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The easiest way to answer the question of what 
cryptoassets are and why they are important is to think 
about a simple transaction, like giving someone $1 million.

In a world where we all carried cash, this was simple. If I want 
to give you $1 million, I simply give you $1 million. The 
transaction is unambiguous and instantaneous—as soon as 
I hand you the cash, you have the money. What’s more, I 
can’t give the cash to multiple people. The transaction 
doesn’t require a trusted third party to verify it. Everyone in 
the world can agree, instantly, that I had the cash at one 
moment and that I then gave it to you.

But the cash transaction has its flaws. First, it’s inconvenient. 
Who carries around $1 million in cash? Second, it’s not 
secure.

The more likely scenario, if I want to send $1 million to you, is 
to use a trusted third party to handle the transaction (as 
opposed to, say, handing you a briefcase stuffed with cash).

In this example, we both have a bank account at a single 
bank—let’s call it Wells Fargo. I call Wells Fargo or enter a 
form online telling them to send you $1 million. On the back 
end, the bank will verify that I have the money, deduct $1 
million from my account in its ledger and send $1 million to 
you, possibly subtracting a small fee for the service.

If we have two different banks, it’s a little more complicated. 
First, my bank will debit my account. Then, it will have a 
shared account with your bank, and it will transfer $1 million 
to your bank. Then your bank will credit your account. At 
each step, banks will check their work and make sure that 
the money is really where it should be.

A Simple Financial 
Transaction
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Sometimes, it can get more complicated. If I’m wiring money 
to you in, say, South Africa, I’ll have to tell my bank, which 
may have to tell a large money center bank in the U.S., like 
Bank of America, because my small community bank may 
not be connected to any banks overseas.

That money center bank may not have a relationship with 
banks in South Africa, so they may wire it to a large money 
center bank in Europe—Deutsche Bank, maybe. Deutsche 
Bank will translate my funds into euros and then transfer the 
money to its partner bank in South Africa. That bank will 
exchange the money into Rand, and then transfer the money 
to your local bank, where you can withdraw the money.

At every step, these banks are doing work, so 
they may charge you a fee.

This is a generalization, but it’s not uncommon. To take just 
one angle, Americans sent $138 billion in remittance abroad 
last year. They paid an average fee of 8% to do so, and 
settlement took on average three days. To put those 
numbers in perspective, that’s $11 billion in fees. Alternately, 
8% is roughly equivalent to 1/12, meaning workers spend 
one month each year working just for Western Union—
sacrificing all of January just to pay the fees to send this 
money to their families abroad.

International commercial transactions are a multi-trillion 
dollar market, and while fees are lower, they’re still 
significant and settlement times are still slow.

These are among the markets crypto is aiming to debate.

A Common Financial 
Transaction

Crypto allows you to send value over the internet, safely and 
securely, without the need for a trusted third party to verify 
the transaction. That’s why some people call crypto “the 
internet of money” or “the internet of value.”

So, for example, rather than forcing money to daisy-chain its 
way around the world from one bank to another, taking hours 
or days to settle, you can just send it where you want it to go
—peer-to-peer, like an email.

The magic that makes this all happen is called the 
“consensus protocol,” which is a fancy phrase for a 
mathematical way that a bunch of different computers can 
agree (or come to consensus) about who owns what and 
where it’s been. This process that allows this to happen is 
the much ballyhooed “mining” that you read about in the 
media.

Crypto Allows for Digital, 
Peer-to-Peer Transactions 
Without a Central Authority
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In crypto, mining or other consensus protocols are how a 
distributed blockchain synchronously updates the account 
of who owns what. It is also the way that crypto networks 
eliminate the risk of double-spending: people who, say, try to 
send the same $1 million to two different people. This 
double-spending problem is important; a lot of what banks 
do, after all, is make sure that if you send someone $1 million 
you actually have it, and you haven’t sent it to multiple 
people.

To show how it works, let’s go back to our original example of 
me sending you money. To initiate that transaction, I would 
send a message into the network saying I want to send you 
that $1 million in bitcoin.

