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Abstract 
In this paper, we evaluate the potential for blockchain technology to disrupt 
venture capital. To accomplish this, we compare initial coin offering (ICO) 
data with initial public offering (IPO) data on different characteristics: 1) ac-
cessibility to raise capital, 2) liquidity, 3) investor protection, and 4) equita-
bility. Our objective is to identify: 1) how entrepreneurs may realize value by 
fundraising through decentralized venture capital and 2) how investors may 
realize value by investing in tokenized ventures. We find that ICOs may ben-
efit entrepreneurs by increasing access to capital and expanding access for 
ethnic minorities and geographically restricted entrepreneurs, however tradi-
tional ventures are likely to raise more funds than decentralized enterprises. 
Additionally, ICOs may benefit investors by increasing access to low-budget 
speculators, yet serve as higher risk investments lacking investor protection. 
This paper serves as a non-empirical, observational overview of ICOs’ key 
advantages and key shortcomings in venture capital. 
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1. Introduction 

Blockchain is a word we’ve heard come up in a lot of conversations within the 
past few years. However, the term is commonly misunderstood. In fact, even the 
Google definition misleads readers: “a system in which a record of transactions 
made in Bitcoin or another cryptocurrency are maintained across several com-
puters that are linked in a peer-to-peer network.” Here, the definition refers to 
blockchain as something used exclusively for cryptocurrencies like Bitcoin, but 
this is not the case. Blockchain, simply put, is a technology that makes informa-
tion stored online more secure. Things like cryptocurrencies are powered by this 
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technology, utilizing its verifiable, secure platform. 
For comparison, the Internet was originally used solely as a means of commu-

nication for governments in the 1960s (Abbate, 2016). Nowadays though, the 
applications of the Internet are expansive—Facebook, Google, and Youtube are 
all examples of the ways that the Internet (a technology) was used for consum-
ers. The case is exactly the same with blockchain. The applications of the technol-
ogy include cryptocurrency, but also include insurance, supply chain management, 
government voting structures, and more (Jamil et al., 2019; Kar & Navin, 2021). 
Just as the network of Internet applications is referred to as “the Web”, this net-
work of blockchain applications is referred to as “Web 3.0”. Web 3.0 describes the 
idea of a new version of the connected Internet that is built upon the framework of 
blockchain and token economics, allowing users to control their own data and in-
teract with others while maintaining privacy (Rudman & Bruwer, 2016).  

As previously mentioned, fundraising is one of the many sectors that have 
been reconstructed with blockchain integration. In doing so, entrepreneurs are 
offered new methods by which they can fund their businesses, investment trusts, 
and more. Between 2016 and 2019 alone, over 7400 ventures used an initial coin 
offering (ICO) as a means of funding, raising over $35 billion USD (Lyandres et 
al., 2020). For comparison, initial public offerings (IPOs) raised about $108 bil-
lion during the same period (Ritter, 2022). For a technology that was introduced 
just in 2013 (Feign, 2021), ICOs have gained a significant amount of traction in 
such a short time. This rapid expansion of this trend prompts the question: 
What are sources of value under this new system of fundraising for entrepre-
neurs and investors? 

In this study, we’ll address these questions by comparing decentralized fun-
draising to traditional venture capital to explore how a Web 3.0 funding system 
may offer improvements over the traditional apparatus. The remainder of this 
paper will be organized as follows. Section 2 will provide a brief history and 
context of the development of such technology that led to the induction of ICOs 
and other decentralized venture capital mechanisms. Section 3 will compare and 
contrast outstanding literature on related subjects. Next, in Section 4, we will 
apply our findings to the decision-making process of an entrepreneur and in-
vestor. Finally, we’ll recapitulate what we’ve deduced from our analysis and sug-
gest the use of applications for decentralized venture capital in present and fu-
ture financial systems. 

A main feature of this paper is that when referring to decentralized venture 
capital, we are referring to ICOs. It’s important to note that alternatives to ICOs 
exist such as security token offerings (STOs), decentralized autonomous ICOs 
(DAICOs), simple agreements for future tokens (SAFTs), and more (Block-
chains, 2018). However, ICOs are the most popular choice for agents in this 
space, so we focus on them for this paper.  

