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Abstract

The adoption of the Blockchain technology permits ventures to raise capital by conducting an
Initial Coin Offering (ICO). This thesis assesses the determinants of successful ICOs and
launches the domicile and its corresponding regulations as one of the key determinants for
ICO success. To investigate the determinants, a logistic regression approach will be employed
using a sample of 1,474 conducted ICOs in the period from 2013 to the end of October 2018.

The main finding is that the domicile and its corresponding regulations of an ICO influences
the success of ICOs. Disclosing the domicile prior to a token offering will positively affect the
success. Domiciling in a positively regulated environment will also positively increase the
probability of ICO success. Moreover, hosting ICOs in China or South Korea prior to the ICO
bans or intentionally domiciling in an unregulated environment will not positively affect the
probability of success. Furthermore, the findings display that publishing a white paper or
having a team with previous Blockchain or ICO experience will not influence the probability
of success. However, the length of a white paper, releasing the project source code on a public

repository and having large teams are positively related to ICO success.

In conclusion, the success of ICOs is dependent on several determinants, which collectively
contribute to increase the transparency and reduce the information asymmetries associated
with ICOs. The importance of domicile as one of the key determinants will contribute to the
literature by extending the research conducted of determinants associated with 1CO success

and motivate to further research.
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1. Introduction

1.1 Motivation

Recent technological developments have altered the way ventures raise capital to fund their
operations. Raising capital through venture capitalists or government grants forces additional
constraints on the business, which may influence the outcome of the firm. With use of the
Blockchain technology, ventures are now able to raise capital without enforcing these

restrictions.

The Blockchain technology was first introduced in the paper of Nakamoto regarding the virtual
cryptocurrency Bitcoin. The objective was to offer an elegant solution that would eliminate
the need for intermediaries, since Nakamoto viewed intermediaries as the root cause of the
last financial crisis (Nakamoto, 2008). This underlying technology is an open and public
distributed ledger, which utilises the principles of cryptography to facilitate information. The
technology allows an encryption of information, where networks can verify or disregard
information without the possibility of the data being altered or accessed itself. The result is a

decentralised network, where the necessity of intermediaries is nonexsistent.

In the wake of Bitcoin, users of the Internet discovered other possible applications of the
Blockchain technology as well. One of the very first iterations of the Blockchain technology,
was an idea to add currency layers with a new set of rules on top of the protocol layer (Willet,
et al., 2013). This is equivalent to adding new layers to the protocol layer of Bitcoin. By
exploiting this insight, others could also add new layers, i.e. ideas, on top of an existing
blockchain. The addition of currency layers upon the blockchain generates tokens or coins

associated with the layer.

Since Bitcoin is tradeable and has a monetary basis into fiat money?, ventures realised that this
mechanism could be employed to raise capital. By generating new tokens or coins, which then

could be exchanged into Bitcoins or other cryptocurrencies, ventures could raise capital to

! Fiat money is a currency that is supported by a government, but is not associated with a physical commodity (Investopedia,
2018).



develop their ideas. This innovative mechanism of raising capital illustrates the principle of
Initial Coin Offerings (ICOs), where investors and supporters can assist ventures monetarily.
Investors can thus contribute in funding projects by exchanging cryptocurrencies, such as
Bitcoin or Ethereum, into the project’s respective token or coin, hence the name Initial Coin
Offering.

Since the very first 1CO, the Blockchain technology has been extensively explored and new
applications of the technology have emerged. Additional ventures are now using this device
to raise capital to fund their ideas, which provides an alternative to traditional forms of
financing. By publishing a white paper, a document with a business idea — similar to a business
pitch — ventures can broadcast their projects to the users of the Internet. The market may thus
offer capital in exchange for the issued project tokens if they wish to. The tokens have different
claims, which varies across the projects, and can for instance represent access to a platform or
a tradeable item that can be exchanged on a secondary market.

However, only releasing a white paper prior to conducting an ICO is not sufficient. Jong,
Roosenboom and Kolk (2018) argue that there are several determinants that influence whether
a token offering is successful or not. The common denominator for all these determinants is
the fact that they provide additional information to the market and thereby increases the
transparency of an ICO. The reduction of information asymmetries associated with 1COs
makes investors more likely to invest and thereby increase the probability of ICO success. One
of the determinants that is yet to be fully investigated is the domicile and its corresponding

regulations, i.e. how regulations influence the success of Initial Coin Offerings.

There are several justifications for why the domicile and its regulations may be of importance.
Since an ICO is a recent technological innovation, authorities have trouble adjusting the rigid
and outdated legal frameworks to fit ICOs. Countries are therefore not coherent on how to deal
with this novel device, which leave ICOs in a legal grey area. This observation is exploited by
fraudulent individuals, who launch pure scams to enrich themselves by defrauding investors.
Selecting an ICO that is domiciled in a location that governs the investors is therefore in the

interest of the investors.

In addition, whether 1COs nor investors know what legal frameworks apply in cases where a
governmental intervention occurs. Problems that may arise because of this are for instance

confusion concerning taxation. Hence, authorities can provide the ICOs with clear regulatory



guidelines regarding ICOs as well shield investors from fraud by imposing regulatory
measures. This incentivises the domiciles to construct a proper environment for both the token

holders and the market by providing a conclusive legal framework.

There are also cases where the authorities have implemented measures to regulate ICOs. Some
cases involve domiciles that are positive to ICOs, whereas others have taken a clear negative
stance against ICOs. Whether this indeed influences the outcome of ICOs or not is yet to be
determined, as the mechanism is currently emerging and this determinant is not completely
investigated as of this date. This is precisely the motivation of this thesis and establishes the

foundation for the research question presented below.

The thesis adds to the emerging literature of ICOs and in particular with regards to the
determinants of 1ICO success. As of this date, there are few papers that have investigated the
determinants. Adhami, Guidici and Martinazzi (2018) examines 253 ICOs from 2014 till
August 2017 and find that the likelihood of ICO success is higher if the source code is public,
when an ICO presale is hosted and if the issued tokens involve access to services or a right to

share profits.

Furthermore, Jong, Roosenboom and Kolk (2018) investigates the success determinants of
630 ICOs between August 2015 and December 2017. They find that ICOs which disclose more
extensive information to the market are more successful, i.e. reduces the information
asymmetry. Moreover, having a GitHub repository available, a token presale, large project

teams and not using bonus schemes are positively related to ICO success.

Moreover, Amsden and Schweizer (2018) investigates 1,009 1COs from 2015 to March 2018
and find that better connected CEOs and larger teams will positively influence ICO success.
Not making the source code public and releasing a short white paper is negatively correlated
with success due to less transparency. Reducing the information asymmetry and increasing

transparency are therefore crucial components in accomplishing ICO success.

This paper extends this literature threefold. First, the thesis will use a sample of 1,474 1COs
conducted from 2013 to October 2018, which is the largest sample used as of this date. The
large amount of ICOs will give a more complete picture of the ICO landscape compared to
other papers with a smaller sample. Second, the thesis will use a feature of the white paper
instead of the white paper itself as a determinant of ICO success. The length of a white paper

can be considered as a proxy for white paper quality as longer papers convey more extensive



information and thereby reduce the information asymmetry. Third, the thesis will investigate
a determinant that is yet to be fully investigated. The domicile of an ICO may influence the
success of ICOs as domiciles provide different environments and legal constraints. The

differences in environments may therefore influence the outcome of ICOs.

1.2 Research Question

The objective of this thesis is to investigate the effect of domicile as one of the key
determinants of ICO success by studying the domicile’s regulations. Whether this has a
positive or negative effect on the success of ICOs is yet to be determined. Given the nature of

the motivation, the following research question is formulated:

”What implications do the domicile and its corresponding regulations have on the success of

ICOs when taking other determinants into account?”

1.3 Outline

This thesis is structured as follows. Initially, a theoretical background review of asymmetric
information will be given. Furthermore, a conceptual introduction to the underlying
Blockchain technology is presented. Next, a comprehensive exploration of the world of Initial
Coin Offerings is given. A conceptual explanation of ICOs and its origins, as well as a

literature review of the determinants of ICO success will be discussed.

Further on, a chapter on how the research process was conducted. This chapter elaborates on
how the research question is answered by formulating several hypotheses. Next, a chapter
concerning the methodology is given. This chapter details how a logistic regression approach
with its underlying assumptions is employed to answer the research question. The variables

used in this thesis are also explained detailed and explained on how they were generated.

Next, a chapter regarding the data is given. The chapter encircles how the data was retrieved
from several ICO trackers and then manipulated to obtain a complete dataset containing 1,474
conducted ICOs in the period 2013 to October 31% 2018. The data is then used to detail the

current state of the ICO market, which is presented in the chapter afterwards.



Moreover, an empirical analysis is conducted. Since this thesis relies on a descripto-
explanatory design, the chapter will present a descriptive and an inferential analysis of the
formulated hypotheses. The analyses will jointly contribute to answer the proposed hypotheses
as well as the research question. The aim of this chapter is to provide some insights on how
the different determinants contribute to influence the outcome of ICOs with an emphasis on

domicile as one of the key determinants.

The next chapter is devoted to discuss the results and how the main findings contribute to

extend the currently thin fold literature. Finally, a conclusion is presented.



2. Literature Review

The literature review will initially present a theoretical background review of asymmetric
information, which is the main issue associated with Initial Coin Offerings. Next, a conceptual
explanation of the underlying Blockchain technology is given, before proceeding to a
comprehensive introduction to the world of Initial Coin Offerings and its origins. This
introduction will entail an explanation of how ICOs are conducted, as well as the strengths,
weaknesses and controversies. Finally, a review of some of the determinants associated with
ICO success will be given, before discussing why the domicile of ICOs is one of the key

determinants for success.

2.1 Asymmetric Information Theory

To motivate for the issues associated with Initial Coin Offerings, a presentation of the
theoretical background is necessary. Asymmetric information arises when the insiders have
superior information regarding the venture, such as firm characteristics, compared to the
outsiders. Information asymmetries between token holders and investors will therefore
influence the outcome of an ICO by altering the investment decisions of investors. Hence, it
is possible to view the actions of the token holders as a signal of private information to the

market, which could alter the beliefs of the investors.

This problem is extensively examined in the literature. Akerlof (1970) studied the presence of
asymmetric information in a market consisting of products of various quality. This is
commonly titled as the Lemons problem, where the buyer and seller encounter information
asymmetries. The idea is that buyers cannot assess the true value of a vehicle and will hence
pay no more than the average price. Since the seller knows the true value of the car, Akerlof
argued that the obtained average price favours the seller. This is because the average price
would still be greater than the price the seller would receive if the buyer had the knowledge of
the true value of the vehicle. Hence, there is a disadvantage for sellers of premium vehicles,

as they would not obtain a superior value for premium cars.

Another example is Leland and Pyle (1977). They model a situation, where the entrepreneurs
are filing for an Initial Public Offering (IPO) and thereby possess superior information of the

true value of the firm. The uninformed investors do not have the knowledge of the true firm



value. The insiders will next decide on how much equity to retain in the IPO, which implicitly
signals the private information to the outsiders. Retained ownership share will hence signal
the true firm value and the internal beliefs. They showed that the entrepreneurs should retain
more equity than optimal diversification allows. This illustrates that asymmetric information
of the firm value may alter the beliefs of the outsider when the insiders signal how much they

want to retain.

Myers and Majluf (1984) extend the idea of Akerlof (1970) further by analysing asymmetric
information in a corporate finance context. They study a firm, which has the option to issue
equity and invest or forego an investment opportunity. To finance the opportunity, the firm
obtains external financing from uninformed outsiders. They showed the existence of
information asymmetries between the firm and the outsiders, as the insiders would act in the
favour of old shareholders. In equilibrium, the firm might forego positive NPV projects due
to information asymmetries. Due to having to issue equity to finance the project, old
shareholders are worse off and will not issue and invest. Hence, the presence of asymmetric

information makes the firm to reject positive NPV projects.

The mentioned examples demonstrate the issues associated with ICOs, as the determinants
seek to reduce the information asymmetries, such that both insiders and outsiders make

informed decisions.

2.2 The Blockchain Technology

The concept of the Blockchain technology was originally introduced in the paper of Nakamoto
regarding Bitcoin: A Peer-to-Peer Electronic Cash System. The main idea is that Bitcoin is a
digital currency that could be facilitated between peers without the need of intermediaries.
Nakamoto did also establish the foundation of a revolutionising technology that has many

applications and the ability to disrupt and transform numerous industries (Nakamoto, 2008).

2.2.1 Blockchain: A Conceptual Overview

A blockchain is a public and decentralised ledger, where information is recorded and
transmitted through a transaction between peers without the presence of an intermediary. A
transaction may not purely entail information, but also involve other items such as assets,

documents or values. The decentralised ledger records a list of all completed transactions since



the existence of the blockchain (Gupta, 2017). To explain how a transaction is facilitated and

completed using the blockchain technology, figure 1 below will be used.
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Figure 1: How a transaction is facilitated using the blockchain technology (Decastro,
2016).

A user will initially engage in a transaction by requesting either value, e.g. finances, or
information such as data or documents. The engagement is completed through the Internet,
where the transaction is broadcasted to a network of peers ready to participate in the
transaction. The network is titled as a peer-to-peer network, where each peer represents a node.
The nodes in the network will next verify the authenticity of the transaction using algorithms
set by the blockchain.

The transaction is then carried into a block, where each block contains a cryptographic hash
(Gupta, 2017). A cryptographic hash maps the input, which is of a variable length, into a fixed-
length output, similar to creating a digital signature for the transaction (Madhuravani &
Murthy, 2013). The proposed transaction will thus be mapped into a fixed combination of

arbitrary letters and numbers, which represents a unique fingerprint for the transaction. The



process of assigning arbitrary letters and numbers is known as Cryptographic Hashing. The
name Blockchain originates from the fact that the last line of code of the previous block will

be the first line of code in the next block, yielding a tamper-free blockchain.

For the transaction to be verified and then carried into a block and ultimately added to a
blockchain, a process named mining must occur. An individual that participates in the mining
process is titled a miner. The objective of the process is to generate the correct hash for the
transaction. To generate this hash, a miner must use a substantial amount of computational
power to solve demanding mathematical problems. Once the correct hash is generated, the
transaction is validated and recorded on the public ledger. It is then combined with other
verified transactions to create a new block of data, which is then added to the existing
blockchain in a way that is permanent and immutable. The transaction is thus facilitated and

considered complete (Antonopoulos, 2010).

A blockchain can therefore be viewed as a ledger of recorded transactions that cannot be
altered, because of the underlying cryptographic hashing process. Since each peer in the
network engages in the transaction, all the participants will obtain the identical information in
real-time. This means that all the peers will possess a copy of the public ledger. Consequently,
the Blockchain technology represents an unalterable way of facilitating transactions of values
or information to a network of users, where any user has access to the transaction history

through their own copy of the public and decentralised ledger.

2.3 Initial Coin Offering (ICO)

The following section will introduce the concept of Initial Coin Offering, which is an
application of the Blockchain technology. Initially, the origins and how an ICO is conducted
will be presented together with its strengths, weaknesses and controversies. Next some of the
determinants associated with ICO success will be examined, as well as giving an extensive
review of how the domicile of ICOs is one the key determinants of ICO success. Finally, this
section will conclude with a comprehensive review of the current regulations of ICOs in

several domiciles.
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2.3.1 Origins of Initial Coin Offerings

In the wake of the paper of Nakamoto (2008) regarding Bitcoin, users of the Internet gradually
realised the vast potential of the Blockchain technology. An individual by the name of J.R
Willet expanded on the idea of Nakamoto. By treating Bitcoin as a protocol layer, like a
fundamental cornerstone, it is possible to add currency layers with a new set of rules on top of
the protocol layer (Willet, et al., 2013). The addition of a currency layer would demand a
generation of tokens or coins associated with the layer. Tokens and coins are used
interchangeably. This extension is one of many innovative applications of the original idea of
Nakamoto. The findings of Willet were later published in the Bitcoin Talk Forum in January
2012, but attracted minimal attention and hence remained unknown for some time (Shin,
2017).

During the San Jose Bitcoin Conference in 2013, Willet’s findings gained massive support
and popularity. By now, Willet fully realised the true potential of his findings and named his
project as Mastercoin. The idea of Mastercoin was to launch a second-generation protocol on
the Bitcoin protocol (Buterin, 2013). The development of a second-generation protocol
entailed a generation of tokens or coins, which allowed Willet to attract monetary investments.
This was achieved by exchanging Mastercoin tokens for bitcoins, which have a monetary basis
in fiat currency. Willet managed to raise capital through the exchange of tokens for bitcoins,

and thus launched the world’s very first Initial Coin Offering.

The Mastercoin project reportedly raised US $500,000, which later appreciated to over US $5
million (Bester, 2017). Today, the project is still present in the current ICO landscape, but is
renamed as Omni, which has emerged into a decentralised asset platform on the Bitcoin
blockchain (Omni Layer, 2018).

Since the creation of the very first token sale, other individuals have extended on Willet’s
innovative application of the Blockchain technology. This has resulted in a wave of ventures
using the mechanism to raise capital to fund their projects. Consequently, Willet pioneered the
idea of raising capital through an Initial Coin Offering, where he provided the world with a

contemporary device to connect capital-providing investors with growing ventures.
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2.3.2 The ICO Process

An Initial Coin Offering (ICO) represents an innovative and decentralised way to raise capital
with the use of the Blockchain technology. By privately issuing and selling virtual tokens or
coins to a pre-determined price, a team can raise the necessary capital to launch a venture.
This is achieved by exchanging existing cryptocurrencies, such as Bitcoin or Ethereum, into
the respective project’s token (Robinson, 2017). Launching an ICO consists of several stages,

which will be elaborated in the following.

ICO Presale

Before conducting the official ICO, token holders have the option to run a pre-token sale,
namely an ICO Presale. This stage is typically aimed at selected investors, which is
comparable to a private placement and occurs before the official token offering to the public.
The purpose of this occasion is to cover expenses and costs related to the launch of the ICO
itself. Expenses such as marketing, promotion and design incur when attempting to maximise
the exposure of an ICO. To cover these costs, developers often run a sale of the underlying
tokens or coins at a discount compared to the public ICO price. The undervaluation of the
tokens is done to attract investors to cover the expenses. Hence, the funding target in an ICO
Presale is considerably lower compared to the main funding target of an ICO (ICOWatchlist,
2018).

After deciding whether to launch an ICO presale or not, the official Initial Coin Offering

initiates. To explain how an Initial Coin Offering functions, figure 2 below will be used.

ICO Roadmap

Website and
Set-up website with blog . e ’
and newsletter Send System Security

Figure 2: The main stages of an Initial Coin Offering (Hryniuk, 2018).
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Stage 1: Publishing a White Paper

The Initial Coin Offering initiates when a venture publishes a document, which formalises and
conceptualises the underlying idea of the project (Loizos, 2017). This document is titled as
White Paper and describes the business model and the technical aspects of the project (Conley,
2017). The construction of a white paper is vital, as the purpose of this document is to attract
investors, similarly to a business pitch. The function of the white paper is to secure an informed
decision-making-process. Brummer (2018) argue that the white paper should contain several
components to be considered as of high quality and thereby increase the likelihood of ICO

SUCCESS.

