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ABSTRACT 

Venture capital (VC) plays an outsized role in the development of the cryptocurrency and 

blockchain industry, where alternative financing remains limited. Investors must 

therefore assess startups thoroughly and apply strong frameworks to identify the best 

opportunities. Leading firms use both classic VC metrics and crypto-specific traits.  

Token-based funding differs from traditional equity and gives rise to new exit strategies. 

Fund structure, including closed-end and tokenized models, affects returns, as some can 

generate yield through staking and active token management. New funding models such 

as DAOs are rising as both capital sources and competitors to VCs. 

VCs use tailored strategies to manage major challenges such as legal uncertainty and 

market volatility. Case studies of successful and failed startups show clear patterns in 

team quality, token design, and timing. 

Findings reveal that while alternative capital models have expanded, venture capital 

remains the dominant force in funding early-stage crypto innovation and has now evolved 

into a set of mature, multi-billion-dollar firms operating on an institutional scale. 

Key words: 

Cryptocurrency, Venture Capital, Blockchain, Tokenization, Startups, DAOs, Investment, 

Funds, Web3, Risks. 

RESUM 

El capital risc (VC) té un paper desproporcionat en el desenvolupament de la indústria de 

les criptomonedes i la tecnologia blockchain, on el finançament alternatiu és limitat. Per 

aquesta raó, els inversors avaluen les startups amb rigor i apliquen marcs sòlids per 

identificar les millors oportunitats. Les firmes líders utilitzen tant mètriques clàssiques 

del capital risc com factors específics del món cripto. 

El finançament basat en tokens difereix del tradicional i dona lloc a noves estratègies de 

sortida. L’estructura del fons, incloent-hi models tancats i tokenitzats, afecta la 

rendibilitat, ja que alguns poden generar rendiments mitjançant staking i gestió activa de 

tokens. Nous models de finançament com les DAOs estan emergint com a fonts de capital 

i com a competidors dels fons tradicionals de capital risc. 

Els fons de capital risc apliquen estratègies específiques per afrontar reptes com la 

incertesa legal i la volatilitat del mercat. Els casos d’èxit i fracàs mostren patrons clars en 

la qualitat de l’equip, el disseny del token i el moment d’entrada i sortida de la inversió. 

Les conclusions mostren que, tot i l’expansió de models alternatius de finançament, el 

capital risc continua sent la força dominant en el finançament de projectes cripto en fases 

inicials, i ha esdevingut un sector consolidat amb fons multimilionairs d’abast 

institucional. 
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RESUMEN 

El capital de riesgo (VC) tiene un papel desproporcionado en el desarrollo de la industria 

de las criptomonedas y la tecnología blockchain, donde el financiamiento alternativo 

sigue siendo limitado. Por ello, los inversores deben evaluar las startups a fondo y aplicar 

marcos sólidos para identificar las mejores oportunidades. Las firmas líderes usan tanto 

métricas clásicas del capital riesgo como factores específicos del entorno cripto. 

El financiamiento basado en tokens difiere del capital tradicional y da lugar a nuevas 

estrategias de salida. La estructura de los fondos, incluidos los modelos cerrados y 

tokenizados, afecta a la rentabilidad, ya que algunos generan rendimiento mediante 

staking y gestión activa de tokens. Nuevos modelos como las DAOs están surgiendo 

como fuentes de capital y también como competidores de los VC. 

Los fondos de capital riesgo aplican estrategias adaptadas para gestionar desafíos como 

la incertidumbre legal y la volatilidad del mercado. Los casos de startups exitosas y 

fallidas muestran patrones claros en la calidad del equipo, el diseño del token y el 

momento de entrada y salida de la inversión. 

Los hallazgos muestran que, aunque los modelos alternativos han ganado presencia, el 

capital de riesgo sigue siendo la fuerza dominante en la financiación de la innovación 

cripto en fases iniciales, y ha crecido hasta convertirse en un sector consolidado con 

fondos multimillonarios operando a nivel institucional. 

Palabras clave: 

Criptomonedas, Capital de riesgo, Blockchain, Tokenización, Startups, DAOs, 

Inversión, Fondos, Web3, Riesgos. 
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1. INTRODUCTION 

Over the last decade, blockchain technology has set the stage for the next generation of 

startups. Early crypto projects focused on laying the foundations, but now, they’re 

building real infrastructure and financial tools. And as the space grows, so does the need 

for funding. In traditional startups, early-stage capital comes from venture firms, banks, 

or private equity (PE), but crypto works differently, and how these startups raise money 

and how investors back them is still in flux.  

Venture capital (VC) methodology, originally designed for equity-based startups, is being 

adapted to a new environment where tokens, not shares, define value. The industry is also 

being revolutionized by new funding methods like decentralized autonomous 

organizations (DAOs), tokenized funds, and grants. 

The motivation behind this thesis is both personal and professional. I’ve been actively 

involved in the crypto space since 2022, researching, analyzing, and observing firsthand 

how capital flows in this industry. This interest in emerging technologies has led me to 

develop a curiosity about how capital shapes innovation, and to realize that, in a space 

defined by volatility and speed, sound judgment and clear frameworks matter. Knowing 

how venture capital works in this new setting, where it is being disrupted by 

decentralized, user-driven models of capital, is key to understanding how the next 

technological wave will get financed. 

Firms such as Andreessen Horowitz (a16z), Paradigm, Sequoia, and Multicoin Capital, 

among many others, now drive crypto innovation, investing billions and deciding what 

gets built, and what doesn’t. Their role is outsized, and that makes their methods worth 

studying. 

This work is structured into five chapters. The first chapter lays out the foundations of 

venture capital in crypto, introducing key concepts and explaining how crypto changes 

them. It explains how funds are structured, how deals are sourced, and how token 

instruments change investor rights and incentives. Chapter 2 breaks down how crypto 

VCs assess projects, detailing the main decision factors and identifying the patterns 

behind startup success and failure. The third part focuses on risk, covering legal 

uncertainty, market volatility, security threats, and macro cycles, while outlining how 

funds protect themselves. Chapter 4 zooms out to the institutional level, diving into how 

crypto VC firms raise large funds, attract institutional limited partners (LPs), experiment 

with tokenized fund models, and explore crossovers with artificial intelligence (AI). It 

also covers the rise of alternative funding. Lastly, the fifth chapter examines exits, hype 

cycles, and long-term impact. It looks at exit strategies across tokens and equity, how 

media sentiment affects behavior, and the role VCs will play in shaping Web3 through 

2030. 
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Main Hypotheses 

The following hypotheses guide the analysis and aim to explain the role and behavior of 

venture capital in crypto: 

1. Crypto-native VCs add Web3-specific factors to classic VC models. 

2. Venture capital remains the main source of early-stage funding in crypto. 

3. Capital models driven by the community will upset VC hegemony in some niches. 

4. The most successful crypto VCs have clear theses, strong timing, and flexibility 

across market cycles. 

5. The investment vehicle structure (equity versus token) has a major influence on 

how projects are valued, funded, and exited. 

Methodology 

This thesis involves both qualitative and quantitative work: 

• Review of academic literature and industry research. 

• Analysis of industry reports and on-chain data from leading firms. 

• Comparative study of VC and Web3-native models. 

• Case studies of successful and failed crypto projects. 

• Interviews with professionals in VC, crypto, and finance. 

Research at the intersection of VC and crypto remains limited, and there is a clear need 

to tie these threads together. This thesis seeks to fill that gap by connecting traditional VC 

ideas with Web3’s new tools and systems. The goal is to understand how capital flows are 

changing, and what that means for the future. 
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2. OBJECTIVES 

The main objective of this thesis is to analyze how venture capital firms evaluate, 

structure, and deploy investments in cryptocurrency and blockchain startups, and how 

this evolving approach is reshaping the financing of Web3 innovation. Each of the five 

chapters addresses a specific part of this analysis, with the following goals: 

1. Foundations of Crypto Venture Capital 

• Examine how crypto fund structures differ from traditional models. 

• Understand deal sourcing methods in crypto. 

• Compare equity and token models in early-stage funding. 

2. What Defines Success in Crypto Venture Capital 

• Identify the traits and strategies of top-performing crypto VC firms. 

• Evaluate the key factors that drive investment decisions. 

• Understand the impact of VC funding on decentralization. 

3. Risk Management and Market Cycles 

• Analyze how crypto VCs manage volatility, regulation, and security. 

• Explore how macroeconomic conditions and market cycles affect VC strategies.  

• Study portfolio diversification, legal structuring, and hybrid investment models. 

4. Scaling and Institutionalization 

• Examine how crypto VC firms raise large funds and attract institutional LPs. 

• Analyze tokenized VC models and alternative financing options. 

• Explore the convergence of AI and blockchain and its effect on funding. 

5. Exit Strategies and Industry Impact 

• Understand how VCs exit crypto investments. 

• Assess how hype cycles and media influence VC behavior. 

• Evaluate the long-term impact of VC in the crypto ecosystem. 
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3. CHAPTER 1: THE FUNDAMENTALS OF VC IN CRYPTO 

The literature on venture capital is vast, especially within mainstream finance. Pioneering 

work by academics including Gompers and Lerner (1999), Kaplan and Strömberg (2001), 

and Sahlman (1990) laid the basis for how VC firms perform, analyze start-ups, and 

handle portfolio risk. The works set forth seminal principles of staged financing, 

governance through board composition, and information asymmetry for early-stage 

investing. In startup valuation, Damodaran (2009) sets out to value high-growth firms 

with limited financial history, while research now investigates how uncertainty, timing, 

and market cycles impact valuations. 

The models based on discounted cash flows (DCFs), comparables, and precedent 

transactions continue to dominate equity-based markets but are not easily applied to 

token-based startups directly. In the context of Web3, there is limited academic 

scholarship. Certain early research (Catalini & Gans, 2019; Howell et al., 2020) explores 

Initial Coin Offerings (ICOs) and token offerings as new forms of funding vehicles. These 

studies present decentralization versus investor protection, the use of whitepapers as 

signals, and the lack of conventional governance mechanisms.  

Industry analysis completes most of the existing void. Electric Capital Developer Reports, 

a16z State of Crypto, Galaxy Digital, and PitchBook, among others, issue frequent data 

on fundraising trends, valuation of tokens, developer behavior, and investment theses. 

Industry leaders such as Chris Burniske, Joel Monegro (Fat Protocol Thesis), and VCs 

such as Multicoin and Paradigm have made great contributions through written essays 

and memos. From the early Bitcoin-focused funds of the 2010s to the multi-billion-dollar 

crypto funds raised by firms like a16z (Reuters, 2022), the landscape has matured rapidly. 

1.1 The Evolution of Crypto Venture Funding 

Crypto venture funding has been highly cyclical. After modest early growth, investment 

surged during the 2017 ICO boom and peaked during the 2021-2022 bull run, accounting 

for over 4% of all global VC funding. Following the 2022 crash (Terra, FTX), funding 

declined.  

By 2025, crypto VC faces increasing competition from sectors like AI, where U.S. VC 

investment far outpaces crypto funding.  A staggering $20B went to AI vs. $0.86B to 

crypto in U.S. funding in Q1 2025 (Reynolds, 2025). 
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Figure 1: Global crypto venture funding evolution (in US$ billion). Source: The Block. 

1.2 Crypto Investment Frameworks 

Leading crypto venture capital firms apply rigorous frameworks to evaluate and invest in 

blockchain startups, borrowing classic startup criteria while adding crypto-specific 

lenses. Key areas of focus are: 

• Founding team: Deep technical skills, Web3 alignment, prior startup experience, 

a good track record, strong cohesion, and community engagement via open-source 

or DAO contributions are all prioritized. Anonymous founders are acceptable in 

crypto, but their code, networks, and traction must speak for them. 

• Idea and market fit: The product needs to solve a real and pressing problem in 

crypto or improve user experience. Having a clear pathway to adoption and being 

able to build moats via tech and network effects are essential. Narrative alignment 

matters too. Projects that ride major themes attract more attention and capital. 

• Ecosystem signals and validation: Investors use social proof and external 

backing as filters. If the project has participated in top accelerators or launchpads 

like Outlier Ventures or Alliance or has notable backers (other VCs or angel 

investors), it is a signal of trust. 

• Tokenomics: Token utility, fair token incentives, a design built to last, good 

supply dynamics and good token allocation are all important. Additionally, the 

token should accrue value as protocol usage grows. Strong tokenomics ensure 

long-term network health. 

• Regulation and security: Projects with a clear legal path or credible legal 

advisors, and solid security posture gain trust faster. The smart contracts should 

be safe and the project compliant. 
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Investment committees at firms like a16z and Paradigm increasingly rely on technical 

experts and on-chain analysts alongside traditional partners to assess opportunities. 

1.3 Valuation Approaches: Traditional vs. Crypto-Native 

Valuing crypto startups is very different from valuing regular companies. DCFs don’t 

work for early-stage startups since there’s no steady cash flow to project, and while 

comparables help, they’re tricky in crypto because the market moves so fast. That’s why 

crypto presents its own valuation tools. 

Table 1: Crypto-native valuation methods. Source: Public investment memos and industry reports. 

 

Public blockchain data lets crypto VCs model growth earlier than in traditional startups, 

but early-stage valuations are still more art than science. Token unlocks are very 

important, Cesare Pesci of YOBE Ventures notes, as projects with daily or very frequent 

token unlocks tend to be avoided. 

