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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. 

This research paper analyses the performance of a systematic long/short investment strategy applied to a basket of top 
14 cryptocurrencies by traded volume. In particular, it shows the superior performance of this strategy on both risk and 
returns compared to a passive buy-and-hold investment in Bitcoin or a crypto basket. It also highlights that it is not 
advisable invest in crypto basket funds, since their performance is very similar to a passive investment in Bitcoin.  

The paper is structured as follows. The first section outlines the characteristics of cryptocurrencies from an investment 
point of view. The second and third sections analyze the performance of a passive investment in Bitcoin and crypto 
basket respectively. The fourth section compares the performance of a hypothetical systematic long/short crypto trading 
strategy compared to a passive investment in Bitcoin and in a crypto basket. The fifth section concludes with key 
takeaways. 
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In this research we analyze the top 14 cryptocurrencies by 
traded notional reported in Table 1. The total notional traded 
each day on the exchange is around $200 million. 

Cryptocurrency Price Volume Notional 

Bitcoin 4011.00 18,762 75,254,003 

Ethereum 137.98 524,981 72,436,871 

EOS 2.69 7,889,737 21,241,538 

Ripple 0.39 34,290,190 13,234,642 

Litecoin 33.11 167,063 5,531,459 

Ethereum Classic 5.45 761,082 4,149,802 

Iota 0.37 10,753,331 3,939,698 

NEO 8.07 302,316 2,439,691 

Monero 51.46 23,337 1,200,864 

Dash 85.67 9,133 782,368 

Zcash 64.23 9,391 603,199 

OmiseGO 1.48 244,131 361,167 

Bitcoin Gold 14.72 15,467 227,650 

ETP 0.61 236,215 144,545 

Table 1 Top 14 cryptocurrencies by traded notional 

Figure 1 shows the percentage of traded notional by 
cryptocurrency as of December 2018. As it can be seen from it, 
Bitcoin and Ethereum constitute the majority of traded notional, 
with a combined total of 73.28%. This is mostly due to the fact 
that Bitcoin was the first introduced cryptocurrency, so it had a 
first-mover advantage, and the fact that ERC-20 tokens used in 
ICO’s are based on Ethereum. 

 

Figure 1 Distribution traded notional top 14 cryptocurrencies 

Figure 2 shows the closing price of these cryptocurrencies 
from March 2013 until December 2018. As it can be seen from 
it, cryptocurrencies experienced two major crises, one from 
2013 to 2015, the other one from early 2018 until present. It 
also shows that cryptocurrencies are highly correlated, 
exhibiting similar price behavior. 

 

Figure 2 Closing price top 14 cryptocurrencies (log scale) 

Figure 3 shows the traded volume on a log scale for the 
considered cryptocurrencies. As it can be seen from it, there 
has been a general uptrend in traded volume during 2017, 
coinciding with the high increase in price of the crypto basket, 
following by a decrease in both price and traded volume from 
January 2018. 

 

Figure 3 Traded volume top 14 cryptocurrencies (log scale) 

Figure 4 shows similar results regarding the traded notional on 
a log scale over time. 

 

Figure 4 Traded notional top 14 cryptocurrencies (log scale) 

Figure 5 shows the contribution to the total notional traded over 
time. As it can be seen from it, while Bitcoin is still the most 
traded cryptocurrency, it lost most of it dominant market share 
during the past 5 years, going from almost 100% of 
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cryptocurrency traded notional to around 37% today. 

 

Figure 5 Distribution traded notional top 14 cryptocurrencies over 
time 

Figure 6 reports the rolling 60-day volatility for Bitcoin and the 
crypto basket.  

 

Figure 6 Rolling volatility Bitcoin and crypto basket 

As it can be seen from it, crypto is a very volatile asset class, 
with an average Bitcoin volatility of 91.73% and an average 
volatility for the crypto basket of 114.13%. This is much higher 
compared to traditional asset classes like Equity and Fixed 
Income, and highlights 3 points: 

 Potential to profit from volatility in cryptocurrencies: 

active investors who use strategies like systematic 
long/short can potentially profit from the volatility in 
cryptocurrencies. 

 Need for an active volatility targeting approach: most 

investors who want to invest significant amount of capital 
in this asset class cannot tolerate an average annualized 
volatility of 91.73% on a significant portion of their capital. 

