
Dear Investors,

In this newsletter I attempt to cover the range of impacts the terrible attack on Ukraine has on the

adoption and use of cryptoassets and the implications for the long term value of our portfolio.

But first - The Cryptomarkets Summary

Even before the start of the Ukraine invasion (on 24 February) the crypto markets were softening. The

Unit Price closed at AUD 5.3393, down 7.30% for the quarter but still up 16.88% for the 12 months

ended 31 March 2022.

31 March 2022 - Blockchain Early Opportunities Fund - Investor Newsletter



I don’t have much to say about the short term outlook for crypto markets that I have not already said

before, we have FUD and we have FOMO in equal measure as far as I can tell. What I do know is that

tech keeps developing and adoption is increasing, there is no stopping where this is going. This said, I

feel that the level of push back from incumbents, particularly Central Banks, is going to increase in

intensity in the months ahead.

One area I am particularly interested in is the development of Central Bank Digital Currencies (CBDC’s). I

will write about CBDC’s in next quarterly newsletter but in short, CBDC’s could simply operate as a

wholesale settlement layer for inter bank transactions, or they could, if offered at retail level, become

surveillance money. Our Reserve Bank recently participated a Bank of International Settlements (BIS)

project for the development of protocols for the development of experimental multi-CBDC platform for

international settlements (see here), sounds harmless enough, but various papers and comments from

the BIS over recent times clearly indicate that they could see a retail level of CBDC being an attractive

option. One leading team member for this project was Assistant Governor (of the RBA) Michele Bullock,

who is mooted by some to become the next Governor of the RBA (see here). I definitely can see CBDC

becoming a higher priority for the RBA going forward, this is potentially good for our portfolio as some of

the CBDC projects at the moment are using Ethereum or Hedera. A retail CBDC may become a pathway

drug to Bitcoin and other crypto. But also I can see attempts to curtail the use of non-Government

controlled money and this is where it is going to get interesting. Just one developing story on this is that

last week Texas Senator Ted Cruise (a huge Bitcoin fan) introduced legislation into the United States

Senate that prohibits the Federal Reserve from issuing central bank digital currency, or CBDC, directly to

individuals. More on this next quarter.

The global macro environment continues to be dire with the inflation bogey now well and truly out of

the bottle, the Federal Reserve is going to have to increase interest rates (if they want to sell bonds into

the market (to finance the Governments operations)) and the debt bubble that has been building for

decades is going to become difficult to service. I am sure readers know this story but if you want to learn

more I just read an excellent book called ‘The Lords of Easy Money - How the Federal Reserve Broke the

American Economy’ which sets it all out very clearly (see here). In the mid to short term Bitcoin is not a

hedge against a global economic crisis, but it is the belief of many, including myself that it is a hedge in

the long term and for this reason it should be part of a risk off portfolio. It serves this purpose in our
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Fund while Ethereum and other assets enjoy up-side as the technology is adopted and eventually they

will become Capital Assets returning double digit yields to investors.

Fund Assets and Key Metrics
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Ukraine

There are three main planks to the crypto

aspects of the terrible events in Ukraine :

1. Can crypto be used by Russia to

circumvent sanctions?

2. Can crypto be used by citizens to

protect and transfer their wealth outside the

control of the State?

3. How are Distributed Autonomous

Organisations (DAO’s) being used to

crowdsource funds for the people of Ukraine?

Bitcoin and Sanctions

Two days after the invasion The New York Times

and other mainstream media outlets in their

usual way pumped out headlines like…

Of course this is possible to some extent, but

what is really happening?

