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Digital Assets and Metaverse
Monthly Review: May 2023

Markets
Continued strength in the US dollar proved a headwind for Bitcoin and crypto markets

over the last month, with both volatility and the total market cap of all cryptoassets

largely �at at $1.1 trillion amid tight liquidity.

However, revenues generated by the two largest blockchains by market cap rose

substantially in May due to increasing user bases and new technological developments,

most notably Ordinals for Bitcoin, and increasing adoption for Ethereum enterprise

solutions.

Macro
The main macro force driving cryptoasset markets in May remained the ongoing debate

over the US debt ceiling and the possibility that the world's second-largest economy

could default on its obligations.

The United States reached its $31.4 trillion debt ceiling on 19 January 2023. This is the

amount that Congress apportions to agencies to pay the government's bills. Treasury

Secretary Janet Yellen warned lawmakers at the turn of the year that the US, its

partners and the global economy would face “substantial harm” if the debt limit was not

raised.
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An eleventh-hour deal - which was never realistically in doubt, given the debt limit had

previous been raised 78 times since 1960 - was signed by President Biden on 5 June.

One point of crypto-positive news which came out of the negotiations was the dropping

of the White House's proposed 30% tax on Bitcoin mining.

On 2 May President Biden released a consultation on DAME, the Digital Asset Mining

Energy excise tax.

If imposed, it would have hit American cryptomining companies with a penalty equal to

30% of the cost of the electricity used in mining Proof of Work cryptoassets like Bitcoin

and Litecoin.

As Blockworks reported, Republican Congressman Warren Davidson told industry

insiders that the proposed tax had been blocked under the deal to extend the US debt

ceiling until January 2025.

Bitcoin
Weekly revenue generated by Bitcoin network was up 249% year over year as Ordinals

reached a tipping point. Ordinals inscribe individual satoshis - which are the smallest

unit of a bitcoin - with text, audio, video or images, creating non-fungible assets on the

network for the �rst time.

https://www.bbc.co.uk/news/world-us-canada-65795242
https://www.whitehouse.gov/cea/written-materials/2023/05/02/cost-of-cryptomining-dame-tax/
https://blockworks.co/news/crypto-mining-tax-debt-ceiling
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The development remains controversial among Bitcoin users as its critics say it takes

focus away from Bitcoin's original intent as peer-to-peer money.

Given their nascent market size and structure, Bitcoin Ordinals have been largely traded

OTC and have required speci�c wallet architecture to buy and sell these assets.

It is only in the last few weeks that Ordinals have appeared on the major NFT

marketplaces.

The bene�ts to Ordinals are that their rapid rise has enriched Bitcoin miners by adding

more demand for Bitcoin blockspace.

Bitcoin transaction fees hit a two year high in May at 29.57% of total rewards, as miners

collected an ever larger proportion of their income from transaction fees.

The last time transaction fees were this high was 2017, when Bitcoin and crypto were in

the midst of a huge bull run, with institutions making their �rst real moves into the space.
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Since 2020, Bitcoin miners have been producing around 900 BTC per day, in line the

network's blocks being con�rmed once every 10 minutes, and a block reward of 6.25

BTC.

The other major revenue generator for miners is transaction fees. With block rewards

scheduled to be cut in half in the August 2024 Bitcoin halving, fees will become

increasingly important for mining companies and their topline revenue.

Ethereum
Ethereum staking hit a new high watermark in May, with the total supply of ETH staked

on the network jumping from 14% to nearly 20%. This indicates that $46bn of ETH is

now deposited on the yield-bearing network, a two-fold increase on the same period

last year.

The ability to withdraw staked ETH from the blockchain was enabled by the Shapella

hard fork on 12 April. This was the �nal piece of the puzzle switching Ethereum from a

Proof of Work blockchain supported by miners, to a Proof of Stake blockchain

supported by validators, a process begun by The Merge in September 2022.
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Despite early fears of signi�cant sell pressure from unstaked ETH supply hitting the

market, the opposite appears to be true. Certainly the mass de-risking around staking

ETH - and being able to withdraw those rewards on demand - appears to have brought

new participants into the picture. The total supply of ETH since The Merge has fallen by

over 11,100 ETH, which puts the annual supply in�ation at minus 0.43%, further

improving ETH's store of value credentials.