All the computers that are keeping track of the bitcoin ledger
—effectively, the spreadsheet of who owns what in the 
bitcoin network—take my proposed transaction and a bunch 
of others and combine them with other proposed 
transactions into what’s called a block. Importantly, these 
computers—colloquially known as “mining rigs” and 
operated by “miners”—can only combine valid transactions. 
So if I tried to send that same $1 million to two different 
people, a miner would have to choose which of my 
transactions to take.

Once a group of valid transactions is combined into a
block, a miner will race other miners to solve a really hard 
math problem. The problem is so hard that it doesn’t actually 
matter how smart you are, only how much computing power 
you can throw at it, effectively randomizing who solves it 
first.

The first miner to solve the problem broadcasts the solution 
to the network, along with the block of validated 
transactions. Other miners then check to see if the proposed 
solution to the problem is correct and the transactions are 
valid. If they are, that block is added to the chain of previous 
blocks, the transactions are “settled,” and everyone updates 
their copy of the blockchain to the new official state.

Mining: What It Is and Why 
It’s Important

The miner that solved the puzzle first is rewarded with some 
amount of the cryptoasset as compensation for keeping the 
network up to date. Then, the process starts all over again, 
with a new block, more transactions, and a new puzzle. 
Importantly, the next math problem is built on the information 
in the past block. Therefore, you can’t solve the next puzzle if 
you change any of the past data.

This process has multiple positive effects. First, it solves the 
double spend problem, because miners can’t make a block 
with invalid transactions, creating digital scarcity for the first 
time ever. Second, it makes the database incredibly secure. 
Because each subsequent block contains all of the 
information of previous blocks, you can’t go back and falsify 
records without invalidating everything that follows. It breaks 
the chain. That’s why, despite holding $120 billion in bearer 
wealth, the bitcoin blockchain has never been hacked.

But most importantly—and the reason it has implications 
outside of just sending money— it negates the need for 
rent-seeking middlemen we previously had to rely on in 
order to process our transactions. And the ability to replace 
trusted intermediaries with something better, faster, and 
cheaper means we can rethink major systems, where the 
reliance on a third party to process transactions was once a 
foregone conclusion.
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There are many potential 
applications of crypto and 
blockchain, and therefore, 
many potential models for 
valuing those assets. While a 
comprehensive list is beyond 
the scope of this article, there 
are two models worth 
exploring.
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The first and most mature use case for crypto is as a non-
sovereign store of value. Cryptoassets like bitcoin are a way 
for individuals to store value outside of government- backed 
currencies; a kind of digital gold.

Assets like bitcoin have a lot to recommend themselves as 
stores of value: they are scarce, fungible, divisible, non-
decaying, and can be transported across borders with a 12- 
word phrase. Of course, the common sentiment is that 
cryptoassets are too volatile to be a store of value, given the 
sharp spikes and precipitous drops of Bitcoin’s price over its 
lifetime.

However, early on, stores of value are always volatile. Take a 
look at the price of gold after the Gold Standard was 
abandoned in 1971.

Early on, emerging store of values are always volatile, as their 
long-term future is not secure. The expectation is that this 
volatility will decline as the asset becomes more established. 
This is what we saw with gold, and so far, bitcoin has been 
on the same path.
  
The potential of Bitcoin as a store of value is an enticing idea, 
especially considering how big the market is for non-
sovereign stores of wealth.

Bitcoin currently holds ~1.7% the value of gold. If it matched 
gold as a store of value, each bitcoin would be worth roughly 
$400,000. If it ate into the market for offshore assets, the 
potential is even greater.

Of course, bitcoin is also not the only store of value option: 
other cryptoassets, including well-known ones like Ether and 
lesser-known “privacy coins” like Monero and Zcash, 
compete for this use case.

 It may be that multiple coins fill different store of value 
needs, or that the market never materializes. Still, if it does 
succeed, even a little, it’s potentially significant.

Thesis 1: Store of Value

Source: Bitcoin data from Coinmarketcap.com, covering 
1/1/17 – 5/31/18. Note that the scales on the charts differ. All 
values in US dollars.

Source: Gold data from Onlygold.com, covering 4/1/68 – 
4/1/87. All values in US dollars.

Source: Fundstrat. Data as of 3/31/18.

Bitwise Asset Management



www.bitwiseinvestments.com

A second thesis supporting crypto’s long-term value 
revolves around its potential to reinvent financial services.