First, a white paper should include the domicile of the project to avoid information
asymmetries on behalf of the token purchaser. If there is a lack or impossibility of identifying
a venture’s respective domicile, it would be troubling to identify which laws that govern the
token holder and investors. Buckley et al. (2017) estimated that approximately 32% of Initial

Coin Offerings did not disclose their domicile and hence created information asymmetries.

Moreover, the document should include an understandable problem formulation and offer a
feasible technical solution to resolve this problem. The document should therefore include a
valid business model that the public can audit and verify. This should be explained in an easy
manner to ensure that all investors are equally informed. In addition, the underlying code of
the solution should be uploaded to a public code repository, such as GitHub. In this way, both
investors and enthusiasts can conduct a proper project due diligence and review the solution

and feasibilities concerning the technical aspects.

Brummer (2018) also mentions that the white paper should address the developer team behind
the project. The qualifications and credentials of the founders are of importance when
assessing an ICO. In a recent ICO-scandal named Giza, the scammers used stolen LinkedIn
pictures to advertise their ICO before exiting with roughly US $2 million (Kharpal, 2018).
This incident amongst many others, emphasises the importance of conducting a proper
background check of the developer team and illustrates that a trustworthy team behind the

white paper is crucial to avoid being conned.

The white paper should also contain a description of the token or coin to be issued. Since the
participants exchange an existing cryptocurrency for a venture-based token, the developers of

the venture should include details about the functionality of the token or coin, as well as how
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the coins or tokens are generated (Conley, 2017). This property will be further explained in
stage 2 below. After publishing the white paper, potential users, investors and supporters may
independently review and discuss the white paper to improve and further develop the initial
solution. This process ensures that the public is also involved in the creation of the project

before the venture launches its official Initial Coin Offering.

Stage 2: Issuance and Sale of Tokens

Following the release of the white paper the token holders make an announcement regarding
the issuance and sale of venture-based tokens or coins. The announcement will enclose the
number of tokens available, the pre-determined token price and the duration of the token sale.
The number of tokens and pre-determined token price establishes the foundation for the
amount of capital the venture aims to raise. There exists multiple definitions of tokens and

coins, but the selected definition is the most fitting one:

“A token or coin is a unit of value that an organisation creates to self-govern its business
model, and empower its users to interact with its products, while facilitating the distribution

and sharing of rewards and benefits to all of its stakeholders”

- William Mougayar (2017)

Mougayar’s definition briefly mentions an aspect of the issued tokens or coins that must be
addressed. It must be stressed that a token or coin can represent any type of claim. The claim
may be equity, currency or utility to mention a few possibilities. The precise claim of the token

is solely dependent on the venture. Nevertheless, the function of the token should be disclosed.

Moreover, it must also be stated that a coin or token may not induce any ownership rights or
voting rights like equities, which is a critical feature of many issued tokens or coins. An
illustrative example of the difference in claims is the case of GameCredits. The venture allows
gamers to buy and sell in-game items by using the company’s tokens instead of traditional
credit cards (GameCredits, 2018). In this case, the claim of the associated tokens is therefore

utility in contrast to Bitcoin, which is a means of payment.

The number of issued tokens varies and is dependent on the ICO. This is due to the usage of
different models when issuing tokens, where each model follow a pre-determined

mathematical algorithm. Some ICOs such as Golem, issue a fixed and definite number of
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tokens, thus determining a fixed number of tokens available. In the case of Bitcoin, the tokens
are distributed gradually as miners are rewarded with bitcoins for solving complex
mathematical puzzles. Even though there is a continuously issuance of Bitcoins, the total
number of bitcoins is fixed similar as Golem 2. Both these examples differ from Ethereum,

which has a continuous issuance and supply of tokens (Petkanics, 2017).

The pre-determined token price is a fixed price that an investor pays to participate in the ICO.
The price is solely determined by the token distributors. Different factors play an integral part
in the valuation process. Typically, the token price reflects the internal beliefs of the project.
Similar to an IPO, it is essential to avoid an undervaluation or an overvaluation of the tokens.
If the tokens are undervalued, the venture is selling tokens below what the market is willing
to pay. Thus, there is an unrealised potential embodied in the tokens. In the opposite case, an
overvaluation leads to selling tokens above what the market is willing to pay, therefore not
being able to sell the desired number of tokens and hence being unable to raise sufficient

capital. This may result in an unsuccessful token offering.

The Initial Coin Offering will persist as long as the announced duration of the ICO. During
this process, the tokens are offered to the public through an auction. Both investors and
supporters exchange existing cryptocurrencies such as Ethereum and Bitcoin into the
respective project’s token given a fixed exchange rate. This fixed exchange rate is determined
by the ventures. Throughout the auction, the price of the tokens is solely backed by the faith
in the developers. The proceeds of the sold tokens are then used to vitalise the idea and launch
the venture (Piotrowska, Schenk-Hoppé, & Nica, 2017).

Stage 3: Post-Token Sale

An Initial Coin Offering is considered as completed or successful, if it has reached the funding
target set prior to the ICO. In cases where the project has not achieved the funding target, the
particular ICO is considered as incomplete and thus a failure. If the outcome of an ICO is

unsuccessful, the purchased tokens are typically refunded to the investors.

2 The amount of Bitcoin available is limited to 21 million Bitcoins (Nakamoto, 2009), whilst Golem is fixed at 1 billion
Golem coins (CoinMarketCap.com, 2018).
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In the event where an ICO is successful, the tokens are then distributed to investors and the
token is added to an exchange medium. These marketplaces provide liquidity and allow
investors and supporters to buy and sell the specific token in case the beliefs of the project are
changed post-1CO. At the exchange, investors can trade their token into other cryptocurrencies
— offering an effective way to liquidate their crypto tokens. The price of each token is instantly
determined by the price dynamics in form of the supply and demand mechanism (Kastelein,
2017). It is worth remarking that the market price of the tokens significantly deviates from the
initial token price, whether it is a positive or negative deviation is conditional on the respective
ICO.

The approach of raising capital through an Initial Coin Offering represents an innovative way
of crowdfunding. Since tokens have different claims, it is possible to issue tokens with no
ownership rights, keeping the company control in between the developers, whilst raising
sufficient capital to fund the venture. By issuing tokens that have claims such as utility or
access, the developers can offer other incentives to invest into the project. Consequently,
Initial Coin Offerings illustrate an effective way to finance a venture with the use of the

Blockchain technology.

2.3.3 Strengths and Weaknesses

Despite ICOs providing an innovative vehicle of raising capital, it is also essential to recognise
and address the many strengths and weaknesses associated with the mechanism. Kastelein
(2017) addresses several benefits and disadvantages in terms of financial innovation, but also
how an ICO provides a means of raising capital compared to traditional forms of funding. This

sub-section will discuss the many advantages and disadvantages underlying ICOs.

First, it is evident that ICOs provide an innovative way of raising capital using the Blockchain
technology. As previously mentioned, the project tokens may not entail any ownership rights
in the venture, but is rather a pre-determined claim the developers have set. Hence, ventures
can raise funds without having investors interfering with the daily operations of the company,
contrarily to an equity offering where investors obtain equity in the venture (Kastelein, 2017).
Moreover, ICOs lower the barriers to raise capital by approaching the users of the Internet
instead of a selected group of venture capitalists. This reduces the threshold to pitch the idea

and attracts investors with diverse capital holdings.
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Furthermore, ICOs offer a way to disrupt traditional business areas and thus function as an
innovation mechanism. The case of Ripple represents an example of how the technology can
disrupt a traditional sector. Ripple aims to replace the long-lasting SWIFT-system by
connecting banks, payment providers, digital asset exchanges and corporations to provide a
frictionless way of transferring money globally (Ripple, 2018). This case is one of many
projects that has the potential to redefine traditional industries and sectors (Rosic, 2017). ICOs

brings a strong incentive for financial innovation.

Initial Coin Offerings do also provide liquidity. First, an investment in 1COs will provide
investors with a way to capitalise their gains in a less timely manner compared to venture
capital, where the funds are tied to illiquid assets for years. Investors can thus monetise their
investments in a timely manner by exchanging their tokens into a cryptocurrency like Bitcoin
and then covert the gains into fiat currency. Hence, 1COs will bring liquidity to investors and
the cryptocurrency market itself (Kastelein, 2017).

Second, an issuance of tokens will also cause additional capital to channel into the
cryptocurrency market. This will increase the market capitalisation of the cryptocurrency
market, as well as the overall liquidity of the market. Offering liquidity is of importance for
the cryptocurrency market, but also for the ICO market, especially when financial institutions

are awaiting to enter the markets.

The mechanism does also bear several disadvantages that are necessary to address because of
their importance. Currently, ICOs are liberally regulated at best and unregulated at worst. This
provides complications when assessing ICOs in case of fraud or malicious misconduct. The

legal aspects surrounding ICOs can be divided into two.

Since many ICOs do not offer equity but alternative claims, the tokens do not fall under the
traditional definition of a security and traditional legal frameworks are inadmissible.
Attempting to fit a technological innovation like 1COs into a rigid and outdated legal
framework is time-consuming and demanding. Hence, ICOs remain in a legal grey area as of
this date with only a few legal frameworks that fit ICOs. This should encourage the legislators
to disrupt the legal system by drafting regulations that are more suitable the digital era
(Kastelein, 2017).

Another legal aspect is the fact that the tokens are exchanged via existing cryptocurrencies.

These currencies are not national means of value, but global instruments that are decentralised
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and heavily encrypted (Kastelein, 2017). Since the Blockchain technology eliminates the need
of an intermediary, there are no parties present to audit and control the holdings of each
investor or act upon the violation of laws. Finally, another disadvantage of ICOs is the number
controversies concerning this mechanism. Fraudulent individuals have exploited the
mechanism to enrich themselves by exiting an 1CO after raising sufficient capital. Many of
the 1COs appears to be unsuccessful due to a variety of reasons, which imposes additional

issues upon the authorities. These issues will be elaborated in sub-section 2.3.4.

2.3.4 Controversies

A driver for implementing additional regulatory measures regarding ICOs is due to the many
controversies that have occurred. The common denominator for almost all controversies is to
exploit uninformed investors to monetarily benefit. By exploiting a variety of tools at disposal,
some token holders have benefitted extensively by executing blatant ICO scams, as well as
staged ICO failures. This sub-section aims to outline some of the controversies that have

occurred since the origin of 1COs.

ICO Scams

The increased popularity directed towards the Blockchain technology, cryptocurrencies and
ICOs, has led to a bandwagon-effect in the society. By observing how some individuals have
gained extensively on their investments, others have jumped on the bandwagon to attempt to
obtain the same return. When new investors update their beliefs accordingly to the consensus

of the community, new and fresh capital is finding its way to the ICO market.

Fraudulent ICOs have realised that there is an information asymmetry between token holders
and new investors. This implies that it is possible to exploit new investors by using ICOs as a
hoax to attract these fresh funds and thereby monetary benefit themselves. Since there are few
regulatory measures implemented, there are no incentive for fraudulent 1COs to abstain from
benefiting from this lucrative idea. Even if there are legal constraints present, token holders
can also decide to intentionally domicile in countries with no regulatory treatments of ICOs.

This makes it possible to carefully select domiciles that benefit the scammers.

In April 2018, a Vietnamese cryptocurrency company, Modern Tech, raised approximately
US $660 million from 32,000 investors by conducting two separate ICOs. The company

launched two unrelated projects named Ifan and Pincoin, which turned out to be ponzi-



18

schemes. The former guaranteed constant returns to investors, whilst the latter was a social
network platform for celebrities (Biggs, 2018). By using the proceeds to reward new investors,
the company managed to pull of the largest ICO scam known to this date. The token holders
later exited the ICOs, leaving the investors with nothing, whilst enriching themselves. The
case of Modern Tech is one of many instances where an evident absence of regulatory

measures harm the investors.

Another example is the company Giza Device, which raised roughly US $2 million before
completely disappearing. The company’s project was to design and create “super secure
storage devices” for cryptocurrencies (Ngo, 2018). In contrast to Modern Tech, who ran ponzi-
schemes, Giza Device conned investors by using fake LinkedIn-pictures and thereby created
an illegitimate and non-existing team. By providing solid credentials such as education and
professional experience, the team behind the scam managed to earn the trust of the public and
could execute this scam. This unfortunate example illustrates the need for conducting a proper

due diligence of the token holders prior to investing into the project.

The two mentioned incidents demonstrate how ICOs can be used as a mechanism to con and
cheat other investors. In the absence of clear regulatory guidelines, the crypto-community as
launched several websites that rate ICOs, such as icorating.com and icomarks.com, to combat
blatant scams. These measures are adequate, but insufficient to avoid cases such as
aforementioned. To reduce the amount of ICO fallacies, the examples demonstrate the need

for additional regulatory measures from legislators.

ICO Failures

There are other reasons for why ICOs may fail in reaching their funding targets as well. By
failing to raise the funding target, the ICO is deemed as a failure and the token exchange cannot
be considered as completed. There are interestingly many reasons for why an 1ICO may be

unsuccessful.

A failed 1CO can occur if the underlying code of the project has a flaw in the security
infrastructure, making it vulnerable for attacks from hackers. If this is the case, hackers can
alter the code such that the funds are directed to another address instead of the intended one.
This was the case with the ICO of CoinDash, where the company managed to raise
approximately US $7.53 million before the ICO was hacked. The funding address was altered

to a fraudulent address, directing the funds to another account. After the attack, the project
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never redeemed itself and the sale was terminated and consequently the ICO turned out to be
a failure (Zhao, 2017).

An ICO can also be reckoned as a failure if the company decides to cancel the ICO either
before or during the official token offering. An example of this is the ICO of Telegram. The
encrypted messaging application Telegram aborted its planned ICO after raising extensively
US $1.7 billion, which surpassed the funding target of US $1.2 billion in its ICO presale. This
decision left public investors furious, as this opportunity was considered as the greatest ICO
opportunity known to this date due to Telegram’s previous success. Sources speculate that this
decision is a result of the SEC’s incoming strict regulations regarding ICOs, which changed
the regulatory environment since the announcement of this ICO (Sakovich, 2018).
Consequently, regulations may influence ICOs and thus lead to a failure. In this case, Telegram

exceeded the target, but the ICO was never launched, hence the ICO was unsuccessful.

Other reasons for why ICOs may be unsuccessful are if the project is oversaturated; there is a
low demand for the token. If there is a low demand for the token or coin, the number of
interested investors is small. The company would then have trouble with raising sufficient
capital and may not reach its funding target. Furthermore, an ICO can turn out to be
unsuccessful if the community perceives the ICO as a blatant scam. Also, if influential
individuals of the community provide conclusive evidence that a project is a fraud, the token
holders would have difficulty with raising capital. Even if the evidence is not conclusive, the
rumour itself can hurt the venture’s ICO (Adhami, Giudici, & Martinazzi, 2018).

2.4 Determinants of ICO Success

There are several determinants that determine whether a token offering is successful or not.
The common denominator for all these drivers is the fact that they provide additional
information to the investors and thereby increases the transparency of an ICO. By reducing
the information asymmetry, investors are more likely to invest and therefore affect the success
of an Initial Coin Offering (Jong, Rosenboom, & Kolk, 2018).

This section aims to review and discuss some of the determinants associated with ICO success.

The white paper, source code and developer team composition will be examined.
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2.4.1 White Paper

When conducting an Initial Coin Offering, a white paper is generally published prior to the
token offering. The purpose is to detail the business model and underlying idea of the project,
as well as attract investors to channel their capital into the venture. Since it summarises an
idea to the public, the document represents a crucial source of information to potential

investors and stakeholders.

The importance of a white paper is vastly stressed in the literature, where the document is
viewed as an essential component for a token offering (Zetzsche, Buckley, Arner, & Fohr,
2018). Moreover, the document has become a constant that every investor is looking for in
promising projects (Dylan, 2018). By releasing a white paper prior to the Initial Coin Offering,
the ventures invite potential investors to view the details of the business. If the white paper is
insufficient, i.e. provides inadequate information to the public, investors may refrain from
investing, which could create a bandwagon effect, where many investors would abstain.

Consequently, the likelihood of achieving ICO success would be harmed.

Contrarily, if the white paper provides sufficient information to the public, additional investors
would be inclined to invest. Investors would therefore be more informed and educated as the
information asymmetry between the parties is reduced. As a result, the project’s transparency
will increase and investors are more likely to decide whether the ICO is a good investment or
not. Hence, releasing a white paper that provides the adequate information regarding the

project would positively affect the success of a token offering.

Another aspect of the white paper is its quality and the level of information it offers. Having
published a white paper is one thing, but to evaluate each white paper on its own merit is
another. How credible the information presented in the document is important to shield the
investors from making an adverse investment (Feng, Lu, Wong, & Zhang, 2018). With the
literature suggesting that the document should contain details, such as token distribution,
problem formulation and solution proposal, the assessment of these items would be highly

subjective.

To evaluate the white paper in an objective manner, a feature of the white paper should rather
be used, such as the length of the document. The length would thus be a proxy for white paper
quality. There are no set requirements for the length, but the document should be of an

appropriate length to fully describe the topic (Cook, 2018).
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Investopedia (2018) stresses that a white paper should contain at least 2,500 words, i.e.
approximately 6 pages, whilst researchers found that the average length of the white papers
was 6,386 words, i.e. 20 pages (Fisch, 2018). With that said, the length is by no means a fixed
proxy for quality, but it should be reasonable to believe that a paper display more information
if it is longer. A longer white paper will therefore reduce the information asymmetry between
the parties. Thus, the length of a white paper should be assessed to decide whether the white

paper affects the success of a token offering or not.

On the other hand, not every ICO has produced a white paper prior to a token offering. In fact,
some ICOs launch their token offering without the document. In contrast to an IPO, where
offering documents are required by law, token holders do not have same disclosure rules as of
this date. This implicates that its solely up to the developer team whether a white paper is
released or not. Token holders are therefore provided with an opportunity to reduce the

transparency voluntarily, which may influence the outcome of ICOs.

In fact, a study found that only 84.2% of the sampled ICOs released a white paper prior to the
token offering, whereas some of them also achieved success, illustrating that not every 1CO
publishes the document, but still managed to obtain a successful ICO (Adhami, Guidici, &
Martinazzi, 2018). This raises questions whether the document is necessary at all and if it even

affects the success of a token offering.

The importance of the white paper in achieving success is highly discussed in the literature,
but recent studies indicate that some ICOs are successful regardless of the document. Having
published the document itself is therefore not a reliable determinant, but a feature of the

document should rather be assessed.