Monthly fees jumped by 53.7% between April and May 2023, from $241m to $448m,

amid climbing demand for Ethereum blockspace.

https://ultrasound.money/
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Decentralised exchange volumes have remained relatively muted in the year to date

although Uniswap remains at the top of the leaderboard amid the most used Ethereum-

based retail apps.

In light of the increasing quantity of ETH committed into staking contracts and the

improved fee market for Ethereum with more tokens being burned, the supply of ETH

available for trading in the market is becoming progressively more limited.

This ongoing supply reduction is strengthening Ethereum's long-term value proposition.

The con�uence of these factors demonstrates that the blockchain's fundamentals

remain robust, and that it has the capacity to support ongoing growth and bolster value

for stakeholders.

Altcoins
The e�ect of potentially positive regulatory moves was not lost on altcoin markets in

May with the most obvious impact clearly felt in the ongoing case between Ripple and

the SEC.

The number of daily active addresses on the Ripple blockchain spiked to its second-

highest �gure ever amid positivity that the regulator could lose its lawsuit.
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On 22 December 2020 the SEC announced plans to sue Ripple Labs and its two most

high pro�le execs, co-founder Chris Larsen and current CEO Brad Garlinghouse, for

their part in what it alleges is an ongoing $1.3bn unregistered securities sale.

In March, the price of XRP surged after the company argued in court papers that a

Supreme Court ruling supported one of its key defences in the case. In mid-May, XRP

jumped again when US District Court judge Analisa Torres ruled the SEC was not

allowed to seal documents related to a 2018 speech by ex-o�cial William Hinman which

suggested that ETH, the currency of the Ethereum blockchain, was not a security.

Ripple's XRP token has added more than $10bn to its market cap since the turn of

2023. If Ripple loses the case and XRP is branded a security, it would have far-reaching

e�ects on the cryptoasset market in the United States.

Regulation

Global

Market watchdog the International Organisation of Securities Commissions (IOSCO)

made headlines in May by calling for global rules around cryptoassets, urging nations to

regulate the sector in line with traditional �nancial assets such as equities and bonds.

https://www.sec.gov/news/press-release/2020-338
https://www.reuters.com/legal/ripple-says-recent-supreme-court-ruling-weighs-its-favor-sec-case-2023-03-03/
https://www.coindesk.com/policy/2023/05/16/sec-cant-seal-docs-tied-to-hinmans-ether-speech-judge-in-ripple-suit-rules/
https://www.theguardian.com/technology/2023/may/23/cryptocurrency-regulation-uk-international-organization-of-securities-commissions
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The call was seen as an implicit criticism of the UK, whose Treasury Select Committee

came under �re for proposing that cryptocurrency trading be regulated in line with

gambling and casinos, instead as �nancial services.

The IOSCO's membership includes both two regulators who have been notably hostile

to the growth and development of digital asset markets: the UK Financial Conduct

Authority (FCA) and the US Securities and Exchange Commission (SEC). The IOSCO

has made it clear that regulators need to do more to safeguard investors and

strengthen market protections in order to foster a level playing �eld between

cryptoassets and traditional �nancial markets.

Americas

In the US, the issue of support for cryptoassets is becoming increasingly bipartisan,

with US presidential candidates Ron DeSantis (R) and Robert F. Kennedy Jr. (D) both

voicing their support for Bitcoin.

During the Bitcoin Miami conference in May, Kennedy announced that he would accept

Bitcoin donations via the Lightning Network, an upgrade for Bitcoin that allows for near-

instant payment settlement. As governor of Florida, DeSantis has been particularly

forceful in his support for the privacy-protecting elements of blockchain-based

transactions, vowing that a Central Bank Digital Currency (CBDC) would not materialise

if he were to be elected president in 2024.

His concerns over the risks of a centralised, central bank-issued digital currency were

echoed in a recent survey by the Cato Institute, which showed just 16% of Americans

favour a CBDC issued by the federal government.

Regulatory crackdowns and a more febrile political climate appear to be driving

American innovators o�shore, as illustrated by a swathe of cryptoexchange operators

who have set up bases in Europe and the Middle East.

Asia Paci�c

From 1 June retail traders in Hong Kong are allowed to trade crypto on licensed venues.

The regulations permit crypto exchanges to o�er trading services to individuals and

institutions, provided they secure and adhere to licences designed to protect investors.

Jurisdictions like Hong Kong are vying to lure crypto �rms and investors who are

hesitant about the US due to regulatory uncertainties.