1.4 Equity vs. Token Dynamics 

Crypto blurs lines between private and public. While retail can’t invest in a startup pre-

IPO, crypto lets people in earlier. Some projects hold community rounds alongside private 

Valuation Method Definition Why It Matters

TVL / Market Cap 

Ratio

Compares a protocol's market capitalization (or FDV) 

to its Total Value Locked (TVL).

A low ratio (<5×) suggests undervalued protocols 

with strong user deposits; a high ratio (>20×) may 

signal hype or capital inefficiency.

Tokenomics Modeling
Simulates supply emissions, inflation, vesting 

schedules, and token use cases.

Helps forecast dilution, incentive strength, and 

sustainability. Aligns incentives between users, 

founders, and investors.

FDV and Unlock 

Schedule Analysis

Fully Diluted Valuation is the token's valuation 

assuming 100% of tokens are in circulation. VCs 

model unlocks over time.

Rapid unlocks can trigger sell pressure. Slow vesting 

signals long-term alignment. Essential for assessing 

exit timing and de-risking positions.

Revenue / Volume 

Multiples

Benchmarks a protocol’s annualized revenue or 

transaction volume against peers, typically expressed 

as Price/Revenue or EV/Volume multiples.

Provides a concrete anchor for valuation. In DeFi, 

revenue multiples of 5×–20× are common. Aids in 

identifying over- or under-valued assets.

Network Effects 

(Metcalfe’s Law)

Values the protocol based on user interactions, often 

approximated as proportional to (users)².

Highlights exponential value growth in social, 

marketplace, or composable protocols. A key moat 

for infra and liquidity-layer projects.

User Metrics & 

Retention

Tracks daily/weekly/monthly active users, retention 

rates, and user behavior.

Sustained engagement and user stickiness indicate 

product-market fit. Prevents overvaluing based on 

speculative or transient usage spikes.

On-Chain Analytics

Involves directly monitoring blockchain data like 

contract usage, unique wallets, token holder 

distribution, DAO votes, and developer commits.

Reduces reliance on self-reported metrics. Reveals 

traction, decentralization, and organic growth with 

high transparency.

Comparables / Series 

Benchmarking

Evaluates a project’s valuation against similar startups 

in the same narrative, often by round size, stage, and 

FDV. Can also involve public market caps.

Helps avoid overpaying and gives a benchmark for 

potential upside. Example: Early token rounds 

typically price between $50M–$200M FDV; outliers 

require extra justification.
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sales, which gives the public access, spreading token ownership and helping 

decentralization. 

Funding Stages 

Crypto funding stages look like traditional VC: Pre-Seed, Seed, Series A, Series B, and 

beyond. But in crypto, what investors get (equity, tokens, or both) varies. In equity-based 

startups, investors get equity or a Simple Agreement for Future Equity (SAFE). For token 

projects, they usually get a Simple Agreement for Future Tokens (SAFT), which is an 

agreement for tokens once the network launches (Peters, 2024). 

Table 2: Comparison of venture funding models in Web3 and traditional VC. Source: Crunchbase News, 

Block3. 

 

Structured Investments: Token vs. Equity 

Unlike traditional VCs, crypto VCs often deal with both equity (ownership in a company) 

and tokens (digital assets): 

• Equity: Provides a stake in the company's future profits and is generally less 

volatile. 

• Tokens: Can offer quicker liquidity and higher returns but comes with greater 

volatility and regulatory uncertainty. 

Many VCs opt for hybrid deals, securing both equity and token rights. This strategy 

allows them to benefit from the company's long-term growth and the potential short-term 

gains from token appreciation (Block3, 2025). 

Funding Stage Equity Startups Token Projects

Pre-Seed / Seed $100K–$10M, equity or SAFE. $100K–$5M, usually SAFT for future tokens.

Series A $10M–$30M, equity, higher valuation from traction.
$5M–$30M “Strategic Round,” tokens sold at higher 

prices.

Series B/C $30M–$100M+, equity for growth.
Rare. If token exists, teams may sell treasury tokens 

instead.

Liquidity Event IPO or acquisition, years later.
Token launch = early liquidity, often 1–2 years after 

Seed.

Investor Exit At IPO or acquisition, often 5–10 years later. Token unlocks post-launch; can sell as tokens vest.

Public Access At IPO only.
Early access via community sales, IDOs, CoinList, 

KOL rounds.

Key Risks Long time to liquidity, regulatory hurdles.
Early liquidity = price swings, vesting lockups, 

dilution risk.

Value Flow Equity tied to company profit.
Token value tied to usage, inflation, and network 

activity
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Token investments, by contrast, give the VC a stake in the network or platform’s 

economic ecosystem, and can offer spectacular returns if the network grows and becomes 

widely used. Once a token is listed on exchanges, VCs can start selling their tokens as 

they unlock, realizing gains within a year or two of investment rather than waiting close 

to a decade for an IPO. 

The prevailing trend among crypto VCs is to remain flexible and use whatever instrument 

aligns incentives best. By balancing equity and token exposure, crypto VCs hedge against 

the uncertainty of how a project will eventually generate value, and this flexibility is a 

distinctive hedge that traditional VCs, who deal only in equity, don’t have. 

1.5 Fund Structures and Capital Deployment 

Crypto VC funds mostly look like regular VC funds. They raise a set amount from LPs, 

invest over a few years, and aim to return profits later. Most crypto funds are closed-end 

and have a 10-year life. Big funds like a16z Crypto’s $4.5 billion Fund IV split capital: 

$1.5 billion for seed, $3 billion for later rounds (Reuters, 2022). LPs are the usual: 

endowments, family offices, funds-of-funds, and some corporates. However, some crypto 

funds are open-ended and trade tokens like a hedge fund. Polychain Capital started that 

way, using an open fund to buy and sell tokens. Most big crypto funds stick to the VC 

model, though. 

Reserves matter too. According to AngelList, traditional VCs hold back over 50% of 

funds for follow-on rounds, and crypto funds do the same. A $100 million fund might put 

$40 million into seed deals, then save $60 million to back the winners. But crypto adds a 

twist: buying tokens on the open market. If a fund backed a project at seed and the token 

launches, they can buy more. Some funds split and create one fund for venture and another 

one for liquid tokens. Pantera Capital does this, keeping liquid trading separate from VC 

investing (Strack, 2021).  

Crypto VCs can also stake to earn protocol yields on behalf of the fund. That’s a perk of 

crypto: turning idle tokens into yield (Stephenson, Jiang, Lowe, Zach, & Nystrom, 2024). 

A traditional VC can’t easily put its idle cash to work without risking it, but a crypto VC 

might generate extra percentage points of return via staking/yield farming on tokens they 

already intended to hold long-term. But it comes with risk, so funds do this carefully. 

1.6 Sourcing Deals in Crypto 

Sourcing investment opportunities in crypto is different from traditional VC. Instead of 

pitch decks and demo days, crypto VCs hang out where builders are: hackathons, 

Discords, and on-chain (Kokalitcheva, 2021). 

Here’s where crypto VCs find the next big thing: 

• Deal flow from other VCs: VC firms constantly share deals with each other. A 

trusted co-investor sends a deck or makes an intro, and many rounds get filled by 
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networks. If a project gets backed by a respected fund, others follow quickly. 

Being in the right group chats matters, as even if a VC fund doesn’t invest in a 

specific project, they might send it over to another fund if they believe it aligns 

with their investment thesis. This tends to be the highest quality deal flow. 

• Builder networks: Crypto is a small world. Today’s founders were yesterday’s 

devs on other projects. VCs build strong ties with top builders and stay close to 

alumni from places like Coinbase or Consensys. These networks fuel early deals. 

• Hackathons and conferences: Events like ETHGlobal or Solana hackathons 

launch real projects. VCs sponsor, mentor, and judge at these events to get first 

dibs on promising teams. Many big decentralized finance (DeFi) and non-fungible 

token (NFT) projects started as hackathon demos. 

• Twitter, Telegram, and Discord: Crypto moves in the open. VCs scan Twitter, 

Telegram, Reddit, and Discord for viral threads, repo stars, and fresh ideas. Many 

projects drop their first details in a tweet or community post. Being present 

matters. 

• On-chain data: Since blockchains are public, VCs watch smart contract activity 

to spot traction before it’s even announced. If a new protocol with no publicity 

quietly racks up $10 million in deposits, that’s a signal that something is brewing. 

This approach allows VCs to discover projects that haven’t even been announced. 

• Open-source repos: Crypto is built in the open. VCs track GitHub stars, forks, 

and dev activity. Reports like Electric Capital’s Dev Report show where the talent 

flows. Sites like ETHResearch also flag experts in specific areas. 

• Incubators, accelerators, and grants: Crypto-native programs like Alliance 

DAO, Binance Labs, or Web3 Foundation grants help launch projects. VCs often 

mentor or back startups coming out of these programs. 

• Inbound flow: Once a VC builds a name, founders come to them. In bull markets, 

top VCs see a flood of pitches. But according to many crypto VC professionals, 

very few of these are investment-worthy. 
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This is how a deal might happen in crypto: 

 

Figure 2: Illustrative example based on common deal sourcing practices in crypto VC. 

This whole process happens without a formal pitch deck or without the startup ever 

approaching an investment bank. 

1.7 Why Crypto Startups Need Venture Capital 

Crypto startups can’t get loans. No steady income, no assets, and legal risks keep banks 

away. And after Silvergate and Signature collapsed in 2023, it got even harder. Most banks 

now avoid crypto completely (Sigalos, 2023), and even fintech startups with revenue 

struggle to get loans without personal guarantees. 

While token sales are another funding option, ICOs in 2017 proved that community 

funding works only in specific cases. And even then, the tendency for founders in 2017–

2018 was to seek out VC funding even if they had done an ICO. There’s also corporate 

VC, but it has been rare in crypto. Companies like Google and Facebook have dabbled, 

but most stay cautious. Since crypto can disrupt their businesses, they tread lightly. Plus, 

crypto moves fast and founders need cash now to capitalize on market opportunities, not 

after a six-month internal review. 
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Crypto is high-risk, so it needs risk capital. VCs can lose it all if a project fails, and that’s 

part of the deal. In fact, they usually lose. According to a ChainPlay (2025) study, almost 

half (45%) of VC-backed projects between 2023 and 2024 have already gone out of 

business (Zimwara, 2025), and that number is significantly higher (85%) for projects that 

raised less than $5 million.  

 

Figure 3: Failure rates of VC-backed crypto projects by amount raised. Source: ChainPlay. 

1.8 Traditional VCs vs. Decentralized Venture DAOs 

One of the most interesting developments in crypto funding is the rise of venture DAOs. 

These are groups that invest together without a traditional fund structure. On one side, 

there’s big-name VCs like a16z and Sequoia whose teams bring policy, engineering, and 

PR expertise. When founders pitch, these firms’ partners decide behind closed doors. 

On the other side, there are crypto-native DAOs like The LAO and MetaCartel Ventures 

(MCV). These groups pool capital into a smart contract and members vote on which 

projects to fund. The LAO launched in 2020 as one of the first, and it has already made 

over 100 Web3 investments. MCV grew out of the MetaCartel community, focusing on 

early-stage Ethereum dApps. It follows the same model: a collective making joint 

decisions (Alon, Sauge Berthelsen, Bjellerås, & Silva-Rêgo, 2025). 
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Table 3: Comparison between traditional VCs and venture DAOs. Source: Gate.io, UChicago Business 

Law Review. 

 

1.9 The Crypto Competitive VC Landscape: Who's Who 

The crypto venture capital ecosystem is rich and varied. Grasping this landscape is key 

to understanding the different value each type of investor brings.  

Table 4: Main categories of investors active in crypto. Source: Coinbase Institutional, Gate.io. 

 

Key Characteristics Traditional VCs Venture DAOs

Decision Making
Small group of partners make decisions 

privately: fast but opaque.

Democratic and token-based voting: 

slower but more transparent.

Capital and Check Size
Large capital and lead large rounds with 

big checks.

Smaller pools and often co-invest in 

smaller amounts.

Expertise and Value-

Add

Deep expertise, strong networks, brand 

reputation.

Community-driven expertise: more 

organic but less structured.

Alignment and 

Philosophy

Return-driven, clear timelines, centralized 

control.

Aligned with decentralization ethos and 

may be flexible on return forms.

Regulatory and Legal 

Structure

Established legal entities with strong 

enforceable contracts.

Legal gray zone. Some are structured as 

LLCs, others are less formal.

Competition or 

Complement

Can lead rounds and sometimes 

collaborate with DAOs, but also compete.

Often co-invest with VCs, but sometimes 

compete on ideological appeal.

Investor 

Type
Key Players Key Strengths What They Do

Traditional 

VCs

a16z, Sequoia, 

USV, Lightspeed.

Big checks, mainstream 

network, long-term support, 

talent access.

Lead large rounds, board seats, 

support with hiring, scaling, 

legal, and PR.

Crypto VCs

Paradigm, 

Pantera, 

Multicoin, Electric 

Capital.

Early believers, tokenomics 

design, protocol governance, 

network access.

Invest in tokens/equity, advise 

on tokenomics, help with 

listings, governance, token 

launches.

Trading 

Firms

Jump Crypto, 

Wintermute, 

CMS, GSR.

Provide liquidity, market-

making, tech insights, quick 

execution.

Trade tokens, provide 

liquidity, invest in ecosystems 

they trade in.

Exchange 

VCs

Yzi Labs, Bybit, 

Coinbase, OKX 

Ventures.

Listings help, exchange access, 

marketing support, deep user 

base.

Invest in ecosystem projects, 

offer exchange listings, cross-

promotion, market access.

