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M A R K E T C O M M E N TA R Y
PA U L C A P P E L L I
Portfolio Manager

Digital assets finished lower in June as concerns around China deepened. President Xi
Jinping ’s regime implemented further sanctions against the asset class, creating a worsening
hangover on the back of May’s news regarding China’s ban of digital assets as currency.

SUMMARY OF RECENT CHINA DEVELOPMENTS
MAY 21

JUNE 11

• Vice Premier Liu He and the State Council

• Yunnan province, which hosts large hydro-electric

announced a crackdown on mining and trading

generating miners, announces that all mining farms
will be inspected by the end of June

MAY 25
• Inner Mongolia proposes eight measures to
restrict mining

JUNE 16
• Huobi announces that it will slash leverage for
Chinese Nationals from 125x to 5x

MAY 27
• Sichuan province, a region that hosts many
hydro-powered miners, announces a public
meeting to assess a mining ban

JUNE 19
• Sichuan province orders state-owned energy
suppliers to cut power to 26 local mining farmers

JUNE 5

JUNE 21

• Weibo (China’s Twitter) announces ban of

• The People’s Bank of China orders Chinese banks

Chinese “crypto influencer” accounts

and payment processors to cut off payment and
funding on-ramps immediately

JUNE 9
• Baidu (China’s Google) and Weibo begin censoring
searches related to exchanges Binance, OKEX, and Huobi

• Trading desks begin to shut down
• Miners begin to go offline

• Miners in Xinjiang are ordered to shut down
• Miners in Qinghai are ordered to shut down
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These developments brought price headwinds and increased
volatility. Why? As miners and trading desks shut down,
substantial selling of assets can follow as business models
pivot. Miners shutting down also leads to a decrease in
hashrate, which is the computing power used to mine new
blocks. The less computing power in the network, the easier
(and more profitable) mining becomes for remaining miners.
That said, bitcoin’s design tackles changes in its hashrate via
“mining difficulty,” a re-calibration every 2,016 blocks that
reset the level of difficulty to mine.
Experts estimate that it will take roughly one year for
the affected miners and trading desks to relocate their

WE ARE CONFIDENT
T H AT T H E S H O R T- T E R M
V O L AT I L I T Y W I L L G I V E
WAY T O A S T R O N G E R
ASSET CLASS

businesses and restore operations. Many across the digital
asset space are calling China’s actions the largest sovereign
assault on the asset class since its inception. We recognize
that it’s important to widen the aperture. As a result of
China’s actions, the asset class expects to see a migration of
digital asset mining, trading, and business function from east
to west. While this “great migration” has led to a near-term
price drop and volatility, it likely stands to deliver longerterm benefits to the asset class as a whole, including:
•

•

announced in a national address that El Salvador will make
bitcoin legal tender effective September 7, noting that its use
will be optional. El Salvador’s Congress already approved

embrace innovation

Bukele’s proposal to embrace the digital asset, making

Increased transparency and more accurate data

More balanced dispersion of digital asset-focused
businesses around the globe

•

different stance on bitcoin. President Nayib Bukele

Movement of business to regions that

for digital asset-related businesses
•

Elsewhere in the world, El Salvador is taking an entirely

El Salvador the first country in the world to adopt bitcoin as
legal tender. This adoption received mixed reactions, with
some citing potential headwinds such as bitcoin’s illiquid
nature, volatility, and U.S. dollar conversion risk. Those
who support the move cite that El Salvador relies heavily

Less leverage in the system (many Asian-based

on money sent back from workers abroad, with World Bank

exchanges offer retail traders the ability to take

data showing remittances to the country made up nearly

highly levered positions)