Exchanges such as Huobi, OKX, and Amber Group have applied to the Hong Kong

Securities and Futures Commission (SFC) for licences under the new framework.

https://www.thestreet.com/cryptocurrency/news/robert-f-kennedy-jr-bitcoin-2023-speech-miami
https://decrypt.co/143393/is-ron-desantis-right-only-16-of-americans-support-a-cbdc-in-latest-poll
https://www.cato.org/survey-reports/poll-only-16-americans-support-government-issuing-central-bank-digital-currency
https://docs.google.com/document/d/1XwikB3-VSaogN2XQyASwVJwP3E_VYYd6GNw1skF3Qys/edit
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Hong Kong's move is widely seen as a proving ground for China, raising questions over

whether the notoriously crypto-unfriendly state could amend or soften its ban on Bitcoin

transactions and mining in the mainland.

Europe

The EU's landmark Markets in Crypto Assets (MiCA) digital asset regulation is proving a

timely reminder to regulators in individual states on what can be achieved by issuing

continent-scale legislation. European Parliament President Robert Matsola formally

signed MiCA into law on 31 May, in conjunction with separate anti-money laundering

legislation requiring crypto providers to verify the identity of their customers when

transferring funds.

The provisions of MiCA allow crypto exchanges and wallet providers to obtain a licence

to operate throughout the 27-state bloc. The framework will become e�ective in 2024

once rati�ed by the legislative chambers of the member countries.

Institutional blockchain
Institutional interest in blockchain infrastructure ramped up in May with one major theme

making the biggest headlines: tokenisation.

The second-oldest US bank, State Street, caught the market's attention by expressing

its �rst serious public interest in tokenising ETFs. The statement carries particular

weight because State Street is the manager of the single largest ETF in the world, the

SPDR S&P 500 ETF Trust (SPY), which has a market capitalisation of almost $400bn.

If the �ve largest ETFs in the world were tokenised it would mean $1.4 trillion of assets

would be available on the blockchain.

https://www.coindesk.com/policy/2023/05/31/eu-formally-signs-new-crypto-licensing-money-laundering-rules-into-law/
https://www.ledgerinsights.com/state-street-global-eyes-tokenizing-etfs/
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The bene�ts of tokenisation are clear, according to the Bank of New York Mellon, which

made its move into crypto custody last year. The bank notes that tokenisation improves

liquidity, speeds up settlement, cuts the cost of issuance and improves risk

management due to the transparency of public blockchains like Ethereum.

BNY Mellon is the world's largest asset manager, with $1.9 trillion of assets under

management and $46.6 trillion of assets under custody.

Professional services giant Ernst & Young (EY) on 10 May launched OpsChain ESG,

built on Ethereum, “to provide a trusted platform for emissions and carbon credit

traceability”.

Global blockchain lead Paul Brody has said that his team of engineers “want to be the

best in the world at [building products on] Ethereum”, and doing the hard yards of

blockchain development, smart contract writing and auditing appear to have paid o�. EY

launched its blockchain unit in 2015 and has since put a heavy focus on building privacy-

protecting functionality such as zero-knowledge proofs using Ethereum and its Layer 2

scaling solution Polygon.

Recent research from Citibank suggests that tokenisation of liquid and illiquid assets

could be worth as much as $4 trillion by 2030, with a growth factor of 80x expected in

private markets.

https://www.bnymellon.com/us/en/insights/all-insights/tokenization-opening-illiquid-assets-to-investors.html
https://www.bnymellon.com/us/en/about-us/about-bny-mellon.html
https://www.ey.com/en_gl/news/2023/05/ey-launches-ey-opschain-esg-to-provide-a-trusted-platform-for-emissions-and-carbon-credit-traceability-through-tokenization
https://decrypt.co/110953/ernst-young-wants-be-best-earth-ethereum-says-firms-blockchain-lead/
https://icg.citi.com/icghome/what-we-think/citigps/insights/money-tokens-and-games
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Into The Metaverse
The metaverse investment theme came back to life in May supported by surging

investor interest in AI and the increasingly hard-fought battle for retail supremacy

between Apple (NASDAQ:AAPL) and Meta (NASDAQ:META).

The increasingly rapid adoption of, and mass public interest in large language models

like ChatGPT, Google's Bard and Microsoft's Copilot means the tech sector has been

the biggest winner of 2023 to date, with the S&P index up 30% this year. Financials,

utilities and energy have fared the worst, with those indices down 7.2%, 8.9% and 10%

in the year to date.

