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➢ We offer a CAPM-like equilibrium pricing model

for cryptocurrencies

➢ There is an overlapping generation of investors

with dispersed beliefs

➢ Investors can endogenously control the utility

gain from transactional benefits

Introduction:

Takeaway:

➢ We identify three priced components in each crypto asset:

1. Systematic exposure to the crypto market

2. Belief heterogeneity

3. Transactional benefits

➢ The ”optimism coefficient” quantifies the magnitude of belief

heterogeneity in each crypto asset.

➢ There is a bilateral relationship between belief dispersion and

transactional benefits.

➢ We demonstrate that in boom episodes, over-optimism

destabilizes crypto market and might lead to crash.

Theory:

➢ Two states and two types of investors:

➢ Crypto-CAPM Relation:

➢ Optimal Transactional Motive:

➢ The market model return residual follows:

➢ benefits

Market Stability:

Empirical Findings:

Takeaway:

➢ Over-optimism destabilizes the crypto market

➢ We develop intuition by explaining the following 4 cases

➢
➢ May 2021 Market Crash

➢ Musk’s tweet alters investors’ belief

➢ It was an exogenous shock

➢ Optimism coefficient captures belief

change from optimism to pessimism
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