
Losing money is always hard. But living to rebuild is more important.

Description

Last week was possibly one of the hardest weeks for investors. The UST/LUNA collapse reverberated
across the wider crypto markets, causing Bitcoin’s price to break below $30,000 – a level not seen
since late 2020. Even stock markets didn’t do too well, with the CNN Fear & Greed Index hitting single
digits last week. If you’re among those who lost money, take heart that this too, will pass. In the
meantime, seek support, stay strong and keep building.
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What happened?

2 of the top 10 cryptocurrencies lost its value last week, sending shockwaves across the wider crypto
market.

TerraUSD (UST), an algorithmic stablecoin that should always be worth US$1, lost its peg to the U.S.
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dollar last week. Its sister coin, Terra LUNA, was not spared as it lost over 99% of its value, despite
having peaked close to $120 not too long ago.

While the postmortem analysis and investigations are still ongoing, a quick summary is that the
equivalent of a bank run occured, as people panicked and rushed to pull their money (UST/LUNA) out.
Although the algorithm was designed and built with a stabilizing effect, it failed as too many investors
were liquidating their assets at the same time and at a volume larger than the smart contracts could
execute.

Every time $1 of UST is sold, $1 of LUNA is burnt, which reduces its supply and hence LUNA’s price
goes up. Too much UST was being sold at the same time, which meant a massive amount of LUNA
was being minted to support it, causing further downward pressure on LUNA. When the peg had yet to
stabilize after a few hours (as it previously did), this then started to feed on itself as people started
panicking and selling both UST and LUNA at the same time.

For the last 12 months, I’ve watched as the Terra ecosystem grew and demand for UST continued
rising, with new applications and protocols being launched on top of its network. The LUNAtics
community was the strongest I’d seen in a long time, and community counts for a lot in crypto because
it drives and affects sentiment. Even conservative folks were putting their money in Anchor Protocol,
the savings pool on the Terra blockchain which offered close to 20% APY.

As a result, UST went from becoming a “fairly new” stablecoin to earning its place among the top few
stablecoins because of the sheer demand for it. It was a huge success, and gave some semblance of
hope that perhaps, crypto could thrive on its own without a government-backed stablecoin, which runs
contrary to what decentralized finance stands for anyway.

But as the events played out, many people could not get out in time because it happened too quickly.
Some had their LUNA / UST locked in staking protocols (in exchange for a yield) and could not simply
pull it out immediately (staking on Terra Station, for instance, has a 21-day waiting period). Others
were stuck by the centralized exchanges they used, which halted trading or withdrawals (e.g. Binance)
meaning they couldn’t do anything about their positions but just stand by and watch as prices started
free-falling further.

Yours truly was not spared in the massacre. Although I had sized my position in LUNA accordingly and
knew of the possible risks involved (UST depeg, a theoretical bank spiral, bank run, etc) and only put in
money I could prepare to lose, I had assessed the risks to be low and did not believe it would actually
happen. Even when the depeg first started, I thought it would recover soon, as it wasn’t the first time it /
a stablecoin had depegged (and on all prior instances, they all recovered).
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Until it didn’t.

It hurts when your thesis breaks and you lose money, but this is a solemn reminder to myself that 
nothing in investing is ever 100%.

The losses have set me back by about 6 months, but I’m not going to give up, and neither should you.
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Key lessons from the collapse

1. Diversification across positions and asset classes is important. 
This is always easy to ignore when we’re in a bull market, but it was those who diversified who
weren’t financially ruined from this collapse. 

I remember telling my husband how envious I was about a blogger who had more than 90% of
his assets on Terra alone, and became a multi-millionaire in the crypto bull run / got very rich
when LUNA’s price was on an uptrend last year. It was a move I couldn’t pull off personally,
because anything more than a 10% allocation starts to give me the jitters. When it goes up, I
regret that I didn’t put in more. But when it goes down, I’m glad I limited my exposure.

I can only hope that blogger is coping fine from this collapse ?

2. Nothing in investing is ever 100%.
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You can do all your homework and due diligence, but sh*t can still happen, like it did with
LUNA/UST. Or for international investors of Russian stocks, who lost when the US decided to
suspend trading after Russia invaded Ukraine. 

Because nothing is ever guaranteed, that is why diversification and portfolio allocation is key if
you want to survive the ride.

3. No amount of money is worth your life.
Some of you have reached out to me saying you were crushed, or even feeling suicidal, from the
money you’ve lost. Yes, it may hurt to lose money, but it is never worth taking your life over it
because once you do so, you lose all your chances of earning it back.

4. Living to rebuild is more important.
As long as we are alive, we can still earn money and still invest to beat inflation or find the next
2X or even 10X. As long as you did not use leverage, the maximum loss you can take on your
UST/LUNA position is 100%, but you still have other positions that are still worth something.

An example of how even if some of your positions go to zero (or suffer huge losses), you
could still very well be in the green for your overall portfolio if you have managed your risks
and allocation accordingly. Note that the above example assumes equal capital is allocated
to each of the 10 positions.

Be kind to everyone who’s suffering during this period

If you need help or a listening ear, be sure to reach out to your friends and family. Money can always
be earned back, but your life cannot, and you may not always realize how important you are to your
loved ones.
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Everything always seems perfect on hindsight, but the best we can do is to learn from this collapse,
pick ourselves up and carry on.

There are still bargains to be found, and money to be made.

Stay strong everyone. The bear market will pass, as it always will.

With love,
Budget Babe

Category

1. Investing

COMPANY NAME
Address | Phone | Link | Email

default watermark

Page 8
Footer Tagline