Tech equity funds saw their largest weekly in�ows on record in the �nal week of May,

according to Bank of America Global Research based on EPFR data.

Technology stocks witnessed $8.5bn of in�ows, more than 57% of the total $14.8bn

in�ows into equities.

Metaverse ETFs, including ETC Group's METR, pushed to near all time highs, while in

May Solana became one of the �rst major Layer 1s to harness AI by integrating a

ChatGPT plugin for its blockchain.

https://m.economictimes.com/news/new-updates/what-is-microsofts-ai-tool-copilot-check-all-details-here/articleshow/98776326.cms#:~:text=Microsoft%20recently%20announced%20its%20artificial,new%20wave%20of%20productivity%20increase.%22
https://www.macrobond.com/charts-of-the-week/tech-stocks-rally-hard-and-soft-landings-and-past-fed-pauses
https://www.reuters.com/technology/global-markets-flows-urgent-2023-06-02/
https://finance.yahoo.com/news/solana-becomes-first-layer-1-130000122.html?guccounter=1&guce_referrer=aHR0cHM6Ly93d3cuZ29vZ2xlLmNvbS8&guce_referrer_sig=AQAAAE_3FDzPK4z1pouw-zAvEge_L3ckkYKHW4aNPk1R9gO1Q0OL7xeg4Q2MLHyzlO0uBYna6bc1hhHdRRuh89IjC8Qb8gnvRwDZgTHtb5GuwtTZAbMKRCr7I7v4FUw9KsBbRkS9lf4af6Ck1z7ErFvZNaBj_rUxnjviwDfsp4OG306_
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Chipmaker Nvidia (NASDAQ:NVDA) is a key metaverse stock with increasingly heavy

capex in digital twins and the industrial development and usage of VR and augmented

reality. It wowed markets with its Q1 earnings 53% above analyst estimates, and

forecast a bumper second quarter with $11bn of revenue.

Nvidia's $10,000 A100 chip has quickly become the industry standard: according to

New Street Research, Nvidia currently takes 95% of the market for the graphics

processors used in machine learning and AI supercomputers.

Assets in ETFs linked to the growth of AI are expected to triple to $35bn by 2030,

research by Bloomberg suggests.

Meta's failures in the �eld of retail VR have been widely publicised with its Reality Labs

division notably recording a near $4bn quarterly loss in Q1. Apple looks set to grab

market share from Meta's Quest 2 headset, which has become the retail standard to

beat, with the anticipated launch of the Vision Pro headset, slated for the Worldwide

Developer Conference in early June 2023.

With Apple rumours running into overdrive, Meta announced the launch of Quest 3, its

own mixed-reality headset. The timing of the launch notably led commentators to

espouse that Apple was “living rent free in Mark Zuckerberg's head”.

https://www.cnbc.com/2023/02/23/nvidias-a100-is-the-10000-chip-powering-the-race-for-ai-.html
https://www.bloomberg.com/news/articles/2023-05-25/assets-in-ai-etfs-to-triple-by-2030-with-china-in-the-lead
https://www.cnbc.com/2023/04/26/metas-reality-labs-unit-records-3point99-billion-first-quarter-loss-.html
https://www.inc.com/jason-aten/metas-quest-3-announcement-makes-it-official-apple-is-living-rent-free-in-mark-zuckerbergs-head.html
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General disclaimer
The information provided in this research report is for informative purposes only and does not constitute
investment advice, a recommendation or solicitation to conclude a transaction.
This document (which may be in the form of a research report, press release, social media post, blog post,
broadcast communication or similar instrument – we refer to this category of communications generally
as a “document” for purposes of this disclaimer) is issued by ETC Issuance GmbH (the “issuer”), a limited
company incorporated under the laws of the Germany. This document has been prepared in accordance
with applicable laws and regulations (including those relating to �nancial promotions). If you are
considering investing in any securities issued by ETC Group, including any securities described in this
document, you should check with your broker or bank that securities issued by ETC Group are available
in your jurisdiction and suitable for your investment pro�le.