One of the benefits of the Bitcoin blockchain in

particular is that all transactions are visible and

all balances held in accounts are visible. So for

example, if a State player the size of Russia was

to buy, transact or hold bitcoin at scale

(sufficient size to make the evasion of sanctions

using this method worth the effort) it would

stand out quite clearly. There are many so

called ‘chain analytics’ companies that

specialise in mapping bitcoin transactions

throughout the network, their clients include

the FBI, Scotland Yard and many law

enforcement agencies around the world. If the

Russian State is using bitcoin at scale to

circumvent the SWIFT banking system the

regulatory agencies will know about it and they

have some tools to lock in the value of the

bitcoin and possibly take possession. Aside from

this, what Russia needs for trade is USD and

USD payment rails. If it was to buy bitcoin, it

would need to do so with USD (or mine it, which

takes time) and then transfer it outside Russia

and convert it back to USD. Which would leave

it with the same problem it started with,

blocked USD accounts.

It is more likely that sanctioned Russian

individuals will seek to use bitcoin as their

traditional banking channels are locked up. To

counter this activity many crypto exchanges

have been asked to block the account of specific

sanctioned Russian users. It has been reported

that Ukraine’s vice prime minister and minister

of digital transformation (Mykhailo Fedorov),

has called for crypto and Blockchain platforms

to block the addresses of Russian users. It is

true that centralised crypto exchanges can act

as choke points between crypto and fiat
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systems. It is also true that once the private keys

controlling the coins are held outside exchanges

and other 3rd parties, it is practically difficult for

any State or authority to confiscate or steal

those coins. Many though see this as a feature,

not a bug, I tend to agree.

War brings with it disruption to money systems.

Indeed our current system, the IMF, the World

Bank and the gold standard (at least until 1971)

all came about at the Bretton Woods

conference in 1944 towards the end of WWII.

Now, 78 years later, monetary history is

rhyming, the USD has been weaponized,

countries and individuals are starting to think

about hard currency and how to protect wealth

from State appropriation, inflation and

monetary debasement. This time around

though we have bitcoin, hard global money not

controlled by any state, a Switzerland in the

currency war.

Hyperbitcoinization is not going to happen

overnight and it will not happen during this

conflict, but there is a geopolitical game theory

which I have written about before and it

absolutely makes sense to me that it could

happen. ‘It goes like this...No sovereign country

likes Bitcoin because it cannot be controlled by

them, but No sovereign country likes using

another country's currency because it is

controlled by that other country.

All countries would however agree to adopt a

currency not controlled by any one country (this

is why they liked gold backed currency in 1944).

Today the digital equivalent of Gold is Bitcoin, it

is like Switzerland in it’s neutrality.’

Although we did not know of it at the time, we

were around in 2009 when bitcoin was

invented. Since then it has been relentlessly

attacked from every angle and yet it has never

missed a beat, every 10 minutes a new block is

produced and it’s utility value increases. At 13

years of age it is still very young, it is however

past the Lindy effect and I for one am looking

forward to see what happens next.

(for a more detailed analysis of why crypto is

not a ticket out of sanctions please refer here)
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Bitcoin as a Financial Lifeboat for Citizens

The everyday Russian citizens are under attack

from their own Government, the Ruble has

collapsed and the bank system is

frozen. Old fashioned Bank runs are

now a thing in Russia, which was just

a month ago the 11 largest economy

in the world. The life savings and

financial security for millions of

Russians has been destroyed. Yet the

situation for Ukrainians is far far

worse. At times like these people have

traditionally looked to gold, jewellery or

anything that will hold its value and can be

transported (gold not so much!). Bitcoin is

absolutely the lifeboat for people in these

situations. I have experienced this directly with

my friends in Myanmar. I am holding one

bitcoin for my friend. If his house and wealth is

destroyed by the Government (this is a real

possibility) I have access to his bitcoin, which

could become life saving money for him and his

family. The good people of the world will be

doing this for the people of Ukraine and Russia.

True it is probably a tiny percentage of people

who have the means/ability to do this, but the

absolute numbers (I have no data) would be

significant, even if it is in the hundreds of

thousands, it is a hugely important ‘real world’

use case for bitcoin as a store or value. Imagine

if everyone now fleeing Ukraine was taking their

wealth with them enabling them to set-up in

their new homes using their own financial

resources. Bitcoin is there for them, but alas the

adoption rate at this point is too low…

Crowdfunding Wars in Real Time

Just last quarter I wrote about DAO’s and how

they can be used by communities to crowd fund

public goods, the example I highlighted was the
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ConstitutionDAO project. Little did I know at the

time how fast things would escalate!