Hedge 

Funds / 

Institutional

Coatue, Temasek, 

Tiger Global, 

SoftBank.

Big checks, later-stage 

validation, network effect.

Join later rounds, bring capital, 

de-risk for other investors.

DAOs and 

Angels

The LAO, 

MetaCartel, Seed 

Club, Angels.

Grassroots capital, early 

conviction, community 

support, decentralization ethos.

Pre-seed/seed funding, 

governance participation, 

advocacy, early user testing.
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4. CHAPTER 2: SUCCESS FACTORS IN CRYPTO VC 

In a rapidly evolving and volatile industry like crypto, separating long-term winners from 

hype-driven projects is no easy task. Unlike in traditional tech, where success often 

depends on revenue growth and market share, crypto startups are evaluated on completely 

different factors. Achieving success and staying relevant across cycles is a major 

accomplishment for any VC firm. 

2.1 Traits of Top Crypto VC Firms 

A few VC firms have risen to the top in crypto. Names like a16z, Paradigm, Multicoin, 

Sequoia, and Pantera stand out. They’ve each built unique strategies that helped them 

thrive in both bull runs and bear markets. 

The Core Theses That Guide Them 

Every top VC has a clear thesis. a16z bets on the “price-innovation cycle” idea: hype 

drives new ideas, which bloom after the bubble pops. Paradigm, co-founded in 2018 by 

Coinbase’s Fred Ehrsam and former Sequoia partner Matt Huang, sees crypto as the 

foundation of a new economic system. The firm is known for its deeply technical 

approach, hiring engineers and co-developing protocols. 

Multicoin makes high-conviction, contrarian bets. They backed Solana early, betting on 

a fast, single-chain system when most were going modular. They have also published 

extensive research. Pantera, one of the oldest in crypto (founded in 2013), is cycle-aware. 

They buy low during bear markets and sell into peaks. Sequoia takes a more classic tech 

VC approach, investing in big markets and adding crypto to their broad portfolio. 

Patterns Behind the Success of Crypto VCs 

• Deep expertise: They hire researchers, protocol experts, and builders. Paradigm’s 

team helped shape Uniswap (even publishing an early memo recognizing that an 

automated market maker (AMM) on Ethereum could revolutionize trading). a16z 

crunches blockchain data. Multicoin publishes research theses backing their picks 

and explaining their conviction. 

• Strong support: They leverage strong networks and support systems to give their 

startups an edge. a16z built a full team for founders: legal, PR, engineering, hiring, 

compliance. Having backed web2 giants like Facebook and Google, a16z 

imported that playbook to web3 by surrounding founders with resources that 

young crypto startups historically lacked.  They help founders beyond just writing 

checks. 

• Bold in bear markets: They raise and invest when the market is down. a16z 

launched its first $300M crypto fund in 2018’s bear market (Cuthbertson, 2018) 

and continued to double down with ever-larger funds through the 2019–2020 
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doldrums. Pantera has survived 80% drawdowns and kept buying. This lets them 

buy cheap when others panic. 

• Stick to theses: They avoid hype. During the 2021 bull run, a16z and Paradigm 

focused on Layer-2s, NFT platforms, and DeFi. Not memecoins. They focus on 

the infrastructure and platforms they believe will retain value long-term. 

Timing Is Everything 

These firms know when to go big. a16z raised over $9 billion for crypto by 2022. 

Paradigm had over $13 billion in assets under management (AUM) by the same time 

(Newcomer, 2022). Paradigm launched an $850 million fund in 2023 aimed at distressed 

or early-stage opportunities arising from the bear market (Millard, 2024). Timing matters 

a lot. The best deals often happen in the depths of bear markets. Betting big when others 

are scared has been key to their long-term success. 

Adaptation Is Key 

Multicoin is a case study. After a 9,000% run in the 2021 bull, they lost 91.4% in their 

flagship fund in 2022 due to FTX. But they survived. In a letter to LPs, Multicoin admitted 

2022 was its worst performance on record, as they failed to avoid FTX’s “explosive 

revelations”. They swiftly created a side-pocket for assets stuck on FTX and outlined new 

policies: keeping at most 48 hours’ worth of trades on any exchange and diversifying 

custodians to limit counterparty risk (Haqshanas, 2023). By 2024, their AUM was 

growing again. They took a hit but bounced back. 

2.2 Case Studies: High Performers vs. Failures in Crypto Investments 

Examining concrete examples of startups that became breakaway successes versus those 

that imploded illuminates the factors that VCs and founders get right or wrong. In the 

crypto arena, the difference between a Solana and a Terra, or a Uniswap and a failed 

exchange like FTX, often comes down to fundamentals that were evident (or missed) 

from the start. 

High-Performing Crypto Startups and Why They Succeeded 

Solana (SOL): In 2018, Multicoin Capital and others invested in Solana’s seed round. At 

the time, Ethereum dominated the scene, and many doubted the need for another high-

speed blockchain. Solana's founder, Anatoly Yakovenko, introduced Proof-of-History, 

enabling high throughput without sharding. Multicoin believed in a "web-scale" 

blockchain and supported Solana from the start. They even published research like "The 

World Computer Should Be Logically Centralized" (2019) to explain Solana's design. 
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By 2020, Solana launched its mainnet and developers were attracted by its speed and low 

fees. During the 2021 bull run, Solana found product-market fit in areas like high-

frequency trading and NFT minting. Despite challenges like outages and centralization 

concerns, its community grew, with backers organizing hackathons and ecosystem funds 

to support projects on Solana. Multicoin reported a multiple on invested capital (MOIC) 

of over 1,000x on its SOL investment by late 2021. 

Figure 4: Estimated MOIC on Multicoin Capital’s SOL investment. Data source: CryptoRank. 

As of 2025, Solana has grown into a top Layer-1 with a market cap surpassing $100 

billion. It boasts the fastest-growing developer ecosystem in crypto, even surpassing 

Ethereum on some usage metrics. Factors in its success include a strong technical team, 

significant speed and cost advantages, early VC backing, and sustained community 

support. Even after a 97% drop from $260 to $8 post-FTX collapse (FTX was a big Solana 

supporter and had a lot of its reserves in Solana), investors focused on improving 

reliability and decentralization. Solana’s story also exemplifies how timing and cycle 

savviness matter, as it launched at the right moment to ride the DeFi and NFT wave of 

2021, and its investors prudently took some profits near the top. The 2024-2025 

memecoin boom and platforms like pump.fun further boosted its growth, allowing it to 

surpass its 2021 all-time high in 2025. 

Even the president of the United States, Donald Trump, chose to launch his official 

memecoin on Solana instead of Ethereum. Solana is currently the blockchain of choice 

for builders, developers, and token launchers. 

Uniswap (UNI): Uniswap’s rise is a case study in founder-market fit and how VCs can 

identify winners by staying plugged into developer communities. Uniswap was created 

in 2018 by Hayden Adams, an independent developer inspired by a concept Vitalik 

Buterin published for an automated market maker exchange. With a small grant from the 
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Ethereum Foundation, Adams developed Uniswap V1, which quickly gained users for its 

simple token swaps. Paradigm's Dan Robinson, familiar with Adams from Ethereum 

meetups, recognized its potential and advocated for investment. Within weeks of joining 

Paradigm, Robinson wrote a memo advocating an investment in Uniswap. 

In mid-2019, Paradigm led Uniswap's seed round. By 2020, a $11 million Series A 

included a16z and others (Adams, 2020). Investors contributed beyond capital: 

Paradigm's researchers helped develop the product (Uniswap V2 and V3), introducing 

features like concentrated liquidity, improving capital efficiency up to 4,000x. 

By October 2022, Uniswap Labs was valued at $1.66 billion. The protocol handled 

billions in monthly trading volume. Success factors included clear product-market fit, 

continuous innovation, and strong governance. In 2020, Uniswap's UNI token airdrop 

initiated decentralized governance. While early investors like Paradigm held significant 

UNI stakes, they supported community control, despite some controversies like a16z's 

influence in a 2023 governance vote, which sparked a debate on VC power in 

decentralized protocols. 

The fact that Uniswap had broad community ownership, with VCs not owning too large 

a slice of tokens and a public airdrop distribution, helped align users and investors toward 

the same goal: growing the pie rather than fighting over pieces. 

Learning from Failed Investments: Why Some Projects Fell Short 

Success in crypto is far from guaranteed. In fact, the landscape is littered with high-profile 

failures that at one time were heralded as the next big thing. 2022 was home to two of the 

most dramatic collapses in recent memory: Terra (LUNA) and FTX. 

Terra (LUNA): Terra's ecosystem centered on LUNA and the algorithmic stablecoin 

UST. By early 2022, LUNA's market cap exceeded $40 billion, driven by high yields (up 

to 20% APY) from the Anchor Protocol. VCs like Coinbase Ventures, Galaxy Digital, 

Polychain, and Pantera Capital invested over $200 million between 2018 and 2021 

(Kessler & Young, 2022). 

The project seemed to have everything: charismatic founder Do Kwon, rapid user growth, 

and big-name backers. However, UST wasn't backed 1:1 by assets, and it relied on 

minting and burning LUNA to maintain its peg. Critics warned of a potential "death 

spiral" if confidence waned. In May 2022, UST lost its $1 peg, and within days, UST fell 

to a few cents and LUNA effectively to zero. The $40 billion loss triggered a broader 

market crash. 

Key missteps included overemphasis on short-term growth and metrics over resiliency. 

Then there was the hype and confirmation bias. Once a few reputable funds invested, 

others followed, assuming “someone must have vetted it.”  This herd behavior among 

investors is dangerous, but always present. 
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Pantera Capital managed to exit most of its LUNA position before the collapse, turning a 

$1.7 million investment into approximately $170 million (Khatri, 2022) - a 100x MOIC. 

In contrast, retail investors and latecomer funds were left holding the bag as LUNA and 

UST imploded, with devastating losses wiping out life savings in some cases.  

FTX Exchange (FTT): If Terra’s demise was due to a flawed model, the collapse of the 

FTX crypto exchange in November 2022 was due to flawed governance and alleged 

fraud. Founded in 2019 by Sam Bankman-Fried (SBF), FTX quickly became a top crypto 

exchange, valued at $32 billion by early 2022 (Sigalos, 2022). It had all the markings of 

a VC darling: a meteoric growth rate, a charismatic young founder with an MIT pedigree, 

and a profitable business on paper.  

Sequoia Capital and all sorts of blue-chip funds poured capital into FTX over multiple 

rounds. However, in November 2022, revelations about misuse of customer funds by 

SBF's trading firm, Alameda Research, led to a liquidity crisis. FTX filed for bankruptcy, 

and SBF was arrested on fraud charges. 

Investors overlooked basic governance principles: FTX lacked an independent board, had 

no CFO, and operated from the Bahamas with minimal oversight. Due diligence focused 

on financials and SBF's vision, missing the precarious relationship with Alameda. 

Sequoia even published, and later deleted, a glowing profile of SBF titled “Sometimes 

the hero is a 29-year-old MIT grad,” highlighting how enthralled they were by his 

persona. Not much later, Sequoia marked its $213 million investment in FTX down to 

zero. 

The FTX collapse underscored the need for rigorous scrutiny, especially during rapid 

growth. Sequoia and others reported that, even as FTX was collapsing, they still didn’t 

have access to full balance sheet information. On top of that, FTX’s financing rounds felt 

like hot tickets; firms likely feared missing out on the next Coinbase and thus rushed in 

without carrying out proper due diligence. Post-collapse, VCs have tightened due 

diligence, emphasizing proof of reserves and clearer financial separations for any firm 

that has both an exchange and a trading arm 

FTX’s misjudging wasn’t about missing a technical risk (as with Terra) but about 

misplaced trust and insufficient governance, a failure mode that is avoidable with 

discipline and healthy skepticism. 

Takeaways from Four High-Stakes Bets 

Success stories like Solana and Uniswap show that strong teams, solid technology, and a 

clear product-market fit win. On the other side, failures like Terra and FTX show that 

hype without solid foundations leads to collapse. VCs need to stay sharp, not just follow 

the crowd. 
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But here’s the key takeaway: Even projects that fail like Terra or FTX can make investors 

money if they exit at the right time. Again, timing matters. The key to successful investing 

is knowing when to get in and when to get out.  

2.3 Evaluating the Impact of Failed Crypto VC Funds 

It’s not just startups that fail in crypto; VCs and hedge funds do too. And when they 

collapse, the damage spreads fast. In 2022, several major crypto funds either blew up or 

faced deep trouble. The collapse of a VC fund can greatly impact portfolio startups. 

What Happens When a Crypto VC Fund Fails 

Traditional VC funds are usually closed-end and illiquid, so they rarely collapse outright. 

But in crypto, the lines blur. Some VC firms act like hedge funds, making big token bets 

or using leverage. The quintessential example is Three Arrows Capital (3AC), which was 

not a classic VC, but acted like one. It made huge bets on tokens like LUNA, AVAX, and 

startups like BlockFi. When Terra collapsed in 2022, 3AC’s leveraged bets fell apart and 

they owed over $3 billion (Khatri, Weeks, & Copeland, 2022). That sparked a fire sale: 

their token holdings were dumped on the market, crashing prices. Startups they backed 

suddenly had their equity in the hands of bankruptcy liquidators. Some projects scrambled 

to buy back their equity or token rights to avoid ending up with unknown investors.  

