
Bluesky Capital  CONFERENCE HIGHLIGHTS

 
  

 

This paper is intended for academic and educational purposes and is not an investment recommendation. The hypothetical models discussed in 
this paper do not reflect the investment performance of any actual product or strategy in existence during the periods tested and there is no 
guarantee that if such product or strategy existed it would have displayed similar performance characteristics. A decision to invest in any product or 
strategy should not be based on the information or conclusions contained herein. 

On December 7, 2018 Bluesky Capital was invited at the Equities Leaders Summit at the Trump National Doral Miami to 
discuss the adoption of cryptocurrencies as a new tradable asset class from equity investors. The following key 
takeaways emerged: 

• There are still too many risks for institutional investors to enter in the crypto space, including regulatory, reputational, 
custody, and counterparty risks. 

• Cryptocurrencies as an uncorrelated asset class provide benefits to equity or other investors in terms of portfolio 
diversification 

• Crypto is a highly volatile asset class, creating opportunities for hedge funds that employ trend-following / CTA 
strategies 

• The benefits offered by the blockchain technology and cryptocurrencies imply their mass adoption in the next 10 to 
20 years 

• High fragmentation and scarce liquidity on exchanges create profitable opportunities for hedge funds that use market 
making and statistical arbitrage strategies by providing liquidity across crypto exchanges 
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1. Why have some institutions moved into the crypto space and why are others, like banks, asset managers 
and hedged funds still reluctant?  3 

2. How would crypto exposure impact an equity trader’s portfolio?  3 

3. Do the volatility advantages outweigh the risks?  3 

4. Is there enough growth potential and opportunity in this space to suggest that mainstream cryptocurrency 
trading is inevitable?  3 

5. What’s the current state of liquidity on cryptocurrency exchanges?  3 
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Andrea is President and Portfolio Manager at Bluesky Capital. Prior to founding Bluesky Capital, Andrea worked as a 
Quant at Sauma Capital, a quantitative hedge fund in New York, and as a management consultant at Ernst & Young. 
Andrea holds an M.S. in Financial Engineering from Columbia University, and an M.S. in Industrial Engineering from the 
University of Rome "La Sapienza". 
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Below are the key takeaways from the conference. 

 

Cryptocurrencies have 4 main risks still too high for institutional 
investors: 

 Regulatory risk: regulators are finalizing rules regarding 
the space. Institutions, which traditionally want to have 
clear rules before investing, are waiting for a more stable 
regulatory framework. 

 Reputational risk: many institutions do not want to 
associate themselves with a scams ICO’s and the 
cryptocurrency technology that not so far ago was used on 
the black market by drug dealers or by hackers for 
ransomware payments because of the anonymity 
provided. 

 Custody risk: there is still not a clear solution on the 
possibility of losing or hack of a key, and the associated 
capital as a consequence 

 Counterparty risk: crypto exchanges are still undergoing a 
consolidation phase where new ones come into the 
market and others go out of business very frequently. 
There is still a high probability of transferring the money on 
an exchange that can declare bankruptcy because of 
liquidity issues of for a hack. 

Some hedge funds, especially more nimble ones that manage 
investments from HNWI’s and family offices, have already 
decided to assume and possible mitigate those risks with 
appropriate measures and take advantage of the opportunities 
created by the volatility present by cryptocurrencies. We 
anticipate that more institutions will enter the cryptocurrency 
market in the next 3 to 5 years, when there will be more 
stability and development in the space and a reduction in the 
previous risks as a consequence. 

 

Historically cryptocurrencies have been uncorrelated to 
equities and fixed income. This means that equity or other 
investors who allocate to crypto as a new asset class can 
obtain portfolio diversification benefits by achieving lower risk 
for the same level of expected return or higher expected return 
for the same level of risk. 

 

Cryptocurrencies are highly volatile, with an average 
annualized volatility of Bitcoin around 100%. This presents 
high risks, but at the same time big opportunities for 
professional investors who adopt CTA / trend-following 
strategies which generally perform very well in these market 
environments. The crypto space is highly similar to the futures 
market in the 80’s or 90’s, which was very volatile and almost 
no institution wanted to invest, while nowadays is one of the 
most actively traded and liquid market across all asset classes. 

 

We believe that there has already been too much investment 
by big institutions and corporations in the blockchain 
technology and there are many benefits in adopting 
cryptocurrencies in terms of speed of payment processing to 
let it go away. The industry is still very new, in a certain way 
very comparable early stage of the Internet era in the 90’s, 
where a new technology was brought but people still had to 
figure out the real potential and new applications of the 
technology. We believe that complete adoption of blockchain 
and cryptocurrencies is an inevitable long-term process, which 
similarly to Internet will probably take between 10 to 20 years 
to complete. 