2. Background 
The earliest and most primitive developments of blockchain technology began in 
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1975 when cryptography papers, such as “New Directions in Cryptography” by 
Whitfield Diffie and Martin Hellman, were released (Sarmah, 2018; Diffie & 
Hellman, 1976). However, blockchain as we know it today is largely understood 
to have been invented by the developer(s) with the pseudonym Satoshi Naka-
moto. In 2008, Nakamoto released a whitepaper—a document outlining the 
goals of a blockchain based project—titled, “Bitcoin: A Peer-to-Peer Electronic 
Cash System”, which laid out the structure that Bitcoin would be built upon, as 
well as its applications in global finance (Nakamoto, 2018). A year later, the Bit-
coin network was deployed as an open-source framework. The database gained 
traction as a financial tool for its decentralized nature—by using a global net-
work of computers to verify transactions, it was impossible for a single, central 
authority like a bank to take control and corrupt figures on the blockchain 
(Sarmah, 2018). In other words, Bitcoin offered a currency system that could not 
be manipulated by governments, financial institutions, corporate interests, or 
malicious actors, hence making it immutable. 

The second “Pandora’s Box” of blockchain technology was opened in 2015 
when the Ethereum network launched (Sarmah, 2018). The significance of this 
network was that it paved the road for blockchain to be used for more than just 
currency. With the use of smart contracts, automated transaction protocols on 
the blockchain that execute demands between peers without a moderating human 
agent, the Ethereum network allowed developers to use the secure technology of 
blockchain for things such as insurance, loans, government, and most importantly 
for our paper, fundraising (Sarmah, 2018; Jamil et al., 2019; Kar & Navin, 2021). 
By auctioning off cryptographically secure digital assets, firms could now raise 
funds in a manner which was previously technologically impossible.  

The first ICO, Mastercoin, was actually hosted on the Bitcoin network in 
2013, raising 5120 BTC, about $500,000 at the time (Cryptopedia, 2022). Mas-
tercoin offered a model for new venture capital systems that utilized the demo-
cratic nature of blockchain technology by directly connecting the enterprise to 
speculators without an intermediary. The traditional funding technique for an 
early business is to first acquire angel investors, then venture capitalists, and 
eventually host a mass-liquidation event known as an IPO (Lin & Nestarcova, 
2019). This process allots for high fees and friction due to the many intermedia-
ries, such as exchange operators, lawyers, auditors, bankers, and crowdfunding 
platforms like Kickstarter (Tapscott & Tapscott, 2017). Additionally, an IPO re-
quires some assessor, typically an investment bank, to place an initial valuation 
on the company about to go public. This creates an asymmetry of information 
and gives undue power to the trusted intermediary. Take WeWork as a case 
study. At their peak, they were valued at over $47 billion by SoftBank Group 
(Subin, 2021). However, once the open market was able to accurately assess the 
company, their valuation dropped over 93% to just under $3 billion (Pender-
graft, 2021). Though value assessment is based upon company fundamentals 
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(Rosenbaum & Pearl, 2021), the power of the intermediary can be abused at the 
expense of investors. 

On the other hand, an ICO connects the business directly to their investors, 
cutting out much of the waste in the funding process, as well as the potential for 
deep-rooted misvaluation. We go into more detail about the differences between 
traditional and decentralized venture capital routes in Figure 1. Although, these 
advantages are also met with drawbacks, such as limited legal regulation and the 
high frequency of ICOs being used to fund scams and/or unprepared businesses 
(Fische & Momtaz, 2020). However, it can be argued that these are just growing 
pains in the advent of the new, complex technology. In a nutshell, ICO funding 
uses technology to replace much of the required trust in the traditional fun-
draising system, leading to decentralization and democratization of the venture 
capital process. 

