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Many have embraced cryptocurrencies in an attempt to escape debasement of the
world’s fiat currencies. Crypto champions, however, are missing the supreme irony: They
themselves are printing money at a rate that dwarfs the speed of the legal-tender presses of
the world’s central banks. This explosion in crypto “money supply” could ultimately debase
crypto coinage itself and threaten consumer, credit and securities markets. The U.S. Federal
Reserve and the European Central Bank have recently begun to address these risks, but they
are moving at a slow inertial pace that could cost them control of the money supply.
The cryptocurrency market is expanding at an eye-popping rate. The size of the market stood
at $1.63 trillion as of May 31, 2021, after reaching a record $2.4 trillion in early May from
a capitalization of $200 billion about a year ago, according to estimates by CoinMarketCap.
This represents a year-over-year growth rate of 735%. By comparison, the U.S. money
supply, denominated of course in dollars, grew by $3.1 trillion, an increase of 18%, over a
similar period (April 2020 to April 2021). As the cryptocurrency market matures, its growth
rate likely will moderate, but that outcome might not remove crypto’s threat to the global
money supply.
Beyond the problematic size of this new market is its complexity. The United Nations
recognizes 180 distinct currencies. New cryptocurrencies are launched daily, and more than
10,000 were in existence as of May 25, 2021, according to CoinMarketCap. Given that this
market is still in its infancy, rapid growth remains likely for at least the next few years.
Several threats arise from the explosion in cryptocurrency values. The first is that individuals
might get hurt in the crypto markets. Cryptocurrencies have exhibited high volatility. Bitcoin,
for example, generated daily annualized return volatility above 70% since 2017 while the
S&P 500 Index generated a volatility of about 20% for the same period. Given such volatility,
calling these contracts “currencies” amounts to a dangerously misleading misnomer.
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This high volatility and risk of loss of so-called cryptocurrencies should make them offlimits as forms of payment for a good or service. Would you accept shares of a stock as
payment for a car or a house? Unfortunately, the crypto’s masquerading as a currency, and
thus a store of value, masks its true nature: that of a securitization and credit market with
quasi-venture-capital risk. The blockchain technology underlying cryptocurrency has many
exciting new applications such as smart contracts that enable real-time information sharing
while protecting individuals’ privacy. This vibrant, VC-like market holds immense promise
but also poses risk of severe capital losses.
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Beyond risks to participants in the crypto market is the threat to global financial stability: the danger of non-official entities flooding the
aggregate money supplies in sovereign states. Cryptocurrencies’ acceptance for the purchase of goods or services would remove control
of the monetary base from central banks. If cryptocurrencies are accepted as a medium of exchange this amounts to the creation of new
money in the system. This will act as a currency debasement in an economy as the central bank-issued currencies lose their monopoly
on the legal tender. In the U.S., U.K. and European Union, no rules govern the creation of cryptocurrencies, let alone their use. Some
cryptocurrencies follow protocols to limit the amount issued. However, in theory, nothing is in place to prevent a new currency from being
developed and accepted as legal tender.
Stablecoins represent another branch of this threat to the money supply. Stablecoins are cryptocurrencies used for settlement of
transactions, but their value is pegged to another asset, in most cases the U.S. dollar. To lock in this link, many stablecoins are backed by
collateral. Some of this collateral, however, is invested outside of the U.S. dollar or U.S. Treasury bills, relatively safe assets, at least for
dollar-domiciled participants. In some cases, stablecoins are collateralized by other cryptocurrencies!
Until now, the only form of legal tender have been the currencies issued by central banks. This monopoly gives the central banks and
other monetary authorities an effective tool to help influence credit creation, economic growth and consumer and producer prices. If
central banks lose control of the monetary base, inflation, asset bubbles and excess credit are all likely to build in the economy. El Salvador
earlier this month became the first sovereign state to surrender its monetary monopoly: the Salvadoran congress voted to approve a bill
submitted by President Nayib Bukele, recognizing bitcoin as legal tender. Notwithstanding the small size of this country of 6.5 million
people, El Salvador’s embrace of a cryptocurrency sets a dangerous precedent. At the other extreme, China has banned the acceptance
of cryptocurrencies for any transaction within its jurisdiction.
An entire ecosystem of new currencies is being built on top of blockchain, a powerful technology that has created rapid innovations in
the financial and healthcare fields. For investors, this new “market” holds alluring promise on par with the internet in the late 1990s. I
oppose a blanket ban on this powerful and potentially transformative technology. Instead, I think serious participants in these markets,
business leaders and financial authorities should set the rules of the road for its development and legitimate uses. Soon. Let’s not wait for
yet another catastrophe to happen in the wake of inattention and complacency and then over-regulate later.