 

The crypto market is currently highly fragmented, where one 
cryptocurrency trades on at least a dozen exchanges, and 
characterized by a lack of institutional liquidity. These creates 
profitable opportunities for hedge funds and proprietary trading 
companies who employ market-making and statistical arbitrage 
strategies that can collect spreads by providing liquidity on 
multiple exchanges. At the same time, only a few companies 
have so far entered the market because of the expertise 
needed and the substantial investment in technology to 
operate such activities. We believe that more liquidity providers 
need to enter the market in order for institutions to consider 
trading cryptocurrencies without having a meaningful market 
impact and substantial transaction costs as a consequence. 
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This report is prepared and circulated for informational and 
educational purposes only and is not an offer to sell or the 
solicitation of an offer to buy any securities or other 
instruments. The information contained herein is not intended 
to provide, and should not be relied upon for investment, 
accounting, legal or tax advice. This document does not 
purport to advise you personally concerning the nature, 
potential, value or suitability of any particular sector, 
geographic region, security, portfolio of securities, transaction, 
investment strategy or other matter. No consideration has been 
given to the specific investment needs or risk-tolerances of any 
recipient. The recipient is reminded that an investment in any 
security is subject to a number of risks including the risk of a 
total loss of capital, and that discussion herein does not 
contain a list or description of relevant risk factors. As always, 
past performance is no guarantee of future results. The 
recipient hereof should make an independent investigation of 
the information described herein, including consulting its own 
tax, legal, accounting and other advisors about the matters 
discussed herein. This report does not constitute any form of 
invitation or inducement by Bluesky Capital to engage in 
investment activity.  

The information contained herein reflects, as of the date 
hereof, the views of Bluesky Capital Advisors, LLC (together 
with its affiliates, “Bluesky Capital”) and sources believed by 
Bluesky Capital to be reliable. No representation or warranty is 
made concerning the accuracy of any data compiled herein. In 
addition, there can be no guarantee that any projection, 
forecast, or opinion in these materials will be realized. Certain 
information contained in the presentation discusses general 
market activity, industry or sector trends, or other broad-based 
economic, market or political conditions and should not be 
construed as research. The views expressed herein may 
change at any time subsequent to the date of issue hereof. 
These materials are provided for informational purposes only, 
and under no circumstances may any information contained 
herein be construed as investment advice or an offer to sell or 
a solicitation of an offer to purchase (or any marketing in 
connection thereof) any interest in any investment vehicles 
managed by Bluesky Capital or its affiliates. The information 
contained herein does not take into account your particular 
investment objectives, financial situations, or needs, and you 
should, in considering this material, discuss your individual 
circumstances with professionals in those areas before making 
any decisions. Alternative investments can be highly illiquid, 
are speculative, and may not be suitable for all investors. 
Investing in alternative investments is only intended for 
experienced and sophisticated investors who are willing to 
bear the high economic risks associated with such an 
investment. Investors should carefully review and consider 
potential risks before investing. Bluesky Capital may make 
investment recommendations and decisions that are contrary 
to the views expressed herein, and may sponsor and hold 
interests in investment vehicles that have holdings that are 
inconsistent with the views expressed herein. 

Bluesky Capital makes no representations, express or implied, 
regarding the accuracy or completeness of this information, 
and the recipient accepts all risks in relying on this report for 
any purpose whatsoever. This report is being furnished to the 
recipient on a confidential basis and is not intended for public 

use or distribution. By accepting this report, the recipient 
agrees to keep confidential the existence of this report and the 
information contained herein. The recipient should not 
disclose, reproduce, distribute or otherwise make available the 
existence of and/or all or any portion of the information 
contained herein to any other person (other than its 
employees, officers and advisors on a need-to-know basis, 
whom the recipient will cause to keep the information 
confidential) without Bluesky Capital’s prior written consent. 
This report shall remain the property of Bluesky Capital and 
Bluesky Capital reserves the right to require the return of this 
report at any time.  

Some of the images, logos or other material used herein may 
be protected by copyright and/or trademark. If so, such 
copyrights and/or trademarks are most likely owned by the 
entity that created the material and are used purely for 
identification and comment as fair use under international 
copyright and/or trademark laws. Use of such image, copyright 
or trademark does not imply any association with such 
organization (or endorsement of such organization) by Bluesky 
Capital, nor vice versa.  

© 2018 Bluesky Capital Advisors, LLC. All rights reserved. 
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