The FTX collapse was even messier. FTX Ventures had backed over 250 crypto startups, 

and when FTX and Alameda fell, they left a black hole. Many projects lost future funding, 

partnership deals, and their reputation took a hit by association. Any tokens FTX held got 

frozen in bankruptcy, and when the estate sold them off to repay creditors, token prices 

crashed. FTX’s collapse also made life harder for all crypto projects: more regulation, 

fewer banking partners, and tougher scrutiny. 

Early Warning Signs of Trouble 

A fund that is misallocating capital or in trouble usually presents the following signs: 

• Overexposure: A fund that is all-in on one token or strategy is vulnerable. 

• Leverage games: Yield farming, DeFi loans, or big bets on trading can boost 

gains, but also blow up in a downturn. 

• Lack of transparency: A fund that doesn’t share its holdings, audit information, 

or risk strategy might be hiding something. 

• Silence in a crisis: When founders go dark during market turmoil, that’s a big 

warning sign. 

In the 3AC case, founders Su Zhu and Kyle Davies went silent on social media right as 

rumors swirled, which was a bad sign that preceded their fund’s collapse. On the contrary, 

funds like Multicoin learned from mistakes. Founders Kyle Samani and Tushar Jain wrote 



19 
 

to investors after losing 91% in 2022 (Haqshanas, 2023), admitted their errors, and 

changed their risk rules. That honesty can help a fund survive during the downturns. 

Lessons Learned from Fund Failures  

The 2022 wipeouts revealed key risk management practices for venture funds: 

• Separate trading and venture: Mixing long-term VC bets with short-term 

trading often leads to poor outcomes. 

• Perform rigorous due diligence: Asking for audits, balance sheets, and clear 

information before investing is essential. 

• Manage liquidity: Keep funds in safe custody, not on exchanges. 

• De-risk: Take profits when a position grows too big or risky, like Pantera did 

when it sold 80% of its LUNA before the crash. 

• Have a risk officer: Someone should challenge the herd and question risky 

moves. 

• Stay humble: Even big names can blow up. 3AC, FTX, and Celsius proved that. 

Impact on Invested Startups  

When a VC fails, its portfolio startups suffer: 

• Lost funding: Follow-on investments expected from the VC vanish. 

• Reputation damage: Having a bankrupt backer on the cap table can scare away 

other investors. 

• Board seat chaos: Liquidators may claim board seats or leave them vacant. 

• Token sell pressure: If the fund held significant tokens, liquidation can trigger 

sharp sell-offs and tank the price. 

• Distracted teams: Startups might have to waste precious time managing the 

fallout, like negotiating buybacks or calming investors. 

Some founders handled it smart. Mysten Labs (Sui) quickly repurchased FTX’s stake to 

protect themselves (Wang, 2023). Others cut costs fast when they sensed trouble. 

Final Takeaways 

A failing VC can be as dangerous as losing a key customer or partner. In crypto, it’s even 

worse because token holdings connect everything. That’s why founders now diversify cap 

tables, raise from multiple investors, and avoid over-reliance on a single fund. More 

projects also raise from their community through token sales to spread the risk. 2022’s 
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fund failures left a scar. Founders and VCs alike know they need to watch out not just for 

project risks, but for the risks in their backers too. 

2.4 Key Factors That Make a Crypto Startup Investment-Worthy 

What separates the startup that gets a16z or Paradigm to wire millions from the one that 

gets a polite “we’ll pass”? It’s not just hype or a flashy deck, but these core things: 

• Founder–market fit and team excellence: VCs back people first. In crypto, this 

means founders who deeply know the space. Maybe they built in DeFi, hacked on 

Ethereum, or wrote key code. A strong team with the right skills and drive is non-

negotiable. Coinbase’s Brian Armstrong had early conviction, technical chops, 

and a mission-driven mindset. Investors bet on people who can adapt and build 

for the long term. 

• Innovative technology and product differentiation: VCs always look for 

something new, whether it’s a fresh protocol design, a clever use of cryptography, 

or a huge step up in user experience. Chainlink tackled the oracle problem. dYdX 

brought complex trading on-chain when no one else could. A startup needs a moat, 

even in open source. Without a unique edge, VCs will shy away. High-performing 

startups usually have at least one key innovation that sets them apart. Importantly, 

it’s not innovation for innovation’s sake; it should tie to a compelling use case. 

• Network effects and community traction: Crypto runs on community. VCs look 

for signs of traction: GitHub commits, Discord engagement, growing usage. A 

strong, active community can become a startup’s best marketing. Examples are 

Ethereum’s early days or Uniswap’s explosive growth in 2020. Investors will ask: 

are the users just speculators, or true believers? Effectively, the community 

becomes an unpaid marketing and R&D arm, which is incredibly valuable. A 

healthy community signals staying power.  

• Market size and vision (with tealistic use cases): The dream matters, but so does 

the plan. Crypto VCs want startups that go after large addressable markets, but 

they also want to see how the startup will get there. A bold vision backed by a 

clear, practical roadmap is a winning combo. The best crypto projects articulate 

how they could scale to millions of users or billions in transaction value, even if 

they are niche today. 

• Regulatory awareness: Crypto lives in a legal minefield. That’s why VCs avoid 

startups that ignore laws or act recklessly. A clear, proactive regulatory plan is 

needed. After all, investors want a return on investment, and that is hard to achieve 

if the startup is shut down by authorities or entangled in legal woes for years. 
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Startups like OpenSea nailed these and, as a consequence, VCs rushed in. Not every 

startup will be an OpenSea, but the framework remains: the more boxes a startup ticks, 

the more investment-worthy it is. 

2.5 Tokenomics: How Economic Design Influences Attractiveness 

Tokenomics is the economic design of a crypto token. It shapes how tokens are 

distributed, used, and valued. For investors, solid tokenomics make a project way more 

attractive. Here's what they look for: 

Vesting and Lockups: Preventing Early Dumps 

Investors prefer tokens that unlock gradually. This approach prevents sudden sell-offs that 

can crash prices (Sawinyh, 2024). For example, Polkadot implemented a 2-year vesting 

schedule for private sale investors, allowing the market to absorb tokens slowly. 

A typical industry standard vesting schedule includes a 6-12 month cliff where no tokens 

are released, followed by monthly or quarterly unlocks. This structure aligns team and 

investor incentives with the project's long-term success. Essentially, team and investors 

should win only if the project’s token value grows over time, which correlates with user 

adoption and network utility. 

Supply Models: Inflationary vs. Deflationary 

Tokens can be inflationary, deflationary, or a mix of both: 

• Inflationary tokens increase supply over time, often to reward participants. For 

instance, SOL and DOT expand their supply through staking rewards. This model 

risks value dilution if demand doesn’t keep up with new supply (Surve, 2023). 

• Deflationary tokens reduce supply, creating scarcity. Mechanisms like token 

burns permanently remove tokens from circulation. Many successful projects start 

inflationary to incentivize early users, then plan to taper off inflation as the 

network matures. Even Bitcoin follows this kind of path, with its block reward 

halving every 4 years, trending toward a fixed cap of 21 million BTC. 

Many projects adopt hybrid models. Ethereum, for example, transitioned from a modest 

inflation model to a potentially deflationary one with EIP-1559, reducing supply during 

high network activity. 

Token Utility and Value Accrual 

A token's worth depends on its utility and how it captures value: 

• Utility: Tokens are usually used for paying fees, staking, or accessing features. 

For instance, ETH is used to pay gas fees on the Ethereum network. If staking 

rewards are purely inflationary, which implies printing more tokens to pay stakers, 

one must weigh if the real yield (after inflation) is positive. 
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• Value Accrual: Mechanisms that return value to holders, like revenue sharing or 

token burns. For example, some protocols with governance tokens distribute a 

portion of transaction fees to token stakers. 

Projects with clear utility and value accrual mechanisms are more attractive to investors. 

Unlock Schedules and Market Impact 

Token unlocks affect market dynamics:  

• Linear Unlocks: Tokens are released gradually, minimizing market shocks. 

• Cliff Unlocks: A large number of tokens are released at once after a set period, 

which can lead to price volatility. 

Investors keep an eye on unlock schedules to anticipate potential price movements, so 

transparent and well-structured unlock plans build trust. Simply put, evaluating a crypto 

startup is like evaluating a mini economy: it’s not just a bet on a product, it’s a bet on an 

economy around a token. 

2.6 Balancing Decentralization and Profitability 

The ethos of public blockchains and Web3 is built on decentralization. The whole idea 

behind crypto is distributing power among users rather than concentrating it in the hands 

of a few greedy investors. Hence why crypto projects face a tough choice: raising money 

from VCs or building with the community’s support.  

How Projects Raise Money 

Early giants like Bitcoin and Ethereum were fully community-funded. Bitcoin had no VC 

investors, and Ethereum’s 2014 crowdsale raised over $18 million from more than 8,000 

people, creating a wide, decentralized ownership base (Magas, 2020). With the ICO boom 

of 2017, community funding in the form of token crowdsales became common. 

Projects like Filecoin raised raised $50 million from VCs and a staggering $200 million 

from the public, blending private capital with community involvement (Wilhelm, 2017). 

Solana followed a similar path, with early VC rounds followed by a broad token 

distribution. Others, like dYdX, raised money privately, then allocated over 50% of their 

tokens to the community through airdrops and rewards. One TechCrunch report noted that 

by early 2018, although the number of ICO deals was fewer than VC deals, the average 

ICO size was much larger, meaning projects treated their first token sale more like a later-

stage funding event than a typical seed round (Rowley, 2018). 

On the flip side, some projects try to avoid VCs entirely to maintain fair launch credibility. 

However, lack of funding from a formal entity can slow progress for years. 

VCs as Large Token Holders 
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In most Web3 launches, insiders and early backers get 20–50% of tokens, and that 

includes VCs. Those tokens usually come with voting rights, so, while a project might 

call itself “community-run,” a few big players often hold most of the power. 

When Uniswap’s UNI launched in 2020, big slices went to a16z and Paradigm. By 2023, 

a16z alone held 15 million UNI, which was over 6% of the supply. In a key vote on which 

cross-chain bridge to use, a16z backed LayerZero, which was a company it had invested 

in (Morgan, 2023). The community backed Wormhole instead, which won with 66% of 

the votes, but it took major pushbacks from other whales and Uniswap’s own foundation 

to beat a16z’s block, who later delegated some of its voting power to independent groups, 

like university blockchain clubs. The incident raised real questions: how decentralized is 

a protocol if one VC can try to swing the outcome? (Kessler, 2023). 

On one hand, VC involvement had helped Uniswap become a powerhouse, but on the 

other hand, that same involvement meant a16z had the power to push its own interests via 

governance, potentially against the majority of smaller token holders. And it wasn’t just 

Uniswap. Lots of other projects face the same problem. 

Does VC Funding Hurt Decentralization? 

VC funding doesn’t have to hurt a project’s community focus if it’s handled right. 

Problems arise when insiders hold too many tokens or dump them on the market as soon 

as they unlock. Good VCs take steps to avoid these issues, accepting longer lockups, 

smaller allocations, or delegating governance votes to the community. Some commit to 

holding tokens long-term and actively support open governance. Transparency is key, and 

that’s why many projects now publish token distribution and unlock schedules. The 

community has learned to watch for warning signs like insider-heavy token allocations or 

short lockups. 

Progressive Decentralization 

Most crypto startups still begin life as centralized entities with a plan for “progressive 

decentralization.”  This term, popularized by former a16z crypto partner and founder of 

Variant Fund Jesse Walden, refers to gradually handing over control to a community as 

the network matures. But that takes years, and VCs stay powerful during that window. 

Regulators have even picked up on this: one factor that can determine if a token is seen 

as a security is whether a network is sufficiently decentralized (the Hinman guidance in 

2018 hinted at this).  

Balancing the Paradox 

Can decentralization and VC involvement coexist harmoniously? The industry is still 

searching for the right balance. Some approaches include: 
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• Long vesting: Lock up VC tokens for years, giving time for the community to 

grow and dilute the initial concentration. 

• Vote escrows/quadratic voting: Make it harder for whales to dominate by 

making additional votes exponentially costly or by requiring locking tokens, 

favoring long-term holders. 

• Delegation: VCs can give votes to independent community reps. This was seen 

in Uniswap, where a16z delegated votes to a university student group (Sinclair, 

2023). 

• Clear decentralization roadmaps: Spell out how control will shift over time, 

like moving admin keys to multisigs, liquidity mining, or doing more airdrops. 

• Reputation pressure: If a VC dumps or votes selfishly, the community notices, 

and that will hurt their future deal flow. 

In the end, founders and core teams often hold more power than VCs. But VCs still get 

more critics, because they’re seen as outsiders chasing profit in a space that preaches 

community ownership. If done right, VC funding doesn’t kill decentralization but helps 

projects scale faster, reach more users, and deliver real value without sacrificing the core 

Web3 ethos of shared ownership. Chris Dixon of a16z often says the goal is to build 

networks where the value primarily flows to the users. 
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5. CHAPTER 3: RISK MANAGEMENT AND CHALLENGES 

Crypto venture capital investors operate in an environment of extreme volatility, 

regulatory uncertainty, and unique technological risks. As such, they aim to limit the 

downside while still capturing the outsized upsides of this emerging sector. 

3.1 Mitigating Key Risks in Crypto Venture Investing 

The success of a crypto VC firm hinges on its ability to manage multifaceted risks and 

adapt strategies to fast-changing market conditions. 