2.4.2 Source Code

The source code of an ICO details the underlying technical aspect of the project or business.
Whether this code is released to the public or not is solely dependent on Initial Coin Offering.
In cases where the code is made public it is normally uploaded to a public repository, such as
GitHub. The purpose of releasing the code is to detail and demonstrate the underlying technical

aspects of the solution to potential investors and other stakeholders.

By making the source code public, the community can review and audit the technical

properties to determine if the technical solution is functional and sustainable. This allow
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industry experts to review the code before the ICO is conducted, but also give stakeholders an
opportunity to contribute to the project by suggesting beneficial changes in the code. A public
source code will allow potential investors and stakeholders to become educated on the project,
and thereby reduce the information asymmetry between the developers and investors. As an
implication, investors are more likely to support the project if the technical properties are
robust. This means that publishing the source code prior to an ICO will positively influence

the success rate of token offering (Jong, Rosenboom, & Kolk, 2018).

Additionally, how the code itself is written does also demonstrate the quality of the developers.
A review of the consistency of the code and how the technical functions are written is essential
to assess if the developers are knowledgeably (Mulders, 2018). This enable potential investors
the opportunity to assess the developers, which is crucial in determining whether to invest or
not. Having a public source code can also be viewed as a signal of how confident the
developers are in their project. Token holders who are not solid on their technical properties
would not subject it to the community scrutiny before the ICO, as it would negatively affect
success. Hence, only token holders with a solid technical side would undergo the expert
scrutiny, which would signal to investors that the developers believe in their project (Jong,
Rosenboom, & Kolk, 2018).

The release of the source code to the community will therefore contribute in reducing the
information asymmetry. By providing the investors with more knowledge of the project, the

developers reduce the information imbalance between the two parties.

2.4.3 Developer Team Composition

The team behind an ICO is titled as the developer team and consists of several individuals that
collectively develop and realise the venture. As with other determinants, the developer team’s
main responsibility is to develop a credible project and convey this information in a
compelling manner to outsiders in order to reduce the information asymmetry. To maximise
the likelihood of achieving a successful token offering, there are two critical components that
are essential: previous experience of the Blockchain technology or ICOs and the size of the

developer team.

To lay a strong foundation for a successful project, a developer team must have several

attributes that are considered key. There is an emphasis on necessary skills and knowledge of
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IT, marketing and investor relations (Applicature, 2018), but more importantly on having
previous experience in the industry, such as of the Blockchain technology and 1COs
(Sergeenkov, 2018). Launching an ICO spans over several areas that are hard to master if the

team does not possess the necessary competence.

Sergenkoov (2018) also argues that the developer team should also contain industry experts
that have a broad knowledge of the type of project the team is launching. For instance, if the
team is launching a project that have applications to the private equity industry, the team
should have a team member with previous knowledge of this industry. It is suggested that a
team consisting of experienced developers with the attributes mentioned above are more likely

to create a successful token offering compared to a team without (Consilium Crypto, 2018).

In addition to the experience, the amount of team members does also affect the success of a
token offering. Sergenkoov (2018) suggests that small developer teams may not be able to
carry out their ideas regardless of talent or level of ambition. This is due to an understaffing

problem, where they lack experience or expertise in other critical areas.

Moreover, both Amsden & Schweizer (2018) and Jong et al. (2018) find that the size of the
developer team is associated with 1CO success. An explanation for this is that more team
members brings additional expertise and experience to the venture, which will increase the
human capital of the team. The recent findings are also consistent with traditional literature;
Cooper and Bruno (1977) found that the size of the management team of a high-technology
company is correlated with the growth of the business, whilst Teach, Tarpley & Schwartz

(1986) found that team size is correlated with firm success.

The composition of the developer team should therefore have an emphasis on the experience
of each team member, where more team members will increase the likelihood of achieving a
successful token offering. By leveraging the team’s total skillset and experiences, the
developer team may reduce the information asymmetry to outsiders and thus increase the

possibility conveying a credible project to the market.
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2.5 Domicile as a Key Determinant of ICO Success

Among many other determinants, the domicile is regarded as one of the key drivers for
whether a token offering is successful or not. This section aims to provide evidence for why

domicile is associated with ICO success.

Researchers have found that the jurisdiction of an ICO is a key determinant for whether the
ICO is successful or not. In fact, compared to other drivers, such as the source code and the
publication of a white paper prior to the token offering, the domicile seems to be a key
determinant for achieving success (Adhami, Guidici, & Martinazzi, 2018). Looking at what
the choice of domicile entails, it is reasonable to believe that the choice of domicile does affect

whether a token offering is successful or not.

By selecting a specific domicile, token holders implicitly dictate the legal constraints that
apply for themselves, but also for the investors. The fact that the developer team and investors
are globally distributed means that a uniform set of rules cannot be enforced upon them, as
some legal indentures would contradict each other. It is therefore up to each domicile to select
and implement legislative measures upon the ICOs in the respective location. Since the
issuance of tokens and coins resemble the issuance of shares during an IPO, authorities have
called for regulating tokens and coins as securities and thereby enforcing securities laws upon
Initial Coin Offerings (Kim, 2018).

This approach is problematic as tokens and coins can have various claims that do not fit the
legal definition of a security. Some domiciles acknowledge this observation, such as the Israel
Securities Authorities (ISA), where they conclude that tokens and coins with a purpose similar
to a currency should not be considered as a security, meaning that securities laws cannot be
enforced upon ICOs issuing currency tokens (Israel Securities Authority, 2018). The
possibility of having different claims attached to the issued coins and tokens makes it difficult
for the authorities to assess each 1CO, adding complexity and volatility to ICOs. The decision
of where to domicile will therefore also affect the success of an ICO, as token holders can

avoid further complexity and uncertainty by selecting a domicile with well-defined rules.

If the tokens and coins are classified as securities, the token holders must comply with a
comprehensive set of regulations that may influence the token offering explicitly. Being

subject to securities laws means that the proceeds from the token offerings are taxed differently
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(Golstein, 2018). Having to comply with securities laws will also impose additional

regulations such as Anti Money Laundering (AML) and Know Your Customer (KYC) acts.

The purpose of these regulations is to detect and flag high-risk individuals and companies that
participates in illegal acts. To comply with the mentioned regulations, token holders are
required to conduct due diligences, which would add further complexity and incur additional
costs (Shilov, 2018). To cover this, the token holders may be more reliant on launching a
presale with a larger presale funding target. Failing to reach this target may result in not being

able to launch the public token sale at all and thus influence ICO success.

On the other hand, there is an investor aspect regarding regulations as well. As with IPOs,
token offerings are also subject to the typical principal-agent problem, where there is a
misalignment in the interest between the developer team and the token holders (Shipolov,
2018). The developer team may decide to alter the supply of tokens available to fixed
circulation amount, which would not be in the interest of the token holders as it would dilute
existing tokens. This creates a demand for governance mechanisms with purpose of shielding
investors and hold the ventures accountable. Compared to corporations that are required to
have a board of directors by law, there not mandatory requirement for ICOs, hence providing

minimal protection to investors.

With the recent rise in ICO controversies; scams and failures, the demand for proper
governance mechanisms is increasing. If an ICO is domiciled in an environment that offer
clear and strict rules and govern the investors, they may be inclined to purchase the tokens or
coins. Contrarily, being domiciled in an environment with unclear legislation in case of
misconduct or fraud, could make the investors less likely to invest. Consequently, the choice
of domicile also entails what kind of legal measures that shield the investors, which would

influence the outcome of ICOs.

Several domiciles have also announced their friendliness towards the Blockchain technology
and ICOs themselves, being titled as crypto-friendly countries. Through a clear and positive
governmental stance on the technology, some domiciles provide beneficial tax laws and a safe
environment to innovate in and conduct token offerings (Town, 2018). By offering support,
resources and minimised uncertainty regarding regulations, several domiciles are attractive to
ICOs. Having the government simplify the process of launching an ICO will reduce the

uncertainty associated with token offerings and influence the outcome of ICOs.
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Furthermore, some domiciles advocate how their existing business landscape may be
beneficial to ICOs as well. Switzerland has for instance launched the Crypto Valley, a
counterpart to Silicon Valley, where the country promotes the access to a business-friendly
environment. Domiciling in Switzerland would provide token holders with an access to a
global and domestic business network, contact to world-class talents and a strong political
climate among many features (CryptoValley, 2018). By offering great conditions for further
growth prior, during and after conducting a token offering may also influence whether the ICO

is successful or not.

Finally, the choice of domicile may also be related to the operations of ICOs in terms of
legality. Some domiciles may permit some operations, whilst other have banned them. An
example is the controversial gambling industry, where there are strict requirements to conduct
such business. In other countries, such as the United Arab Emirates, all kinds of gambling are
prohibited (Dubai.com, 2018). Launching an ICO that is directed towards gambling would
then be unfavourable in an environment such the United Arab Emirates. Hence, Initial Coin
Offerings with operations that are heavily regulated will try to domicile in a more lenient

country, where the operations are more friendly regulated.

An example is the ICO of BX.BET that aims to create a decentralised betting exchange with
self-determined odds (BX, 2018). This token offering is domiciled in Malta, which is known
for its leniency towards gambling. Domiciling in a location that is strongly supporting the
ICOs daily operations may therefore reduce the uncertainty and positively influence the
outcome of ICOs. Consequently, the selection of a domicile for token holders that enhances

its daily operations may also affect the success of the ICO.

The jurisdiction of an ICO may prove to be beneficial and enhance the likelihood of achieving
a successful token offering, whilst an unbeneficial environment may increase the likelihood
of failure. The decision of domicile is therefore a strategic choice that influences the outcome
of an ICO, and token holders should be aware and take this into consideration when selecting

the jurisdiction to maximise their chances of success.

The following sub-sections will present the current regulations of ICOs in selected countries
and are organised as follows: positively and negatively regulated and unregulated countries. It
is worth noting that the list of countries in this thesis is not exhaustive, but represents some of

the most dominant domiciles in the current ICO landscape.
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2.5.1 Positively Regulated Domiciles

Estonia

The digital friendly country aims to become the world’s leading hub for ICOs due to its
openness towards the Blockchain technology. The country has already developed an
innovative e-Residency scheme for foreigners, as well as uses a digital ID-system to establish
a paperless bureaucracy, strengthening the country’s position as a digitalised domicile
(Witismann, 2018). The Estonian government has also publicly embraced and welcomed the

Blockchain technology and its applications.

In September 2017, the Estonian regulators, the Estonian Financial Supervision Authority
(EFSA), launched a legal framework concerning ICOs. This framework states that every ICO
is unique and must be evaluated based on its own merits. Some tokens might be considered as
securities by the legal definition; typically tokens that have equity as a claim or where the
value is linked to the performance of the company. In cases where the tokens are considered
as securities, securities laws apply, providing a clear regulative guideline for Initial Coin

Offerings (Finantsinspektsioon, 2017).

In December 2017, the country announced the launch of a national crypto token — the Estcoin.
The announcement is viewed as a move towards cementing their position as an advanced
digitalised nation, paving the way for becoming a global hub for ICOs. The idea is that this
crypto-token is a complement to the established e-Residency scheme with the end goal of
regulating ICOs through the coin. The proposed crypto-token has the three separate functions;

community, identity and euro.

The community-based Estcoin will reward promoters and supporters that assist and return
feedback to improve the country’s e-Residency program. By conducting regulated token sales
within the framework of the e-Residency scheme, the ventures are assisting in developing the
scheme, and will therefore be rewarded accordingly. The identity-based Estcoin will have a
function like a digital passport, and is used to verify identity and sign documents in an effective
manner. The euro-based Estcoin will on the other hand be linked to the fiat currency Euro and
be used to facilitate instant and feeless transactions with the underlying Blockchain technology
(Witismann, 2018).
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The idea of introducing the Estcoin is to digitalise and disrupt the governance of the country.
By providing a national token, the country will use the e-Residency scheme to welcome and
regulate ICOs domiciled in Estonia. Furthermore, cryptocurrencies are not subject to income
taxes in Estonia, as only the proceeds from ICOs are taxed as they are considered as dividend
pay-outs (Witismann, 2017). This adds another incentive to domicile in Estonia.
Consequently, Estonia is an ICO-friendly country that aims to be the global hub for ICOs by
providing a national crypto-token that can regulate ICOs in a way no other nation has proposed

as of this date.

Gibraltar

In December 2017, the British oversees territory announced that it would enforce additional
regulations concerning ICOs in the pending months. Till this announcement, Gibraltar took an
approach like its peers, and addressed that tokens that have characteristics simulator to

securities, are subject to the relevant securities laws (HM Government of Gibraltar, 2018).

In February 2018, the regulators, Gibraltar Financial Services Commission (GFSC), issued a
proposal on how to regulate ICOs domiciled in Gibraltar. GFSC proposed a comprehensive
framework with the goal of regulating token sales, secondary token market platforms and
investment services relating to tokens laws (HM Government of Gibraltar, 2018). This
framework represents the world’s first bespoke and dedicated set of regulations concerning
ICOs.

The main aspect of the draft is to regulate tokens as commercial products instead of securities,
as well as introduce authorised sponsors. The idea of the former is that most of the tokens are
not structured as securities, i.e. no equity claim or ownership rights, but instead entitle the
holders to future services, such as utility or access to a service. Thus, the tokens are not subject

to the current securities laws in Gibraltar.

Furthermore, the bill proposes to introduce a regime of authorised sponsors. These individuals
will authorise and supervise token sales by applying relevant knowledge and experience to
ensure that the ICOs are compliant with the proposed regulations. The GFSC seeks to

implement the new framework by October 2018 (HM Government of Gibraltar, 2018).
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Singapore

Singapore has emerged to be the epicentre for Asian ICOs mainly due to its lenient taxation
rules. During the Singapore Fintech Festival in November 2017, the country’s central bank
financial regulator, Monetary Authority of Singapore (MAS), addressed the issue of the
growing number of ICOs selecting Singapore as its domicile. The regulator issued guidelines
for 1COs stating that MAS may regulate token offerings, if the 1COs issue tokens that are
classified as capital market products. This entails tokens that are contingent claims as well as
debt instruments. Even non-capital market tokens may fall under regulatory revision for
purposes such as anti-money laundering and counter-terrorist financing (Monetary Authority
of Singapore, 2017).

Besides the issue of tokens being classified as capital market products, the managing director

of MAS, Ravi Menon, has welcomed ICOs to domicile in Singapore by stating the following:

“MAS does not regulate virtual currencies; in fact, we welcome them as an innovation that

can potentially reduce the cost of financial transactions”

- Ravi Menon (Menon, 2017)

In the end of February 2018, the deputy of MAS, issued a press release, addressing whether
additional regulations are required to further protect the investors (Carstens, Restoy, Coen, &
Fonacier, 2018). Consequently, Singapore offers a clear regulatory framework, where tokens

currently are unregulated if they are non-capital markets product.

Switzerland

The European alpine nation is often referred to as the Crypto Valley, due to its decentralised
political system, as well as the low taxations and the business environment the country
provides (CryptoValley, 2018). The Swiss Financial Market Supervisory Authority (FINMA)
released its first regulatory treatment of ICOs in September 2017. It stated that the type of
claim associated with the token dictates the set of legal constraints that apply. Thus, some

tokens are subject to securities laws, i.e. tokens with characteristics like securities, whilst
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others are subject to The Anti-Money Laundering and Know Y our Customer Act (FINMA,
2017).

In the wake of an increasing numbers of ICOs domiciling in Switzerland, FINMA released
more precise guidelines that complement the previous regulatory treatment in February 2018.
The new guidelines aim to support the market and state that each ICO must be assessed on its
own merits, due to ICOs issuing tokens and coins with different claims (Atkins, 2018). Each

case is evaluated based on the type of ICO: asset, payment or utility ICOs.

Asset ICOs issue tokens with a claim equal to securities, meaning that securities and civil law
requirements can be imposed upon the token holders. For payment ICOs, the claim of the
tokens and coins is a means of payment and thereby subject to the Anti-Money Laundering
act. Finally, utility ICOs are token holders that issue tokens with utility as a claim, which does
not explicitly qualify as a security. Nevertheless, if the tokens functions as an investment, the

tokens will fall under the current securities law in Switzerland.

Despite implementing regulations upon ICOs, FINMA has also realised the potential the
Blockchain technology provides and welcomes ICOs to be domiciled in Switzerland. The
chairman of FINMA, Mark Branson, stated that even if the technology has potential and brings
innovative applications, token offerings cannot circumvent existing regulatory frameworks.
Thus, FINMA is approaching the matter with a balanced approach to protect both developers
and investors (FINMA, 2018).

With new regulations implemented, token holders now seem to prefer other domiciles due to
limited access to Swiss banking system, which is crucial for ICOs. A limited access to the
banks would make it harder to open bank accounts for token holders, which may affect the
success of an ICO. The Swiss country is losing business to rivals such as Liechtenstein,
Gibraltar and the Cayman Islands, where token holders have a more lenient way of accessing
the banking system (Irrera & Neghaiwi, 2018). The remaining months of 2018 will be used
re-establish Switzerland as the crypto-hub it once were by hopefully presenting new and

updated FINMA-approved guidelines for token holders (Esteves, 2018).

United States

The increasing amount of capital channelling through the ICO market and with a lack of a

conclusive regulatory framework on a federal level, the financial regulator in the US, the
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Securities and Exchange Commission (SEC), realised the need for regulatory measures
regarding 1COs. Till this point, the SEC has only published explicit guidelines for investors,
warning them about the risks associated with investing in ICOs (U.S. Securities and Exchange
Commission, 2017). There is still an uncertainty regarding 1COs, as the SEC has yet to lay out

how token holders should comply with the existing legal frameworks.

Albeit there is an absence of precise rules governing the developer aspect of ICOs, there are
some regulatory measures worth mentioning. The SEC ruled that ICOs must be treated as IPOs
after a concluding that DAO tokens® were securities (U.S. Securities and Exchange
Commission, 2017). This is the basis for the current regulations of ICOs in the United States,
where the SEC regulates ICOs by dividing them into two: whether the tokens are securities or

not.

The Howey Test is used to decide if tokens and coins are securities or not. This test is a result
of a Supreme Court Ruling in 1946, laying out four criteria to determine if an instrument is an
“investment contract” and thereby a security. Shortly summarised, the test assesses whether
the instrument represents an investment of money, if the investment entails an expected
financial gain, if the money is placed into a common enterprise and if the profits stems from

the efforts of an intermediary (Findlaw, 2018).

A problem with this approach is the fact that token holders can exploit the Howey Test and
characterise their tokens as utility tokens or tokens that do not fit the current legal framework.
By issuing tokens that are considered as utility tokens, e.g. tradeable gift cards, then the token
holders may circumvent the current legal framework and therefore avoid being regulated as

opposed to having the token classified as a security (Lin, 2017).

In April 2018, the director of the SEC’s division of Corporation Finance, William Hinman,
was in a hearing at the US House of Representatives, explaining that the SEC has a balanced
approach regarding ICOs, when asked about why they are not banned (United States House of
Representatives Committee on Financial Services, 2018). Consequently, Hinman hints that

the SEC has a positive view of the technology and of ICOs in general.

