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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.

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. ThisWes Hansen is the director of trading and operations at Arca. This

article is part of CoinDesk's "Trading Week."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: See also: Why Crypto Trading is Essential for the CryptocurrencyWhy Crypto Trading is Essential for the Cryptocurrency

IndustryIndustry | Opinion | 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:

A D V E R T I S E M E N T

A D V E R T I S E M E N T

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.
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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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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.
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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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