Market Volatility and Liquidity Risks 

Crypto markets are known for their rapid price swings. In 2022, the collapse of Terra 

(LUNA) wiped out over $40 billion. (York, 2023). Liquidity can evaporate quickly during 

such downturns, leaving investors unable to exit positions without hefty losses. 

Additionally, price manipulation is a known hazard in thinly traded tokens, as pump-and-

dump schemes and orchestrated short squeezes can distort valuations. A recent case in 

2025 saw a market-making intermediary secretly gain control of 66 million tokens of the 

project Movement, then dump them immediately after exchange listing, causing a $38 

million sell-off and steep price drop (Kessler, 2025). 

To mitigate such risks, VCs: 

• Adopt long-term investment horizons to weather short-term turbulence. 

• Implement staggered token sales post-lockup to prevent market flooding. 

• Include clauses in token purchase agreements to manage liquidity, such as anti-

dumping provisions. 

• Coordinate with exchanges or liquidity providers to support trading of portfolio 

tokens. 

• Some funds use hedging strategies, like short positions or options on major crypto 

assets, to offset potential losses. 

Regulatory and Compliance Challenges 

Regulatory landscapes for crypto are evolving. In the U.S., the Securities and Exchange 

Commission (SEC) has increased enforcement actions. The threat of a token being 

deemed an unregistered security is ever-present. As Schwinger (2024) notes, a federal 

judge ruled in 2023 that several tokens involved in the Terra case were indeed “securities” 

under U.S. law. Conversely, the European Union's Markets in Crypto-Assets (MiCA) 

regulation, effective from December 30, 2024, provides a unified framework for crypto-

assets across EU member states, which is expected to bolster venture investment by 

reducing compliance ambiguity (Canny, 2025).  
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However, regulation is a double-edged sword. MiCA, for instance, imposes capital and 

disclosure requirements that could strain smaller crypto firms, leading some to reconsider 

their jurisdictional base in favor of more permissive environments (McNee, 2025). 

VCs manage regulatory risks by: 

• Conducting thorough legal due diligence to assess potential compliance issues. 

• Structuring investments through legal instruments like the SAFT. 

• Encouraging portfolio companies to implement robust Know Your Customer 

(KYC) and Anti-Money Laundering (AML) procedures. 

• Advising startups to seek licenses where necessary and engage proactively with 

regulators. 

• Participating in industry lobbying efforts to advocate for clearer regulations. 

Security and Technological Risks 

The crypto sector has witnessed significant security breaches. In 2024, hackers stole 

approximately $2.2 billion from crypto platforms, marking a 21% increase from the 

previous year (Reuters, 2024). Beyond external hacks, there’s risk of insider malfeasance 

or rug pulls, where founders or developers drain funds from their own project and 

disappear. 

To counteract these threats, VCs: 

• Require independent security audits from reputable firms (like OpenZeppelin, 

CertiK, or Trail of Bits) before finalizing investments. 

• Assess project architectures for vulnerabilities, such as single points of failure. 

• Promote best practices in cybersecurity across their portfolios. 

• Support the establishment of bug bounty programs to identify and fix 

vulnerabilities proactively. 

• In some cases, venture firms themselves will participate in testnets or code audits 

alongside the team, essentially “white-hat” testing the product pre-launch. 

Founder and Execution Risks 

Venture capital is fundamentally a bet on people, and in crypto, backing the wrong team 

can be especially costly. The collapse of FTX in 2022, due to mismanagement and lack 

of oversight, underscores the importance of this evaluation (Byrne, 2022). 
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Beyond outright fraud, there’s the risk of founders simply overpromising and 

underdelivering, which is a common issue in an industry filled with optimistic roadmaps 

and complex R&D. 

VCs address these risks by: 

• Conducting comprehensive background checks on founders. 

• Requiring transparency regarding team identities and qualifications. 

• Insisting on sound corporate governance structures, including the establishment 

of boards and financial reporting systems. 

• Providing active support in areas like hiring, tokenomics, and community 

engagement. 

• Monitoring for early signs of execution issues and intervening when necessary. 

PitchBook (2025) data shows that even as crypto funding rebounded modestly in late 

2024, the deal count fell, indicating that investors are writing checks to fewer, more 

established teams rather than many unproven ones. 

3.2 Macroeconomic Factors and Market Cycles 

Crypto moves with the broader economy, and so does funding. When money is cheap, 

crypto booms. When rates rise, the sector tightens (S&P Global, 2023). 

The Role of Interest Rates and Global Liquidity 

In 2021, low interest rates and stimulus drove Bitcoin to $69,000 and total crypto market 

cap to $3 trillion. Crypto VC funding peaked at over $30 billion.  But by 2022, central 

banks, led by the U.S. Federal Reserve, were raising rates to combat inflation. Risk-free 

yields climbed, making speculative assets like crypto less attractive.  

Crypto VCs watch central bank policies, inflation trends, and money supply. When capital 

is cheap, they raise larger funds and invest more. When liquidity tightens, they slow new 

deals and support existing portfolios. A high-interest-rate environment “disincentivizes 

venture allocators” (Thorn, 2025). 

Institutional Adoption 

59% of institutional investors now dedicate at least 10% of their portfolios to Bitcoin and 

other digital assets, according to Pinnacle Digest (2025). However, traditional financial 

institutions entering the space also become competitors, with firms like BlackRock and 

JPMorgan having launched crypto products. A report by JPMorgan (2025) notes that this 

could potentially divert investments away from crypto VC funds in certain sectors.  

JPMorgan analysts predict a bounce-back in crypto VC funding as new U.S. crypto-

friendly policies and regulatory clarity under the new administration encourage 
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institutions to re-engage (Canny, 2025). Galaxy Digital’s research (2025) observes that 

the launch of regulated investment vehicles like crypto ETFs also lowers the bar for 

institutional and retail money to flow into the crypto market, creating more end-user 

demand for the products and services in crypto. But most large allocators prefer to gain 

crypto exposure via large, liquid vehicles like ETFs, rather than committing to early-stage 

VC funds. This dynamic pressures crypto VCs to demonstrate alpha that can’t be easily 

obtained through passive exposure. 

Bull vs. Bear Market Strategies 

Crypto VCs adapt to market cycles. They aim to buy low and sell high. The idea is to 

invest and build positions during the quieter troughs (bear markets), and harvest gains or 

secure advantageous deals during the peaks (bull markets). For example, in 2021, many 

VCs funded NFT marketplaces and gaming platforms, capitalizing on rapid user growth. 

In bear markets, deals are fewer and at lower valuations, sometimes 50% less than in the 

previous bull markets, indicating VCs only fund the most promising projects, according 

to Bloomberg (2024). Some of the most successful crypto projects, like Ethereum and 

Uniswap, were built during bear markets, so VCs who invest during downturns often find 

the best opportunities at lower prices. Since LPs are more eager to commit capital when 

they see the sector booming, several crypto VC firms announced their largest-ever funds 

in 2021–2022 at the market top. This gave them more capital to deploy during the bear 

market. 

3.3 Hedging and Strategic Risk Management Techniques 

Crypto venture capital firms use diverse strategies to manage risk and navigate the 

market's ups and downs. 

Portfolio Diversification Across Sectors and Themes 

Diversification is a cornerstone of risk management for any investor, and in crypto it 

means ensuring exposure to a wide range of sectors and use cases within the blockchain 

ecosystem. If one sector underperforms, gains in another offset losses. It’s a way of 

applying the classic venture model (where a few big winners make up for several losses) 

across different crypto themes, increasing the odds that at least one bet in each category 

yields a winner. 

Sector rotation is evident in crypto. In 2022, venture money rotated out of frothy areas 

like NFTs and into infrastructure and Web3 applications (Thorn, 2025). In 2023–2024, as 

excitement grew around AI, many crypto VCs directed funds toward AI x Crypto 

convergence projects (Crawley, 2025). Geographical diversification is also key. By 

investing in projects from different regions, VCs mitigate risks associated with local 

regulations or market conditions. 
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Balancing Equity, Tokens, and Hybrids 

The liquidity gained from tokens is a double-edged sword because it introduces volatility 

and market risk. Token prices can crash due to speculative swings unrelated to 

fundamental progress, and they also face regulatory uncertainty (several may be deemed 

securities), which can restrict how VCs distribute or sell them. Moreover, holding tokens 

doesn’t necessarily confer influence on the company’s management, though large token 

holders might have votes in decentralized governance. 

There are trade-offs for equity and token (hybrid) deals too, as they can be complex to 

structure and require careful legal frameworks (the SAFT approach emerged to handle 

token pre-sales legally). Some top funds with strict LP agreements may even be 

constrained on holding tokens directly, as it might classify them as a hedge fund, so they 

create separate offshore entities or parallel funds for token investments.  

Legal Structures and Jurisdictional Arbitrage 

Legal structuring is crucial in crypto investing. Two key considerations are the domicile 

of the VC fund itself and the domicile of the projects in which it invests. VCs often 

establish funds in jurisdictions with clear and favorable crypto regulations, such as the 

Cayman Islands and Singapore. This setup can offer tax benefits and more flexibility in 

handling digital assets. Firms like a16z and Paradigm reportedly set up parallel offshore 

funds specifically to participate in certain token deals without running afoul of U.S. 

securities laws. The details are often kept private, but it’s a common industry practice. 

Similarly, they encourage portfolio companies to incorporate in crypto-friendly regions 

like Switzerland or the UAE. Operating in these jurisdictions can provide clearer 

regulatory guidance and potentially reduce legal risks. A 2023 analysis from ION noted 

that MiCA’s uniform framework in the EU could attract more crypto startups to Europe, 

and thus VC money, whereas overly strict enforcement in the U.S. risked driving 

innovation offshore (Turton, 2024). 
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6. CHAPTER 4: SCALING AND INSTITUTIONAL 

INVOLVEMENT 

Crypto VC is no longer just about small seed rounds and early bets. Top firms now 

manage billions, run complex fund structures, and attract capital from major institutions. 

4.1 From Early Stage to Over $1 Billion in AUM 

Scaling a crypto VC firm is tough. That’s why most start small, with one fund, a few 

partners, and early-stage deals. The best grow fast by leveraging outsized early wins to 

raise bigger funds. Pantera Capital, a16z, and Paradigm did just that. They didn’t just stick 

to one model, either. Some kept a classic 10-year VC fund structure. Others, like early 

crypto funds, used hedge-fund-style setups to manage liquid tokens with side pockets or 

open-ended structures (Duong, 2020). Now, top firms manage both long-term equity 

funds and liquid token funds. It’s all about having the right setup to move capital fast. 

Smart Capital Allocation 

Managing a billion-dollar fund takes discipline, especially in crypto. Top VCs rebalance 

portfolios and hold reserves for follow-on rounds. Unlike startup equity, tokens pose a 

unique challenge: they trade early. Multicoin Capital outline this in “Venture Capital 

Economics with Public Market Liquidity” (2017). By cutting losers early and taking 

profits on winners, they treat token liquidity as a risk management tool (Samani & Jain, 

2017). But there’s a risk. Selling too much too soon means missing out on long-term 

upside. 

Best practices are setting clear rules for token sales, keeping core holdings for the long 

game, and being transparent with LPs about how early liquidity is handled. Most funds 

still stick to a 10-year term, even though tokens can cash out sooner. They may return 

capital early after big token gains but often recycle those profits into new deals (with LP 

approval) to maximize vintage breadth (Duong, 2020). The goal is to stay nimble while 

giving portfolios time to mature. 

LP Attraction and Investor Relations 

To grow big, funds need serious LPs: endowments, pensions, fund-of-funds. Early crypto 

funds were backed by family offices and crypto enthusiasts. That changes when a fund 

crosses $1 billion in AUM. Big LPs want strong operations, clean audits, and smart 

governance. They also care about where the fund is based. A U.S. or Singapore-based 

fund might need $25 million in minimum commitments just to launch, while offshore 

funds in the Cayman or British Virgin Islands can start with $5 million (Crypto Funds 

Watch, 2025). That’s why many crypto VCs start offshore, then shift onshore as they 

scale. 

Brand-Building Gets the Deals 
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Brand plays a major role in attracting both founders and LPs, and top crypto VCs know 

it. That’s why they invest heavily in content and media. a16z is the king here, running 

blogs, research reports, eight newsletters, and at least six podcasts. Their media empire 

draws over a million monthly visitors. As Glaveski (2023) puts it: “a16z produces more 

content—and quality content—than any other VC firm.” In crypto VC, sharing 

knowledge isn’t optional; it’s part of the business model. That content positions them as 

Web3 leaders, pulling in founders who seek not just money but also intellectual 

partnerships. Paradigm does something similar, focusing on technical deep dives and 

open-source work. Multicoin built its name on bold research papers and market theses. 

Pantera, Blockchain Capital, and others use thought leadership on Twitter (X), podcasts, 

and conferences to stay top-of-mind. Content drives a feedback loop: better brand, better 

deals, more LP interest. 

4.2 The Crypto VC Fund Lifecycle 

General Partners (GPs) raise money from LPs, pitching a vision or unique angle. Early 

funds (2016–2018) leaned on big ideas, not track records. By the 2020s, established funds 

raised bigger rounds based on past wins, while new managers might showcase unique 

angles. Structure matters too. Most funds stick to a standard 10-year closed-end model, 

typically allocating into 4 years for years for investment and 6 years for management. 

Some go open-ended for more flexibility, particularly with liquid tokens (Duong, 2020). 