3 The Dao tokens are tokens originating from the 1CO of the Decentralised Autonomous Organisation and were ruled to be
subjected to federal securities laws (U.S. Securities and Exchange Commission, 2017).
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2.5.2 Negatively Regulated Domiciles

China

The world’s most populated country has imposed an aggressive stance in terms of regulating
ICOs. In September 2017, the regulators along with the People’s Bank of China, issued the
Circular 99 act, stating that virtual tokens that are not issued by the authorities, do not have a
legal status and cannot be used as a currency in the market (Hsu, 2017). The act mainly applied

for raising capital through 1COs, but as well for exchanges facilitating tokens.

This approach conforms the communist qualities of the political leadership, as the society is
heavily centralised and governmental interventions are a necessity. Further on, the ban is a
measure to ensure that the economic ecosystem is in control of the authorities. Thus, the ban
IS not an explicit statement regarding whether the government is supporting the Blockchain
technology or not. It is worth noting that the Blockchain technology and ICOs bear the
opposite qualities of what the political leadership in China wishes to display to its population.

Consequently, launching an ICO in an official manner in China is currently prohibited.

South Korea

In the early days of ICOs, South Korea was a crypto-friendly country, where ICOs gladly
domiciled. During September 2017, South Korea followed in the likes of China, and
announced that all ICOs were banned indefinitely with the purpose of shielding domestic
investors from malicious misconduct and fraud (Wilmoth, 2017). This came as a surprise, as

many experts viewed South Korea as the obvious choice of domicile after China banned ICOs.

In May 2018, the Korean newspaper, The Korea Times, reported that a group of legislators
from the ruling political party is currently drafting a bill to legalise ICOs under the supervision
of the authorities. The report also stated that the bill mostly concerns ICOs hosted by public
organisations and research centres that are committed to develop the underlying Blockchain
technology (Das, 2018). The bill is yet to be implemented, but is expected to be finalised
before the end of 2018. It remains to see whether the ICO ban will be lifted or not.
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2.5.3 Unregulated Domiciles

Russia

The Russian Federation has experienced a tremendous growth of ICOs domiciling in Russia.
This is due to the fact that the regulatory authorities of the Russian Federation announced that
ICOs are in the early stages and it is premature to impose regulations upon the technology and
ICOs itself (Kaal, 2018). By expressing that the government would refrain from controlling
and regulating ICOs for the time being, Russia has made its way as a haven for token holders

seeking an unregulated environment.

The Russian ICO landscape appears to be shifting, as the Russian Ministry of Communication,
drafted a bill regarding regulations of ICOs in April 2018. Mainly, the bill requires that
organisers of ICOs are obligated to guarantee that investors can sell the issued tokens. In this
way, the investors are provided some kind of governance in case of fraud or malicious conduct.
Second, the Russian government demands that organisers possess at least 100 million roubles
of capital in a verified Russian bank account (Tassev, 2018). The capital requirement may
function as a means of protection in case of misconduct or fraud, where the amount functions

as a collateral.

The bill accumulated a lot of criticism by local experts due to destructive limitations, such as
only 50,000 roubles can be invested into a single ICO. This was later removed from the bill,
but created a furore that scared token holders from domiciling in Russia (O'Neal, 2018).
Although the bill is yet to be implemented, Qiwi Blockchain Technologies, a subsidiary of
Russia’s leading payment service, launched a crypto-platform named Hash. The scheme is
allegedly built upon a classic investment banking model, and will serve as a platform for future
ICOs (Partz, 2018). By initiating a platform for future token offerings, there are some signs of
positive regulations, but it remains to see whether the bill will be implemented or not.

United Kingdom

The archipelago has also experienced an increasing number of ICOs domiciling in the United
Kingdom over the years, forcing the regulatory body Financial Conduct Authority (FCA) to
issue a statement in September 2017. The statement expressed that whether an ICO is regulated
or not is solely decided on a case-by-case basis. The reasoning is that each token and coin

embodies different claims and rights to the investors, implying that some tokens and coins can
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be regulated under existing legal frameworks, whilst other may not. Moreover, the statement
warns investors and consumers of the underlying risks associated with the high volatility of
ICOs (Financial Conduct Authority, 2017).

Currently, most the ICOs fall outside the scope of the FCA, as the tokens have claims that are
not directly regulated by existing legal frameworks. The issued warning of the FCA in 2017
serves as the only warning to both token holders and investors. However, the FCA
acknowledges the potential the Blockchain technology brings and welcomes ICOs to domicile

in the United Kingdom.

In July 2018, the FCA welcomed 29 companies in the fourth regulatory sandbox, where 11 of
them are blockchain-based startups. The purpose of a regulatory sandbox is to allow the
ventures to test their projects and solutions in the United Kingdom under a controlled and
regulated environment (Stankovic, 2018). Consequently, it seems like that British authorities
are currently testing some regulatory measures on some ICOs, but for now the FCA settles

with an official warning to both token holders and investors (Barber, 2018).
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3. The Research Process

The following chapter outlines the research process of this thesis and how it contributes to
answer the research question. Initially, the objective, philosophy, approach, design and
strategy will be elaborated upon. Next, the justification and formulation of the research

hypotheses will be discussed.

3.1 Obijective

The objective of this thesis is to gain a broader understanding of how the choice of domicile
and its corresponding regulations is one of the key determinants for ICO success. The aim is
to investigate whether the choice of domicile has a positive or negative effect on the success
of ICOs. In other words, do Initial Coin Offerings prefer regulated or unregulated
environments when conducting a token offering. Besides ICOs, the thesis will also generate a

greater understanding of the Blockchain technology and its possible applications.

3.2 Philosophy

The selection of a research philosophy is instrumental in answering the question of interest.
Saunders et al. (2009) state that the underlying philosophy provides a set of critical
assumptions about the research process. These assumptions establish the foundation of how

the researcher views the world and consequently how the research process is conducted.

This thesis will adopt a research philosophy of positivism, which is characterised by using
observable data from the real-world to provide credible facts regarding a phenomenon. An
important note is that only observations that are truly observed will lead to the establishments
of facts (Saunders et al., 2009). Hence, the use of observable data of ICOs from the Internet
will provide and establish credible facts regarding the relationship between a variety of

determinants and ICO success.
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3.3 Approach

Since this thesis employs a positivistic research philosophy, the thesis will be subject to a
deductive approach. This approach entails testing theories in the light of statistical tools with
the objective to explain a relationship between two variables (Saunders et al., 2009). In the
case of this thesis, statistical tools will be used to explain the relationship between ICO success

and key determinants.

Currently, the literature concerning ICOs is limited. Hence, this thesis will be a contribution
to the literature by extending the research conducted. An inductive research approach is
therefore suitable for this thesis, as the main goal of this approach is to develop new theory.
This approach implies a collection of data and developing a theory based on the data
concurrently (Saunders et al., 2007). By sampling data of ICOs, it is possible to develop a
theory and use the findings as a contribution to the thin fold literature.

Consequently, a combination of a deductive and an inductive research approach is appropriate
for this thesis, as the objective is to establish credible facts concerning how the choice of

domicile affect the success of ICOs, as well as contribute to the literature.

3.4 Design

The research design is the general plan detailing how to investigate the research question. The
nature of the research question will determine what design is appropriate to achieve the
research objective. Furthermore, the choice of research design will also define how the
analysis of data is conducted. Thus, the determination of research design is essential in

investigating the research question.

Due to the nature of the research question, an empirical study using observed data of ICOs
will be conducted. The design of this study will use a combination of descriptive and
explanatory study, implying that this thesis will employ a descripto-explanatory design. This

design uses descriptive data as a source to explain an event (Saunders et al., 2007).

The objective of a descriptive study is to portray the characteristics of a sample (Robson,
2002). In this case, it will imply a use of descriptive measures to retrieve characteristics of

ICOs in the data sample to provide with meaningful characteristics concerning the relationship
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between determinants and ICO success. In contrast, an explanatory study aims to establish a
causal relationship between some variables, such as domicile and success of an ICO in this
case (Saunders et al., 2007). Hence, the appropriate research design is a descripto-explanatory
study, which will both yield meaningful characteristics of the ICO landscape, but also attempt

to explain the relationship between ICO success and the determinants.

3.5 Strategy

The research strategy is the selected strategic approach used to investigate the research topic.
Since this thesis is characterised by a positivistic philosophy, a combination of a deductive
and an inductive approach, as well as being a descripto-explanatory study, a research strategy

must be formed based on these attributes.

Given the nature of the research question, a research strategy that uses experiments will be
employed. The objective of this strategy is to examine causal links between the explained
variable and the explanatory variables. This strategy implies that a quantitative methodology
must be used. In the case of this thesis, a logit model will be estimated by using a logistic
regression approach, where the model will use the success of an ICO as the dependent variable
and the other determinants as the independent variables, as well as controlling for year fixed

effects.

3.6 Hypotheses

To investigate the research objective, it must be controlled for other factors that may also
influence the success of an ICO. The limited literature suggests that there are several
determinants that influence 1CO success. Hence, investigating these other determinants are
also crucial to progress and validate the literature. In the following, several hypotheses will
therefore be formulated and tested to provide credible information regarding the key

determinants of ICOs.

The white paper should be published prior to a token offering to attract investors by providing
outsiders information of the ICO. Since there are no mandatory disclosure rules as of this date,
releasing this document is entirely voluntarily and based on the sole preferences of the 1COs.

By observing that ICOs can achieve success both with and without the document, questions
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arise whether this document is a key component in obtaining 1CO success at all. Hence, it is
essential to investigate whether publishing a white paper prior to the token offering is a

determinant of success or not. Thus, the following research hypothesis is formulated as:
H1A: Releasing a white paper prior to an ICO will positively affect the ICO success.

Moreover, a white paper may be of different quality in terms of information and therefore
convey different degree of information to the market. To assess whether a release of the white
paper is associated with ICO success itself is therefore insufficient. Since each paper needs to
be evaluated on its own merit, a feature of the white paper should be used as a proxy for white
paper quality. It is suggested that the length of the paper may be an appropriate characteristic
of quality. Consequently, the following hypothesis is formulated:

H1B: Longer white papers convey more information to the market, which positively influence

the 1CO success.

The source code renders the underlying technical properties of the project to outsiders, and
will thereby reduce the information asymmetry between the ventures and the market.
Publishing the code on a public repository signals confidence in the venture and allows the
project to come under the scrutiny of the community. This signaling effect may also influence
the outcome of 1COs and must therefore be investigated. The following hypothesis is hence

formulated:

H2:  Providing the source code on a public repository increases the probability of ICO

SUCCess.

The literature mentions other determinants besides the white paper and the source code. Team
composition seems to be essential. Having previous experience of Blockchain or 1ICO will

influence the success of an ICO. This can be assessed with the following hypothesis:

H3A: Having a team with previous Blockchain or ICO experience will positively influence

the success.

Moreover, the literature suggests that the size of the team is also important in achieving
success. Additional members will add more expertise and experience to the developer team,
which will increase the human capital of the ICO. To evaluate this, the following hypothesis

is formed:
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H3B: Larger teams increases the probability of achieving a successful 1CO.

Furthermore, the limited literature also advocates that the domicile of an ICO is a determinant
of 1ICO success as well. This is because the location of an ICO announces the legal constraints
that govern the token holders and investors. Whether an ICO is domiciled in a regulated
environment such as Estonia, or in an unregulated environment such as the United Kingdom,
matters according to the literature. It is therefore essential to investigate if regulations

influence the success of an ICO at all. Thus, the following hypothesis is formulated:
H4:  Revealing the domicile prior to an ICO will positively influence the ICO success.

The literature also expresses that several countries are positive to ICOs and welcome token
holders to domicile in their respective country. Some of these countries have also implemented
regulatory measures and legal frameworks that are favourable for token holders — creating
positively regulated environments for ICOs. Since the environments are meant to be beneficial
for the token holders, it is reasonable to assume that such environments increase the likelihood

of achieving ICO Success. This motivates the next hypothesis:
H5:  ICOs domiciled in a positively regulated environment are more likely to succeed.

Further on, the ICO landscape was globally unregulated until September 2017. In this period,
the token holders selected domiciles regardless of regulations as there were no regulations put
in place at that time. Subsequent this event, domiciles issued treatments regarding ICOs. In
the positively regulated countries, the respective authorities addressed ICOs and handed out
temporarily guidelines on how to deal with them, giving them a positive outlook. In contrast,
the authorities in China and South Korea issued an indefinite ban on conducting ICOs —
negatively regulating them. The ban makes it problematic to conduct an ICO in a legal manner.
It is therefore interesting to investigate whether domiciling in a now banned country, such as
China or South Korea, would yield a greater chance of achieving a successful token offering
compared to other countries prior to the regulations. Thereby, the following hypothesis is

formulated:

H6:  Prior to the ICO bans, domiciling in China or South Korea yielded a greater chance

of achieving success compared to other domiciles.

Finally, the literature review also states that regulations were implemented around September

2017. Countries such as Russia and the United Kingdom has yet to release any binding
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regulatory treatment of ICOs. In absence of absolute legal constraints, token holders may
intentionally domicile in such countries as they provide minimal legal protection in case of
fraud or malicious malpractice. It is therefore critical to investigate if intentionally domiciling
in an unregulated environment will increase the likelihood of achieving 1CO success compared
to domiciling in regulated environments. This is the motivation for the last research

hypothesis:

H7: Intentionally domiciling in an unregulated environment will positively influence the

ICO success.

Collectively, these research hypotheses aim to jointly contribute in answering the research

question.
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4. Methodology

This chapter outlines the methodological choice that will be used to investigate the research
hypotheses and the research question. They are answered by employing a logit model using a
multiple logistic regression approach. First, the general logistic regression model is presented
with its underlying assumptions. Second, the construction of the variables that will be used in
this thesis is justified. Finally, the model underlying this thesis and its validity will be

discussed.

4.1 Multiple Logistic Regression Model

Due to the nature of the research question and its corresponding hypotheses, a multiple logistic
regression model will be used to determine if the domicile and its corresponding regulations
is a key determinant of ICO success. Contrary to a linear regression model, a logistic
regression model permits the use of a qualitative explained variable, such as a binary indicator
variable. Consequently, this methodological choice makes it possible model the probability,

such that the explained variable Y belongs to a category (James et al., 2013).

4.1.1 Intuition

The intuition of the logistic model is to use a function that yields outputs between zero and
one, i.e. modelling probability of an event in the interval of zero and one. For the case with
one explanatory variable, the following function is used in logistic regression:
eBO+ﬁ1x

p(X) = T pps (1)
Equation (1) is fitted using the maximum likelihood principle, which has better statistical
properties compared to the ordinary least squares methodology (OLS). This methodology aims
to determine the predicted f, and B, such that a likelihood function is maximised. The
obtained 3, and 3;, will be such that the probability of an event, p(x), converges to zero if the

event in guestion does not occur or is approximating one if the event occurs (James et al.,
2013).
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Equation (1) can be mathematically manipulated to obtain the following:

PO _ L Bo+Bax
T @)
where the left-hand-side, 1?;’26), is titled the odds and can take values in the interval zero to

infinity. Odds approaching zero indicates a low probability of an event to occur and odds

approaching to infinity indicates the opposite.

By taking the logarithms on both sides of equation (2), the log-odds or the logit model is

acquired:

log (£2) = g, + B 3)

1-p(x)

Equation (3) illustrates that the right-hand-side is linear, which implies that the regression
model under logistic regression has a logit that is linear in the explanatory variable x (James
etal., 2013).

4.1.2 Intepretation

It is worth noting that the relationship between the left-hand-side and the right-hand-side in
equation (3) is not linear, meaning that the standard interpretation of a linear regression cannot
be applied. In the case of a logistic regression model, the interpretation is the following: an
increase in the explanatory variable x by one unit is associated with an increase in the log-

odds by B, i.e. multiplying the odds with e”:.

4.1.3 The General Logistic Model

Since this thesis will use additional explanatory variables, the simple logistic model for one
explanatory variable must be extended to k explanatory variables. In general, a multiple

logistic model with k explanatory variables has the following logistic function:

(x)
log ({£35) = Bo + Buxs + -+ B (4)

where x = (xy, ..., x;.) are the k explanatory variables.
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Equation (4) may be further manipulated to obtain the corresponding logistic function:

eBo+B1x1++Bpxy

p(x) = 1+eﬁ0+B1x1+-~-+kak (5)

where the coefficients corresponding to the explanatory variables are fitted using the
maximum likelihood principle as mentioned above for the case of a single explanatory variable
(James et al., 2013).

4.2 Model Assumptions

To employ the multiple logistic regression model, several underlying assumptions must hold.
In contrast to the OLS methodology, which relies on Gauss-Markov assumptions to hold,
logistic regression does not need any of them (Dismuke & Lindrooth, 2006). This is
particularly due to the non-linearity of the model, as it log-transforms a linear regression model
(Park, 2013).

Despite disregarding the Gauss-Markov assumptions, the logistic regression approach relies
on several assumptions to increase the accuracy of the estimated model. Consequently, the
following assumptions must be satisfied for the logistic regression model to give unbiased
results (Bewick, Cheek, & Ball, 2015):

Explained Variable is Dichotomous (A1)

In the logistic regression model, a requirement is that the explained variable, the left-hand-
side of equation (4) is dichotomous. This means that this variable should be coded, such that
it is a binary variable. This variable should take the value of zero if the event does not occur
or a value of one if the event occurs. Formally, a dichotomous explained variable can be

expressed as follows:

_ px) \ _ (1 if yes
Y = log (1—p(x)) - {0 if no (6)

Equation (6) illustrates that the explained variable can take two possible values: one if yes and

zero if no.
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Correct Fit (A2)

The model should include explanatory variables that are meaningful to the model, such that it
is fitted correctly. By adding meaningless variables, the model may be overfitted or in the
opposite case; the exclusion of meaningful variables may cause the model to be underfitted
(Park, 2013).

Independent Observations (A3)

The logistic regression model assumes that each observation in the dataset is independent of

each other.

No Multicollinearity between the Explanatory Variables (A4)

The assumption regarding no multicollinearity states that none of the explanatory variables in
the sample is constant, such that the explanatory variables are not functions of each other
(Woolridge, 2013).

Linearity between Explained Variable and Explanatory Variables (Ab)

The logistic model requires that there is a linear relationship between the explained variable,

i.e. the log-odds and the explanatory variables.

Large sample size (A6)

The model assumes that the sample size is large, as the estimation of the maximum likelihood
principle are less powerful compared to OLS. Consequently, the logistic regression model is

less efficient and therefore needs a greater sample size compared to the OLS methodology.

4.3 Measurement

This section will address the motivation and justification for generating the explained variable

and the explanatory variables, as well as how they were generated.
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4.3.1 Explained Variable

The objective of this thesis is to investigate how the success of ICOs is affected by regulations
when studying the domicile. To do so, the success of an ICO is used as a measure to investigate
this. The motivation for this is that the token holders aim to achieve the funding target, as they
wish to raise capital to vitalise their projects. If the ICO reaches this target, then the ICO is

considered as a success.