Because of Ethereum’s smart-contract technology, most ICOs were released 
on their network, one being Ethereum itself, raising 50 million $ETH, or about 
$17.3 million at the time, 2014 (Cryptopedia, 2022). The largest ICO as of 2022 
was EOS, which raised over $4.2 billion in 2018, more than the sum of the 3 
largest VC-funded businesses that year: Uber, Juul, and Epic Games (Hamacher, 
2021). By this time, it was clear that ICOs had potential to replace traditional 
funding methods, and it was implicit that Ethereum was the vehicle for it. 
 

 

Figure 1. This figure depicts the different fundraising processes for traditional ventures (top) and de-
centralized ventures (bottom). The former is based on a business plan and, usually, a proof of con-
cept. Further, it features three different stages with different investor profiles in each one. The latter is 
based on a whitepaper (a less formal business plan) and features a single general fundraising stage, 
with a potential second one being repeated later. 
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3. Literature Review 

In researching decentralized venture capital, several major themes were hig-
hlighted in relevant literature, addressing its benefits and shortcomings. While 
taking into account the unclear decentralized finance (DeFi) regulation, high 
volatility in coin markets, high frequency of scams, and the general nuance of a 
technology that requires more real-world testing, several writers outlined decen-
tralized VC’s potential to mitigate corruption, democratize the venture capital 
space, reduce costs, offer more liquidable options for investors, and diversify in-
vestments in both financial and non-financial contribution. 

The most apparent standout in the limitations of decentralized VC is the gray 
area surrounding its regulation. The lack of regulatory oversight and due dili-
gence requirements lead ill-prepared and susceptible investors into the market 
(Fische & Momtaz, 2020). As an extension of this flaw, scams are frequent in the 
crypto space and many are known as “rug pulls”, when the founder(s) of a 
project that used crypto to fundraise drain the liquidity of the token and run off. 
When anyone is given the ability to fundraise on a global decentralized market, 
scammers are likely to take advantage of the conditions by misleading or out-
right lying to potential investors and they often do (Lin & Nestarcova, 2019; 
Fische & Momtaz, 2020). Often, only a whitepaper written by the founding team 
is used in place of a proper business plan.  

Due to the lower entry requirements for raising capital, decentralized ventures 
tend to be more successful in fundraising. It’s been found that 45% of ICOs were 
able to raise funds, with a median value of funds raised at $13 million (Lyandres 
et al., 2020). In contrast, only 31.7% of startups are successful in raising Series A 
capital (Rowley, 2016). Though the comparison is not direct, it can be inter-
preted that investment via decentralized methods are more lucrative than VC, 
likely due to the lower selectivity of investors. Traditional IPOs are thoroughly 
vetted for fraud and proper accounting habits, while the same cannot be said for 
ICOs (Fische & Momtaz, 2020). These lack of regulatory frameworks pertain to 
the nuance of blockchain technology in general. It’s commonly agreed by Taps-
cott & Tapscott (2017), and Lin & Nestarcova (2019) that regulation in the space 
is still in an early stage of development. If more oversight were present, vetting 
of decentralized enterprises would be more common and the trust factor of de-
centralized investments may likely increase. However, Belinky et al. (2015) see 
heavy regulatory oversight as an implication to a business’s ability to raise capi-
tal. The future of ICO regulation is still up in the air and decisions for oversight 
will likely be left up to governments. In general, a factor like government regula-
tion holding such power over a technology’s future proves a dangerous compo-
nent to decentralized VC, making the future of ICOs variable based on regula-
tory decisions. 

The venture capital space is infamously known for its “closed circle” net-
works, which are largely limited to Caucasian males (Frey, 2021). Audretsch et 
al. (2017) concluded that the venture capital market is one with limited access to 
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ethnic minorities and women, further corroborated by Verheul & Thurik (2001) 
in their findings that women were less likely to have access to these high 
net-worth networks in the space. However, studies have found that ICOs led to 
increased participation from ethnic minorities and geographically restricted 
founders (Tapscott & Tapscott, 2017; Fische et al., 2022). Their comparison of 
ICOs to real estate investment trusts (REITs) found that ethnic minority partic-
ipation was 55.60% in ICOs and 33.12% in traditional REITs. Geography also 
plays a major role when raising capital—those in wealthier areas are more likely 
to find the funds that they’re seeking. Traditional VC is geographically restricted 
(Lin & Nestarcova, 2019) compared to decentralized means, which utilize the 
Internet in nearly all aspects. Ventures using ICOs were in areas with less wealth 
($42.66 k vs. $51.20 k GDP per capita) and less college graduates (70.93% vs. 
82.47%). However, data showed that disadvantages posed to women in venture 
capital were not significantly alleviated by ICO use. The authors described their 
findings in regard to the use of ICOs to democratize fundraising as underw-
helming compared to their expectations.  