Capital Deployment and Management  

The next 2-4 years are all about making investments. Deal sourcing is dynamic, as crypto 

VCs back both equity startups and token projects. They spread bets early, writing small 

checks at seed, then double down at Series A, B, or token events. Portfolio management 

is hands-on. GPs track on-chain metrics, token performance, and protocol growth to guide 

follow-ons. They also provide extensive support to founders, helping them with 

tokenomics design, listings, and community building. This hands-on value-add increases 

the chance of success, and therefore, returns. Since tokens can trade long before a startup’s 

exit, VCs must decide whether to rebalance, when to dispose of underperforming tokens 

to focus on winners, and when to wait it out (Samani & Jain, 2017). Each fund builds its 

own playbook: some lock tokens longer to show commitment while others sell a slice 

early to de-risk. Either way, they aim to avoid ad-hoc decisions that could conflict with 

founders or spook markets. 

Measuring Performance: IRR, TVPI, MOIC 

Throughout the fund lifecycle, performance is tracked by standard VC metrics. Internal 

Rate of Return (IRR) measures annual returns, Total Value to Paid-In (TVPI) and MOIC 

show total value relative to LP commitments, and Distributions to Paid-In (DPI) tracks 

actual cash returned (Kuramoto, 2023). But crypto throws in a twist. Token liquidity 

means early exits are common, so DPI can climb before the fund matures. However, a 
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high DPI from early sales might mean missing future upside. A low DPI could be fine if 

big winners are still locked up. Top funds from 2017–2021 hit 3–5× TVPI thanks to tokens 

like Bitcoin, Ethereum, and Uniswap, but returns were choppy, with massive run-ups and 

sharp pullbacks. LPs watch both the speed (IRR) and the size (TVPI/MOIC) of returns. 

Exits, Recycling, and Raising the Next Fund 

Crypto exits come in many forms. Some companies get acquired, others IPO (rare in 

crypto), but most often, when tokens finally unlock, funds sell. A fund’s track record (DPI, 

TVPI, IRR) shapes its future.  A top fund with big wins makes raising the next fund easier. 

A dud (like a fund wrecked by the 2022 collapse of FTX or Terra) makes it hard to bounce 

back. Success leads to reinvestment and winning funds often raise new rounds to double 

down on crypto. The best funds learn from each cycle, using past exits to attract new 

founders and keep LPs coming back.  

Tough losses become lessons shared with founders, and this feedback loop is what 

separates the firms that survive from the ones that fade. The firms that stay disciplined 

now manage billion-dollar portfolios and are ready for whatever comes next. For 

example, Pantera Capital’s early funds profited massively from Bitcoin and DeFi 

investments, enabling Pantera to continuously raise larger funds, crossing $1 billion in 

AUM by 2022 (Mileva, 2024). 

 

Figure 5: Assets Under Management (AUM) of leading crypto VCs in 2024 (in US$ billion). Source: 

Securities and Exchange Commission. 

4.3 Alternative Financing Models 

Crypto startups have more options than just venture capital. They can raise money 

through token sales, ICOs, DAOs, grants, and more. These models can work alongside or 

in place of VC funding. 
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The ICO Boom and Its Legacy 

An ICO involves a project issuing a new cryptocurrency or token and selling it directly 

to the public to raise capital. In 2017, ICOs exploded. A project would sell tokens to the 

public, raising cash without VCs. No banks, no lawyers; just a token, a website, and a 

pitch. And it worked: ICOs raised $4.5 billion globally in 2017. That’s over three times 

the $1.3 billion raised by VCs that year (Rowley, 2018). ICOs democratized access to 

early stage investing, but the model had issues. There was little oversight, and scams were 

everywhere. Projects launched, cashed in, and vanished. By 2018, regulators like the SEC 

cracked down, calling many tokens unregistered securities, and the ICO craze faded fast. 

IEOs and IDOs: Evolved Token Sales 

The ICO model did not disappear but evolved. In 2019, Initial Exchange Offerings (IEO) 

became the new thing. Exchanges like Binance acted as gatekeepers, vetting projects and 

hosting token sales. As a Finyear (2019) analysis noted, IEOs introduced a “much more 

rational approach”. Then came Initial DEX Offerings (IDOs) on decentralized exchanges. 

Platforms like Uniswap and Polkastarter let projects sell tokens directly. IDOs gained 

popularity in 2020–2021 for their open access; however, they often feature mechanisms 

like whitelists or lotteries due to high demand. Both IEOs and IDOs can be seen as refined 

ICOs, as they still primarily raise from the crypto community rather than institutions, but 

with more structure and transparency. 

DAO Funding and Investment DAOs 

DAOs give more people a voice. They’re transparent, as votes happen on-chain, and 

global. But decision-making can be slow, and due diligence can be weak. Some VCs join 

DAOs, and DAOs sometimes hire professionals to manage funds. DAOs are part of the 

funding mix since they democratize venture investing by allowing many contributors 

(who hold DAO tokens or membership NFTs) to have a say, rather than decisions by a 

small GP committee (Henkels, 2022). Some view venture DAOs as a complement or even 

alternative to traditional VCs for early-stage projects, as they bring not just capital but 

also a built-in user community. 

For instance, BitDAO raised capital to deploy into the crypto ecosystem (backed by both 

VCs and the public) and has funded various initiatives through community votes.  
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Table 5: Advantages and disadvantages of DAOs. Source: Harvard Law School Forum. 

 

Ecosystem Grants and Foundation Funding  

Blockchain foundations give grants to boost their ecosystems. Ethereum, Polkadot, and 

Solana have all handed out millions. Grants help projects build tools, apps, and 

infrastructure without diluting ownership, as no tokens or equity are given up. But they’re 

usually small, such as $50,000–$100,000 checks for early work. A grant can help get a 

prototype off the ground but it won’t fund a full business. Nevertheless, VCs watch grant-

funded teams, and a successful grant project can lead to a seed round from investors. 

Foundations like Polygon, Avalanche, and NEAR run accelerators, combining grants, 

mentorship, and sometimes equity. There are also accelerator-like programs run by 

foundations like Binance Labs or Tachyon by ConsenSys which blend grants, mentorship, 

and sometimes equity investment. 

The VC Shift: Compete, Collaborate, or Both? 

Although promising, these models do not quite replace VCs. Sure, they give founders 

more options and let them raise money without losing control, but many still want 

experienced investors on board. By 2020, many founders realized that having experienced 

investors on board (even if it meant selling some equity or tokens at a discount) could be 

the difference between a hype-fueled flash in the pan and building a sustainable network.  

Traditional VC and new crypto-native funding methods have arrived at a complementary 

equilibrium, with serious startups often using a mix of both. Because each funding step 

taps different sources for different needs, most high-profile crypto projects since 2019 

Advantages of DAOs Disadvantages of DAOs

Transparent: all decisions and transactions are 

recorded on-chain.

Slow or chaotic decision-making if the 

community lacks alignment.

Inclusive: open to global participants, often 

without accreditation barriers.

Varying expertise among members can weaken 

due diligence.

Aligned with Web3 values: decentralization, 

openness, and community ownership.
Risk of governance capture by whales or insiders.

Flexible: can spin up funding initiatives quickly if 

momentum exists.
Legal uncertainty in many jurisdictions.

Community-driven: members can fund projects 

they care about directly.

Harder to coordinate large investments or long-

term strategic planning.

Niche expertise: focused DAOs (art, gaming, 

DeFi) can offer smart capital.

Limited operational support compared to 

traditional VCs.

Programmable: smart contracts can automate 

funding, vesting, or governance.

Technical risks like buggy code or smart contract 

exploits.

Potential for co-investment: can partner with VCs 

or allocate to fund managers.

Lack of established reputation may deter some 

founders.
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have followed this blended approach. Algorand, Solana, and many others had significant 

VC backing and later public sales. 

4.4 Institutional Investors Entering Crypto VC 

As the crypto industry has matured, institutional investors, including hedge funds, 

traditional asset managers, pension funds, endowments, and sovereign wealth funds, have 

increasingly sought exposure to the space. 

Hedge Funds and Crossover Investors 

Hedge funds were early to crypto. First, they traded Bitcoin. Then, they started investing 

in crypto startups and tokens too, with big players like Tiger Global and Coatue writin 

large checks and looking for quick returns. But unlike VCs, hedge funds often expect 

liquidity within 1 to 2 years. That fits their fast-paced, trading-first mindset. Hedge funds 

care more about charts and momentum than community or protocol design, while VCs 

tend to hold longer and help shape projects. Still, crypto VCs welcome hedge funds at 

later stages if their timelines align. Moreover, some crypto VC firms have adapted by 

creating liquid side-funds to accommodate these faster-moving co-investors. 

Pension Funds and Endowments as LPs 

Pension funds and endowments usually don’t invest directly in crypto startups. Instead, 

they back VC funds as LPs. Yale’s endowment helped lead the way, investing in 

Paradigm’s first crypto fund in 2018, and others followed. A CFA Institute Survey 

indicated that 94% of public pension plan sponsors reported some crypto exposure by 

2022 (Strack, 2023). That includes money in hedge and VC funds. These institutional LPs 

bring huge capital bases but are extremely risk-averse and sensitive to reputation, so when 

they invest, crypto funds must meet high standards. That means tight compliance, long 

diligence processes, and clear reporting. Setup can take longer, but the capital is worth it. 

That caution spiked after 2022, as Ontario Teachers’ Pension lost $95M on FTX and 

CDPQ lost $150M on Celsius. CK Zheng, co-founder of crypto hedge fund ZX Square 

Capital, noted that given their prudent mandates, “most [pension funds] have little or no 

exposure to cryptos due to the volatility, regulatory and reputational concerns”. Those 

that remain interested now demand greater due diligence and often prefer infrastructure 

plays (Strack, 2023). 

Sovereign Wealth Funds and Corporate VCs 

Sovereign wealth funds (SWFs) joined too. Singapore’s GIC and Temasek invested early, 

and Middle Eastern SWFs from Abu Dhabi, Dubai, and Saudi Arabia have also shown 

interest, aligning with those regions’ push into tech and crypto. In 2025, Abu Dhabi-linked 

fund MGX put $2 billion into Binance (Thorn, 2025). SWFs often go big and aim for 

strategic exposure, backing exchanges, miners, or fund-of-funds; not small startups 
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(Henkels, 2022). Some SWF veterans now even run crypto fund-of-funds, channeling 

state capital into VC portfolios (Bodley, 2022). 

Corporate VC arms are also active. Intel, Google (via GV), and Samsung have backed 

blockchain startups. Firms like BlackRock and Fidelity have mostly invested through 

funds, not directly, but their involvement boosts exit options for startups. 

Differences in Strategy 

The timeframe for institutional players is long, so they expect relatively stable growth. A 

pension fund would be thrilled with a 3× return over 8 years, whereas a crypto specialist 

VC will swing for 100× on a radical innovation with a high chance of failure. Because of 

this, when institutions back a crypto VC fund, they often steer it toward mid- or late-stage 

bets, and not raw seed-stage plays.  

Institutions Raise the Bar  

As institutions join, VCs step up. They have added operations teams, compliance policies, 

and reporting tools. Some hired partners just to manage LP relations and ESG concerns, 

which was uncommon in the scrappier early years. And so far, it has paid off. According 

to a Galaxy report, crypto VC fundraising hit $1.9 billion in Q1 2025, one of the strongest 

quarters post-2022 (Thorn 2025). New institutional money helped drive that. Still, crypto-

native VCs keep chasing early-stage bets. They hunt at hackathons, back unknown 

developers, and stomach wild swings. So, both sides play a role. VCs bring risk appetite 

and speed, while institutions bring scale and structure. Together, they’ve created a 

stronger funding path for crypto founders: from idea to billion-dollar business. 

4.5 Tokenized Venture Capital: New Fund Structures and Liquidity 

Blockchain technology isn’t only an investment target for VCs, but it’s also transforming 

the structure of venture capital itself. Tokenized VC turns shares of a VC fund into digital 

tokens that can be traded, tracked, and enable broader participation.  

Tokenizing LP Interests: The Concept 

Traditional VC funds are illiquid commitments. LP money stays in the fund for about 10 

years, and selling the stake is hard, slow, and usually at a discount. Tokenization changes 

that. Instead of a paper agreement, LPs get tokens that represent their share of the fund. 

If an LP wants out early, they can sell some tokens in the market, if rules allow it. 

Blockchain Capital tested this back in 2017 with its BCAP token. It gave investors a cut 

of the fund through token sales. Spice VC did something similar in 2018, and several 

newer crypto funds have issued tokens to LPs instead of traditional units. These are 

usually security tokens, so they fall under securities law and trade on compliant platforms. 

Still, interest is growing. According to Finyear (2019), tokenized funds could become the 

norm in this decade, because investors “can enter, exit and re-enter a fund as many times 



37 
 

as they want”. LPs want flexibility, and if tokens offer liquidity and ease, traditional funds 

might start to feel outdated, unless they’re top tier with massive returns. 

Secondary Liquidity and New Markets 

The real power of tokenized VC lies in trading. If fund tokens can trade freely like stocks, 

LPs could buy and sell at any time. Prices might follow Net Asset Value (NAV), updated 

as fund assets change. That would shift how people value funds. Right now, VC funds 

update value quarterly and avoid daily price swings, but token markets wouldn’t. 

Platforms like Securitize and InvestaX are building the rails for this kind of trading, and 

with the right setup, LPs could switch between funds as easily as stocks. Tokens could 

also allow for smaller investments thanks to smart contracts automating all the 

paperwork. According to a CAIA Association report, tokenization could indeed provide 

“a more efficient secondary market.” 