First we had the Canadian Truckers protest

funding campaign blocked by GoFundMe (USD

8m) then an alternative fiat funding site

GiveSendGo had it’s funds frozen (USD 10m).

Then under Emergency Powers the Ontario

Provincial Police and Royal Canadian Mounted

Police then went after crypto and ordered all

regulated financial firms to cease facilitating any

transactions from 34 crypto wallets tied to

funding trucker-led protests in the country.

The Canadian truckers example is an illustration

of how a battle over the control of money (Your

Money!) can play out…

The stakes in Ukraine are much higher and so

too is the activity around the use of crypto in

general and crowdfunding in particular.

Innovation during war times moves at warp

speed and so this has proven to be the case

with bitcoin and crypto adoption. In March

‘Ukraine… passed a law that creates a legal

framework for the cryptocurrency industry in

the country.

The bill, which was adopted by Ukraine’s

parliament last month and signed into law by

President Volodymyr Zelenskyy on Wednesday,

will allow foreign and Ukrainian

cryptocurrencies exchanges to operate legally,

according to the country’s Ministry of Digital

Transformation.’

Another initiative, the UkraineDAO, with full

support of the Ukrainian Government was set

up by the Russian Art Collective Pussy Riot.
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At the time of writing more than USD 8m has

been raised and most of that immediately

deployed. The Ukraine Government itself has

direct crypto accounts which have raised

(Bitcoin and Ether) over USD 150m (and

counting!). And on top of this there are dozens

of Ukraine specific NFT projects and crypto

donation sites that are collecting millions of

dollars in donations.

So what we have here is global crowdfunding of

an army in real time with crypto and the use of

NFT’s to record history…let that sink in…the

citizens of the world are voting with their

money to fund ‘the good guys’ in a war. This is a

mind blowing form of direct democracy.

This on-chain activity also creates an immutable

record for history of citizen sentiment towards

the war. Indeed Community-owned and

operated Arweave is archiving millions of

documents from Ukraine–generating immutable

historical records of what is currently happening

in the invaded country.

Consider though that here we have a fairly clear

picture of who the good guys are…what

happens when it is not so clear and both sides

are being funded via the same method? Instead

of a race for the biggest guns it’s going to be a

race for the hearts and minds and money and

this will be measured by the allocation of their

money. Is this what Hyperbitcoinisation and

Decentralisation could look like?

(If you want to know more I attach here a great

podcast by Laura Shin.)

Ethereum - The Merge

The Ethereum project is 6.5 year old, still very

much in it’s early days. In the next 4-6 months

Ethereum will go through it’s most important

software up-grade since inception. This

upgrade is called ‘the Merge’ and will move the

system from a Proof-of-Work (think heavy

electric consumption) consensus mechanism to

a Proof-of-Stake (PoS) (think lite electricity

consumption) mechanism.

As the name suggests. The Merge is a process

where-by two systems which are currently

running parallel will merge to become one

system, the merged system will operate the

Ethereum Proof-of-Stake blockchain. The

Ethereum Foundation describes the Merge as

follows :

‘Ethereum is a space ship that isn't quite ready

for an interstellar voyage. With the Beacon

Chain the community has built a new engine

and a hardened hull. When it's time, the current

ship will dock with this new system, merging

into one ship, ready to put in some serious

lightyears and take on the universe.’
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This is a high stakes process and very

complicated. If successful the Ethereum

blockchain will be the biggest PoS blockchain in

the world by a very significant margin. It will

potentially kill all the so-called ‘Ethereum killers’

(many of which have been running PoS systems

from inception).

The Ethereum Core Developers have been

working on the Merge for years and there is

every reason to be optimistic that it will happen

successfully. At present there is no fixed date for

the Merge, although it is expected to be the end

of June or early July.

