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Opinion

How Crypto Traders Are
Reinventing Venture
Capital

The digital asset ecosystem democratizes
startup investing by granting everyday
investors wider access to potentially
outsized returns of liquid venture markets.

By Wes Hansen Oct 27,2022 at 9:09 am. EDT

(regularguy.eth/Unsplash, modified by CoinDesk)

“Crypto’s $3 trillion of liquid value creation in 10 years now rivals that of all
other venture-backed startups combined.” - Messari.io
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Powered by blockchain technology, digital assets offer new trading and

investing opportunities with more liquidity and speed. What we refer to as
“liquid venture” — digital assets issued by early-stage companies or projects —
expands the tradable landscape.
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Venture capital (VC) investments tend to generate net returns that

outperform the S&P 500, but they are inaccessible and illiquid, with average
fund lockup periods of seven to 10 years. Experienced traders who consider
the unique nuances and risks of liquid venture can have novel alternatives to
long-term, locked-up VC investing.

Wes Hansen is the director of trading and operations at Arca. This
article is part of CoinDesk's "Trading Week."

Traditionally, young businesses have had limited funding options, with most
depending on VC financing to build their companies. Similarly, access to
startup investment opportunities is notoriously gated for the ultra-wealthy or
select funds. As a result, investors have sought alternatives to expand this
pool of opportunities.

Recently, blockchain has enabled startups to bootstrap their projects by
issuing tokens. The digital asset ecosystem democratizes startup investing by
granting everyday investors wider access to potentially outsized returns of
liquid venture markets, often allowing traders to buy and sell assets without
restrictive holding periods.
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However, traditionally a startup has the benefit of time to experiment and
grow without public scrutiny or worries over token price movement. But once
a company offers a publicly tradable asset into the market, it is subject to
increased regulatory review.

Digital asset projects feel many of the growing pains of traditional startups -
immature organizational processes, hiring and fundraising responsibilities,
product rollouts and technology bugs - but they are experienced much more
publicly. When a team faces obstacles or struggles to find product market fit,
every misstep or dip in growth is magnified by the team’s public persona and
the price action of its token.

See also: Why Crypto Trading is Essential for the Cryptocurrency
Industry | Opinion

Many teams are unprepared for the added stress and complexities that come
with public oversight and pressure. As a trader in this space, the long-term
play is less relevant when your investment is continually marked to market.

The nature of trading liquid venture can be complex and volatile because of
the myriad factors that can affect token price. For this reason, trading liquid
venture tends to be best suited to traders who are able to actively monitor the
idiosyncrasies of the ecosystem with the support of analysts and other

traders around them.

Some factors to consider include:

Nascence: Venture projects and their tokens are often powered by small,
young teams with limited resources. Inexperience, poor communication,
misaligned priorities and infighting can cause projects to implode at any
time.Successful teams show patience and diligence and delay the short-
term gratification of a high token price to prioritize the business’ and
customers’ best interests. These teams understand that focusing on their
company’s long-term success will be advantageous for future sustained
price growth.

https://www.coindesk.com/layer2/2022/10/27/liquid-venture-crypto-trading/ Page 3 of 7


https://www.coindesk.com/layer2/2022/10/24/why-cryptocurrency-trading-is-essential/
https://adclick.g.doubleclick.net/pcs/click?xai=AKAOjsvCxnMdhj52uKeyZwYqzN8fKzMfKrKb0r0GH-5wdLRHIjQ_iPJ7FqGYDcX3xAIwviJYpO4kGOoWME8MK0TZ57XGUbSU8gNa6bNljQUJN9aA7FkWdEbWNqcppYEn4_PSGI0CrGyymQ9eROsmnViFbKYm&sai=AMfl-YShSOoNgAwM8ElE1aaoCLPxMR1QShUghXY3sfcsn5MCuzY9wxC1OBxvvJdUvEDIOHsYAoUa7g3Ul9eDqOs&sig=Cg0ArKJSzEvsvLM3OGc0&cry=1&fbs_aeid=%5Bgw_fbsaeid%5D&urlfix=1&adurl=https://adclick.g.doubleclick.net/pcs/click%3Fxai%3DAKAOjsvg3CzmipMSPL2qKx6P9b5cyiVahUd8QcA0l1pdxfi54PnMLL-pYnfXh7-RrI7WvldoD7jGTC2NvkHe96Q28t2c80y_sQ3W4ZU-HjlO7XGfsjldvBw2Gs90gP-_-aAGtFA7f-h0I8o76TrFxZ_ysJeCWORIIOIq_I9UMMEkcoluOGTu_CcH1Loj_7jFku8-fYyFXTOrALmC2vmd6iZeKncmWaAAtz_kUMNBpp7Hj4cuiDRPd0Wv8ebdaEnZaKII0LlXfdsgN8aRXw2TKzg3h9LjQk1Q8wPCpzvZlPpzCzFrDzFkczhetwQbWrN2BwdF25rwLe9qSRc5EK0RDZPlqJzd5SjZwg3jKtX-OhEY9XKm6TTMbsQmyPMUpIge%26sai%3DAMfl-YTIq2KL6cvryXi_uZfrlkO-UDfg3ROYYi42goWXBc-fKL-oFAqAyPN0LaVMkrH8W3Or8-7YVOhcrUyW6SjR2q0qQF0MtM-iXRNtQY_5NOTrkaAo5rJHPzjAxY-JVpAioNe02d34gLfeUl7OFz0-GNdp%26sig%3DCg0ArKJSzCaNx_KS7PyAEAE%26fbs_aeid%3D%255Bgw_fbsaeid%255D%26urlfix%3D1%26adurl%3Dhttps://med.etoro.com/B21121_A51818_TClick_s328093453.aspx%253FSource%253DMedia%2526dclid%253D%2525edclid!

What is Liquid Venture in Crypto? Benefits and Risks Explained

Resilience: Traders must be quick with decisions, flexible with investment
theses and knowledgeable about factors that drive token prices. Agility and
resilience to move on from a bad trade while maintaining the ability to
evaluate the next trade properly are paramount. And balance is key: A bad
trade should neither make one fearful of greater losses nor overly
aggressive to recompense. A good trade shouldn’t garner overconfidence,
which could lead to overlooking red flags.

Information: On-chain metrics like revenue, volume, users or active
addresses and total value locked (TVL) can provide a real-time picture of a
token or a company's health. Additionally, startups must provide public
information through transparency reports.

Regulation: Inconsistent and often sudden decisions adversely affect token
prices because regulators can unexpectedly subpoena a token project for
exploratory inquiries or violating outdated regulations. Digital assets and
startups need clear, relevant and fluid regulation that will allow those in the
space to experiment and evolve. Otherwise, maintaining legacy frameworks
for novel technology will create noncompliant companies, push teams to
build in other countries and prevent the U.S. from being the dominant venue
for digital asset industry growth.

Investors with venture experience know the peaks and valleys of investing

can be exhilarating and unpredictable. But for liquid venture, these swings

occur publicly with an asset that immediately reacts to news.
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Sometimes there is neither room for error nor recovery — the market is an
immediate indicator of an issue or of success. Even so, liquid venture can be a
compelling complement to investing in stocks and bonds, offering more
diversification to a liquid portfolio of assets and access to emerging
companies with high growth potential.
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