Blockchain technology is well-renowned for its automation aspect and, by ex-
tension, its reduction of costs. Agency costs are reduced when blockchain and 
smart contract implementation replace human and third-party input. Estimates 
vary on potential savings, but Belinky et al. (2015) put the figure at $15 - 20 bil-
lion annually. Santander Bank estimates the savings after blockchain implemen-
tation for their company at $20 billion annually (Tapscott & Tapscott, 2017). 
Additionally, the consultancy firm Capgemini puts consumer savings at $16 bil-
lion in annual banking and insurance fees (Tapscott & Tapscott, 2017). The use 
of blockchain for reduced costs has caught traction in the finance and banking 
center, with JPMorgan Chase, Citigroup, Credit Suisse, and more using the 
technology for cost minimization (Tapscott & Tapscott, 2017). Due to the in-
creased trust of data on the blockchain, data oversight would be unnecessary and 
so would the estimated $500 million spent by large banks yearly on oversight 
(Belinky et al., 2015). Decentralized autonomous organizations (DAOs) have al-
so reduced their transaction and agency costs by utilizing smart contract auto-
mation (Momtaz, 2022). In contrast to the findings of Momtaz (2022), Belinky et 
al. (2015), Tapscott & Tapscott (2017), and Lin & Nestarcova (2019) predict an 
increase in agency costs when companies use ICOs to raise capital, due to the 
lack of traditional VC guidance. This refers to the difference in nature between 
traditional and decentralized investment—the former usually comes with men-
torship and guidance from the investor(s) and/or their firms, known as “treat-
ment effect” (Fische & Momtaz, 2020). The same does not always apply to de-
centralized alternatives.  

As explained earlier, companies and investors using traditional VC have a 
long road of fundraising before they can see their investments become securi-
tised (usually through an IPO). In most cases, investors have to wait 10 years 
before they can see their investments liquidate (Lin & Nestarcova, 2019). The 
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process is different in the case of ICOs—stake in the company is often tokenized 
and informal markets are commonly formed around these non-fungible tokens 
(NFTs) (Frey, 2021) which increase liquidity and reduce time to realize profit. 
This allows for investors to realize gains at much faster rates than they could be-
fore. The double-edged sword of tokenized, ergo liquid, ICOs leads back to reg-
ulation—it puts founders in a gray position where their assets might have to be 
classified as securities; this is a problem that can only be resolved when govern-
ment regulation around cryptocurrencies is made more clear in the future.  

4. Methodology 

Our method involves a non-empirical, observational approach by comparing 
ICOs to IPOs in the following categories: likelihood of raising funds, cost of li-
quidity, investor protection, and equitability. We begin by outlining the incen-
tives of an entrepreneur seeking capital and an investor seeking return on in-
vestment. We then apply our findings to the decision-making framework of the 
entrepreneur and investor and evaluate if certain qualities of decentralized fun-
draising are more favorable than the traditional system.  

4.1. Incentives of the Entrepreneur & Investor 

With a basic understanding of the Web 3.0 landscape developed in the previous 
sections, we now develop a simple theoretical framework to loosely structure the 
economic incentives involved in fundraising for new business ventures. The en-
trepreneur can choose between: 1) a traditional IPO and 2) an ICO to grow or 
expand their enterprise. Similarly, investors can choose between backing tradi-
tional IPOs or investing capital in an ICO instead. Each different method has 
pros and cons. We fortify the basic principles of these arrangements with im-
portant details that can help us establish the efficacy of these two methods. We 
seek to understand when, and for whom, decentralized VC is more beneficial 
than traditional fundraising.  