If you would like to know more about the Merge

there is an excellent explanatory report set out

here by the Ethereum Foundation.

In terms of what we can expect on the price

front for Ether in the event of a successful

Merge there is a good video here and report

from Coinbase here. Needless to say they are

bullish.

Vitalik on the Cover of Time

Magazine

Now 28 years of age, Vitalik was just 19 when

he dreamed up the idea of Ethereum. Quite an

achievement, although by the age of 30

Alexander the Great had conquered the entire

known world !

Thankfully Vitalik’s ambitions are not world

domination, in fact they are the very opposite,

his ambition, manifesting itself in the Ethereum

project is the decentralisation of power. There

is a bit of myth busting needed here, the myth

being that without central control there will be

leaderless anarchy. This does not have to be the

case. For a start leadership does not have to be

formally structured and centralised. Leaders can

just emerge through their words, deeds and

actions. Vitalik is a perfect example of that, if

fact any entrepreneur is just an adventurer who

started with an idea and a dream and became a

leader.

And there won't be anarchy while we have a law

based society. Ethereum is a new

administrative layer for society. One that

increases efficiency, reduces corruption and

provides the possibility for novel models for

funding public goods, improving on democratic
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voting systems and a host of problems that we

have in society. Vitalik’s research papers (see

here) on many of these topics are interesting

reading. Although I have to say I struggle to

read even a 10th of what he writes.

The Time article characterises Vitalik as a

‘everything thinker, fluent in disciplines ranging

from sociological theory to advanced calculus to

land-tax history’...he self taught himself

Mandarin and is now learning his 6th language.

At age 33 Alexander the Great was dead. He

was undefeated in battle and is widely

considered to be one of history's greatest and

most successful military commanders. I hope

Vitalik has many more years of life left (he is

also an expert on longevity research) I can’t wait

to see what else he can achieve.

Blockchain Week - 2022

The week of 21 March was Blockchain Week in

Australia, the main theme was ‘Industries

Mainstream Moment’. Held over five days in

Sydney, Melbourne, Perth and Brisbane with

over 200 speakers it was a historical event. I

attended two days in Sydney and hosted the

Perth activation afternoon at the Royal Perth

Yacht Club on Thursday. Blockchain Assets Pty

Ltd (not the Fund) was a Major Sponsor of the

event.

I have been going to crypto conferences all over

the world since 2016 and this event was similar

to what I have seen elsewhere, although I have

to say that there was much more of a corporate

mainstream vibe. Whilst not surprising, I found

it a little disappointing that some of the

corporate speak, dress code and (frankly)

Bulldust was also brought to the event. It did

live up to the promise of capturing the

mainstream moment and it certainly helped

move crypto along, but I have to say I am

looking forward to Consensus later in the year

where I hope there is more of a grass roots

atmosphere.
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Crypto Games United - Update # 3

There has been some back and forth on this

investment relative to a potential off-market

sale of part of our holdings. We have just last

week received a revised offer, which we have

chosen to accept.

In short, we have sold 7.5% of our tokens for

USD 1.00 each resulting in a cash return of USD

500k. This is a gain of 556% for these tokens.

But we have not recouped our capital

investment at this stage (USD 1m). We remain

invested in the project.

I take this opportunity to thank some of our

fellow investors who led the negotiations for

this off-market sale.  You know who you are.

*************

As always, please do not hesitate to contact me

on 04 5090 0151 or at ian@bca.fund if you have

any questions.

Best Regards

Ian Love

Founder and CEO

To the extent that any of the information which we have supplied to you may be deemed to be “general advice” within the meaning of the

Corporations Act, we draw your attention to:- (a) in preparing, supplying or conveying such advice, we did not take into account your investment

objectives, financial situation or specific needs; and (b) (before acting on the advice) the need to consider, with or without the assistance of an

authorised representative, the appropriateness of the advice having regard to your investment objectives, financial situation or specific needs

and any relevant Information Memorandum.
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