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The digital asset ecosystem as a whole has retreated from all-time highs of over US$3 trillion in November 2021. Now

sitting just below US$1 trillion in mid-July 20221, the drawdown of -73% has been vertiginous for the recently initiated.
However, this is not the first time that such drawdowns have occurred in the digital asset ecosystem. In fact, it is fairly
common to see boom and bust cycles in the adoption of new technologies.

 

In many instances, new technologies or new industries emerge in a series of booms and busts. Let’s not forget the railway
mania, canal manias or the dot-com bubble. Notice that the infrastructure is still left after the boom-bust cycle is
complete.

 

This is a part of the entrepreneurial process, Schumpeter’s “creative destruction”, particularly when new technologies are
involved. Initially, it is not always obvious what will work or where new markets lie. This only becomes clearer as the
technology becomes more available and affordable to different population segments.

 

Below is a depiction of technology adoption S-curves, which show how new technologies spread across societies. Note
that the process is rarely linear, with regression occurring at various points of the adoption process. Note also that the
time taken for these technologies to reach close to full saturation is speeding up. Historically, they all related to some
physical good – even the Internet involves fibre optic and submarine cables – and it took time for them to diffuse across
societies.

 

Figure 1. Technology adoption S-curves

 

The arrival of Bitcoin in 2009 marked the start of what has now been over a decade of entrepreneurial and technical
experimentation with digital assets and distributed ledgers (‘blockchains’).

 

A key point here is that Bitcoin, and other digital asset networks like Ethereum, are at their core open source software.
This means that they can spread very quickly over the pre-existing internet infrastructure and, being open-source, can be
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iterated on quickly by developer communities.

 

This would help to explain how digital assets have grown so quickly globally over the past decade. With cellular phones
now ubiquitous, and the internet infrastructure now well established, digital asset and distributed ledger technology have
found their way into many sets of hands at a rapid rate.

 

People have found and brought to market new use cases as they use these technologies to solve their problems. As this
process has played out, there have been phases of booms and busts.

 

Figure 2 . Historical drawdowns in the digital asset space

 

WisdomTree has summarised this history in approximately four phases so far, which are explained in-depth in the new
report ‘WisdomTree Insights - A New Asset Class: Investing in the Digital Asset Ecosystem’:

Bitcoin and ‘alt-coin’ cryptocurrencies, ending in the Mt Gox exchange hack
Ethereum and smart contracts, ending with the bust of the Initial Coin Offering (ICO) bubble
Defi and NFTs, built on smart contract networks and having receded from highs in late 2020 and late 2021
respectively
Layer 1 smart contract alternatives, such as Solana and Cardano, which have experienced steep falls in the first half
of 2022 broadly speaking.

 

Figure 3. A timeline of the history of the development of the digital asset ecosystem

 

So there have been many such boom-and-busts for the space over the years, a process whereby ‘what works’ is found,
which then forms the basis for future development/adoption, and ‘what does not work’ ends in failure. This is
characteristic of the space, which:
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has enjoyed a backdrop of relatively loose global monetary policy
is ruthless in terms of competition due to the way that open-source software can be copied and altered (‘forked’) 
Benefits (or suffers) from network effects which can quickly appear and disappear for these networks and
decentralised applications.

 

It would be unwise to suggest that the entire space will disappear once this latest bust is over and a new phase begins.

More venture capital went into the space in 2021 than in the six previous  years combined (US$25 billion)2. The
ecosystem is more diverse than ever. The more pertinent questions will aim to uncover what new use cases might
emerge and form the new opportunities of the next phase in digital asset adoption. 

 

Sources

1 https://www.coingecko.com/en/global_charts

2 https://www.theblock.co/linked/128397/crypto-companies-raised-just-over-25-billion-in-venture-funding-during-2021

 

Related products

+ WisdomTree Bitcoin (BTCW / WBIT)

+ WisdomTree Ethereum (ETHW / WETH)

+ WisdomTree Solana (SOLW)

+ WisdomTree Cardano (ADAW)

+ WisdomTree Polkadot (DOTW)

+ WisdomTree Crypto Mega Cap Equal Weight (MEGA / WMEG)

+ WisdomTree Crypto Altcoins (WALT / ALTC)

+ WisdomTree Crypto Market (BLOC / WBLC)

 

View the online version of this article here.
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IMPORTANT INFORMATION

Communications issued in the European Economic Area (“EEA”): This document has been issued and approved by
WisdomTree Ireland Limited, which is authorised and regulated by the Central Bank of Ireland.

Communications issued i n jurisdictions outside o f th e EEA: This document ha s been issued and approved by
WisdomTree UK Limited, which is authorised and regulated by the United Kingdom Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as “WisdomTree” (as applicable). Our
Conflicts of Interest Policy and Inventory are available on request.

For For professional professional cl ients cl ients only. only. The The information information contained contained i n i n this this document document i s i s for for your your general informationgeneral information
only and is neither an offer for sale nor a sol icitation of an offer to buy securities or shares. Thisonly and is neither an offer for sale nor a sol icitation of an offer to buy securities or shares. This
document should not be used as the basis for any investment decision. Investments may document should not be used as the basis for any investment decision. Investments may go go up up or or down down inin
value value and and you you may may lose lose some some o r o r a l l  a l l  o f o f the the amount amount invested. invested. Past performance is not necessari ly a guidePast performance is not necessari ly a guide
to future performance. Any decision to invest should be based on the information contained in theto future performance. Any decision to invest should be based on the information contained in the
appropriate prospectus and after seeking independent investment, tax and legal advice.appropriate prospectus and after seeking independent investment, tax and legal advice.

This document is not, and under no circumstances is to be construed as, an advertisement or any other step in
furtherance of a public offering of shares or securities in the United States or any province or territory thereof. Neither this
document nor any copy hereof should be taken, transmitted or distributed (directly or indirectly) into the United States.

This document may contain independent market commentary prepared b y WisdomTree based on publicly available
information. Although WisdomTree endeavours to ensure the accuracy of the content in this document, WisdomTree
does not warrant or guarantee its accuracy or correctness. Any third party data providers used to source the information
i n this document make n o warranties or representation of any kind relating to such data. Where WisdomTree has
expressed its own opinions related to product or market activity, these views may change. Neither WisdomTree, nor any
affiliate, nor any of their respective officers, directors, partners, or employees accepts any liability whatsoever for any
direct or consequential loss arising from any use of this document or its contents.

This document may contain forward looking statements including statements regarding current expectations or beliefs
with regards to the performance of certain assets classes and/or sectors. Forward looking statements are subject to
certain risks, uncertainties and assumptions. There can be no assurance that such statements will be accurate and actual
results could differ materially from those anticipated in such statements. WisdomTree strongly recommends that you do
not place undue reliance on these forward-looking statements.

Any historical performance included in this document may be based on back testing. Back testing is the process of
evaluating a n investment strategy by applying i t t o historical data t o simulate what the performance o f such strategy
would have been. However, back tested performance is purely hypothetical and is provided in this document solely for
informational purposes. Back tested data does not represent actual performance and should not be interpreted a s an
indication of actual or future performance.
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