QUANTITATIVE RESEARCH

Many companies in 2017 and 2018 decided to raise capital through an ICO by issuing tokens in exchange of
cryptocurrencies like Bitcoin or Ethereum. We find that, while these firms managed to raise billions of dollars in this
period, they didn’t manage their crypto holdings price risk, losing on average around 80% of the entire amount raised
with the ICO. As a consequence, existing and new ICO companies should start adopting a proper ICO treasury
management and crypto hedging program. This will allow them to minimize the risk of losing the capital raised during the
ICO, because of the high volatility present in cryptocurrencies (~100% annualized volatility), and to meet their expenses
in fiat.
This research paper is structured as follows. The first section gives an overview of the ICO market, with corresponding
raised amounts. The second analyzes the volatility in cryptocurrency prices, Bitcoin and Ethereum in particular as they
are the major cryptocurrencies accepted by ICO companies. The third section examines the ICO treasury management
practices of a sample of ICO firms, showing their inability in managing their reserves properly. The fourth section
concludes with key takeaways.

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 characterist ics. A decision to invest in any product or
strategy should not be based on the information or conclusions contained herein.
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business services and investments.
During the period between September 2015 and March 2019,
ICO’s companies raised a total of around $24 billion, with an
average of $15.5 million per ICO. Table 1 shows the top 20
ICO’s by amount of capital raised.
Rank
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

Name
EOS
Telegram Open Network
TaTaTu
Dragon
HDAC
Filecoin
Tezos
Sirin Labs
Bancor
Bankera
Polkadot
GCBIB
Neluns
tZERO
KitToken
U.CASH
Fusion
QASH by Quoine
envion
Karatgold Coin (KBC)

Raised amount
4,197,956,135
1,700,000,000
575,000,000
320,000,000
258,000,000
257,000,000
232,000,000
157,885,825
153,000,000
150,949,194
145,000,000
142,686,051
136,000,000
134,000,000
117,447,182
113,656,873
108,394,802
105,000,000
100,012,279
100,000,000

Platform
Cryptocurrency
Business services
Investment
Software
Smart Contract
Internet
Entertainment
Banking
Art
Infrastructure
Artificial Intelligence
Communication
Big Data
Media
Other
Retail
Health
Education
Real estate
Tourism
Sports
Energy
Casino & Gambling
Manufacturing
Charity
Virtual Reality
Electronics
Legal
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Table 1 Top 20 ICO’s by raised amount

Figure 2 Distribution ICO categories

Figure 1 shows the top 20 countries where those ICO’s
companies are domiciled. It is interesting to note that despite
tighter security laws and scrutiny from the SEC, the United
States comes first, followed by Singapore and the UK.

Table 2 shows the top 10 platforms used by the ICO projects to
issue their tokens. As it shows, Ethereum is the major one with
the ERC20 tokens, constituting around 90% of the tokens
issued.

USA
Singapore
UK
Russia
Switzerland
Estonia
Hong Kong
Germany
Canada
Cayman Islands
Australia
Netherlands
United Arab Emirates
Malta
France
Gibraltar
India
British Virgin Islands

China

Platform
Ethereum
Waves
Stellar
NEO
Scrypt
Bitcoin
NEM
EOS
Bitshares
X11

Percentage
88.68%
2.79%
0.96%
0.64%
0.64%
0.52%
0.46%
0.29%
0.26%
0.17%

Table 2 Distribution ICO token platform

Figure 3 shows the distribution of accepted cryptocurrencies
from ICO firms for their capital raising process. As it can be
seen from it, the most accepted cryptocurrency is Ethereum,
constituting around 45% of all analyzed projects, followed by
Bitcoin at 22%. As a consequence, in this article we will focus
on the price risk of Ethereum balances.

0.00% 2.00% 4.00% 6.00% 8.00% 10.00% 12.00% 14.00%

Figure 1 Distribution top 20 ICO countries

Figure 2 shows the category distribution of the analyzed ICO’s
projects. Platform ICO’s come first, followed by cryptocurrency,
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Figure 6 shows the drawdown for a buy and hold strategy in
Ethereum. As it can be seen from it, a buy-and-hold investment
in Ethereum experienced significant drawdowns, with a max
drawdown of 94% and a mean drawdown of 45%. This means
that an ICO company who would have raised capital at the
Ethereum price peak in December 2018 and who did not
liquidate its position, would have lost almost the entire fiat
value of their holdings. This would have probably determined
the failure of the project, since it would have not been able to
meet its expenses in fiat like USD or EUR.
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Figure 3 Distribution accepted cryptocurrency ICO’s
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Figure 4 shows the price of Ethereum from September 2016
until March 2019. As it can be seen from it, cryptocurrencies, in
this case Ethereum, are very volatile. The price went in fact
from around $12 at the start of the considered period, to a
maximum of $1400 in December 2018, and back again to
around $140 as of March 2019.
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Figure 6 Drawdown buy-and-hold Ethereum investment

Table 3 shows the performance statistics of a buy-and-hold
investment in Ethereum during the considered period.
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Figure 4 Ethereum price

