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It is no secret that 2018 is proving to be a difficult year for the value of cryptocurrencies. After reaching a maximum
historic value at the beginning of January, with an aggregate theoretical market value of $814,000 million, the price
of almost all of them has collapsed, losing up to 75% of their maximum level. Many analysts proclaim that this was
an inevitable catastrophe given the intrinsic characteristics of cryptocurrencies, although it could also be an
example of how if you repeat any prediction a sufficient number of times, it ends up being fulfilled.

The question is: Are we facing the end of cryptocurrencies? The answer is complex. The price of bitcoin, even after
its collapse, is 80% higher than its price a year ago. Thus, the catastrophe must be put in perspective. Objectively,
for investors who have purchased at high prices, the events seem pretty similar to the bursting of a bubble;
however, for an investor who has been in the market for over a year, what occurred in 2018 is only part of the
game when dealing with assets with such an extreme volatility.

If the uncertainty lies in knowing whether cryptocurrencies will return to their January levels, we might consider that
the probability appears to be low. Vitalik Buterin, founder of Ethereum, recently declared that the increases that
multiplied some prices by 1,000 won't be seen in the future. However, other well-known ‘gurus’ maintain that
bitcoin will reach $50,000 this very year. How is this possible?

The simplest explanation is that nobody actually knows what will happen. The models usually employed to estimate
the evolution of the price of assets don't seem to work when applied to cryptocurrencies, for a variety of reasons.
For example, price setting is done by matching supply and demand with variable trading volumes, in such a way
that on occasion the price variations follow, almost exactly, the chats of the crypto-community on social networks.
We can also cite the enormous concentration of the market, which makes it easier to manipulate. Not to mention
the evident correlation between the rest of the cryptocurrencies and bitcoin, be it direct (because it is a variation of
the former, such as litecoin) or indirect (by association in the public eye, such as ether), which means that a fall in
bitcoin automatically drags all the rest.

It is obvious that the volatility of these assets is a problem that seems difficult to solve. And yet, surprisingly, at this
precise moment, at what is apparently their worst moment, cryptocurrencies are beginning to attract the attention of
what we could call the ‘traditional financial sector’ . Recently, Valdis Dombrovskis, Vice-president of the
European Commission, declared that cryptocurrencies are here to stay, and that there is a necessary and pressing
need to adequately classify and regulate them. The number of banks that seem to be willing to offer services
related to cryptocurrencies is growing each day, and if they are not already doing so it is due, to a large extent, to
uncertainty and the regulatory obstacles currently under debate. Be it through the development and marketing of
derivatives tied to these new types of assets, or through use of the decentralised infrastructure that underpins
cryptoassets, banks' interest in this phenomenon has never been greater.

Faced with the challenge of volatility, for example, efforts are being enhanced within the crypto-community to
design stable cryptocurrencies - “stablecoins” - through the use of collateral in fiat money or in another
cryptocurrency, or through algorithms that manage the price controlling the quantity of currency in circulation. This
is an emerging field, where there is still much to develop, but in which the number of projects is growing
exponentially.

In short, cryptocurrencies do not seem to be dying, but rather they are entering a new phase in which prices will
stabilise, institutional investors will enter the market with increasing force, and banks will offer associated services
to their customers. The derivatives, the stablecoins and the ever-present possibility that a central bank decide to
issue its own cryptocurrency, will be some of the factors that will shape this new era in the world of cryptoassets.
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DISCLAIMER

This document, prepared by the BBVA Research Department, is informative in nature and contains data, opinions
or estimates as at the date of its publication. These derive from the department’ s own research or are based on
sources believed to be reliable, and have not been independently verified by BBVA. BBVA therefore makes no
guarantee, either express or implied, as to the document's accuracy, completeness or correctness.

Any estimates contained in this document have been made in accordance with generally accepted methods and
are to be taken as such, i.e. as forecasts or projections. Historical trends in economic variables (positive or
negative) are no guarantee that they will move in the same way in the future.

The contents of this document are subject to change without prior notice, depending on (for example) the economic
context or market fluctuations. BBVA does not give any undertaking to update any of the content or communicate
such changes.

BBVA assumes no liability for any loss, direct or indirect, that may result from the use of this document or its
contents.

Neither this document nor its contents constitute an offer, invitation or solicitation to acquire, disinvest or obtain any
interest in assets or financial instruments, nor can they form the basis of any contract, undertaking or decision of
any kind.

In particular as regards investment in financial assets that could be related to the economic variables referred to in
this document, readers should note that in no case should investment decisions be made based on the contents of
this document; and that any persons or entities who may potentially offer them investment products are legally
obliged to provide all the information they need to take such decisions.

The contents of this document are protected by intellectual property law. The reproduction, processing, distribution,
public dissemination, making available, taking of excerpts, reuse, forwarding or use of the document in any way
and by any means or process is expressly prohibited, except where this is legally permitted or expressly authorised
by BBVA.

ENQUIRIES TO:
BBVA Research: Calle Azul, 4 Edificio La Vela, Floors 4 & 5 28050 Madrid, Spain. Tel. +34 91 374 60 00 y +34 91 537 70 00 /
Fax (+34) 91 374 25 - bbvaresearch@bbva.com www.bbvaresearch.com