Author Biography

Bill Campbell
Portfolio Manager
International Fixed Income
Mr. Campbell joined DoubleLine in 2013. He is a Portfolio Manager for the DoubleLine Global Bond Strategy and is a permanent member of the Fixed
Income Asset Allocation Committee. He covers developed markets, Central and Eastern Europe, the Middle East and Africa (CEEMEA) and China. Prior to
DoubleLine, Mr. Campbell worked for Peridiem Global Investors as a Global Fixed Income Research Analyst and Portfolio Manager. Prior to Peridiem, he
spent over five years with Nuveen Investment Management Co., first as a Quantitative Analyst in its Risk Management and Portfolio Construction Group,
then as a Vice President in its Taxable Fixed Income Group. Mr. Campbell also worked at John Hancock Financial as an Investment Analyst. He holds a B.S.
in Business Economics and International Business, and a B.A. in English from Pennsylvania State University. Mr. Campbell holds an M.A. in Mathematics
with a focus on Mathematical Finance from Boston University.

2

Are Central Banks Whistling Past
the Crypto Graveyard?
June 2021

Important Information Regarding This Material
Issue selection processes and tools illustrated throughout this presentation are
samples and may be modified periodically. These are not the only tools used by
the investment teams, are extremely sophisticated, may not always produce the
intended results and are not intended for use by non-professionals.
DoubleLine has no obligation to provide revised assessments in the event of
changed circumstances. While we have gathered this information from sources believed to be reliable, DoubleLine cannot guarantee the accuracy of the
information provided. Securities discussed are not recommendations and are
presented as examples of issue selection or portfolio management processes.
They have been picked for comparison or illustration purposes only. No security
presented within is either offered for sale or purchase. DoubleLine reserves the
right to change its investment perspective and outlook without notice as market
conditions dictate or as additional information becomes available. This material
may include statements that constitute “forward-looking statements” under the
U.S. securities laws. Forward-looking statements include, among other things,
projections, estimates, and information about possible or future results related
to a client’s account, or market or regulatory developments.
Important Information Regarding Risk Factors
Investment strategies may not achieve the desired results due to implementation lag, other timing factors, portfolio management decision-making, economic
or market conditions or other unanticipated factors. The views and forecasts
expressed in this material are as of the date indicated, are subject to change
without notice, may not come to pass and do not represent a recommendation
or offer of any particular security, strategy, or investment. All investments involve risks. Please request a copy of DoubleLine’s Form ADV Part 2A to review
the material risks involved in DoubleLine’s strategies. Past performance is no
guarantee of future results.
Important Information Regarding DoubleLine
In preparing the client reports (and in managing the portfolios), DoubleLine and
its vendors price separate account portfolio securities using various sources,
including independent pricing services and fair value processes such as benchmarking.
To receive a copy of DoubleLine’s current Form ADV (which contains important additional disclosure information, including risk disclosures), a copy of
DoubleLine’s proxy voting policies and procedures, or to obtain additional
information on DoubleLine’s proxy voting decisions, please contact DoubleLine’s
Client Services.
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exposure, bond sector exposure, or news or rumors specific to a single name.
DoubleLine is an active manager and will adjust the composition of clients’
portfolios consistent with our investment team’s judgment concerning market
conditions and any particular sector or security. The construction of DoubleLine
portfolios may differ substantially from the construction of any of a variety of
market indices. As such, a DoubleLine portfolio has the potential to underperform or outperform a bond market index. Since markets can remain inefficiently
priced for long periods, DoubleLine’s performance is properly assessed over a
full multi-year market cycle.
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Clients are requested to carefully review all portfolio holdings and strategies,
including by comparison of the custodial statement to any statements received
from DoubleLine. Clients should promptly inform DoubleLine of any potential or
perceived policy or guideline inconsistencies. In particular, DoubleLine understands that guideline enabling language is subject to interpretation and DoubleLine strongly encourages clients to express any contrasting interpretation as
soon as practical. Clients are also requested to notify DoubleLine of any updates
to client’s information, such as, but not limited to, adding affiliates (including
broker dealer affiliates), issuing additional securities, name changes, mergers or
other alterations to Client’s legal structure.
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and Exchange Commission (SEC).
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