Figure 5 shows the rolling 60-day volatility of Ethereum. As it
can be seen from it, Ethereum is very volatile, with an average
annualized volatility of around 112% for the considered period.
Rolling Vol
200.00%
180.00%
160.00%
140.00%
120.00%
100.00%
80.00%
60.00%
40.00%
20.00%
0.00%
5/7/2016

-80%

5/7/2017

Average Vol

5/7/2018

Figure 5 Rolling 60-day volatility Ethereum

Performance buy-and-hold Ethereum
Mean annual returns
151.38%
Volatility annual returns
117.73%
Sharpe ratio
1.29
Max drawdown
-93.83%
Mean drawdown
-45.48%
Min daily return
-26.76%
Max daily return
29.53%
Skewness
0.43
Kurtosis
2.87
Table 3 Performance stats buy-and-hold Ethereum investment

As it can be seen from it, Ethereum potentially provides high
returns, with a mean annual return of 151%, but at the same
very high risk, In fact, the average annualized volatility is
118%, and a max drawdown of 94%.
The previous data shows the importance for holders of
cryptocurrencies like ICO companies to have a proper crypto
risk management program in place to avoid losing the majority
of their holdings values in fiat terms. An example of treasury
management program would be a pure passive hedging
program, where crypto holders lock-in their initial value of
crypto holdings in fiat term. Another more dynamic approach
would be an active hedging program, where they decide at
which levels they want to hedge their crypto exposure. A last
option would be a systematic crypto hedging program, where
an algorithm analyzes the crypto data to determine when a
bear market is more likely, and decides automatically on the
best periods to hedge. The last two approaches would possibly
provide both upside potential, and limit on downside losses.
In the next section we analyze the treasury balances of a
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group of ICO companies and see if they managed to
implement a proper crypto risk and treasury management
program.

In this section we analyze the treasury management reserves
and behavior for a sample of around 50 ICO companies which
have raised capital with Ethereum. Figure 7 shows the treasury
balances for these companies in amounts of Ethereum. As it
can be seen from it, many ICO firms still have a lot of their
holdings in crypto, exposing them to a large crypto price risk
and potential losses in fiat terms.
ICO Treasury Reserves (ETH)

Withdrawals

4,500,000
4,000,000
3,500,000
3,000,000
2,500,000
2,000,000
1,500,000
1,000,000
500,000
(500,000)

question the ability of these projects in being able to pay their
ongoing and future expenses without raising additional capital.
Stats loss crypto price risk
Average loss
Volatility loss

-73.10%
16.37%

Table 4 Stats loss ICO crypto holdings due to crypto price risk

Figure 9 provides an additional piece of evidence in the lack of
proper treasury management practices by ICO companies. As
the figure shows, there is an inverse correlation (β = -1068.8)
between change in Ethereum price and crypto holdings
liquidated from treasury reserves. This is the opposite behavior
that should be expected by good risk management practices.
They in fact do not sell before Ethereum experiences losses,
sitting on unrealized losses and hoping for a possible price
increase in the future.
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Figure 7 ICO treasury reserves in Ethereum

Error! Reference source not found. shows the USD value of
crypto holdings for the considered ICO companies. As the
figure shows, these firms lost the majority of their value in fiat
terms, going from around $2.6 to about $400 million.
ICO Treasury Reserves (USD)
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Figure 9 Relationship Ethereum price change vs ICO withdrawals

Figure 10 further validates the previous conclusion. As it can
be seen from it, the analyzed ICO firms do not sell their
holdings when the price of Ethereum is high, but instead made
most of their withdrawals when the price was at its minimum. A
good treasury management practice should do the opposite,
i.e. sell only when the price is high.
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Figure 8 ICO treasury reserves value in USD

Table 4 shows the amount lost by these ICO companies
because of change in Ethereum price, excluding the effect of
withdrawals. As it indicates, the average ICO company lost
around 73% of the value of their crypto holdings due to a
improper treasury management practices. This poses into
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Figure 10 Relationship Ethereum price vs ICO withdrawals

This data shows that ICO firms are not adopting sound
treasury management policies. They should as a consequence
consider implementing a crypto hedging program, or
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delegating the management of their holdings to an investment
professional.

The previous results highlight the following key takeaways:


Cryptocurrencies, in particular Ethereum, are very
volatile: while ICO’s present a promising way to raise
capital through cryptocurrencies like Ethereum, they are
also characterized by extreme price risk. The average
annualized volatility of around 110% poses in fact a
significant amount of risk if not hedged or managed
properly.



ICO
companies
have
inadequate
treasury
management policies: the ICO’s analyzed in this article
lost an average of 73% in their crypto holdings due to a
change in the price of Ethereum. In addition, they
liquidated most of their reserves at times when the price of
Ethereum is at historical lows, showing their incapability in
maximizing the value of their crypto holdings in fiat terms.



ICO companies should consider adopting a crypto
hedging program or delegating the management of
their treasury reserves to an investment manager: in
order to reduce their crypto price risk, ICO companies
should consider adopting a passive or active hedging
program capable of offsetting the gains and losses in their
crypto holdings. Since they usually do not have internally
the resources and competence to do so, they should think
about outsourcing this process to an investment
management company experienced in the field.
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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.

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
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.
© 2019 Bluesky Capital Advisors, LLC. All rights reserved.

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
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