 Additional evidence why institutional investors have 
not invested in crypto yet: most of the trading in 

cryptocurrencies is driven by retail investors and not 
institutional ones until present, because of the many risks 
present in the asset class, among which too high market 
risk due to the exceptional levels of volatility present in this 

asset class, which is too large for most of all institutional 
investors who want to deploy a significant amount of 
capital. 

 

Figure 7 shows the price of Bitcoin from March 2013 until 
December 2018 on a log scale.  

 

Figure 7 Performance passive buy-and-hold Bitcoin investment 

As it can be seen from it and from Table 2, Bitcoin experienced 
2 major crises during the considered period. The first crisis 
went from 11/30/2013 to 8/26/2015, for a total length of 1.74 
years, while the second one went from 12/17/2017 until 
present, for a length of 1.03 years. 

Bitcoin Crises 
  Start Date End Date Length days Length years 

11/30/2013 8/26/2015 634 1.74 

12/17/2017 Present 377 1.03 

Table 2 Stats Bitcoin crises 

Figure 8 shows the drawdown for a buy and hold strategy in 
Bitcoin, while Table 3 shows its drawdown statistics.  

 

Figure 8 Drawdown buy-and-hold Bitcoin investment 
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Stats Drawdown Bitcoin 

Max drawdown -84.01% 
Mean drawdown -48.77% 
Vol drawdown 24.34% 

Table 3 Stats drawdown Bitcoin 

As it can be seen from them, a buy-and-hold investment in 
Bitcoin experienced significant drawdowns, with a max 
drawdown of 84.01% and a mean drawdown of 50%. This 
means that a long-term investors would have lost that most of 
its investment if entered at a time when Bitcoin peaked in price, 
such as January 2018, as many investors actually did because 
of the widespread publicity that Bitcoin had in that period. 

Figure 9 shows the distribution of daily returns in Bitcoin. 

 

Figure 9 Distribution daily returns Bitcoin 

Table 4 shows the performance statistics of a buy-and-hold 
investment in Bitcoin during the considered period.  

Performance Bitcoin buy-and-hold 

Mean annual returns 108.00% 
Vol annual returns 91.73% 
Sharpe ratio 1.18 
Min daily return -38.27% 
Max daily return 40.04% 
Skewness 0.25 
Kurtosis 10.85 

Table 4 Performance stats buy-and-hold Bitcoin investment 

As it can be seen from it, Bitcoin potentially provides high 
returns, with a mean annual return of 108%, but at the same 
very high risk, In fact, the average annualized volatility is 
91.73%, and daily returns can go from -38.27% to 40.04%. 
This is also evidenced by the high kurtosis of 10.85, which 
highlights the fat tail behavior of this asset. The Sharpe ratio, 
which shows the amount of return per unit of risk taken, is 
1.18. This figure is quite good compared to traditional asset 
classes like equities, which historically have a Sharpe ratio 
around 0.4. 

The previous data of a buy-and-hold investment performance 
in Bitcoin highlights the importance of having an active 
investment strategy capable of mitigating losses during market 
downturns or potentially profit from it by going short. Such a 
strategy will be analyzed in depth in section 4. 

 

Figure 10 shows the performance of a crypto basket equally 
invested in the top 14 cryptocurrencies by traded volume from 
March 2013 until December 2018 on a log scale.  

 

Figure 10 Performance buy-and-hold crypto basket top 14 
cryptocurrencies 

As it can be seen from it and from Table 5, the crypto basket 
experienced 2 major crises during the considered period, in a 
similar way to Bitcoin. The first crisis went from 11/30/2013 to 
4/14/2015, for a total length of 1.37 years, while the second 
one went from 1/4/2018 until present, for a length of around 1 
year. 

Crypto Basket Crises 

Start Date End Date Length days Length years 

11/30/2013 4/14/2015 500 1.37 
1/4/2018 Present 360 0.99 

Table 5 Stats crises crypto basket 

Figure 11 shows the drawdown for the crypto basket, while 
Table 6 shows its drawdown statistics.  

 

Figure 11 Drawdown crypto basket 
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Stats Drawdown Crypto Basket 

Max drawdown -92.91% 
Mean drawdown -62.35% 
Vol drawdown 25.57% 

Table 6 Stats drawdown crypto basket 

As it can be seen from them, a buy-and-hold investment in the 
crypto basket experienced even worst drawdowns than Bitcoin, 
with a max drawdown of 92.91% and a mean drawdown of 
62.35%. This means that a long-term investors would have lost 
that most of its investment if entered at a time when the crypto 
basket peaked in price, such as January 2018, as many 
investors actually did because of the widespread publicity that 
Bitcoin had in that period. 