Exchange-traded commodities/cryptocurrencies, or ETCs, are a highly volatile asset and performance is
unpredictable. Past performance is not a reliable indicator of future performance. The market price of
ETCs will vary and they do not o�er a �xed income. The value of any investment in ETCs may be a�ected
by exchange rate and underlying price movements. This document may contain forward looking
statements including statements regarding ETC Group’s belief or current expectations with regards to the
performance of certain asset classes. Forward looking statements are subject to certain risks,
uncertainties and assumptions, and there can be no assurance that such statements will be accurate and
actual results could di�er materially. Therefore, you must not place undue reliance on forward-looking
statements.

This document does not constitute investment advice nor an o�er for sale nor a solicitation of an o�er to
buy any product or make any investment. An investment in an ETC that is linked to cryptocurrency, such
as those o�ered by ETC Group, is dependent on the performance of the underlying cryptocurrency, less
costs, but it is not expected to match that performance precisely. ETCs involve numerous risks including
among others, general market risks relating to underlying adverse price movements and currency,
liquidity, operational, legal and regulatory risks.

This document fairly represents the opinions and sentiments of the ETC Group, as at the date of its
issuance, but it should be noted that such opinions and sentiments may be revised from time to time.

ETC Issuance GmbH, incorporated under the laws of Germany, is the issuer of any securities described in
this document, under the base prospectus dated 23 November 2021, and previously the the base
prospectus dated 14th January 2021 and prospectus dated 4 June 2020,, and various sets of �nal terms
(in relation to BTCE, ZETH and other series of securities issued under that base prospectus), in each case
as supplemented from time to time, and approved by BaFin. Any decision to invest in securities o�ered by
ETC Group (including products and amounts) should take into consideration your speci�c circumstances
after seeking independent investment, tax and legal advice. You should also read the latest version of the
prospectus and/or base prospectus before investing and in particular, refer to the section entitled ‘Risk
Factors’ for further details of risks associated with an investment. These prospectuses and other
documents are available under the “Resources” section at etc-group.com. When visiting this website, you
will need to self-certify as to your jurisdiction and investor type in order to access these documents, and
in so doing you may be subject to other disclaimers and important information.

If you are in the UK, US, or Canada
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Information contained in this document is not, and under no circumstances is to be construed as, an
advertisement or any other step in furtherance of a public o�ering in the United States or Canada, or any
state, province or territory thereof, where neither the issuer nor its products are authorised or registered
for distribution or sale and where no prospectus of the issuer has been �led with any securities regulator.
Neither this document nor information in it should be taken, transmitted or distributed (directly or
indirectly) into the United States.

Publications & Social media Disclosure
Social media posts (including, but not limited to, LinkedIn and Twitter) of ETC Group and its subsidiaries
(“Social Media”) are not, and should not be considered to be recommendations, solicitations or o�ers by
ETC Group or its a�liates to buy or sell any securities, futures, options or other �nancial instruments or
other assets or provide any investment advice or service. ETC Group makes all reasonable e�orts to
ensure that the information contained on Social Media is accurate and reliable; however, errors
sometimes occur. You should note that the materials on Social Media are provided “as is” without any
express or implied warranties. ETC Group does not warrant or represent that the materials on Social
Media are accurate, valid, timely or complete.

Risks of Cryptocurrencies
Cryptocurrencies are highly volatile assets and are known for their extreme �uctuations in prices. While
there is potential for signi�cant gains, you are at risk of losing parts or your entire capital invested. The
value of the ETCs is a�ected by the price of its underlying cryptocurrency. The price of cryptocurrencies
can �uctuate widely and, for example, may be impacted by global and regional political, economic or
�nancial events, regulatory events or statements by regulators, investment trading, hedging or other
activities by a wide range of market participants, forks in underlying protocols, disruptions to the
infrastructure or means by which crypto assets are produced, distributed, stored and traded. The price of
cryptocurrencies may also change due to shifting investor con�dence in future outlook of the asset class.
Characteristics of cryptocurrencies and divergence of applicable regulatory standards create the
potential for market abuse and could lead to high price volatility. Amounts received by Bondholders (i)
upon redemption of the Bonds in USD, in cases where Bondholders are prevented from receiving
cryptocurrency for legal or regulatory reasons; or (ii) upon sale on the stock exchange depend on the
price performance of the relevant cryptocurrency and available liquidity.

For a detailed overview of risks associated with cryptocurrencies and speci�cally associated with the
ETCs, please refer to the prospectus and base prospectus available at the issuer’s website at www.etc-
group.com.