The explained variable for the model is therefore a constructed binary variable named
ico_success, which takes the value of one if the ICO is a success and zero if the ICO is deemed
as unsuccessful. This explanatory variable will therefore represent the probability of achieving

success for an ICO and is formally coded as:

if ICO successful

Y = ico _success = { .
0 otherwise

For each of the conducted ICOs sampled, they are either coded as 1 if the ICO was successful

or O if the ICO was unsuccessful.

4.3.2 Explanatory Variables

To complete the logistic regression model, several explanatory variables must be generated
and included into the model along with the explained variable. The motivation for the
construction of each explanatory variable originates from chapter 3.6. In the following each

variable will be explained.

To investigate H1A regarding the importance of the white paper, the indicator variable
whitepaper is constructed as:
¥ = whit _ {1 if white paper is published
1= WLEepaper =1 otherwise
It will take the value of one if the ICO has published a white paper prior to launching the token
offering and a value of zero otherwise. For all the conducted 1COs, the variable whitepaper

will either be one if the ICO has published a white paper or zero if it has not.
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To assess the quality of the white paper, i.e. research hypothesis H1B, the length of each
published white paper is used. The explanatory variable wp_length is constructed and coded

as:
X, = wp_length

For all the ICOs in the sample that published a white paper, the variable wp_length will contain
the length of the white paper in pages. The ICOs that did not have a white paper will return

missing observations for this variable.

Hypothesis H2 can be tested by constructing the variable source_code. This variable will take
the value of one if the source code is published on a public repository prior to an 1ICO or a
value of zero if not. Hence, the variable is coded as:

1 if source code public

X2 = source_code = { .
3 - 0 otherwise

Each conducted ICO will be assigned a value of one or zero dependent on if they have

published a source code or not.

To examine research hypothesis H3A regarding the importance of experience in developer

team composition, the indicator variable team_exp is constructed as:

1 if team has previous experience

X, = team_exp = {
4 P =10 otherwise

The variable team_exp takes the value of one if the team has previous Blockchain or 1ICO
experience and the value of zero if the team does not have this experience. This variable
consists of all instances where information about the team is available. When the information

is unavailable, missing observations occur.

To capture how the size of the team affects the performance of the ICO, i.e. research

hypothesis H3B, the explanatory variable team_size is constructed:
X5 = team_size

The indicator variable will consist of the number of team members of each developer team,

whenever this information is obtainable.
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Furthermore, to test whether specifying the domicile prior to an ICO will have an effect on the
success, the indicator variable domicile is constructed:
if domicile is specified
X = domicile = {1 ! . pectf
0 otherwise
The variable domicile involves the entire sample, where the country either has specified a
domicile or have not specified it. The variable takes a value of one if the domicile is specified

and a value of zero otherwise.

The research hypothesis H5 seeks to examine whether 1ICOs domiciled in a positively
regulated environment are more likely to succeed compared to domiciling in other countries.

To investigate this effect, an indicator variable titled pos_dom is generated:

if domiciled in a positively regulated environment

X7 = pos_dom = {O otherwise

This explanatory variable will take the value of one if the ICO is domiciled in a positively
regulated environment and a value of zero if it is in another environment. The literature review
illustrates that positive regulations were implemented September 2017. This means that ICOs
domiciled in positively regulated environments after September 2017 will be coded as one,

whereas ICOs in other environments after September 2017 will be coded as zero.

Research hypothesis H6 seeks to investigate whether domiciling in a negatively regulated
country yielded a greater chance of success compared to other domiciles prior to the
regulations. The idea is to examine whether regulations influenced the choice of domicile by
looking at an ICOs success. If this is the case, then it is evidence towards regulations
influencing choice of domicile for an ICO. Hence, the following is generated:

1 If domiciled in negatively regulated environment

Xy = neg_dom = {O otherwise

ICOs domiciled in South Korea or China prior to the ICO ban in September 2017 will be coded
as one, whereas 1COs domiciled in other locations will take the value of zero. This implies

that the variable is only relevant for all conducted 1COs before September 2017.

The last research hypothesis, H7 examines whether the effect on success when domiciling in

an unregulated environment. The idea is to investigate how regulations affect the choice of
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domicile, when token holders are provided with a clear choice of a regulated or an unregulated
environment. The following explanatory variable is therefore constructed:
1 if intentionally domiciled in an unregulated location

Xo = unreg_dom = {o otherwise

The explanatory variable unreg_dom takes the value of one if an ICO is domiciled in an
environment that is unregulated and the value of zero if this is not the case. Since positive
regulations were implemented mid-September 2017, the period post the implementations
represents a period where the token holders were provided with a clear choice between
unregulated and regulated domiciles. This means that ICOs domiciling in the United Kingdom

or Russia will take the value of one, while other conducted ICOs will take the value of zero.

4.3.3 Year Fixed Effects

To reduce the omitted variable bias, some control variables must be added. One way of
reducing the bias is to include year fixed effects, which will pick up the remaining variation
in the dependent variable that is not attributed to the other independent variables. Since the
existence of the ICO landscape is short and has increased in popularity over the years, some
of the variation in ICO success may be caused by year fixed effects. Hence, the following

indicator variables will be added:

1

Xy = 2013 = {0

X, = 2014 = {é

if ICO conducted in 2013
otherwise

if ICO conducted in 2014
otherwise

¥ = 2015 = {1 if ICO conducted in 2015
12 = W0 otherwise

X = 2016 — {1 if ICO conducted in 2016
3= ~l0  otherwise

¥ = 2017 = {1 if ICO conducted in 2017
4= 0 otherwise

X = 2018 = {1 if ICO conducted in 2018
15 = ~l0  otherwise
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The year indicator variable will take a value of one if the ICO was conducted in that specific

year and a value of zero if otherwise.

4.4 Thesis Model

By adding all the constructed variables together, the following multiple logistic regression

model is obtained:

ico_success = [, + fywhitepaper + S,wp_length + [3source_code + B team_exp + Bsteam_size +

Bedomicile + B,pos_dom + Pgneg_dom + Bounreg_dom + Y12, B X; +¢€ (7

Equation (7) illustrates that the success of ICOs is the dependent variable and is explained by several

determinants as well as controlled for year fixed effects.

4.5 Model Validity

To ensure that the proposed model is feasible, the assumptions underlying the multiple logistic

regression model must be discussed in conjunction with this thesis.

Assumption Al states that the explained variable is a dichotomous variable. The generated
dependent variable for this thesis is ico_success, which is a binary indicator variable. Hence,
this assumption holds. Moreover, A2 is assumed to hold as well, as the proposed model
includes explanatory variables that are meaningful to the model, such that is fitted correctly.
There are no meaningless variables added to the proposed model, as it is likely to believe that

all the proposed explanatory variables influence the success of ICOs.

Assumption A3 expresses that the sampled observations are independent of each other. It is
unlikely to believe that the conducted ICOs in the dataset are dependent of each other.
Consequently, this assumption holds. The remaining assumptions, A4, A5 and A6 are also
assumed to hold, as none of the explanatory variables in the sample is constant, and there is
linear relationship between the dependent and independent variables, as well as the sampled
data represents a large sample size in terms of the current ICO market. In conclusive, the
generated variables propose a valid regression model that can be used to investigate the

research hypotheses.
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5. Data

This chapter will elaborate on how the data was sampled and prepared to obtain a dataset of
the 1CO market during 2013 to October 2018. Initially, the chapter will explain how the data
was collected by using a variety of sources, followed by how the obtained data was prepared

and manipulated for the empirical analysis. Finally, limitations of the dataset are discussed.

5.1 Data Collection

The ICO market is currently uncontrolled and there is no exhaustive source of complete and
comprehensive data of conducted ICOs. Furthermore, there are no universal reporting
standards, implying that the degree of completeness in the information varies across the
sources. In other words, some sources may have recorded several conducted ICOs other

sources may have not documented.

To combat the addressed issues, this thesis will collect data from multiple sources with the
objective of retrieving a representative sample of the ICO market during the specified period.
The idea is that when the degree of completeness differs, gathering data from several sources
will yield a sample that most likely will entail all the conducted ICOs in the period. Hence,
the incompleteness can be reduced by including all conducted ICOs from the multiple sources
and later adjust the sample for duplicates. This approach will yield a representative sample of
the 1ICO market and will also ensure that this thesis fully reflects the current standing of the

ICO market when investigating and answering the research question.

In the absence of an official and exhaustive registry of conducted ICOs, several websites have
spawned to track and review token sales. These websites are titled ICO Trackers and provide
several tools for assessing ICOs, such as reviews and metrics like the duration of ICOs and
initial token price (Sedgwick, 2018). Consequently, ICO Trackers are vital for due diligence
purposes and a crucial source of information in gaining an understanding of the most recent
state of the ICO market. An issue with using an ICO Tracker is that the information associated
with the specific tracker may be incomplete. Thus, multiple ICO trackers will be used to ensure

a sample that is representative of the ICO market.
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The data underlying this thesis is aggregated data of conducted ICOs in the period of 2013 to
October 30™" 2018. The data was retrieved November 1% 2018. The sampled data consists of
conducted token offerings in the given period and contains both successful and unsuccessful
ICOs. To clarify, an ICO is considered as complete or successful when the duration of the ICO
has surpassed and the pre-determined funding target is achieved. If the funding target is not

reached then the token offering is considered as a failure and will be labelled accordingly.

The following sub-sections will describe and justify the various of sources for gathering the

aggregated data of conducted ICOs.

5.1.1 TokenData

TokenData is a transparent ICO tracker that aims to provide investors with an overview of the
past, current and upcoming ICOs by offering free and simple data. The tracker also publishes
blog posts and reports about the ICO market (TokenData, 2018).

The obtained raw data from Tokendata.io illustrates that 1,800 ICOs were conducted in the
period 2014 to October 2018. However, several of the retrieved ICOs do not have their
corresponding amount of capital raised, which makes some data points inadmissible. In such
instances, it is impossible to determine whether the 1CO reached its funding target or not, as

the amount of capital raised is not disclosed.

There may be several reasons for why this occurs. Since there are no regulatory frameworks
that explicitly state that ICOs must disclose the amount of capital raised, token holders can
intentionally refrain from disclosing. Another reason may be that the data from TokenData.io
is incomplete or corrupt. Regardless, these incomplete observations will be dropped from the

dataset.

5.1.2 CryptoCompare

CryptoCompare is a crypto-tracker that streams the latest prices and news regarding
cryptocurrencies and Initial Coin Offerings. Besides cryptocurrencies and ICOs,
CryptoCompare provides investors with reviews of digital wallets, crypto-exchanges and tools

for tracking the performance of a crypto-portfolio (CryptoCompare, 2018).
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1,624 observations of conducted 1COs were retrieved from CryptoCompare within the given
sample period. As with the former source, CryptoCompare also displays ICOs that are
conducted but have not disclosed their funding target. As previously argued, these
observations will be omitted from the dataset, ensuring that the sampled data in fact represents

conducted token offerings with a clear funding target.

5.1.3 Smith + Crown

Smith + Crown is a research organisation specialising in researching Blockchain and Initial
Coin Offerings. The company publishes research reports regarding cryptocurrencies, market
trends and crypto-projects with the aim to construct a platform for research related to the
Blockchain technology and its many applications. The company provides a limited and

comprehensive list of ICOs, including upcoming, currently and historical token offerings.

In contrast to the aforementioned trackers, Smith + Crown has a detailed list of only 606
completed 1ICOs with their respective amount of capital raised. None of the observations in
this sample are therefore omitted and it therefore seems that this source has only admitted

verified tokens or selected token offerings (Smith+Crown, 2018).

5.1.4 CoinSchedule

CoinSchedule aims to be the best cryptocurrency token sales and 1CO list by providing
information about live, upcoming and past ICOs. The tracker also releases summary statistics
regarding ICOs and publishes blogposts about cryptocurrencies and the Blockchain

technology as well.

CoinSchedule provides a list of 1,451 completed ICOs in the sample period, where none of
the 1COs lack their respective amount of capital raised. In this case, none of the observations

will be dropped from this sample (CoinSchedule, 2018).

5.1.5 ICOBench & TrackICO

The aforementioned sources of information do in fact provide data about ICOs in the sample
period, but they fail to inform on other attributes associated with ICOs. Information such as

domicile, white paper and team composition are not disclosed explicitly. Due to the nature of
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the research question, these factors must be accounted for. The omitted information can be

located by utilising the sources ICObench and TrackICO.

ICObench is an ICO rating platform that provides analytical and technical insights of ICOs to
investors and supporters (ICObench, 2018), whilst TrackICO aims to offer users with reliable
information about the best ICOs and matching token offerings with investors (TrackICO,
2018).

For the sampled data from the sources above, both ICObench and TrackICO are utilised to
determine if the ICO has published a white paper and its length, released a source code, if team
members have previous experience with Blockchain or ICOs and the team size. In cases where
the domicile of an ICO is not available on the tracker, the project website has been examined
to determine the origin of the token sale. If the domicile is still not uncovered, then it is

assumed that the domicile is concealed on purpose by the token holders and thus not specified.

5.2 Data Preperation

The obtained raw data must be prepared and manipulated before it can be used to investigate
and answer the research hypotheses and the research question. In the following, the software

used in this thesis, as well as the data cleaning process will be elaborated upon.

5.2.1 Software

The obtained raw data is merged and cleaned using Microsoft Excel 2016. To conduct the
empirical analysis and thereby investigating the hypotheses, the programming language R was

employed.

5.2.2 Data Cleaning

The dataset was obtained by merging all the sampled data from the listed sources above. This
process entailed several complications that must be addressed. The problems are mainly
situated around incomplete data and duplicates, which must be dealt with to acquire the desired
dataset. Hence, the dataset must be corrected and cleaned before it can be used in the empirical

analysis.
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The main issue is that sampled data from the sources do not have their corresponding domicile
or whether a white paper is published or not, stated. Since the purpose of this thesis is to
investigate the implications of regulations on the choice of domicile for conducted ICOs, the
absence of jurisdiction is a crucial problem to address along with the white paper. In cases
where the respective domicile of an ICO is missing, the trackers ICObench and TrackICO are
used to determine the associated domicile and the other determinants mentioned previously.
The newly acquired information is then manually added to the dataset. In this way, the dataset

becomes more complete and is representative of the ICO market.

Since the data are collected from different sources, there are likely to be duplicates present as
the sources reflect the identical ICO market. This is the disadvantage of having several sources
in retrieving data, but is necessary when trying to retrieve a sample representative the 1ICO

market.

Another issue that must be addressed is the presence of inadequate observations. For instance,
an error might occur during the sampling process, causing several observations to be missing.
This seems to be unlikely, as several independent sources have been used and all the conducted
ICOs should therefore be included.

5.3 Data Limitations

There are several limitations with the data that must be addressed before moving forward.
First, an underlying assumption is that the selected sources of ICO data fully reflect the ICO
market. In other words, all the conducted ICOs in the period 2013 — October 31th 2018 are
therefore included in the dataset. This assumption seems reasonable, as the sources are not
arbitrarily selected, but in fact represent some of the most prominent ICO trackers as of this
date. Furthermore, it seems implausible that six independent sources of information have
overlooked the identical ICO, which substantiates this assumption further. With that said, it
still exists a possibility of this occurring, and if this is the case then this will limit this thesis

to a minor extent.

Second, the given funding targets are specified in US dollar, which imposes an additional
assumption. As argued in chapter 2, the majority of the ICOs offer investors and supporters

the opportunity to receive the project token in exchange for existing cryptocurrencies. The
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problem with this approach is the high volatility and fluctuations associated with the particular
cryptocurrency. The price of Bitcoin today may differ from the price tomorrow. This implies
that each source has converted the funding target from cryptocurrency to US dollar using some
exchange rate. To ensure that this thesis is realistic, the exchange rate is assumed to be the
average conversion rate during the duration of the token offering. This seems reasonable, as
the price of cryptocurrencies is subject to high volatility. Moreover, this thesis assumes that
this conversion is correctly finalised by the respective source itself. Consequently, deviations

in the funding target across other platforms occurs because of using another conversion rate.

Finally, a lack of information regarding several determinants may also induce challenges to
this thesis. Since several ICOs occurred years ago, websites and white papers have also
disappeared from the surface of the Internet. If this is the case, then it makes it challenging to

determine the domicile of an ICO. In such cases, this thesis will be limited to an extent.
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6. Current State of the ICO Market

Albeit the focus of this thesis is to investigate how different determinants influence the success
of ICOs, it is also important to recognise that the sampled data may provide valuable insights
to a market that is limited researched. Since the literature is currently constrained, a descriptive
view of the data may present latent insights that could extend the literature. The sampled data
provides the most recent state of the ICO market. This chapter is structured as follows. Initially
the development of the ICO market as of this date will be presented, followed by examining

the trends in typology and distribution.

6.1 Development of the ICO Market

By viewing the development of the annual ICOs conducted during the period, it is possible to
obtain information of the trends in the ICO market, but also the popularity of ICOs in general.
The sampled data reveals that 1,474 ICOs were conducted from 2013 to October 2018. The
annual development of ICOs is illustrated in figure 3 below.

Annual Development of ICOs conducted in the 2013 - October
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Figure 3: lllustrates the development of ICOs conducted during the period.
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Figure 3 illustrates the tremendous growth in ICOs conducted since the very first ICO in 2013.
The first three years experienced a modest growth, which is mainly due ICOs being unknown
to the public. With the years, the popularity for this innovative device increased, which can be
seen by the explosive growth in the amount of ICOs conducted during the latter three years.
Increased attention towards the Blockchain technology and ICOs has added further

participants to the ICO market. As a result, the activity in the market has surged.

Next, the number of 1ICOs conducted till this date has already surpassed the total amount in
2017, despite 2018 yet to conclude. As of this moment, 860 ICOs have been conducted
worldwide in 2018, yielding an average annual growth of 208.4% during the sample period.
This trend implies that additional 1COs are expected to be conducted in 2018, but also the fact
that the market will most likely continue to grow in the upcoming years. This is further
substantiated by the fact that the technology is trending, and more ventures are being aware of

the possibility of launching a venture using ICO as a funding mechanism.

The increased activity in the ICO market is also associated with an incredible growth in the
amount of capital raised. The development of capital raised through ICOs can be viewed from

figure 4 below.

Total Amount of Capital Raised via ICOs in 2013 - October 2018
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Figure 4: Total Amount of Capital raised through ICOs annually.
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Figure 4 displays that the total amount of capital has annually increased since the first token
offering of Mastercoin, which raised US $600,000. In the initial years, only a few conducted
ICOs, which is shown by the low amount of capital they raised. As the number of ICOs grows,
the total amount of capital raised annually also increases. This can for instance be seen from
2017, where 556 ICOs conducted their offering and raised a total of US $6.45 billion. Further
activity in the 1ICO market with additional ventures conducting token offering and more

investors investing capital into projects can justify this observation.