Figure 12 shows the distribution of daily returns in the crypto 
basket. 

 

Figure 12 Distribution daily returns crypto basket 

Table 7 shows the performance statistics of a buy-and-hold 
investment in Bitcoin during the considered period.  

Stats crypto basket returns 

Mean annual returns 127.59% 
Vol annual returns 114.18% 
Sharpe ratio 1.12 
Min daily returns -38.27% 
Max daily returns 84.81% 
Skewness 1.81 
Kurtosis 27.00 

Table 7 Performance stats crypto basket 

As it can be seen from it, similarly to Bitcoin the crypto basket 
potentially provides high returns, with a mean annual return of 
127.59%, but at the same very high risk, In fact, the average 
annualized volatility is 114.18%, and daily returns can go from 
-38.27% to 84.81%. This is also evidenced by an exceptionally 
high kurtosis of 27, which highlights the fat tail behavior of this 
asset. The Sharpe ratio, which shows the amount of return per 
unit of risk taken, is 1.12, slightly less than a passive long-term 
investment in Bitcoin. This figure is quite good compared to 
traditional asset classes like equities, which historically have a 
Sharpe ratio around 0.4. 

The previous data show that a passive buy-and-hold 
investment in a crypto basket is almost the same as a pure 
buy-and-hold investment in Bitcoin. It also highlights that it is 
quite useless to pay management and performance fees 

(typically 2-20) to one of the many basket crypto funds that 
emerged importance in the past year, which charge alpha for 
providing beta instead. As it can be seen in fact from the 
previous data, the performance of the crypto basket is almost 
the same as a passive Bitcoin investment, or even worst after 
taking transaction costs into account. 

It is interesting to see why the crypto basket performance and 
Bitcoin are very similar. Figure 13 shows the average 
correlation among the top 14 cryptocurrencies in the crypto 
basket. As it can be seen from it, the average correlation 
between the analyzed cryptocurrencies is 0.56, and most of 
the time is above 0.7. According to portfolio theory, an investor 
can receive benefits from portfolio diversification if the assets 
in the portfolio have low or negative correlation. As it can be 
seen from the data, it is not the case for cryptocurrencies, 
which makes the performance of the crypto basket very similar 
to a passive investment in Bitcoin. 

 

Figure 13 Average correlation top 14 cryptocurrencies in the 
crypto basket 

In addition to the results in a passive buy and hold investment 
in Bitcoin, this data highlights the importance of having an 
active investment strategy capable of mitigating losses during 
market downturns or potentially profit from it by going short. 
Such a strategy will be analyzed in depth in the next chapter. 

 

Figure 14 shows the backtested performance net of transaction 
costs of a systematic long-short trading strategy applied to the 
top 14 cryptocurrencies by traded volume. The strategy is 
compared to a passive buy-and-hold investment in Bitcoin, and 
the performance of the crypto basket. The strategy volatility is 
set to have the same volatility as the crypto basket to facilitate 
the comparison. As it can be seen from the figure, the strategy 
achieves a much better performance compared to both Bitcoin 
and the crypto and consistent performance across both bull 
and bear markets. 
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Figure 14 Performance systematic long/short crypto investment 
strategy vs Bitcoin and crypto basket 

Figure 15 shows the drawdown for the systematic long/short 
trading strategy compared to Bitcoin and the crypto basket. 

 

Figure 15 Drawdown long/short crypto investment strategy vs 
Bitcoin and crypto basket 

Table 8 shows the drawdown statistics for the 3 investment 
portfolios. As it can be seen from it and from Figure 15, the 
portfolio has much lower and faster to recover drawdowns. The 
max drawdown is in fact around 62%, compared to 84% for 
Bitcoin and 93% for the crypto basket. The mean drawdown is 
instead 24% for the portfolio, around half compared to Bitcoin 
and 60% less compared to the portfolio. 