First we must establish the preferences of each class of actors in this space. 
Entrepreneurs typically care about: 1) the amount of funding they attract from 
investors and 2) how much ownership or autonomy in their enterprise they can 
retain in doing so. All being held equal, it is thought that a proprietor of a firm 
would prefer to maximize the amount of capital they raise while maintaining as 
much corporate control as possible. However, the value of higher quality investors 
impacts this framework, sometimes leading proprietors to pay a premium for more 
well-connected investment partners. This is a concept we explore in this section.  

Investors, on the other hand, care about: 1) their return on investment, 2) the 
liquidity of their investment, and in some cases 3) the characteristics of the en-
terprise they are investing in. This third point is shaped by both the information 
set of the investor as well as what their core values are. For example, some in-
vestors might pursue tech firms or emerging markets because they are better in-
formed on their potential for growth (Fische & Momtaz, 2020). Also, an investor 
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might pursue funding a particular venture if they value its objective or business 
practices (e.g. if the business is involved in environmental sustainability or pro-
gressive social goals). In this case, the investor gains some level of non-monetary 
reward for allocating money towards an endeavor they care about. 

In addition to the welfare of both the investor and the entrepreneur in fun-
draising activities, a policymaker might also be concerned about the social wel-
fare and distributional implications of the different approaches. Traditional 
economic models are often criticized for overemphasizing economic efficiency 
while placing distribution and equity as a secondary concern. Women receive 
less than 5% of VC funds yet own 30% of US businesses (Fische et al., 2022). 
Furthermore, women are statistically disadvantaged by their lower likelihood to 
participate in networks of high net-worth people, “insiders clubs”, as mentioned 
earlier (Verheul & Thurik, 2001). This is just one instance of distributional ineq-
uity in the venture capital industry. 

4.2. Likelihood of Raising Funds 

Founders using ICOs often realize a higher success rate in raising capital. For-
ty-five percent (45%) of ICOs were able to raise funds (Lyandres et al., 2020), 
with estimates of mean (median) raised at $13 million ($4 million). In contrast, 
only 31.7% of startups are successful in raising Series A capital (Rowley, 2016) 
with mean (median) of $22.2 million ($8 million) raised (Fundz LLC, 2020). In 
this scenario, we choose to compare ICOs to Series A instead of IPOs in order to 
more closely resemble early-stage financing, due to the traditionally nascent 
stage of ICO financing.  

4.3. Cost of Liquidity 

In comparing the liquidity aspect of investments, we must evaluate the differ-
ence in vesting periods between ICOs and IPOs. Almost all IPOs maintain a 
180-day lockup period for pre-IPO investors (Field & Hanka, 2001; Brav & 
Gompers, 2003). However, only 14% of ICOs contain a lockup period (Fahlen-
brach & Frattaroli, 2020). The median venture capitalist holds their investment 
for 8.2 years (Bowden, 2017), whereas 49.3% of ICO investors sell their par-
tial/full investments within 90 days of the initial coin offering (Fahlenbrach & 
Frattaroli, 2020). It’s important to acknowledge that the differences in invest-
ment horizons for investors in IPOs and ICOs is likely driven to a large extent by 
a greater average level of volatility in the ICO space (Lin & Nestarcova, 2019).  

4.4. Investor Protection & Regulatory Concern 

Almost all (96%) of VC investors own preferred shares, meaning that they would 
be the first ones to be compensated if the company failed, merged, or was sold 
(Kaplan and Strömberg, 2003). However, an ICO investor does not have such 
protective measures in place. The only obligation of the project founder in an 
ICO is to give their “best try” in keeping their company afloat (Fahlenbrach & 
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Frattaroli, 2020) without any further rights to protect their investment. This 
presents significantly more risk to the ICO investor, as they can face 100% loss 
of investment. This was seen in TerraLuna ($LUNA), a cryptocurrency stable 
coin that crashed from its high of $119.02 to $1.53. Falling over 99.99%, $60 bil-
lion in value was drained within hours and investors saw their holdings virtually 
erased (Lee et al., 2023). Hence given the nascent state of ICO investment and an 
apparent lack of developed contract frameworks of regulatory structures that 
serve to protect investors, traditional IPO fundraising is most likely a more at-
tractive venue for risk averse investors. 