Notice that the current amount of capital accumulated in 2018 is already approximating three
times as much as the previous year. This explosive growth in capital raised is due to additional
ICOs being conducted, which can be explained by the increased popularity associated with
ICOs. As the year is yet to be completed, this amount is expected to grow as the number of
ICOs conducted is also expected to grow. The sampled data can be depicted further. Table 1
shows the average amount of capital raised per ICO during the sample period.

Table 1: Average Amount of Capital Raised per ICO on an Annual Basis.

in million $ 2013 2014 2015 2016 2017 2018

Amount 0.6 7.8 2.0 1.7 11.6 21.4

Table 1 reveals that the average amount of capital raised per ICO on an annual basis fluctuates.
This indicates that there may be year fixed effects that occur and create the unambiguous trend.
Moreover, observe that from 2016 to 2018, the average amount of capital raised per ICO
increases. Each project raised on average US $1.7 in 2016, which increased to US $11.6 in
2017 and is currently at US $21.4 in 2018.

An interesting remark is that albeit the data for 2018 only consists of completed ICOs until the
end of October 2018, the amount of capital raised so far in 2018 has already exceeded the total
amount of the previous year. Furthermore, the average amount of capital raised per ICO on an
annual basis post 2013 is greater than the very first token offering. These observations
demonstrate the fact that the ICO market has tremendous growth and is expected to grow

further in the upcoming year.

The immediate reason for this insight is that the Blockchain technology is in its early stages,

and most the society is yet to be aware of the possibilities associated with ICOs. Since both
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the Blockchain technology and cryptocurrencies are currently trending, the popularity is
steadily growing. Hence, additional market participants are anticipated to enter the ICO

landscape in the following years, which entail several consequences.

First, an increase in ventures will yield more projects to choose among. Second, a surge in
investors will lead to more capital being channelled into the ICO market and thereby being
allocated to the projects. A combination of additional developers and investors will thereby
increase the market capitalisation of both the ICO market, but also the cryptocurrency market
as well. Therefore, the market will emerge and grow asymmetrically unless it is regulated in

the foreseeable future.

On the other hand, it is also possible to argue that the current state of the ICO market will not
experience a further growth due to its lack of regulations. Since the current ICO market is in
the grey area in most countries and thereby not properly regulated, some ventures and investors
may refrain from entering the market as they view the market as too uncontrolled. Leaving
potential market participants in uncertainty may thus mitigate the growth of the ICO market.
Also, if the sentiment in the market changes, then the growth of the ICO market may be

delayed as well.

Another reason for the initial observation is that the projects launched in 2018 may be more
attractive to the investors. As the market is in the early stages with little regulation, the market
participants are currently emerging and learning by its previous mistakes. For instance, a
venture in 2018 has the opportunity to review previous projects and avoid certain fallacies,
whereas investors may be more diligent in their due diligences. In such cases, the investor may
decide to invest more capital compared to what he or she would have done without the

knowledge and experience of the ICO market.

6.2 1ICO Typology

The emerging ICO landscape has grown in terms of ICOs conducted and amount of capital
raised. It is thus of the essence to examine what types of projects or industries the capital has
been allocated to. Using the same typology as from Coinschedule.com and thereby classifying
ICOs accordingly, the following ICO typology is obtained, which is illustrated in table 2
below. Please note that each category is an assembly, meaning that the projects underlying a

category may differ to some extent.
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Table 2: Typology of Completed ICOs in 2013 — October 2018.

Industry Number Percentage
Finance 263 17.8%
Infrastructure 146 9.9%
Trading & Investing 129 8.8%
Marketplaces 84 5.7%
Payments 82 5.6%
Gaming & VR 68 4.6%
Commerce & Advertising 54 3.7%
Gambling & Betting 48 3.3%
Social Network 39 2.6%
Machine Learning & Al 34 2.3%
Communications 34 2.3%
Drugs & Healthcare 31 2.1%
Other 316 21.4%
Unspecified 146 9.9%
Total 1,474 100.0%

Table 2 displays that 17.8% of the projects are related to Financial Services, such as
decentralised lending platforms. Moreover, 9.9% of the projects are directed towards creating
new Infrastructure, i.e. developing new or existing blockchains, which may result in additional
platforms to launch an ICO on. Both these industries resemble and embody the early idea of
Nakamoto, which suggests that Nakamoto has followers who share the identical view of
intermediaries.

Furthermore, observe that many of the projects are directed towards Trading & Investing and
Marketplaces. The popularity associated with cryptocurrencies has created several demands
by the community that is yet to be fulfilled. For instance, the increased popularity of
cryptocurrencies also requests additional platforms, or the fact that traders of cryptocurrencies
also want to trade more traditional securities such as stocks and bonds. These projects aim to

innovate this and solve the problems market participants encounter.
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Next, view that the sampled ICOs encircles the different aspects of the financial sector, i.e.
Finance, Infrastructure, Trading & Investing, Marketplaces and Payment. The aim of the
projects seems to be focused on disrupting the financial sector by providing innovative
solutions with the basis in the Blockchain technology. Intriguingly, table 2 illustrates that most
of the completed ICOs are also projects related to the fundamental idea of Nakamoto in 2008.
Nakamoto argued that the Blockchain technology could replace intermediaries to prevent a
future financial crisis — disrupting the financial sector. By launching the projects, ventures are
still embodying the notion of Nakamoto today and are embarking on the mission Nakamoto

once set.

Finally, notice that some projects are related to other sectors than the financial sector. 4.6% of
all completed I1COs in the period were devoted to the Gaming & VR industry, which is
reasonable considering that it is easier to disrupt this industry compared to more traditional
industries that are heavier regulated. In such cases, the projects often offer tokens that can be
used to purchase in-game items or merchandise connected to the game. Moreover, 3.3% of the
projects are engaging in unethical activities such as Gambling and Betting. Finally, 21.4% of
the ICOs are placed in the group “other”, which is a category consisting of projects related to
tourism, transportation and mining to mention a few areas. Consequently, the capital is
allocated towards projects with various purposes, but mainly seems to be to ventures that are

embarking on the mission once set by Nakamoto.

6.3 ICO Distribution

It is also possible to retrieve some insights regarding the distribution of ICOs during the sample
period. This information will provide indication of how token offerings tend to domicile and
may give some evidences of the underlying reasons for why this is the case. By compiling the
data, table 3 is obtained. This table illustrates the global distribution of ICOs in period of 2013
to October 2018.
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Table 3: Distribution of ICOs in the period of 2013 — October 2018.

Domicile Amount of ICOs Percentage
United States 190 12.9%
Singapore 158 10.7%
United Kingdom 113 7.7%
Russia 101 6.9%
Switzerland 82 5.6%
Estonia 59 4.0%
Hong Kong 38 2.6%
Germany 34 2.3%
China 30 2.0%
Cayman Islands 25 1.7%
Gibraltar 25 1.7%
South Korea 7 0.5%
Other 430 29.2%
Unspecified 182 12.3%
Total 1,474 100.0%

Table 3 illustrates that 12.9% of all conducted ICOs preferred the United States as the domicile
closely followed by Singapore with 10.7%. Since token holders are free to select any other
domiciles of their choice, a selection of the United States or Singapore conveys that most token
holders may prefer positively regulated environments. The evident intuition for this is the fact
that positively regulated environment enhances the operations of ICOs and provides a climate

that promotes Initial Coin Offerings.

Furthermore, observe that the unregulated environments, United Kingdom and Russia,
account for 7.7% and 6.9% of all ICOs conducted, respectively. Having the choice between
positively regulated environments and unregulated environments, many ICOs tend to choose
the latter. This indicates that some 1COs prefer unregulated environments albeit it is possible
to domicile in positively regulated environments. Finally, note that a fairly large amount of
ICOs have not specified their domicile, i.e. 12.3% of the ICOs in the sample.
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7. Empirical Analysis

This chapter consists of two separate analyses that will be assessed jointly in the light of the
research question. The aim is to investigate the research hypotheses and thereby answer the
research question. Since the design of this thesis is a descripto-explanatory study, a descriptive
analysis will initially be presented. Finally, an inferential analysis is conducted by estimating
a logit model to investigate whether the sampled data substantiates the descriptive analysis or

not.

7.1 Descriptive Analysis

In the following, the research hypotheses will be analysed by employing descriptive tools. The

aim of this section is to provide a foundation for the inferential analysis.

7.1.1 ICO Success

The development of ICOs in terms of success or failures is of importance when analysing how
different determinants affect the outcome of an ICO. This development is illustrated in figure

3 below.
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Figure 3: Annual ICO Successes and Failures from 2013 to October 2018.
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Figure 3 illustrates the development of the outcome of all ICOs conducted in the period 2013
to October 2018. Initially, notice that few 1ICOs were conducted in the beginning and the ones
that were conducted were all successful. An explanation for this observation may be the
minimal information asymmetry between the ventures and the investors. Since ICOs
experienced low popularity and were conducted inside a close-knit community, both the
ventures and investors had sufficient knowledge to develop and assess ICOs, respectively.
This implies that ICOs increased the transparency, whilst investors had the knowledge to make

informed decisions.

As token offerings become more mainstream and gain additional popularity, both new
developers and investors enter the ICO landscape. This is observed by the massive growth in
both successes and failures, as well as the development of capital raised through 1ICOs during
the latter three years. From 2016 and till this date, the number of successful ICOs have steadily

increased, whilst the amount of failures is reducing.

A reason for this may be the fact that participants are inexperienced in the beginning, but learn
how to navigate ICO and the market over time. As there was no fixed recipe for conducting
an 1CO properly, developers had to use a trial and error methodology to extend the knowledge
and avoid fallacies. This also demonstrates why the amount of failures is decreasing the latter
years, as token holders discover which determinants and components that are necessary for

conducting a successful ICO.

The previous observations suggest that ICOs take several determinants into account when
conducting an ICO and is also the basis for why the amount of successful ICOs is steadily
increasing over time. This thesis thereby seeks to unveil whether these determinants influence

the outcome of an ICO or not.

7.1.2 White Paper as a Determinant

The research hypothesis H1A states that the white paper is a determinant for ICOs achieving
success. Using the sampled data of all conducted ICOs in the period 2013 to October 2018,
descriptive measures can be used to examine whether publishing a white paper increases or

decreases the probability of achieving success. The sampled data is presented in table 4 below.

The table illustrates that 1,474 1COs were conducted in the sample period, whereas 1,221 of

them achieved a successful token offering, whilst the remaining 253 failed. Further on, the
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table shows that among the 1,221 successful ICOs, 746 of them published a white paper prior
to the token offering, whilst the remaining 475 avoided the document but still achieved

success. There are two evident observations that can be drawn from this table.

Table 4: The Outcome of ICOs when Publishing a White Paper prior to a Token Offering.

Published a Yes Percentage No Percentage Total
White Paper?

Success 746 97.0% 475 67.4% 1,221
Failure 23 3.0% 230 32.6% 253
Total 769 100.0% 705 100.0% 1,474

First, it suggests that it is possible to achieve a successful token offering without publishing a
white paper in advance. This implicates that there seems to be other factors that affect the
success of an ICO besides the white paper, which indicates evidence against hypothesis H1A.
Second, it also shows that 746 successful ICOs published a white paper, implying that this
factor may have influenced the success of an ICO as almost all successful ICOs used the paper

in their token offering. This suggests some evidence in favour of hypothesis H1A.

Moreover, out of the 253 ICOs that did not successfully close their token offering, 23 of them
published a white paper. This illustrates that albeit publishing a white paper prior to the ICO,
the token offering is not automatically set for success. This observation proposes that there are
also other variables that affect the success of an ICO, and that the white paper may be a partial
determinant in achieving 1CO success. Since 23 ICOs still failed even though they published
a white paper, there are also some evidence against hypothesis H1A. It seems that the white

paper is not a key determinant for 1CO success.

It is rather suggested to assess the white paper on its own merit. By using a feature of the white
paper, such as the paper length, the quality of the document can be evaluated and thereby
determine whether the document is a determinant of ICO success or not. Research hypothesis

H1B investigates this. Table 5 below illustrates the average length of white papers released.

Table 5 shows that amongst the 769 1COs that published a white paper prior to the token
offering, 746 of them achieved success, whilst the remaining 23 failed. The average length of
the document for the successful ICOs was 35 pages and 24 pages for the unsuccessful 1COs.

The extensive difference in average length of the white paper between the two suggests that
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successful ICOs convey more information to the market compared to unsuccessful ICOs. This
indicates that successful ICOs attempt to reduce the information asymmetry associated with
ICOs.

Table 5: Average White Paper Length for Successful and Unsuccessful ICOs.

Outcome Amount of ICOs that have Published a White Paper Average White Paper Length
Success 746 35

Failure 23 24

Total 769 29

A larger document length implies that each project provided outsiders with more information
in the white paper. By conveying more information to the market, the developers immediately
seek to reduce the information asymmetry between the two parties. Furthermore, offering
sufficient information to investors allow them to make informed decisions. This would also
create reliance and increase the project’s reputation which would also have a positive effect
on investment decisions. This suggests that the length of the white paper may positively affect
the success of an ICO and thereby support hypothesis H1B. This observation substantiates that
publishing the white paper itself is not a determinant for ICO success, but rather that the quality

of the document is a determinant.

On the other hand, notice that the average white paper length for unsuccessful ICOs was 24
pages. This indicates that unsuccessful 1ICOs provided outsiders with less information
compared to successful ICOs. As a consequence, investors may have lacked information when
attempting to make an informed decision. Thus, the lack of information might refrain investors
from investing into the ICO and hence negatively affect the success of an ICO. This
observation also supports that the white paper is crucial component in delivering information
to the ICO market.

It therefore appears that the white paper itself may not directly be a determinant of 1CO
success, but rather the information the document conveys to the market. The quality of the
information with regards to the length of the document seems to be a reliable proxy for the
quality of the white paper. Consequently, there are support in favour of hypothesis H1B.
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7.1.3 Importance of Source Code

Research hypothesis H2 expresses that the source code is a determinant for accomplishing
ICO success. The source code reveals the digital competence of the developers and may unveil
whether the developer team can carry out their concept into a working product. Allowing the
source code to come under the scrutiny of the public may also signal the confidence in the
project to the market; advocating that the project can be audited and criticised by the
community. The amount of ICOs that released their source code publicly prior to the offering

is presented in table 6 below.

Table 6: The Outcome of ICOs when Releasing the Source Code prior to a Token Offering.

Public Source Code? Yes Percentage No Percentage Total

Success 628 96.8% 593 71.9% 1,221
Failure 21 3.2% 232 28.1% 253

Total 649 100.0% 825 100.0% 1,474

Table 6 illustrates that amongst the 1,474 conducted 1COs during the sample period, 649 ICOs
made their source code public prior to the offering, whilst the remaining 825 refrained.
Moreover, it shows that 96.8% of the ICOs that made their source code public successfully
closed their token offering. This clearly indicates that publishing the source code on a public
repository prior to an offering most likely positively influences the success. There is strong

support for hypothesis H2.

On the other hand, observe that 71.9% of those that did not make the project code public also
achieved a successful ICO. This suggests that there are also other variables that are decisive
to the outcome and that the success is not solely dependent on the source code. This seems
reasonable as similar entities such as firms, become profitable due to several determinants that
jointly intersects. This observation neither support or rejects the hypothesis H2, but provides

some information about the importance of other determinants.

Consequently, there are strong indications for the importance of a source code when launching
an ICO. This is associated with increased reliance in the project as well as signaling of abilities

and further prospects of the project. Hence, hypothesis H2 seems to hold.
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7.1.4 Developer Team Composition as a Determinant

A key component in achieving ICO success is suggested to be the developer team and how the
team is composed. The arguments mention the necessity of previous Blockchain and ICO
experience as well as the team size as two crucial determinants in obtaining 1CO success.
Table 7 below illustrates the outcome when the developer team has previous experience of the

technology.

Table 7: The Outcome when the ICO Team has Previous Experience of Blockchain or ICO.

Experienced Team? Yes Percentage No Percentage Total

Success 249 97.6% 972 79.7% 1,221
Failure 6 2.4% 247 20.3% 253

Total 255 100.0% 1,219 100.0% 1,474

The table shows that 255 conducted ICOs had a developer team with previous experience of
the Blockchain technology or ICO, whereas 97.6% of these ICOs achieved success. This
indicates that most of the 1COs that had previous Blockchain or ICO experience were able to
convert this experience to benefit the ICO and thereby positively affect the outcome. The
intuition is that an experienced team will have the knowledge to avoid certain fallacies that
may damage the project. This experience is instrumental as it establishes an advantage over
competitors when reaching the funding stage. Hence, there seems to be evidence that supports
hypothesis H3A.

Additionally, only 2.4% of the ICOs with an experienced team did not manage to achieve a
successful token offering. As this amount is remarkably low, it is feasible to think that these
six ICOs may have been influenced by other variables besides the experience. An adequate
parallel is the equity capital markets; the previous track record is not a clear or reliable
indication of future performance. Even if the previous token holders had positive experiences
with the technology, the ICO is still subject to other variables that may influence the outcome

of the offering. This argument does also support hypothesis H3A.

Contrarily, observe that 79.7% of the successful ICOs did not have a team with previous
experience. This implies that despite the lack of experience, several token holders do still

obtain a successful offering. Having previous Blockchain experience is therefore not necessary
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in obtaining 1CO success. This also support the proposition that other variables are more

crucial in determining the 1CO outcome, which provides evidence against hypothesis H3A.

There are also several arguments regarding the importance of the team size of tech-based
ventures, such as ICOs, and how it correlates with success. Table 8 below shows the average

team size for successful and unsuccessful ICOs.

Table 8: Average Team Size of Successful and Unsuccessful ICOs.

Outcome Amount of ICOs that has Published Team Info Average Team Size
Success 249 12

Failure 6 10

Total 255 11

Table 8 illustrates that the average size of the developer team for successful and unsuccessful
ICOs is 12 and 10 respectively. The difference between the two is remarkably low, which
suggests that the team size does not affect the outcome of the offering. Since the size of the
developer team does not seems to matter, there must be other variables that also affect the

outcome. Consequently, there are some evidence against hypothesis H3B.

7.1.5 Domicile as One of the Key Drivers

A determinant that is yet to be examined in terms of ICO success is the choice of domicile of
the respective 1CO. Each domicile has its corresponding regulations, which affects 1COs in
various degrees. Some domiciles are positive towards ICOs, while other locations are not.
Since the literature is limited on this matter, it is therefore interesting to investigate how
regulations influence the success of a token offering. Initially, it is necessary to investigate if
there are any immediate differences in the outcome when explicitly specifying the domicile

prior to the ICO compared to not disclosing it.

Table 9 shows that 1,292 1COs specified their domicile prior to an ICO, whereas the remaining
182 did not disclose their domicile due to unknown reasons. Among the 1,292 ICOs, 88.4%
of these ICOs did achieve a successful token offering, whilst the remaining 11.6% failed. This
observation suggests that disclosing the domicile prior to an ICO positively influences the

likelihood of achieving success, which substantiates hypothesis H4.
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Table 9: The Outcome when the Domicile is Specified and Unspecified prior to an Offering.