Table 6: Comparative analysis between traditional VC and tokenized funds, based on case studies and 

public data from VCs, active investment DAOs, and industry reports. 

 

4.6 Convergence of AI and Blockchain in Venture Investing 

Two of the most transformative technology trends today that have emerged in recent years 

are AI and blockchain, and they are starting to overlap. Venture capitalists are paying 

attention to both how they invest and what they invest in. VCs are now using AI in their 

own process, and they’re backing startups that mix AI with crypto. 

How VCs Use AI for Smarter Investing 

Aspect Traditional VC Funds Tokenized VC Funds

Liquidity Illiquid; capital locked for 7–10 years
Potential for tradable tokens or 

quicker redemption

Access
Limited to accredited LPs or 

institutions

Broader participation (jurisdiction-

dependent), possibly retail access

Transferability
LP shares hard to transfer; requires 

legal/GP approval

Tokens can be programmed for 

faster or open transfers

Transparency
Closed; performance and holdings 

shared selectively

Can be made fully on-chain and 

visible

Operational Costs Manual reporting, legal, admin-heavy
Smart contracts automate key fund 

operations

Control over LPs GP controls who invests and stays
Tokens may circulate to unknown or 

unwanted holders

Reputation Signaling
Well-established structure trusted by 

institutional capital

Still seen as experimental; may deter 

top-tier LPs

Settlement & Payouts Paper-based or wire-based, slow
Token-based, programmable and 

faster

Regulatory Clarity Clear legal frameworks exist
Still evolving; subject to changing 

laws and classifications
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VCs are using AI tools to find and vet deals faster. In crypto VC, this means scanning 

GitHub repos, reading smart contracts, or checking on-chain activity. AI can do that in 

seconds. Some firms use language models to break down whitepapers or pitch decks, 

while others plug in custom tools to flag risk factors based on past startup failures. 

According to Unaligned (Scoble & Cronin, 2025), AI helps shorten due diligence 

timelines. That gives firms a real speed advantage. AlphaSense also reported in 2023 that 

AI helps investors be more complete and faster during research. 

In crypto, AI tools can: 

• Check tokenomics for flaws 

• Monitor social sentiment on Discord or Twitter 

• Review founder backgrounds in minutes 

Some VCs use AI to watch portfolio health, like real-time alerts if a token’s usage drops 

or if a protocol gets hit with an attack. A few are experimenting with AI to time token 

sales based on market data too. Still, AI has limits, as it’s only as good as the data it sees, 

and things like founder motivation, vision, or community culture are hard to quantify. For 

now, most VCs treat AI like a smart research assistant, and not as a decision-maker. 

Evaluating AI × Crypto Startups 

There’s a growing wave of startups combining AI and crypto. These include projects 

using blockchain to decentralize AI compute or data, crypto protocols that incorporate 

machine learning, and AI applications that use tokens to incentivize contributions. 

VCs look at two things: 

• Is the AI legit? 

• Does crypto actually add value? 

If a project just throws in a token without a reason, it’s a warning sign. But if blockchain 

helps coordinate compute or ensure fair payouts, that’s more compelling. A notable case 

is Nous Research, for which Paradigm led a $50 million Series A at a $1 billion valuation 

in April 2025. Nous uses Solana to manage an open-source network for training AI, and 

it rewards contributors with tokens (Haqshanas, 2025). VCs often pair up with AI experts 

to evaluate these startups, since it’s rare for one firm to deeply understand both AI and 

crypto. 

AI in Crypto Markets 

AI isn’t just helping VCs. It’s trying to become one. We’re seeing early experiments with 

AI-run DAOs, which use preset rules to suggest investments, and then let members vote. 

It’s crude for now, but it hints at AI acting like a junior VC: scouting deals, pulling data, 
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and maybe even signing contracts via smart contracts. One example from 2024 is the 

fintech tool K4-MST AI, which claims to let investors skip repetitive research and focus 

on insights (FinTech Futures, 2025). Some firms now use AI to generate draft investment 

memos, complete with token distribution charts, team backgrounds, and pros/cons. Still, 

humans matter. Meeting founders, reading intent, and checking references are all still 

essential, especially in crypto where founders may be pseudonymous or remote. 

AI Governance and Ethics 

VCs also consider the governance of AI projects, especially when AI makes real 

decisions. Who is liable if an AI misallocates capital? What if it acts on bad data? This 

isn’t just a tech issue, but a fund governance one, especially for AI-run protocols or 

DAOs. These questions are early, but real. 
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7. CHAPTER 5: EXIT STRATEGIES, CYCLES, AND THE 

LONG-TERM IMPACT OF VC 

While crypto moves fast, long-term outcomes and successful exits remain the ultimate 

measure of performance for crypto VCs. 

5.1 Exit Mechanisms in Crypto VC: Liquidity, Timelines, and Performance 

In crypto venture investing, there is no need to wait a decade for returns. Crypto VCs 

have more ways to exit and can move faster than traditional ones.  

Figure 6: Crypto VC exit value (in US$ billion) and exit count. Data source: PitchBook. 

Token Listings 

The main exit path is public token launches. Many blockchain startups issue tokens early, 

and once they are listed on a centralized exchange (CEX) like Binance or a decentralized 

exchange (DEX) like Uniswap, VCs can sell their tokens to new buyers in the market, 

who provide exit liquidity. This can happen within 1 to 2 years from the VC’s initial 

investment. In fact, some tokens begin trading just months after seed funding. If the price 

jumps, VCs can lock in gains early. If it doesn’t, they can cut losses if the token falls 

below its private round price. 

M&A Deals 

While mergers and acquisitions (M&A) deals are rare in crypto, there have still been some 

exits by acquisitions. Binance bought CoinMarketCap for $400M in 2020 and Trust 

Wallet in 2018. FTX similarly acquired companies such as Blockfolio for $150 million 

in 2020 (Khatri, 2020). Traditional companies have also bought crypto companies, such 

as Robinhood’s acquisition of Bitstamp for $200 million in 2024 or PayPal’s acquisition 

of Curv in 2021. But since many crypto projects are open-source and decentralized, they 

are hard to buy, because there is no single owner to buy out. For this reason, centralized 
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companies like exchanges or custodians get acquired more often than decentralized 

protocols. 

IPOs 

A few crypto firms go public. Coinbase listed in 2021 and reached an $85 billion market 

cap on opening day. This Initial Public Offering (IPO) alone accounted for a huge portion 

of crypto VC exit value in 2021, as Coinbase’s listing made 2021 an outlier year with an 

estimated $88 billion in total crypto exit value, compared to around $1 billion in 2022. 

Circle IPO’d in 2025 too, raising over $1 billion (Biswas & Saini, 2025). As Melinek & 

Wilhelm (2024) note in a TechCrunch report, “in equity terms, there has been a single 

venture-backed crypto exit of note in recent years (Coinbase), while all other web3 exits 

measured in a traditional manner are a rounding error at most.”.  But these exits are rare. 

Most crypto firms won’t IPO. 

Open-Ended Holding and Governance  

Some VCs don’t exit at all. Rather, they hold tokens long-term and take part in 

governance. Some funds explicitly pursue long-term involvement, especially if they see 

the protocol as a core infrastructure and want a say in its evolution. Funds like a16z vote 

on major protocol decisions in Uniswap or Compound. This lets them maintain influence 

and stay close to the community, and the tokens can be sold later, but slowly, to avoid 

price drops and community backlash. This blurs the line between investor and participant, 

a dynamic less seen in traditional equity. 

Early Liquidity and VC Performance 

Tokens give VCs liquidity much earlier because they don’t have to wait for an IPO. This 

speeds up returns and helps funds recycle capital faster, which helps report higher IRRs 

by realizing gains during bull markets rather than waiting a decade. As Michael Steinberg, 

general partner at Reciprocal Ventures puts it, crypto VCs can sell to PayPal or IPO, but 

they also have a liquid token market on top of that (Bogoslaw, 2025). 

That said, token sales come with rules. VCs often get locked tokens that vest over 1 to 3 

years. Selling too soon can hurt the token price and damage community trust. So, timing 

matters. Fast exits also create pressure, as once they cash out, VCs must find the next 

winner, and that is not easy. Crypto markets are volatile and boom-bust cycles are sharp, 

and that’s why standard VC metrics don’t always fit. TVPI over 10 years doesn’t tell the 

full story, as many returns come from tokens, not equity. In fact, some crypto funds 

measure success by how well they timed the market cycles. As Vance Spencer, co-founder 

at Framework Ventures says, “The vast majority of liquidity events in crypto VC will 

come from tokens,” and a low count of IPOs/M&A “is likely a bit misleading.” Fewer 

IPOs or buyouts doesn’t mean fewer returns for VCs (Melinek & Wilhelm, 2024). 
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Firms that are structured like hedge funds or crossover funds trade in and out of token 

positions as market conditions change, reflecting this shorter cycle. Marked-to-market 

returns in crypto can swing wildly, and a fund might be a top performer one year but down 

the next, purely on token price movements. 

5.2 Media and Hype Cycles: Navigating Narrative-Driven Markets 

Crypto markets are famously driven by narratives and sentiment, and these move fast. A 

good narrative can raise millions overnight, and a single tweet can pump a token. Hype 

isn’t just noise: it drives investment, valuation, and fear of missing out (FOMO). But 

smart VCs don’t chase every trend. They track sentiment, filter the signal, and stay 

grounded when hype peaks. 

Narratives Drive Capital 

Crypto has always had headline-grabbing moments. In 2017, it was ICOs. In 2020, DeFi 

yield farms. In 2021, NFTs and the metaverse. In 2023, AI-linked crypto plays. By 2024, 

memecoins took center stage again. Crypto Twitter (X) acts as the industry’s newswire, 

and Telegram, Discord, and Reddit light the match, spreading both hype and fear, 

uncertainty, and doubt (FUD) at lightning speed. This environment pushes projects to 

billion-dollar market caps or sinks them within days. And VCs aren’t immune to this. In 

2021–2022, many threw money at anything with buzz. As Will Nuelle, general partner at 

Galaxy Ventures said, funding in 2021 felt “preordained.” Projects raised rounds fast, 

often with multiple term sheets. But when sentiment turned in 2022, reality set in, with 

valuations falling up to 90% (Melinek, 2023). 

Hype vs. Substance: How To Filter the Noise 

The best crypto VCs actively try to differentiate true signal from speculative noise. In 

2023, while PEPE and other memecoins soared, Paradigm stayed out. They focused on 

things like zero-knowledge proofs and AI. They even briefly removed “crypto” from their 

website to reposition as a broader tech investor. But they clarified that they are still deep 

in crypto, just thinking bigger (Chaparro, 2023). 

Top-tier crypto VCs try to be contrarian when needed, deploying capital when others are 

fearful and staying calm when retail euphoria runs hot. Paradigm’s Matt Huang famously 

tweeted that they invest with a “10-year view” and don’t get carried away by mania. In 

practice, this means avoiding investments in purely speculative tokens, no matter how 

viral they are, and sticking to domains where they have high conviction. Of course, even 

elite VCs aren’t perfect: nearly everyone got indirectly exposed to the 2022 bubble in 

some way, but the ability to filter hype from reality is what separates sustainable VC 

strategies from boom-bust ones. VCs have become choosier, and startups must show real 

substance (user traction, solid tech, revenue potential) to justify high valuations, rather 

than just a buzzword (Melinek, 2023). 
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Influencers and Social Media Impact 

Influencers and celebrities move markets. In 2021, a Dogecoin tweet from Elon Musk 

sparked a memecoin rush, and everyone scrambled to find the next Doge. YouTube and 

TikTok personalities also push coins. That’s why some VCs even have teams watching 

social media trends. But wise investors don’t jump at every spike, as many projects trend 

on X for a few weeks and wither away. Rather, they wait for proof. When “move-to-earn” 

apps like STEPN went viral in 2022, some funds stayed back, while the ones that bought 

in got burned when usage dropped.  

VCs Use Media Too 

Top firms shape the narrative themselves via media. Andreessen Horowitz does it through 

blogs, reports, podcasts, and events. They publish a crypto “State of the Market” annual 

report to frame the conversation around Web3. Klint Drici, head of business development 

at Reflexivity Research, says VCs use media massively to their advantage. This builds a 

feedback loop, as more attention brings more users. That raises valuations, and the hype 

reinforces itself. 

Some narratives are essentially pure marketing, but when there’s substance, hype helps 

ideas get tested fast. Jim Adler of Toyota Ventures summed it up: hype brings talent, 

capital, and answers (Garfinkle, 2025). The 2020 DeFi rush led to hacks and failures, but 

also to winners like Uniswap and Aave. These protocols are now core building blocks of 

a decentralized financial system, and the VCs who backed them during the hype ended 

up funding the early winners of a new sector. 

Boom. Bust. Build. Repeat. The Cycle Continues 

Crypto has an inherently cyclical nature, following Bitcoin’s boom and bust cycle. Bull 

markets inflate prices and speed up dealmaking while bear markets kill sentiment and 

force focus. How many times have we seen the “crypto is dead” headlines? When the 

sentiment is bad, VCs struggle to justify new investments, yet those who do invest in the 

bear market usually reap the biggest rewards in the next bull run. As Framework Ventures 

co-founder Vance Spencer pointed out, the more competent investors aimed to 

accumulate in the bear and “are waiting for new all-time highs” to consider exits (Melinek 

& Wilhelm, 2024). 

