crypto-philanthropy

Privacy issue; It
is a relatively
new idea which
may hold donors
back

Smaller
organizations may
be hesitant

Red Cross,
Save the
Children

Donor
advised funds
(DAFs)

The donor
contributes
virtual currency to
a giving account at
the third-party
charitable
platform.

The donor receives an
immediate charitable
tax deduction upon
contribution, and the
non-profits can receive a
donation of fiat
equivalent currency.

Fees are
included as it
involves the third
party

There could be
proposed
legislation in the
US congress on
DAFs.

Fidelity
charitable
gift fund

Source: Fidelity Charitable, McDermott Will & Emery

Given the rise in value and popularity of
cryptocurrencies, Room to Read sees great potential
in the Crypto-philanthropy space. As an organization
that is constantly evolving and staying innovative to
achieve our bold mission of benefitting at least 40
million children worldwide by 2025, we welcome the
positive prospects that cryptocurrency donations
bring.
Laurie McMahon, Chief Development and Communications Officer, Room to Read
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13.4 Crypto-philanthropy – Key milestones
There has been an increasing interest in crypto philanthropy from donors and charities. Below is a curation of
the key events for its development.
Figure 124. Crypto-philanthropy – Timeline of significant milestones
Period

Event

Details

Significance

Roger Ver donated Bitcoin
to the Foundation for
Economic Education.

He has donated US$1m in Bitcoin

Nov 13

One of the first examples of
crypto-philanthropy

The Tor Project started to
accept Bitcoin donations

The Tor Project, a Seattle-based researcheducation nonprofit organization, partnered
with Bitpay to support bitcoin donations

One of the first US 501(c)3 nonprofit organizations to test
acceptance of bitcoins

BitGive Foundation’s
campaign for the Water
Project

Bitpay pledges to donate 1 BTC for BitGive
Foundation’s campaign for the Water Project,
which provides water sanitation solutions
across sub-Saharan Africa.

One of the first corporate
charities to work with
cryptocurrencies

Wikimedia Foundation
started to accept Bitcoin
donations

Wikimedia Foundation partners with
Coinbase for instantaneous conversion of
Bitcoin into fiat currency.
Bitcoin became one of the 14 currencies
accepted.

The Foundation reviewed
guidance from US Internal
Revenue Service to successfully
overcome technical challenges

Nov 15

Fidelity Charitable
announced customers
could use Bitcoin to
support charities through
its donor-advised funds

Fidelity will use bitcoin services provided by
Coinbase to convert bitcoin donations into
fiat, which will then be allocated to the
individual’s donor-advised fund.

This marks Fidelity’s move to
embrace crypto-philanthropy.
Fidelity Charitable is the public
charity arm of Fidelity
Investments.

Dec 17

Global cryptocurrency
trading platform Paxful
announced the goal of
building 100 schools all
over Africa, funded by
bitcoin

Paxful inaugurates its first school in Rwanda,
which was built with Bitcoin, under the
initiative #builtwithbitcoin.

A testament that bitcoin can be
used to solve problems in
emerging countries

Charities used digital
currencies to send relief to
Venezuelans

By directly sending relief in the form of digital
currencies to those in need, charities were
able to circumvent banks and remittance
companies.

A testament that cryptophilanthropy is helpful in places
with hyperinflation

Crypto donation of Fidelity
Charitable reached
US$100 million

The firm received over US$100 million since
it first began accepting Bitcoin donation

Fidelity Charitable successfully
wedded philanthropy impulses
and market incentives

Ethereum Foundation
made 2nd crypto donation
to UNICEF

UNICEF has begun accepting applications
from emerging market startups to receive
investments

The fund invests in projects such
as decentralized marketplaces
that enable people to use
cryptocurrencies

Binance Charity Pledges
donations to Beirut
Explosion Relief Efforts

Binance's Beirut Relief Fund campaign has
committed $20,000 in donations to the
victims

The fundraising campaign was a
way to bypass Lebanon's
banking crisis

Dec 13

Apr 14

Jul 14

May 19

Aug 19

Jun 20

Aug 20

Source: Fidelity Charitable, Coindesk, Cointelegraph
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A growing number of charitable organizations set up to accept Bitcoin and other digital assets.

Figure 125. Crypto-philanthropy – Selected examples
Examples

Details

Significance

Fidelity
Charitable

The donor-advised fund, the Giving Account,
accepts bitcoin donations. Established in
1991, Fidelity Charitable is a 501(c)(3) public
charity.

The Giving Account streamlines the process of
gifting and allows the contribution of many types of
assets

The Giving Block

The Giving Block helps charities to leverage
crypto technology for Bitcoin and other
cryptocurrency fundraising

Powers a donation platform for nonprofits to accept
cryptocurrency, raise awareness and connect with a
new pool of donors

The charity arm of Binance which helps create
last-mile solutions for social projects

The charity aims at empowering more NGOs and
volunteers by giving them an efficient and engaging
volunteer management solution with their
blockchain infrastructure

Bitgive

Bitgive is the first Bitcoin and Blockchain
technology 501(c)(3) nonprofit to support
humanitarian work in the developing world

The Bitgive donation platform provides
transparency and accountability to donors by
sharing project results in real-time

Room To Read

Room to Read seeks to transform the lives of
millions of children in low-income
communities by focusing on literacy and
gender equality in education.

Room to Read has benefited close to 24 million
children in 20 countries worldwide as of 2021.

Binance Charity

Source: Fidelity Charitable, Coindesk, Cointelegraph, Room to read
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13.5 Crypto-philanthropy – Future outlook and key themes
Crypto-philanthropy sits at the intersection of multiple industries, and the use cases will continue to evolve.
Anticipating future trends will help donors and charities make use of its benefits.
Figure 126. Crypto-philanthropy – Future drivers
Future drivers
Momentum in cryptophilanthropy will
increase

Charity coins

DAFs

Increasing adoption
of digital assets

Clearer regulation
around cryptophilanthropy

Better supporting
infrastructure

Description

Significance

Drivers include more charities accepting
cryptocurrency donations and more
donors contributing with cryptocurrencies

Crypto-giving is becoming more prevalent on the
back of the rally in cryptocurrency prices,
regulatory clarity in taxation and solid
infrastructure developments

Several social purpose digital coins have
been created to support specific nonprofit
programs

It could offer an innovative way for nonprofits to
participate and benefit from blockchain technology
developments, in addition to existing traditional
DAFs and others

Donations to crypto DAFs are transparent
and publicly tracked on the blockchain, in
contrast to traditional DAFs

Crowdfunding platforms, such as Bitgive and
Bithope, allow donors to make cryptocurrency
donations to charities

Crypto-philanthropy will grow as digital
currencies become more widely accepted

The prevalence of digital assets will drive further
innovation and experimentation in the cryptophilanthropy sector, such as NFT auctions

Some countries like S. Korea are debating
the acceptance and framework of
accepting cryptocurrency donations

With a more transparent regulatory framework,
more donors could be willing to donate via
cryptocurrencies given its better functionality like
transparency

Some non-profit organizations have yet to
transform digitally and may prefer to
accept fiat currency instead of
cryptocurrencies

With better technical supports and education to
non-profit organizations, more charity
organizations will accept crypto-philanthropy.

Source: Fidelity Charitable, Forbes
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