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What is a blockchain?
A "joint, single system"
Features:

secure storage of information and transfer of value
guaranteed execution of code

Promise:

open platform
global reach
low friction, automatable �nance
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from Forbes

Azure Blockchain Tokens [...] lets enterprises,
or anyone really, design, issue and manage a
wide range of assets,

1

Currently, the platform is a permissioned
version of the ethereum blockchain that uses
Microsoft’s Azure cloud computing.

In the future Azure Blockchain Tokens will
interact with the public Ethereum blockchain
or even at distributed ledgers created by
some of Microsoft’s own competitors.

https://www.forbes.com/sites/michaeldelcastillo/2019/11/04/microsoft-to-help-
enterprises-mint-their-own-ethereum-tokens/#5048848a18f9
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TO ASSESS CRYPTO-ASSETS AS INVESTMENTS WE MUSTTO ASSESS CRYPTO-ASSETS AS INVESTMENTS WE MUST
UNDERSTAND THEIR ECONOMICSUNDERSTAND THEIR ECONOMICS

Economic function  
- some examples -

Which incentives do they provide to issuers and users?
What externalities do they create among users?
Which state-dependent utility do they yield?
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Traditional Portfolio Theory

collect information about assets' features
such as expected returns and risks
combine assets in a portfolio so as to
maximize expected utility
investors are price takers
usually:  or 1 = E[mR] p = E[mx]

Investment Approach in Paper

sequence of pairwise comparisons of
assets (similar to �rst application of
Facebook as per "The Social Network")
investors iteratively pick preferred asset
aggregate choices determine returns
changes to investment get assessed based
on expected returns alone
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NEXT FEATURE OF THE MODEL: THE SELECTION APPNEXT FEATURE OF THE MODEL: THE SELECTION APP Questions

In paper, utility is represented as weights in the acceptance probability

Won't investors end up with single-asset portfolio? Or will there be
diversi�cation? 
 
Is this meant to be a model or a proposal for a commercial product?

How does this formulation relate to standard economic models? 
Is it a representation with known properties of utility functions (transitivity etc)?
Is the model a reduced form representation of a more standard economic model?
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FINAL THOUGHTSFINAL THOUGHTS

There are by now a lot of papers that study crypto-assets like normal assets.
BUT: Do we really understand their economic functionality?

This paper: step in the direction of understanding crypto-assets as
investments. 

My preference: anchor assumptions in primitives: 

What features of crypto-assets give rise to "stability" and how
does it affect payoffs?

How do features of "security" affect payoffs?

What type of preferences support the binary-choice equilibrium?

5



@�nanceUTM

andreas.park@rotman.utoronto.ca

slides.com/ap248

sites.google.com/site/parkandreas/

youtube.com/user/andreaspark2812/

6