It’s a delicate balancing act of psychology and conviction. The reward for getting it right 

is enormous, as backing a fundamental innovation amidst the hype can yield outsized 

returns when the hype fades and real adoption kicks in. The risk of getting it wrong by 

chasing hype with no substance is holding a bag of worthless tokens or equity after the 

crowd has moved on. 

Media and hype cycles are a double-edged sword for crypto venture capital. They rapidly 

accelerate a company’s rise, creating massive exits, but also lead to collective delusion. 
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The best VCs leverage hype cycles by staying grounded: they use bull markets to raise 

funds and secure exits, and bear markets to invest in the truly promising ideas at saner 

valuations. 

Why VCs Can't Just Buy Everything 

Interestingly, tokens themselves complicate traditional consolidation or corporate control. 

Unlike a private company where investors can negotiate terms behind closed doors, token 

holder communities can voice dissent in public forums and veto moves via on-chain 

votes. In Web2, if a company wants to buy a startup, it negotiates with a few founders or 

shareholders. In crypto, you may have to deal with thousands of token holders. On top of 

that, market valuations can defy fundamentals, making rational consolidation difficult. 

This results in a situation where underperforming projects don’t die, since they have 

treasury from fundraising and token price optimism, but don’t get bought either. This 

fragmentation is partly due to decentralization and tokenization, which is both a feature, 

as no single party can easily gobble up everything, and a bug, as resources are spread thin 

across many duplicative efforts. 

5.3 Long-Term Trends and Forecasts: The Road Ahead for Crypto VC 

The journey and the current state of crypto venture capital is clear, but what will crypto 

VC look like by 2030? Institutionalization, tokenized funds, stronger regulations, and new 

sectors are pulling in VC dollars. There appear to be two trends that stand out. 

Trend 1: Institutional Inflows on the Rise 

More institutions are moving into crypto VC. In 2024, despite a generally weak VC 

market, PitchBook data showed 79 new crypto VC funds launched and raised about $5.1 

billion (MEXC, 2025). Many had backing from corporate and institutional investors. 

BlackRock filed for a Bitcoin ETF in 2023 and was building crypto infrastructure by 

2024. That’s a clear sign traditional finance is here to stay. Fidelity and others have crypto 

VC arms too. This will increase the capital pool available for crypto entrepreneurs but 

also come with more demands for transparency and risk controls. FTX made that non-

negotiable. 

In 2030, it’s conceivable that crypto VC will be less of a niche and more a standard piece 

of a diversified venture portfolio, much like how Internet investing became standard post-

dot-com. Even SWFs might ramp up. Temasek and GIC have already dipped in, and the 

Middle East is following, using Web3 as part of their tech push. 

Trend 2: Tokenization of Funds and Liquid Venture  

Crypto brought early liquidity to startups, and now, it’s happening to the VC funds 

themselves. In 2023, some funds talked about launching on-chain DAO-like venture 

funds, where governance and carry could be managed via smart contracts, with 
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community input. This trend, sometimes called “Liquid Venture,” is picking up, where 

VCs can hold both equity and tokens in one fund. Pantera and a16z already do this. In 

fact, Outlier Ventures’ Riccardo Pagano says most crypto VCs already mix token and 

equity deals. 

By 2030, crypto VC funds might look more like hedge funds: liquid, fast-moving, but 

still startup-focused. DAO-based investing may also scale if rules catch up, providing an 

alternative model to the classic GP/LP fund. Wyoming’s DAO LLC law is one early 

example. If more regions follow, community-run funds could thrive next to traditional 

ones. 

Tokenized VC funds will likely grow too. A model where LPs are locked for a year or 

two, and then tokens are issued to enable trading is gaining traction. It gives stability up 

front and flexibility later. Eventually, even traditional VC firms might adopt blockchain 

shares. Not because they want to, but because LPs demand it. In short, the same tech VCs 

bet on is now changing how they raise and manage money. It’s the early days, but the 

trend is clear: VC is being rebuilt for a more open, liquid future. 

Sectoral Opportunities: Where is the Capital Going in 2025-2030?  

Based on current trends, key sectors are set to draw the most VC funding through the late 

2020s, echoing the distribution seen in 2024. 

Figure 7: Crypto VC deal activity by segment in 2024. Source: PitchBook. 

DeFi + Real World Assets 

DeFi isn’t going away. It’s just growing up. The next wave is tying DeFi to Real World 

Assets (RWAs) and institutions. We’re seeing tokenized real assets like T-bills, real estate, 
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and invoices come on-chain. Projects like Centrifuge (RWA markets), Maple Finance 

(lending), and MakerDAO (real-world collateral) are already building the rails, and VCs 

are funding it. Many new DeFi startups are working on more compliant, yield-focused 

systems. 

By 2030, DeFi lending could be backed mostly by tokenized real assets, not just crypto. 

This shift could pull in big money from traditional finance, assuming tech like oracles 

and legal bridges keep up. 

Blockchain Infrastructure and Networks 

Infrastructure has consistently been the largest recipient of crypto VC funding. The reason 

why is because the stack isn’t done. Better Layer-1s and Layer-2s are still needed, with 

stronger dev tools, faster chains, and more privacy. Zero-knowledge tech, rollups, and 

new networks (including ones for gaming or private payments) are still being built. Safe 

cross-chain bridges are also in high demand after all the hacks. Web3 apps also need base 

services: file storage, bandwidth, compute. Projects like Filecoin, Arweave, and Helium 

are trying to be the “AWS for Web3.” 

VCs see the long game here. Infrastructure may cost a lot upfront, but the rewards, if 

these networks scale, could be massive. By 2030, the multi-chain world might be 

connected by robust interoperability protocols. Infrastructure and networks should remain 

the largest share of crypto VC investment throughout the decade.  

Gaming, Metaverse, and Digital Content 

GameFi cooled off after the 2021 spike, but it’s still moving. In 2025, the focus is on 

quality. VCs want real games, not gimmicks. The hope is a “Fortnite of crypto” where 

players truly own in-game items (as NFTs). If virtual reality (VR) and augmented reality 

(AR) hardware improves, we might see convergence of VR metaverse with blockchain-

based ownership. But VC investment will become more selective here, and only the best 

teams will get backing. It’s risky, but if one hit breaks out, the payoff could be huge. 

AI x Crypto Synergy 

The AI boom met crypto in 2023–2024. And the potential is real: AI marketplaces, 

blockchain-verifiable data for AI models, or bots that use crypto. Practical use-cases 

include paying people in crypto for training data and using blockchains to audit AI 

decisions. Austin Freimuth, research analyst at Messari, sees an interesting case in letting 

AI guide users in DAO governance.  

By 2030, many startups will probably blend AI and crypto, and the lines will blur. VCs 

with a foot in both domains will have an edge. 

RegTech and Compliance Solutions 
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As regulation increases, compliance becomes a must. Tools for on-chain KYC/AML, 

privacy-protecting IDs, and tracking bad actors are growing fast. Chainalysis and TRM 

Labs are leading today, but more are coming. That’s why startups in this space are getting 

more VC attention. VCs will likely fund these “picks and shovels” needed for a regulated 

environment. By 2030, if banks use crypto rails, they’ll need serious compliance systems, 

creating a big exit path for startups in this space, with possible acquisitions by banks or 

integration into global fintech systems. 

Regulatory inflection points can also create new product categories. If CBDCs are widely 

rolled out by the late 2020s, there will be VC opportunities in layers around CBDCs, 

wallet providers, interoperability protocols between CBDCs and crypto, etc. 

Funding Trajectory Forecast 

In 2024, venture funding hit $13.7B, up 28% from 2023. PitchBook’s case of $18 billion 

in 2025 (Sigalos, 2025) would bring annual investment back to mid-2021 levels. If the 

cyclical pattern holds, venture funding in 2025–2026 should surpass the 2021–2022 peak. 

By 2029-2030 capital inflows should accelerate sharply, potentially breaking all previous 

records and pushing annual investment to hit $100 billion in a single year. The boom-and-

bust pattern may cool down by then, with institutional money bringing steadier growth. 

In fact, by 2030, crypto VC might simply be part of VC, meaning most firms will likely 

have a crypto wing, and separate crypto funds may not be needed. 

We can also expect exits to evolve by 2030. If the early 2020s were about token exits, the 

late 2020s might see more traditional exits for crypto companies, and we could witness 

multiple major IPOs of crypto firms. We have already seen the trend start with Circle’s 

recent IPO. Others like Kraken or ConsenSys might go next. If these materialize, VCs 

will cash out from equity exits too, not just token gains. 

Infrastructure and DeFi lead the pack, and that’s likely to continue as base tech and real 

use cases grow. Gaming could rise again if a hit game breaks out. If not, it might fade. AI 

is the wildcard, and its slice will grow if real AI-crypto products gain traction. 

Key Uncertainties and Opportunities:  

While the outlook is positive, crypto VC will have to navigate uncertainties in the next 

few years. Plenty of things could change the game: 

• Interest rates: High rates in 2023 hurt VC. Lower rates could boost it again. 

• Adoption: Will billions use Web3 apps? Or will crypto stay niche? 

• Tech giants: Google, Meta, and others are watching. If they buy or beat crypto 

startups, VC risk shifts. 



48 
 

If crypto does become the next internet layer, the best bets today could be the next 

Amazon, Google, or Microsoft. 

Long-Term VC Impact 

Crypto VC will be judged by how successfully the industry transitions from speculative 

to real use. If by 2030 we see: 

• DeFi helping the unbanked 

• Web3 apps paying creators directly 

• Crypto rails powering real payments 

...then VC played a major role in getting us there. 

Forecast in Brief 

Crypto VC looks set for big growth between 2025 and 2030: 

• Institutional capital is coming. 

• Tokenized funds and DAO investing are rising. 

• Key sectors: DeFi with real assets, scaling infrastructure, and AI x Crypto. 

• Volatility may drop, and growth could be steady. 

• Rules matter. Good laws can drive funding, while bad ones can kill it. 

Crypto venture capital is poised for a new chapter of growth between 2025 and 2030, 

marked by increasing institutional participation, innovative funding model, and a focus 

on sectors that drive real-world adoption. Funding levels are expected to recover and 

potentially reach new heights, though likely with less volatility as the market matures.  

The regulatory landscape will significantly influence this trajectory, and clarity and 

support could supercharge investment, while onerous restrictions could shift its locus 

geographically. The most successful crypto VCs will be those who can marry the rapid, 

liquid dynamics of token investing with the steady, value-building mindset of traditional 

venture investing, effectively navigating exit strategies, hype cycles, and decentralization 

trade-offs to back the projects that become the backbone of Web3. 
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8. CONCLUSION 

This thesis set out to understand the role of venture capital in crypto and how these funds 

evaluate and invest in cryptocurrency and blockchain startups. The objectives were to 

study crypto VC frameworks and investment strategies, examine token-based deal 

models, analyze fund structure innovation, explore alternative financing models, 

understand exit options, and assess long-term trends. The hypotheses proposed that crypto 

VC adapts traditional methods, remains dominant despite alternatives, and plays a key 

role in the development of Web3. All objectives and hypotheses have been addressed. 

First, crypto venture capital firms have clearly adapted their evaluation frameworks. 

While founder quality and technical depth are still foundational to making an investment, 

tokenomics, decentralization, community signals, and regulatory risk now shape 

decisions. VCs use updated models that account for both equity and token-based project 

design. 

Second, venture capital remains the main driver of early-stage funding in the crypto 

sector. Despite the rise of alternative models, the majority of new blockchain startups still 

rely on VC firms to launch and grow. VCs offer not only capital but also access, 

credibility, and support in high-stakes environments. The data confirms that venture 

capital remains structurally dominant in the early phases of crypto company building. 

This also implies VCs have a singular and disproportionate influence on the direction of 

innovation for blockchain and Web3. 

Third, while DAOs, grants, and token launches have become viable alternatives, they 

have not displaced venture capital. These community-driven capital models have found 

success in specific niches, but they lack the operational depth and capital scale of VC. 

Fourth, the leading crypto VC firms have grown into disciplined, multi-stage funds with 

strong brands and in-house research. They source deals through peer referrals, open-

source tracking, on-chain data, and early builder networks. Their success depends not 

only on capital, but also on timing and cycle awareness. 

Fifth, token-based funding changes how deals are valued and exited. The structure of 

deals is central. Token deals offer early liquidity and the possibility of earning extra yield, 

but also bring volatility, market exposure, and complex rights, while equity is slower to 

exit but provides more stability. Therefore, most funds now pursue hybrid structures to 

balance these trade-offs. Crypto VC fund structures are also changing. Some firms 

tokenize LP interests or run liquid side vehicles, while others join protocol governance or 

stake tokens to generate yield. Yet most still use a 10-year model. These innovations 

confirm that crypto VC is not just investing in blockchain but is using this technology to 

rebuild itself. 
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Lastly, regulation remains the greatest external risk. The U.S. still lacks some clarity, 

while Europe and parts of Asia offer better guidance. These regional differences affect 

fund formation, exit timing, and capital flow. Still, institutional capital is entering, so 

funds must meet higher compliance standards to attract long-term LPs. 

In conclusion, crypto venture capital is no longer experimental. It is structured, global, 

and central to the future of the blockchain sector. While token models and community 

funding add new layers, VCs continue to lead early-stage investment. The firms that adapt 

best by balancing equity, tokens, governance, and timing, will continue to shape how 

crypto startups grow and how Web3 infrastructure is built. 

The long-term impact of VC in crypto will ultimately be measured not just by ROI, but 

by the degree to which it helped transform the crypto sector from a speculative frontier 

into a sustainable, world-changing industry. 
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