Domicile Specified? Yes Percentage No Percentage Total

Success 1,142 88.4% 79 43.4% 1,221
Failure 150 11.6% 103 56.6% 253

Total 1,292 100.0% 182 100.0% 1,474

On the other hand, view that 182 ICOs did not disclose their domicile, where 43.4% of them
achieved success and the remaining 56.6% failed. If the case were that disclosing the domicile
would positively affect the success of an ICO, then conversely a lack of disclosing domicile
would damage the 1ICO process. Table 9 illustrates that this is not necessary the case, as only
56.6% obtained an unsuccessful token offering. This percentage would be expected to be
vastly greater if the previous reasoning was adequate. This provides evidence against the

hypothesis H4.

Moreover, the literature states that regulations were mostly implemented in September 2017,
which means that the period prior to this date represents an unregulated environment, whilst
the period after is a regulated period. By examining the distribution of ICOs in the period
where the environment was unregulated compared to the regulated period, it is possible to
investigate whether there is a change in the distribution or not. This comparison is illustrated
in table 10 below.

The evident observation from table 10 is that all the countries experienced a growth in ICOs
after regulations were implemented, which indicates that regulations may affect the choice of
domicile and therefore also the success. For instance, Estonia experienced a growth from 4 to
53 successful ICOs after implementing positive regulations, i.e. a percentage increase of
1,225%, whilst Switzerland went from 14 to 65 successful ICOs — a 364.3% increase. The
trend is the same for the other countries as well as, showing that regulations are likely to affect
the choice of domicile. In this case, positive regulations concerning 1COs have led to an
explosion in ICOs domiciling in the positively regulated countries. This indicates that the
domicile positively influences the success of an ICO, which also imply strong evidence for
hypothesis H4.
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Table 10: The Effect of Regulations on the choice of Domicile for Successful ICOs.

Domicile Pre-Regulations Post-Regulations Total Percentage Change
Estonia 4 53 57 +1,225.0%
Gibraltar 5 20 25 +300.0%
Singapore 11 125 136 +1,036.4%
Switzerland 14 65 79 +364.3%
United States 43 119 162 +176.7%
Unspecified 46 33 79 -28.3%
Total 137 433 570

Table 10 also shows that the number of successful ICOs that did not disclosed their domicile
has decreased. In fact, there is a decrease of 28.3%, indicating that regulations reduce the
incentive to not specify the domicile. Ventures are now more concerned about developing their
project in an environment that promotes the Blockchain technology instead of not disclosing
their domicile and shielding themselves from responsibility. This also indicate that token
holders take the domicile and its corresponding legal constraints into account when attempting

to achieve ICO success.

There may also be several other explanations for this decrease. During the sample period, the
ICO market experienced a rapid growth with new market participants entering the ICO market.
Prior to the implementation of regulations, the number of unspecified domiciles may be a
result of ventures not knowing where to domicile impending further regulations. If an ICO
were to disclose its domicile and later find out that the authorities of the selected country were
to implement negative regulations towards ICOs, then it could potentially damage the
operations of the ICO and perhaps the existence as well. Thus, not disclosing the domicile

could be an insurance if negative regulations were pending.

On the other hand, table 10 also displays that after implementing regulations, the number of
undisclosed domicile of ICOs decreased. The likely reason to this is that the regulatory stance
in each respective domicile is settled for now. Hence, it is clear what it entails to be domiciled
in a specific country. ICOs will no longer be subject to uncertainty due to regulations and thus
additional ICOs are motivated to disclose their domicile compared to before. Consequently,

an 1CO will possess knowledge of the benefits and the disadvantages of domiciling in a
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specific location. This descriptive analysis indicates that regulations affect the success of an

ICO positively, which provides evidences for hypothesis H4.

7.1.6 Domiciling in a Positively Regulated Environment

Research hypothesis H5 suggests that ICOs domiciled in a positively regulated environment
are more likely to succeed than ICOs domiciled in another environment. Since some countries
enforced regulations that are considered as positive, it is possible to examine the impact of
positive regulations by comparing ICOs in the positively regulated environment against the

rest of the sample. This comparison is presented in table 11 below.

Table 11: ICO Success in a Positively Regulated Domicile compared to other Domiciles.

Domicile Success Failure Total Success Rate
Positively Regulated 382 38 420 91.0%
Other Countries 734 182 916 80.1%
Total 1,116 220 1,336

Table 11 illustrates that 1,336 ICOs were conducted during the period, whereas 420 domiciled
in a positively regulated country, and the remaining 916 domiciled in another environment.
Amongst the 420 in the positively regulated country, 91.0% of them achieved a successful
token offering, whilst among the 916 ICOs domiciled in another environment, only 80.1% of
the ICOs achieved a successful ICO. This implies that the likelihood of achieving a successful
token offering is greater in a positively regulated environment compared to other
environments. Domiciling in a positively regulated environment tends to positively affect

ICOs, which provides evidence for hypothesis H5.

It can also be argued that there might be other reasons for the difference in success rates
illustrated above. Amongst the positively regulated domiciles, most of the countries are
nations that have a strong business environment and political leadership. These are factors that
ICOs can benefit from and thereby increase their chance of achieving a successful token
offering. Having advisors that are experts in for instance marketing may positively affect the
success of an ICO and thereby affect the success rate as well. Contrarily, the countries in other
environments may have a weaker business landscape or political leadership, which may reduce

the chances of achieving a successful token offering.
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Finally, table 10 has previously established that token holders are actively seeking a positively
regulated domicile. This can be seen of the percentage change in ICOs domiciling in the
positively regulated countries post-regulations. Subsequent implementing positive regulations
of ICOs in Singapore, the country experienced an increase of 1,036.4% of ICOs domiciling in
Singapore, which also support hypothesis H5. Consequently, it seems that positive regulations

will positively influence the outcome of ICOs. Hence, there are evidence for hypothesis H5.

7.1.7 China and South Korea as Key Domiciles prior to ICO Ban

Prior to September 2017, none of the countries in the sample had regulations enforced, which
means that token holders could select domicile regardless of legal constraints. It is therefore
interesting to investigate whether domiciling in a negatively regulated country prior to the ICO
bans would yield a greater chance of success compared to other countries. In other words,
would domiciling in China or South Korea prior to the ICO bans positively affect the outcome
compared to domiciling in other environments. The distribution of ICOs with its

corresponding success rate prior to implementing regulations is presented in table 12 below.

Table 12: Success Rates of Domiciles prior to Implementing Regulations in September 2017.

Domicile/Outcome Success Failure Total Success Rate
Estonia 4 0 4 100.0%
Gibraltar 5 0 5 100.0%
Singapore 11 9 20 55.0%
Switzerland 14 0 14 100.0%
United States 43 8 51 84.3%
Russia 51 18 69 73.9%
United Kingdom 30 11 41 73.2%
South Korea 3 0 3 100.0%
China 11 4 15 73.3%
Other 265 146 411 64.5%

Total 619 238 857 72.2%
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Table 12 illustrates that South Korea and China has a success rate of 100.0% and 73.3%
respectively, indicating that domiciling in South Korea prior to the ban would positively
influence the ICO. However, there are two implications of this observation that needs to be
addressed. First, the amount of 1COs domiciled in South Korea is particularly low. All the
three token offerings succeeded. The lack of additional observations for South Korea casts
doubt over the validity of the argument and does not provide any clear evidence towards

hypothesis H6.

Moreover, observe that the success rate of China is considerably lower compared to other
domiciles such as Switzerland and the United States. Examining table 12, 100% of all
conducted ICOs in Switzerland were successful, whilst 84.3% of all ICOs in the United States
had the same outcome. Since more ICOs succeed in other domiciles, the two observations
suggest that domiciling in China or South Korea prior to regulations would not positively
affect the outcome. The number of conducted ICOs for the other domiciles are also vastly
greater than China and South Korea. Hence, there seems to be evidence against the hypothesis
H6.

Since other domiciles than South Korea and China had a greater success rate, it can be argued
that there are other factors that are more decisive when determining 1CO success for these
domiciles. Especially China is infamous for its strict political leadership and control of the
population, which may negatively influence the outcome of an ICO. To complete an ICO
requires effort on several areas, where the business climate is an essential component. The
presence of censorship may therefore harm token offerings. Contrarily, domiciles like
Switzerland provide token holders with a clear business climate, which can be leveraged to
promote the 1CO. Connections to financial institutions and a vast investor pool are both

attractive attributes to token holders and would affect the outcome of an ICO.

There are indications that token holders were provided with better options when selecting
domicile. Domiciles such as South Korea and China seem to have no effect on the outcome of
an ICO as they provide an inadequate business climate, whereas other domiciles are more
suitable. Consequently, there are evidence against hypothesis H6 as there are other domiciles

that are far more superior.
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7.1.8 Effects of Domiciling in an Unregulated Environment

Since regulations were implemented around September 2017 for the most countries, the token
holders were provided with a clear choice. ICOs could either domicile in positively regulated
environments, such as Switzerland and Singapore, or intentionally domicile in an unregulated
environment such as United Kingdom and Russia. By comparing the success and failures of
ICOs in a regulated and unregulated environment from the implementation of regulatory
measures, it is possible to investigate hypothesis H7. This comparison is compiled in table 13

below.

Table 13: ICO Success in an Unregulated Domicile compared to a Regulated Domiciles.

Domicile Success Failure Total Success Rate

Unregulated Domiciles

Russia 15 0 15 100.0%
United Kingdom 67 5 72 93.1%
Total 82 5 87 94.3%

Positively Regulated Domiciles

Estonia 53 2 55 96.4%
Gibraltar 20 0 20 100.0%
Singapore 125 13 138 90.6%
Switzerland 65 3 68 95.6%
United States 119 20 139 85.6%
Total 382 38 420 91.0%

Miscellaneous

Unspecified 33 26 59 55.9%

Other 241 4 245 98.4%

Table 13 illustrates that 420 conducted ICOs domiciled in a regulated environment, whereas
382 of them succeeded while the remaining failed. This means that approximately 91.0% of
all ICOs in a positively regulated environment succeeded. In an unregulated environment, 87

ICOs were conducted, whereas 82 succeeded and 5 failed; 94.3% of all these were successes.
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This illustrates that far more 1COs succeeded in an unregulated environment opposed to a
regulated domicile, which suggests that domiciling in an unregulated environment would
increase the probability of success. In this case, domiciling in a location that is currently
unregulated increases the likelihood of achieving success compared to a positively regulated
one. This provides evidence for the fact that the hypothesis H7 holds.

Furthermore, observe that both Gibraltar and Estonia have approximately 100% success rate.
Almost all token offerings have been successful. Whether this is due to regulations alone is
hard to determine. All the countries in the table above represents countries with a solid
business environment and political systems. This factor may also be instrumental in the
success of an ICO. Amongst the positively regulated countries, domiciling in the United States
yields the worst chance of succeeding. In the United States, 119 1COs were launched, where
only 20 of them succeeded, hence returning a success rate of 85.6%. Although this amount is
great, it is lower compared to its peers. This provides evidence against hypothesis H7.

Also, note that not specifying the domicile will yield a success rate of 55.9%. When the choice
is to select an unregulated environment, a positively regulated domicile or remain unspecified,
it seems to be that the first two are a better choice in terms of success. An explanation for this
is that not revealing the domicile weakens the trust and reputation of the project and hence

investors will refrain from investing.

It is likely to believe that other factors besides jurisdiction are also affecting whether an ICO
is achieving success or not. With that said, table 13 indicates that there is no clear preference
regarding positively regulated environments and unregulated domiciles. It is expected that the
hypothesis does not hold as unregulated environments provide token holders with ambiguity,

refraining investors from investing.

7.2 Inferential Analysis

This section aims to support the previous descriptive analysis. The research hypotheses can be
investigated by employing statistical tools. Initially, the descriptive statistics of the regression
variables are presented followed by a correlation matrix of the variables. Finally, several
regressions are estimated to test the significance of the determinants on ICO success both
individually and jointly.
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7.2.1 Summary Statistics

Table 14 and 15 report the key characteristics of the data sample and the corresponding
correlation coefficients, respectively. The sample consists of 1,474 observations, where the

construction and explanation of each variable is previously given in chapter 4.3.

Table 14 illustrates that 1,474 1COs were conducted during the sample period, where 83% of
the 1COs successfully closed their token offering on average with a standard deviation of 38%.
Moreover, the mean of disclosing a white paper is 69% with a standard deviation of 46%.
Amongst the 842 ICOs that published a white paper, the average length of the document was
roughly 34 pages. Interestingly, the largest white paper consisted of 219 pages, which is
extensive considering that the average length is 34 pages.

The average team size is about 12 team members, whereas the largest developer team involved
64 members. The corresponding standard deviation is 6.79%, which suggest that the team of
64 members is an anomaly. Observe that 88% of the ICOs disclosed their domicile prior to the
token offering. This indicates that token holders take the domicile into account when launching
an ICO.

Table 14:; Descriptive Statistics of the Regression Variables.

Variable  Observations Mean Median Std. Dev Min Max
iCo_success 1,474 0.83 1.00 0.38 0.00 1.00
whitepaper 1,474 0.69 1.00 0.46 0.00 1.00
wp_length 842 33.52 20.00 18.86 1.00 219.00

source_code 1,474 0.44 0.00 0.50 0.00 1.00

team_exp 1,474 0.17 0.00 0.38 0.00 1.00
team_size 1,474 11.39 11.00 6.79 1.00 64.00

domicile 1,474 0.88 1.00 0.33 0.00 1.00

pos_dom 1,336 0.31 0.00 0.46 0.00 1.00

neg_dom 515 0.03 0.00 0.31 0.00 1.00

unreg_dom 811 0.11 0.00 0.31 0.00 1.00
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Table 14 further shows that the mean of domiciling in a positively regulated country is 31%
with a standard deviation of 46%. When domiciling in negatively regulated or intentionally in
unregulated environments, the mean is 3% and 11% with corresponding standard deviations
of 31% and 31%, respectively. This provides further support for the fact that 1ICOs takes the

domicile and its corresponding legal constraints into account when launching an 1CO.

Table 15: Correlation Matrix of the Regression Variables.

Variable @) @) ®) (4) ®) (6) ) ®) © 10
(1) ico_success 1 0.30 0.53 0.33 0.18 0.26 0.39 0.17 0.01 0.04
(2) whitepaper 0.30 1 -0.04 -0.04 -004 -004 -008 -001 -0.06 0.01
(3) wp_length 053 -0.04 1 023 017 027 033 011 -002 0.02

(4) source_code 033 -0.04 0.23 1 0.18 0.14 0.18 0.04 -0.09 -0.03

(5) team_exp 018 -004 017 0.8 1 017 015 -006 011 -0.06
(6) team_size 026 -004 027 014 017 1 010 006 003 -0.02
(7) domicile 039 -008 033 018 015 0.10 1 020 -0.07 0.11
(8) pos_dom 017 -001 011 004 -006 006 0.0 1 019  -0.07
(9) neg_dom 001 -006 -002 -009 011 003 -007 0.9 1
(10)unreg_dom 004 001 002 -003 -006 -002 011 -0.07 1

Table 15 illustrates the correlation coefficients between the regression variables. Observe that
ICO success is positively correlated with publishing a white paper (0.30), the length of a white
paper (0.53), having a public source code (0.33), team size (0.26) and domicile (0.39). These
large coefficients suggest that ICO success is associated with the presence of determinants that
reduce the information asymmetry. Moreover, the correlation coefficient between ICO success
and domiciling in a positively regulated environment is to some extent strong (0.17), which

also adds evidence that domicile is one of the key determinants.

On the other hand, the correlation coefficients for negatively regulated domiciles (0.01) and
unregulated domiciles (0.04) are close to zero. The correlation coefficients indicate that the
variables are nearly uncorrelated. This implies that there is almost no relationship between the
mentioned variables and ICO success. Additionally, the correlation matrix also shows that
none of the explanatory variables are perfectly correlated. This means that multicollinearity

will not be an issue in this case, hence the inferential analysis can be conducted.
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7.2.2 Regression Results

The following sub-section presents the regression results. Initially, table 16 and 17 will report

the individual determinants regressed against ICO success as the dependent variable.

Table 16: Results when Regressing each Determinant individually against ICO Success.

Dependent (D) 2 3 4) (5)
Variable:
ico_success White Paper White Paper Source Code Team Team Size
Length Experience
whitepaper 11.6970***
(26.6693)
wp_length 0.1694***
(0.0122)
source_code 2.5738***
(0.2404)
team_exp 2.5006***
(0.4237)
team_size 0.1756***
(0.0183)
2013 11.7350 7.6718 3.4786 6.5073 6.8048
(625.4038) (73.1264) (31.1445) (51.3404) (31.1441)
2014 12.4890 -12.6474 0.0000 0.0000 0.0000
(442.2274) (96.8335) (62.8788) (62.8788) (62.8788)
2015 12.4890 -0.7006 1.3449 0.0000 -1.8074
(361.0772) (82.3612) (57.4987) (59.2827) (58.2357)
2016 -1.5965 -7.4356 -5.3323 -7.3241 -8.7506
(0.3249) (73.1272) (51.3417) (51.3411) (51.3415)
2017 -0.0682 -7.9478 -3.5038 -5.6666 -5.9666
(0.3146) (73.1265) (51.3410) (51.3405) (51.3406)
2018 1.5601*** -7.4273 -3.5038 -5.6666 -6.9666
(0.3228) (73.1265) (51.3410) (51.3410) (51.3406)
Constant 12.0848 5.7047 5.3024 7.8762 7.7006
(26.7009) (73.1266) (51.3409) (51.3403) (51.3403)
Observations 1,474 769 1,474 1,474 1,474
Pseudo R2 33.40% 60.26% 31.35% 20.08% 26.17%
Wald Chi2 329.8507*** 536.7360*** 307.3312*** 189.3068*** 251.9035***

Standard deviations in parentheses and p-values; *p < 0.1, **p < 0.05, ***p < 0.01.



80

Column (1) in table 16 regresses only white paper as the explanatory variable against ICO
success as the explained variable. Publishing a white paper alone is statistically significant at
a 1% significance level with a corresponding positive coefficient. This indicates that it will
increase the probability of success if the ICO publishes the document. Moreover, also observe
that the year fixed effect in 2018 is significant and positive, which indicates that there is some

variation to the ICO success, which is not attributed to the white paper, but rather to 2018.

Furthermore, column (2), (3), (4) and (5) illustrate that the white paper length, making the
source code public, having a team member with previous Blockchain or ICO experience and
the team size are all positive and statistically significant at a 1% significance level,
respectively. This indicates that the determinants do individually increase the probability of
ICO success. Itis also important to note that no year fixed effects are significant, which implies
that no variation in the ICO success is attributed to yearly effects for these determinants. This
indicates that the mentioned variables most likely provide a better foundation for success
compared to the white paper, as there is no variation in the ICO success that is due to the year

effects, but rather attributed to the explanatory variables themselves.