Additionally, rug pulls and scams riddle the DeFi space. In fact, crypto rug 
pulls accounted for over $2.8 billion in lost capital in 2021 alone (Brown, 2022). 
Crypto markets are infamous for their high frequency of scams due to the ano-
nymity granted to many founders behind projects, allowing them to run away 
with investor funds. Unlike traditional markets, cryptocurrencies and ICOs gen-
erally lack protective measures that restrict fraud, exposing investors to mis-
leading founders (Fische & Momtaz, 2020). 

4.5. Democratizing Access to Venture Capital 

Lin & Nestarcova (2019) found that 55.60% of proprietors benefitting from ICO 
funding identified as ethnic minorities, compared with 33.12% in traditional 
REITs. Traditional VC is restricted geographically, posing an uneven playing 
field for founders in poorer areas. Found in the same study, enterprises using 
ICOs were in areas with less wealth ($42.66 k vs. $51.20 k GDP per capita) and 
less college graduates (70.93% vs. 82.47%). In contrast, data showed that disad-
vantages posed to women in venture capital were not significantly alleviated by 
ICO use. 

5. Discussion 
5.1. Access to Capital 

These results suggest that ventures have a higher likelihood of raising capital in 
decentralized VC than in traditional VC, however they may not be able to raise 
as much. The mean and median values of capital raised for traditional VC are 
likely higher due to the higher concentration of well-funded institutional inves-
tors—only 1% of ICOs are backed by SEC-registered institutional investors 
(Fische & Momtaz, 2020). Figure 2 outlines these findings visually. These insti-
tutional investors add direct and indirect value to a company they invest in, 
known as “treatment effect” (Bertoni et al., 2011; Lin & Nestarcova, 2019). High- 
quality investors in ICOs are scarcer as it is a nuanced industry that comes with 
high risk. However, the institutional investors that do invest in ICOs increase 
company performance significantly, by 129% on average (Fische & Momtaz, 
2020). These findings are in line with those of Fische et al. (2022). 

A likely factor for the ease of accessibility for decentralized fundraising for the 
median venture is the “exaggeration factor” of ICO proprietors, where ICO  
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Figure 2. This chart displays the different amounts of capital raised in ICOs versus Series 
A financing. By comparing median and mean values for capital raised in decentralized 
ventures and traditional ventures, we can visualize access to different amounts of capital 
in the two respective markets. 
 
founders are able to raise more capital in a quicker amount of time by inflating 
their capabilities to investors (Fische & Momtaz, 2020). This suggests that ven-
tures seeking decentralized investment have a lower bar for credibility.  

5.2. Liquidity  

These results show that decentralized investments are significantly more liquid 
than traditional investments and notably decrease the horizon of investment for 
speculators. This may put retail investors in a position to realize value from de-
centralized investment vehicles, as they have smaller budgets and less time to 
commit. These findings corroborate those of Lin & Nestarcova (2019) and Fah-
lenbrach & Frattaroli (2020). We can attribute this increased observation to the 
informal liquidity pools frequently formed around tokenized assets (Fische & 
Momtaz, 2020) that empower peers to trade their tokens for assets with a greater 
market cap (most commonly ETH).  

5.3. Investor Protection & Security 

Our findings show that traditional markets have substantially more security 
protocols in place than decentralized markets. Tokenized markets are much 
more volatile, exposing investors to 100% losses. Furthermore, ICOs lack an-
ti-fraudulent restrictive measures, putting speculators at a higher risk of being 
misled or outright defrauded by the proprietors of their investments. This is in 
line with Fische & Momtaz (2020) and Lin & Nestarcova (2019). For risk-averse 
investors, traditional investment vehicles are optimal. 

5.4. Equitability 

These results show that blockchain technology does have the capacity to mitigate 
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the lacking equitability of traditional venture capital markets and level the play-
ing field, for select parties. Ethnic minority and geographically restricted agents 
realized higher representation in decentralized markets. However, the disadvan-
tages posed to women by “closed-circle” networks (Frey, 2021) do not seem to 
be alleviated with decentralized venture capital. Economists have yet to discover 
a more equitable solution for female founders. 