Crypto threatens to disrupt nearly every part of the 
traditional financial services stack thanks to two key 
features: the ability to process transactions without a trusted 
third- party, and the ability to create “programmable money” 
that combines value transfer with software.

That combination has the potential to render obsolete many 
of the services that financial services charges for today.
 Source: Investopedia (2016) and The Economist (2014). 
Total size is approximate; multiple different reports project it 
between 6% and 17%. The data is presented as indicative of 
the fact that Financial Services is a large and substantial 
market, and not a suggestion of any particular value target or 
precise definition.

Take a simple example like escrow services. Imagine, for 
example, that you are trying to buy a web domain for $1 
million. $1 million is a lot of money, so you’re unlikely to 
transfer that money to the domain owner without some 
assurance that you’ll receive the domain rights in exchange. 
Today, in the offline world, escrow services provide this 
solution: You send the $1 million to an escrow service, which 
waits to receive the domain from the owner before crossing 
the transaction. The fee for this can be substantial.

In the world opened up by crypto and blockchain technology, 
we could actually program a $1 million “smart contract” 
such that it will only transfer that value to a domain owner 
once the owner has uploaded the rights to that URL. Once 
both sides have satisfied the contract, it automatically 
executes. No intermediary, no escrow, no thousand-dollar 
fee.

As you dig into the potential applications of crypto, it 
becomes clear that the potential applications are large. And 
as Christine Lagarde, the current Managing Director and 
Chairwoman of the International Monetary Fund, wrote in 
April 2018, “Just as a few technologies that emerged from 
the dot-com era have transformed our lives, the 
cryptoassets that survive could have a significant impact on 
how we save, invest, and pay our bills.”

Source: Investopedia (2016) and The Economist (2014). Total size is 
approximate; multiple different reports project it between 6% and 
17%. The data is presented as indicative of the fact that Financial 
Services is a large and substantial market, and not a suggestion of 
any particular value target or precise definition.

Thesis 2: Reinventing 
Financial Services
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Bitwise Asset Management, Inc. and its affiliates (collectively, the “Manager”) are furnishing this presentation (this “Presentation”) to sophisticated prospective investors for 
informational purposes only in relation to a potential opportunity to subscribe for limited liability company interests (“Interests”) in Bitwise 10 Private Index Fund, LLC (the 
“Fund”). This is neither an offer to sell nor a solicitation for an offer to buy Interests in the Fund. Any offer to sell or solicitation of an offer to buy Interests will be made solely 
through definitive offering documents, identified as such, in respect of the Fund in compliance with the terms of all applicable securities and other laws. Such definitive offering 
documents, if any, will describe risks related to an investment in the Fund (including loss of the entire investment) and will qualify in their entirety the information set forth in this 
Presentation.

No Advice on Investment; Risk of Loss: Prior to making any investment decision in respect of the Fund, each investor must undertake its own independent examination and 
investigation of the Fund, including the merits and risks involved in an investment in the Interests, and must base its investment decision—including a determination whether 
Interests would be a suitable investment for the investor—on such examination and investigation and must not rely on the Manager or the Fund in making such investment 
decision. Prospective investors must not construe the contents of this Presentation as legal, tax, investment, or other advice. Each prospective investor is urged to consult with 
its own advisors with respect to legal, tax, regulatory, financial, accounting, and similar consequences of investing in the Fund, the suitability of the investment for such investor, 
and other relevant matters concerning an investment in the Fund. This Presentation contains an overview summary of the terms of the Fund. The summary set forth in this 
Presentation does not purport to be complete and is qualified in its entirety by reference to the definitive offering documents relating to the Fund. Do not place undue reliance on 
this Presentation.

Information May Change and Be Inaccurate, Incomplete, or Outdated: The information in this Presentation is for discussion purposes only and no representations or warranties are 
given or implied. The information contained in this Presentation is subject to further discussion, completion, and amendment. All of the information presented herein is subject to 
change without notice. For example, the Fund may select new service providers such as custodians and administrators. This Presentation may be updated to provide additional 
information on the Bitwise 10 Private Index and its methodology. Any use of this Presentation is on an “as is” and “as available” basis and is at the user’s sole risk.z