one-fifth of gross domestic product (GDP) in 2019, one of the
highest ratios in the world. As global leadership continues
to get more comfortable with bitcoin and regulatory clarity
increases, we are confident that the short-term volatility will
give way to a stronger asset class.
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DISCLAIMERS
The information (Information) contained herein is being provided to you solely for
informational purposes and may not be reproduced or redistributed in whole or in part, in
any format, without the express written approval of Galaxy Digital Capital Management
LP (GDCM). By accepting this document, you acknowledge and agree that all of the
Information contained in this document is proprietary to GDCM. While not explicitly
referenced within this piece, GCDM manages the Galaxy Bitcoin Funds, Galaxy Ethereum
Funds and the Galaxy Crypto Index Master Fund LP (each a “Fund”) which invest in bitcoin
and/or Ethereum. The Information is not an offer to buy or sell, nor is it a solicitation of an
offer to buy or sell, interests in the Fund or any advisory services or any other security or
to participate in any advisory services or trading strategy. If any offer and sale of securities
is made, it will be pursuant to the confidential offering memorandum of the Fund (the
Offering Memorandum). Any decision to make an investment in the Fund should be
made after reviewing such Offering Memorandum, conducting such investigations as the
investor deems necessary and consulting the investor’s own investment, legal, accounting
and tax advisors in order to make an independent determination of the suitability and
consequences of an investment. Except where otherwise indicated, the Information is
based on matters as they exist as of the date of preparation and not as of any future date, and
will not be updated or otherwise revised to reflect information that subsequently becomes
available, or circumstances existing or changes occurring after the date hereof.
Investing in financial markets involves a substantial degree of risk. There can be no
assurance that the investment objectives described herein will be achieved. Any investment
in the Fund may result in a loss of the entire amount invested. Investment losses may occur,
and investors could lose some or all of their investment. No guarantee or representation
is made that GDCM’s investment strategy, including, without limitation, its business and
investment objectives, diversification strategies or risk monitoring goals, will be successful,
and investment results may vary substantially over time. Nothing herein is intended
to imply that the GDCM’s investment methodology may be considered “conservative”,
“safe”, “risk free”, or “risk averse.” Neither historical returns nor economic, market or
other performance is an indication of future results. Investment in the Fund is different
from the Bloomberg Galaxy Crypto Index. The performance of the Fund will vary from the
performance of the Bloomberg Galaxy Crypto Index.
Market index information shown herein, such as that of the Bloomberg Galaxy Crypto
Index, is included to show relative market performance for the periods indicated and not as
standards of comparison, since these are unmanaged, broadly based indices which differ in
numerous respects from the portfolio composition of the Fund. Market index information
was compiled from sources that GDCM believes to be reliable. No representation or
guarantee is made hereby with respect to the accuracy or completeness of such data. The
information contained herein is provided for informational purposes only, is not complete,
and does not contain certain material information about the Fund, including important
disclosures and risk factors associated with an investment in the Fund, and is subject to
change without notice. This document is not intended to be, nor should it be construed or
used as an offer to sell, or a solicitation of any offer to buy, shares or limited partnership
interests in the Fund. Securities transactions are effected through Galaxy Digital Partners
LLC, a member of FINRA and SIPC.
Certain statements reflect GDCM’s views, estimates, opinions or predictions (which may
be based on proprietary models and assumptions, including, in particular, GDCM’s views on
the current and future market for digital assets), and there is no guarantee that these views,
estimates, opinions or predictions are currently accurate or that they will be ultimately
realized. To the extent these assumptions or models are not correct or circumstances
change, the actual performance of GDCM and the BGCI may vary substantially from,
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and be less than, the estimated performance. None of GDCM, the Fund nor any of their
respective affiliates, shareholders, partners, members, directors, officers, management,
employees or representatives makes any representation or warranty, express or implied,
as to the accuracy or completeness of any of the Information or any other information
(whether communicated in written or oral form) transmitted or made available to you.
Each of the aforementioned parties expressly disclaims any and all liability relating to
or resulting from the use of the Information or such other information. GDCM does not
provide tax, accounting or legal advice. Notwithstanding anything to the contrary, each
recipient of this Information, and each employee, representative or other agent of such
recipient may disclose to any and all persons, without limitation of any kind, the U.S.
income and franchise tax treatment and the U.S. income and franchise tax structure of
the transactions contemplated hereby and all materials of any kind (including opinions
or other tax analyses) that are provided to such recipient relating to such tax treatment
and tax structure insofar as such treatment and/or structure relates to a U.S. income or
franchise tax strategy provided to such recipient by GDCM.
Certain information contained herein constitutes forward-looking statements, which
can be identified by the use of terms such as “may”, “will”, “should”, “expect”, “anticipate”,
“project”, “estimate”, “intend”, “continue” or “believe” (or the negatives thereof ) or other
variations thereof. Due to various risks and uncertainties, including those discussed
above, actual events or results, the ultimate business or activities of GDCM or the Fund or
the actual performance of GDCM or the Fund may differ materially from those reflected
or contemplated in such forward-looking statements. As a result, investors should not
rely on such forward-looking statements in making their investment decisions. None of
the Information has been filed with the U.S. Securities and Exchange Commission, any
securities administrator under any state securities laws or any other governmental or selfregulatory authority. No governmental authority has opined on the merits of the offering
of any securities by the Fund, or the adequacy of the information contained herein. Any
representation to the contrary is a criminal offense in the United States.
Certain information contained herein (including financial information) has been obtained
from published and non-published sources. Such information has not been independently
verified by GDCM, and GDCM does not assume responsibility for the accuracy of such
information. Affiliates of GDCM own investments in some of the digital assets, protocols
and companies discussed in this newsletter.
BLOOMBERG is a trademark or service mark of Bloomberg Finance L.P. GALAXY is a
trademark of GDCM. Bloomberg Finance L.P. and its affiliates (collectively, Bloomberg)
are not affiliated with GDCM, the Fund and their respective affiliates (collectively, Galaxy).
Bloomberg’s association with Galaxy is to act as the administrator and calculation agent of
the Index, which is the property of Bloomberg. Neither Bloomberg nor Galaxy guarantee
the timeliness, accurateness, or completeness of any data or information relating to the
Index or results to be obtained. Neither Bloomberg nor Galaxy make any warranty, express
or implied, as to the Index, any data or values relating thereto or any financial product or
instrument linked to, using as a component thereof or based on the Index (Products) or
results to be obtained therefrom, and expressly disclaims all warranties of merchantability
and fitness for a particular purpose with respect thereto. To the maximum extent allowed
by law, Bloomberg, Galaxy and its or their licensors, and its and their respective employees,
contractors, agents, suppliers, and vendors shall have no liability or responsibility
whatsoever for any injury or damages—whether direct, indirect, consequential, incidental,
punitive, or otherwise—arising in connection with the Index, any data or values relating
thereto or any Products—whether arising from their negligence or otherwise.

4