5.5. Policy Recommendation  

The main concerns regarding security in decentralized investment are namely 1) 
volatility and 2) the high frequency of scams or “rug pulls,” by which the found-
er(s) of a venture run away with the partial/full funds of their investors.  

The volatility issue follows the trend of the blockchain industry as a whole— 
high investment volume is made based on speculative expenditure. A substantial 
portion of interest in digital assets has tended to be based on little more than 
“hype.” In other words, some of the most successful crypto and NFT ventures 
have succeeded largely because of extravagant promotion and marketing instead 
of intrinsic market fundamentals (Fische & Momtaz, 2020). As this is a general 
market trend that has existed for years, it will be a difficult fix. However, investor 
due diligence principles still stand in crypto markets, which can offer comfort to 
individual investors when applied. The present concerns around token volatility 
may be remedied by the scaling of the crypto industry as a whole. Should more 
funds be injected into the market caps of decentralized investments, daily fluc-
tuations should stabilize.  

The latter concern can be solved via a credit rating agency approach similar to 
existing entities who assess the quality of various financial assets, such as S&P 
Global Ratings, Moody’s, and Fitch Group. Similar services exist for cryptocur-
rencies, like Token Insight, which evaluates a project’s team, business model, 
market environment, and more. The caveat of Token Insight is that there are 
major gaps in ratings for recently-listed ICOs. This means that for the investor 
considering financing a new venture, their resources for security ratings may be 
limited until a long time after the project’s ICO. This may be an issue that can be 
solved by the scaling of the blockchain industry—if more demand for ratings 
were present, Token Insight and similar agencies may implement more extensive 
ratings. Credit rating agencies increase trust (Chang et al., 2022) and offer in-
vestors another layer of due diligence that can protect them from misleading 
founders in the ICO space (Fische & Momtaz, 2020).  

5.6. Suggestions for Future Research 

The Web 3.0 space stands in a prime position to innovate many global indus-
tries. In many ways, it already has, and it’s important for individuals to under-
stand that operators can benefit from Web 3.0 even if they cannot exploit ICO 
funding and related means. Smart contracts, blockchain data storage, and disse-
mination are all technologies that can be applied to reduce costs, save time, in-
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crease credibility and security, and optimize company functions. The key takea-
way from this study is that decentralized venture capital mechanisms, most not-
ably ICOs, offer entrepreneurs and investors a new channel that may disrupt 
their investment or business development strategy.  

This study adds to a growing research literature on the efficacy of innovative, 
decentralized funding practices enabled by emerging technology and organiza-
tional structures. Our discussion thus far also raises important questions that of-
fer viable directions for future research. It’s important to note that the nature of 
decentralized venture capital correlates strongly with adaptability. Traditional 
VC is limited to strict laws that define the different stages of the fundraising 
process. However, new methods have presented themselves via smart contracts 
that are flexible in their legislation and structure. For example, an ICO can be 
coded to combat problems presented to traditional ICOs, like investor protec-
tion. One of the largest concerns for decentralized VC is the future state of regu-
lation by governmental agencies across global jurisdictions, which cannot be 
predicted at present day. It’s also worth noting that large gaps are apparent in 
decentralized funding data. More data needs to be gathered on ICO statistics in 
order for concrete conclusions about the benefits and disadvantages of decentra-
lized VC to be made. For example, in order to accurately assess the extent to 
which ICOs decrease executive control cost, increase fundraising success rate, 
and increase liquidity for investors, more economic measures on the outcomes 
from ICOs must be gathered. Such data may include retention of executive con-
trol post-ICO, average holding periods of digital assets, and the viability of in-
formal decentralized markets. Finally, in order to more accurately assess the im-
pact of this technology, further research ought to focus on the causal effects (i.e. 
not simple correlations) of decentralization on democratization of finance. For 
empirical data on ICOs, refer to the studies conducted in Fische & Momtaz 
(2020), Fische & Momtaz (2020), Fische et al. (2022), and Lyandres et al. (2020).  
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