Stats 
Systematic 
long/short 

Bitcoin Crypto Basket 

Max drawdown -61.96% -84.01% -92.91% 
Mean drawdown -24.37% -48.77% -62.35% 
Vol drawdown 16.14% 24.34% 25.57% 

Table 8 Drawdown stats long/short crypto investment strategy vs 
Bitcoin and crypto basket 

Table 9 shows the performance measures for the 3 strategies. 
As the table shows, the systematic long/short greatly 
outperforms both a passive Bitcoin investment and the crypto 
basket. On the return side, it achieves an annual average 

return of 224%, almost double both Bitcoin and the crypto 
basket. On the risk side, it has around the same amount of 
volatility of the crypto basket per construction, and slightly 
more volatility than Bitcoin. As a result of the better return 
delivered with around the same amount of risk, the strategy 
achieves a much better Sharpe ratio of 1.96, compared to 1.18 
for Bitcoin and 1.12 for the crypto basket. As previously 
indicated, the max drawdown is also much less and faster to 
recover. 

Performance stats 
Systematic 
long/short 

Bitcoin 
Crypto 
Basket 

Mean annual returns 224.12% 108.00% 127.59% 
Vol annual returns 114.11% 91.73% 114.18% 
Sharpe ratio 1.96 1.18 1.12 
Min daily return -36.61% -38.27% -38.27% 
Max daily return 72.73% 40.04% 84.81% 
Skewness 2.47 0.25 1.81 
Kurtosis 24.79 10.85 27.00 

Table 9 Performance stats systematic long/short crypto 
investment strategy vs Bitcoin and crypto basket 

Table 10 shows the performance attribution stats for the 
systematic long/short strategy. As it can be seen from the 
results, the strategy delivers real alpha, with a positive value of 
0.01 against both benchmarks. The strategy delivers no beta 
and is uncorrelated to both Bitcoin and the crypto basket. This 
result is what should be expected by hedge funds, who are 
active investors that should deliver performance, as measured 
by alpha, irrespective of their benchmark and market 
conditions, as measured by beta. On the contrary, most crypto 
funds charge alpha for beta. In fact, despite they being passive 
investors providing a simple inexpensive crypto basket, which 
has a high beta to Bitcoin, they charge the same fees that 
hedge funds require for delivering alpha based on extensive 
research. 

Performance attribution 
systematic long/short 

Bitcoin Crypto Basket 

Alpha 0.01 0.01 
Beta 0.03 0.04 
Correlation 0.03 0.03 

Table 10 Performance attribution long/short crypto investment 
strategy vs Bitcoin and crypto basket 

In conclusion, based on the previous results, even after 
transaction costs the systematic long/short investment strategy 
proves to be superior compared to a passive long-term 
investment in Bitcoin or in a basket of cryptocurrencies. 

 

The previous results highlight the following key takeaways: 

 Crypto is a highly volatile asset class:  the average 

Bitcoin volatility is around 91.73%. This creates both big 
risks, but also good opportunities for active professional 
investors able to adopt the right investment strategy. 

 Passive buy-and-hold investment in Bitcoin delivers 
large and long drawdowns: holding Bitcoin passively for 

the long-term provides long and big drawdown. The max 
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drawdown is in fact 84%, while the longest drawdown 
length was 1.74 years. This highlights the need for an 
active crypto investment strategy that can potentially profit 
in both bull and bear market conditions by going both long 
and short. 

 Crypto baskets have very similar performance to a 
passive investment in Bitcoin: it is quite useless 

investing in a basket of cryptocurrencies, since they 
deliver similar performance to a passive buy-and-hold 
investment in Bitcoin only. This is due to the high 
correlation among cryptocurrencies (mean of 0.6), which 
provides almost no benefit in terms of portfolio 
diversification 

 Systematic long/short crypto investment strategy 
provides uncorrelated performance across bull and 
bear market conditions: as shown by the performance 

stats, the systematic long/short crypto investment portfolio 
delivers almost double returns than Bitcoin and the crypto 
basket for the same amount of risk. In fact, over the period 
it achieves around 224% mean annual returns, compared 
to 108% of Bitcoin, with almost the same volatility, leading 
to an almost double Sharpe ratio. The drawdowns are also 
smaller in both size and duration, with a max drawdown of 
62% compare to 49% in Bitcoin. 

In conclusion, crypto is a very volatile asset class. This creates 
big risks, but also big opportunities for the right strategy. By 
allocating to an active long/short investment strategy an 
investor has good chances to reap the potential benefits 
offered by this asset class. 
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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. 

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. 

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 
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