Table 17 reports how the domicile affect ICO success in various ways. Column (1) illustrates
that revealing the domicile prior to a token offering will increase the probability of ICO
success. The coefficient is positive and statistically significant at a 1% significance level.
Moreover, from column (2); domiciling in a positively regulated environment will also
positively affect the probability of success as the coefficient is also positive and statistically
significant. However, the control variables for 2017 and 2018 are now also statistically
significant at a 1% significant level. This implies that the variation in ICO success is also

attributed to 2017 and 2018 when solely studying the domicile.

Column (3) displays that domiciling in China or South Korea prior to the ICO ban does not
yield a greater probability of 1CO success. The coefficient is positive, but not statistically
significant. No control variables are positive as well. Column (4) also demonstrates that
intentionally domiciling in unregulated environments does not increase the probability of
success. The coefficient is now negative and statistically insignificant. The year fixed effects
are however statistically significant, which indicates that even though the ICO success is not
due to domiciling in unregulated environments, the variation in 1CO success is attributed to

year fixed effects.
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Table 17: Results when Regressing Domicile Determinants against ICO Success.

Dependent Variable: 1) (2) (3) 4)
ico_success
Domicile Positively Regulated  Negatively Regulated Unregulated
Domiciles Domiciles Domiciles
domicile 2.0709***
(0.1815)
pos_dom 0.9591***
(0.2126)
neg_dom 0.5415
(0.5774)
unreg_dom -0.0672
(0.4529)
2013 0.000 0.0000
(65.9822) (83.7828)
2014 0.000 0.0000
(62.8788) (81.6564)
2015 0.000 0.0000
(59.2827) (76.9854)
2016 -6.4656 -7.8874
(51.3414) (66.6728)
2017 -6.5156 -1.4782*** -7.6274 -1.0473***
(51.3404) (0.1603) (66.6723) (0.3254)
2018 -5.1933 1.4782*** 1.0473***
(51.3405) (0.1603) (0.3254)
Constant 5.8053 0.6322*** 8.3991 1.6227***
(51.3406) (0.1036) (66.6722) (0.2825)
Observations 1,474 1,336 515 811
Pseudo R2 25.77% 16.28% 1.65% 2.68%
Wald Chi2 247.7210%** 135.4182*** 6.1017 9.1147**

Standard deviations in parentheses and p-values; *p < 0.1, **p < 0.05, ***p < 0.01.

Table 18 and 19 report the logit regression results when regressing all the determinants
simultaneously against ICO success as the explained variable. The difference between the two

tables is that table 18 uses the white paper, whilst table 19 uses the length of the white paper.
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Table 18: Summary of Logit Regression Results when using the White Paper.

Dependent Variable: @ &) ©)) (C)]
ico_success
ICO Determinants Positively Regulated Negatively Unregulated
Domiciles Regulated Domiciles Domiciles
whitepaper 11.7675 11.8041 11.2212 10.3343
(22.8373) (24.0032) (20.4462) (25.1462)
source_code 2.3649*** 2.0780*** 2.8006*** 2.2718***
(0.2687) (0.2839) (0.3897) (0.4947)
team_exp 1.3569*** 1.3364*** 1.5313** 9.4054
(0.4551) (0.4569) (0.6854) (33.4299)
team_size 0.1738*** 0.1617*** 0.1868*** 0.1485***
(0.0242) (0.0266) (0.0365) (0.0386)
domicile 1.8195*** 1.8964*** 1.1103*** 2.4496***
(0.2629) (0.2873) (0.3453) (0.6180)
pos_dom 0.4917*
(0.2538)
neg_dom 0.8303
(0.7395)
unreg_dom 0.0323
(0.5742)
2013 11.5737 10.6190
(625.4040) (298.7910)
2014 10.5666 11.6190
(442.2274) (211.2774)
2015 10.3615 9.4200
(352.7206) (166.5136)
2016 -1.1611 0.3776
(0.4059) (0.4156)
2017 -0.5940 -1.6313 -0.5030 -1.5095
(0.3965) (0.2171) (0.4009) (0.4054)
2018 1.0987*** 1.6315%** 1.5095***
(0.3390) (0.2171) (0.4054)
Constant 8.7124 8.1281 7.9039 6.6639
(22.8407) (24.0038) (20.4475) (25.1544)
Observations 1,474 1,336 515 811
Pseudo R2 62.40% 63.07% 69.38% 44.79%
Wald Chi2 691.8145%** 624.8222*** 360.9018*** 167.8084***

Standard deviations in parentheses and p-values; *p < 0.1, **p < 0.05, ***p < 0.01.
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Column (1) in table 18 is testing how the determinants jointly affect the success of an ICO.
This model relies on 1,474 observations and achieves a pseudo R-squared of 62.40%. The
large R-squared illustrates that the chosen determinants do explain the variation in ICO
success. Observe that the variable whitepaper is not statistically different from zero, which
indicates that it does not influence the probability of ICO success. Furthermore, the
coefficients of source_code, team_exp, team_size and domicile in column (1) are all positive
and statistically significant at a 1% significance level, as well as when controlling for year
fixed effects. This implies that all these determinants positively affect the success of ICOs but
in different extents. The log-odds increases more when publishing the source code (2.3649)

compared to the size of the team (0.1738).

The next column, column (2), investigates whether domiciling in a positively regulated
environment will positively influence the outcome of the ICO. This model uses 1,336
observations and achieves a slightly larger pseudo R-squared of 63.07%. The large R-squared
implies that the variation in ICO success is well explained by the variables. Moreover, column
(2) has the same outcome for all the variables as in column (1). However, the variable
pos_dom, i.e. domiciling in a positively regulated environment is now included. The
explanatory variable is positive and statistically significant at a 5% significance level. This
implies that domiciling in such environment will increase the probability of ICO success,

which also substantiate that domicile is one of the key determinants for ICO success.

Model (3) tests whether domiciling in China or South Korea prior to the ICO ban yielded a
greater chance of success compared to other domiciles. The model expresses a similar result
as model (1), but uses 515 observations instead and achieves a pseudo R-squared of 69.38%.
The important result here is the rejection of hypothesis H6. The variable neg_dom is negative
and statistically insignificant, meaning that the hypothesis H6 must be rectified. Hence,
domiciling in South Korea or China prior to the ICO ban did not enhance the likelihood of
success. Having team experience is now only significant at a 5% significance level in contrast
to 1% in model (1).

Finally, column (4) examines the relationship between domiciling in an unregulated
environment intentionally and ICO success. The model uses 811 observations and achieves a
pseudo R-squared of 44.79%. The variable unreg_dom is insignificant, which implies that
domiciling in a such environment will not increase the likelihood of ICO success. Having

previous experience of Blockchain or ICO and publishing a white paper is also insignificant.
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Table 19: Summary of Logit Regression Results when using the White Paper Length.

Dependent Variable: @ &) ©)) (C)]
ico_success
ICO Determinants Positively Regulated Negatively Unregulated
Domiciles Regulated Domiciles Domiciles
wp_length 0.1308*** 0.1416*** 0.1847*** 0.2075***
(0.0127) (0.0142) (0.0260) (0.0295)
source_code 2.1479%** 1.7007*** 3.1270%** 2.0159***
(0.2984) (0.3235) (0.4747) (0.5718)
team_exp 0.7710 0.7862 0.6123 8.6578
(0.4985) (0.5109) (0.8988) (31.3544)
team_size 0.1396*** 0.1135*** 0.1511%** 0.0516
(0.0284) (0.0320) (0.0457) (0.0442)
domicile 0.9990*** 1.1377*** -0.1134 0.7582
(0.3191) (0.3551) (0.4674) (1.0665)
pos_dom 0.7435**
(0.3120)
neg_dom 0.1479
(1.0431)
unreg_dom 0.1689
(0.8114)
2013 7.2690 6.6132
(73.1271) (61.1155)
2014 -11.0515 -14.5698
(80.8530) (70.6809)
2015 -1.2822 -0.6953
(82.2191) (68.1359)
2016 -6.9561 -6.1168
(73.1281) (61.1171)
2017 -7.6557 -0.6143 -6.6634 -0.3378
(73.1271) (0.2746) (61.1156) (0.5210)
2018 -6.7881 0.6143** 0.3378
(73.1273) (0.2746) (0.5210)
Constant 3.0743 -4.5907*** 0.8653 -4.0840***
(73.1278) (0.4710) (36.0735) (1.1843)
Observations 742 923 369 573
Pseudo R2 71.10% 73.22% 77.28% 70.07%
Wald Chi2 671.6780*** 619.0870*** 317.2327*** 244.7707***

Standard deviations in parentheses and p-values; *p < 0.1, **p < 0.05, ***p < 0.01.



85

Table 19 uses a feature of the white paper, the white paper length, when regressing the

determinants against ICO success as the explained variable.

Column (1) in table 19 uses 742 observations and obtains a pseudo R-squared of 71.10%. The
variable wp_length is positive and statistically significant at a 1% significance level, which
implies that a longer white paper is positively associated with 1CO success. Furthermore, it
also illustrates that source_code is positive and highly significant at a 1% significance level.
This implies that the source code is critical component in achieving success as it increases the

probability of ICO success.

Further on, the variable team_exp is positive but not significant, which means that previous
Blockchain or ICO experience does not influence the success of ICOs. However, the variable
team_size is positive and statistically significant at a 1% significance level. Larger developer
teams will thus increase the probability of ICO success. This indicates that the size of the
developer team matters in team composition rather than having team members with previous
experience. Finally, the variable domicile is positive and statistically significant at a 1%
significance level. Disclosing the domicile prior to a token offering will positively influence

the ICO success.

Column (2) tests whether domiciling in a positively regulated environment will positively
influence the outcome of the ICO. This model uses 923 observations and achieves a slightly
larger pseudo R-squared of 73.22%. Post-regulations, the variable wp_length is positive and
statistically significant at a 1% significance level. This also supports that the white paper

length will positively affect the success of an ICO.

Moreover, source_code is still positive and statistically significant at a significance level of
1%. Publishing the source code prior to the token offering for ICOs in positively regulated
domiciles will increase the probability of success. The variable team_exp continues to be
insignificant and positive, whereas team_size is still positive and significant. Moreover,
observe that the coefficient of domicile is now larger and still statistically significant at a 1%

significance level, The conclusions regarding these variables are similar to column (1).

For the variable pos_dom, observe that it is statistically significant at a 5% significance level
as well as being positive. If an ICO is domiciled in a positively regulated environment, then
the token offering is more likely to succeed in reaching the funding target compared to other

ICOs. The effect of domiciling in a positively regulated environment is essential, such as other
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determinants are less important in contributing to achieve success. This can be viewed by
comparing the coefficients in the models for almost all determinants. Consequently, ICOs
domiciled in positively regulated environments can obtain success based on the domicile
rather than other determinants. This suggests evidence for domicile as one of the key

determinants of success due to the domiciles’ regulations.

Column (3) tests whether domiciling in China or South Korea prior to the ICO ban yielded a
greater chance of success compared to other domiciles. The model expresses a similar result
to model (1), but uses now 369 observations instead and achieves a pseudo R-squared of
77.28%. The variable neg_dom is negative and statistically insignificant. Hence, domiciling

in South Korea or China prior to the ICO ban did not enhance the likelihood of success.

Observe now that the variable domicile is negative and insignificant, which implies that
specifying the domicile prior to an ICO will not influence the success. This finding is
reasonable, as prior to the regulations in September 2017, no domicile had regulations
enforced and token holders were subject to no legal constraints. The following result

substantiates the implication of domicile and its regulations on the success of ICOs.

The final model (4) uses 573 observations and achieves a pseudo R-squared of 70.07%. It
shows that intentionally selecting an unregulated environment does not increase the likelihood
of success. This can be seen from the variable unreg_dom which is positive and statistically
insignificant. When selecting between regulated and unregulated environments, choosing the

unregulated environment will not increase the likelihood of ICO success.
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8. Discussion

The following chapter discusses the findings from the empirical analysis and how the main

findings contribute to verify and extend the literature regarding determinants for ICO success.

Hypothesis H1A states that publishing a white paper prior to an ICO will positively influence
the success of an ICO, which is arguably due to reducing the information asymmetry. The
descriptive analysis shows that there is little evidence that support this claim, as a large amount
of 1COs still achieve success despite not releasing the document. By estimating the logit
model, the inferential analysis confirms the descriptive analysis. The coefficient of the white
paper is insignificant when taking all other determinants into account. This suggests that
hypothesis HLA must be rejected; publishing the white paper itself does not positively

influence the success of an ICO.

This result is also consistent with the findings of Adhami, Guiduci and Martinazzi (2018).
They found that the probability of success of an ICO is unaffected by the presence of the
document, whilst Amsten and Schweizer (2018) show the same conclusion for a larger sample.

The findings of this thesis are therefore consistent with the literature.

When using a feature of the white paper, such as the length, hypothesis H1B is then tested.
The descriptive analysis shows that there is an information disparity between the average
length of the white paper for successful ICOs and unsuccessful 1ICOs. This implies that
successful token offerings convey more information of the project to the market and thereby
reduces the information asymmetry. The inferential analysis shows that the coefficient of
white paper length is positive and statistically significant at a 1% significance level when
controlling for other determinants. The findings provide strong evidences for hypothesis H1B,

such that it cannot be rejected.

The only paper that has considered this determinant in some extent is the paper of Amsten and
Schweizer (2018). They show that shorter white papers are negatively correlated with ICO
success, which substantiate the arguments earlier presented. By investigating this determinant,
the thesis extends the literature by showing that the white paper is a determinant when using
a feature which can be associated with the quality of the document. Hence, publishing the
white paper itself will not affect the success of 1COs, but rather the information the document
conveys will influence the success of ICOs. Longer white papers convey more information to

the market, and hence influences ICOs to a greater extent.
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Releasing the source code on a public repository, such as GitHub, prior to a token offering
will positively influence the success of an ICO. Both the descriptive and the inferential
analysis indicate that hypothesis H2 holds. The coefficient of this explanatory variable is
positive and statistically significant at a 1% significance level, indicating that the hypothesis
cannot be rejected. The findings are also consistent with the findings of Adhami et al. (2018),
Amsten and Schweizer (2018) and Jong et al. (2018) as well.

When it comes to hypothesis H3A regarding the importance of having previous Blockchain or
ICO experience, the descriptive analysis shows some evidences for that hypothesis H3A
cannot be rejected. However, the inferential analysis illustrates that the coefficient is
insignificant, which means that hypothesis H3A must be rejected. The findings contradict the
literature, as the analysis shows that the success of ICOs are attributed to other determinants.
This finding will extend the literature, as the conducted analysis substantiate that there are

other determinants which influence the 1CO success more extensively.

There are also arguments regarding the size of the team and that larger teams are positively
associated with 1CO success. The descriptive analysis shows that there are approximately no
differences in team size for successful and unsuccessful ICOs, whilst the statistical test
illustrates that the coefficient is both positive and statistically significant at a 1% significance
level. Hence, hypothesis H3B cannot be rejected. Larger teams will positively influence the
success of 1COs. These findings are also consistent with earlier findings. Both Amsden and
Schweizer (2018) and Jong et al. (2018) find that larger project teams are positively associated

with ICO success.

Revealing the domicile prior to the token offering is argued to be positively influencing the
success of ICOs. Both the descriptive and the inferential analysis indicate that hypothesis H4
cannot be rejected. The statistical analysis shows that the coefficient is positive and
statistically significant at a 1% significance level, implying strong evidence for hypothesis H4.
This result is consistent with the findings of Adhami et al. (2018), as they explore how the
jurisdiction of ICOs influence the success of ICOs. This paper is however the first to explore

the domicile in the scope as it has done, which will extend the literature.

ICOs domiciling in a positively regulated environment will experience a greater probability
of ICO success. The descriptive analysis shows that more 1COs succeed after domiciling in a

positively regulated environment post-regulations. The statistical analysis substantiates this,
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which can be seen by a positive and statistically significant coefficient at a 5% significance
level. This finding extends the literature regarding determinants of ICO success, as there is no
paper as of this date that have done more research of this determinant. It seems that token
holders take regulations into account, as positive regulations will increase the probability of

success for ICOs in such environments. Hence, hypothesis H5 cannot be rejected.

The intuition for the findings related to the domicile is that domiciling in a positively regulated
environment is a signal to the market about the commitment to develop the venture such that
every party reap gain from it. By devoting resources and conforming regulative measures that
govern the investors, ventures signal the confidence in the project and is rewarded by the
market through achieving funding success. These environments will also offer ICOs foresight
regarding regulations, such that the ventures minimise future uncertainty. Moreover, having
access to business environments that promote ICOs would also influence the success rate, as
they provide token holders with resources such as human capital or entrance to financial

institutions.

Domiciling in China or South Korea do not affect the probability of success and hence
hypothesis H6 must be rejected. Intentionally domiciling in an unregulated does neither
influence the probability of success. This finding indicate that there may be more to lose rather
to gain by intentionally selecting an unregulated environment compared to a regulated one.
Hence, hypothesis H7 must be rejected as well. These results indicate that token holders take

regulations into account when selecting a domicile for the ICO.

The findings are consistent with previous research of 1CO success determinants, but also
extend the literature by contributing on adding two determinants that are yet to be fully
examined. The white paper length indicates that the quality of the document is important
contrarily to releasing a white paper itself. Furthermore, the domicile of an ICO will also
influence the outcome of the ICO. Domiciling in a positively regulated location will therefore
increase the likelihood of achieving success, whilst domiciling in South Korea or China prior
to the ICO ban and intentionally domiciling in an unregulated environment has no effect on

the success.
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9. Conclusion

This thesis has examined the effects of regulations by studying the choice of domicile and its
corresponding regulations for conducted 1ICOs from 2013 to October 2018. By employing a
descriptive and inferential approach to investigate the research question, the importance of

domicile as one of the key determinants for ICO success has been illuminated.

First, this thesis has established that the publication of a white paper prior to a token offering
does not influence the success rate of the ICO, but rather the quality of the white paper through
its length. Second, publishing the source code on a public repository, having larger teams and
revealing the domicile prior to an offering will positively influence the success. Third, the

domicile and its corresponding regulations is one of the key determinants of 1CO success.

ICOs domiciled in a positively regulated environment are more likely to succeed. Domiciling
in a location that is positive to ICOs should be rewarded rather than being punished. This is
the case for the conducted 1COs as they are rewarded through achieving success and therefore
raise the adequate funds for the projects. Despite that both China and South Korea seemed to
be the most popular locations for an ICO to be domiciled in, these domiciles did not yield a
greater likelihood of achieving success compared to other. Moreover, token holders that

intentionally domicile in unregulated environments reaps no gain from this.

In conclusion, the domicile and its corresponding regulations is one of the key determinants
for ICO success. These findings should be used as a motivation for countries to implement
positively regulatory measures, as this would attract additional ICOs to the domicile and thus

enhance the digital footprint of the country.
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