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Welcome to the 23rd edition of Perspectives. 

For once, we step back from traditional asset classes investing and focus on some of the new trends which 
are shaping the financial industry. 

Blockchain and crypto assets are probably the most disruptive (and controversial) developments taking 
place within financial services. While many analysts and investors see the 2018 “crypto crash” as a proof 
that the party is over for crypto assets, we feel they are missing the considerable developments happening 
on the blockchain and in the crypto ecosystem. In this edition of Perspectives, we share the view that 
crypto assets could soon emerge from their “crypto winter” and move into the “institutionalization” phase. 
In the “Hot Topic” section, we look at the different options available to get exposure to this theme. 

This publication also includes an interview of Jan Brzezek, 
the CEO of Crypto Fund AG which is the first, and currently 
the only, regulated asset manager for crypto assets authorized 
by FINMA in Switzerland. At the start of 2019, Al Mal Capital 
signed a distribution agreement with Crypto Fund AG, with 
the aim to distribute some of their investment solutions to 
qualified investors in the UAE.
Blockchain offers a new approach of transacting in our existing, interconnected world and is expected to 
disrupt a vast number of industries and processes in the years to come. In the “Future trends” section, we 
look at how Blockchain could disrupt trade finance, an industry where the current documentation process 
is centuries old, highly inefficient, fragmented and vulnerable to fraud. 

In the last part of this publication, we then look at Search Funds, a niche within Private Equity which is 
developing at a very fast pace while staying under the radar of most generalists.  

We hope you will enjoy this issue. 

Disclaimer. This document is provided to you by Al Mal Capital PSC (“AMC”) for informational purposes only, and contains proprietary information that may not to be publicly 
distributed to, or used by you, or any third parties without AMC’s prior written consent. All figures and numerical representations appearing in this document have not been 
audited and any references to AMC and returns are indicative only. Although all information and opinions expressed in this document were obtained from sources believed to 
be reliable and in good faith, no representation or warranty, express or implied, is made by AMC as to its accuracy or completeness. AMC and any of its affiliates make no 
guarantee, assurance, or representation what so ever as to the expected or projected success, profitability, return, savings, performance, result, effect, consequence, or benefit 
(either legal, regulatory, tax, financial, accounting, or otherwise) of any instrument, product, strategy or service described here in this document.

Disclaimer. This document is provided to you by Al Mal Capital PSC (“AMC”) for informational purposes only, and contains proprietary information that may not to be publicly 
distributed to, or used by you, or any third parties without AMC’s prior written consent. All figures and numerical representations appearing in this document have not been 
audited and any references to AMC and returns are indicative only. Although all information and opinions expressed in this document were obtained from sources believed to 
be reliable and in good faith, no representation or warranty, express or implied, is made by AMC as to its accuracy or completeness. AMC and any of its affiliates make no 
guarantee, assurance, or representation what so ever as to the expected or projected success, profitability, return, savings, performance, result, effect, consequence, or benefit 
(either legal, regulatory, tax, financial, accounting, or otherwise) of any instrument, product, strategy or service described here in this document.
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Crypto assets:

From crypto 
winter to 
institutionalization
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2018: A horrible year for crypto assets
While the meteoric rise in the price of Bitcoin dominated the 
headlines for much of 2017, extreme optimism and questions 
about the impact of government policies both contributed to 
the digital currency’s fall in 2018 from 18,600 to 3,600, down 
80% from its peak. The decline was even more pronounced for 
other cryptocurrencies such as Ether or Ripple which are down 
-90% and -87% from peak respectively. On an aggregated 
basis, crypto assets market capitalization tumbled from $830 
billion on the peak of January 2018 to $130 billion at the end 
of 2018. 

In terms of market dynamics, Bitcoin’s share as total crypto 
assets market capitalization went up from a low of 40% at the 
start of the year to above 55% by early 2019. Both Ethereum 
and Bitcoin Cash saw their market dominance shrink over the 
year. Ripple (XRP) however managed to gain market dominance 
in Q4 and end the year as the 2nd largest market capitalization. 
As of the end of 2018, the Top 8-coins still commanded almost 

90% of the Top-30 coins. There has been some new entrants 
in the Top 10 (e.g. EOS and TRX) although they also faced 
considerable drawdown during the correction. Some protocols 
such as IOTA and ADA left the Top 10.  

Over the last 12 months, investors seem also to have 
reallocated some of their crypto assets exposure into stable 
coins such as Tether (USDT) but also to newcomers such as 
TrueUSD, USDCoin or Gemini Dollar.   

Coming back to the burst of the crypto assets bubble in 2018, 
we note that it has been following an almost similar pattern to 
the dot.com one observed in the late 90’s. As shown by the 
chart below from Morgan Stanley, the fear-of-missing out 
(FOMO) pushed the Bitcoin price to unprecedented level in 
2017 – but the burst of the bubble in 2018 came at a costly 
price for those investors (or speculators) who joined the party 
in its latest innings. 

Nasdaq bubble and bitcoin bubble (Source: Morgan Stanley)
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CRYPTO ASSETS

Boom and bust is nothing new for Bitcoin and other crypto assets

Since the start of Bitcoin, annual returns were exceptionally high to 7 years out of 
9 (see chart below). But Bitcoin bull market in 2017 (+1,291%) was unprecedented. 

Crypto assets are known for their high volatility. Taking Bitcoin 
as a proxy, and looking at its 10-year lifespan, we note that 
this is the fifth occurrence of a boom and bust cycle. Each 

time we saw a crash of Bitcoin price, it always bounced back. 
And despite the sharp price drop in 2018, the long-term trend 
is still upwards.

Historical price chart of Bitcoin – log scale (Source: Crypto Finance AG)

USD 20,000.00

USD 200.00

USD 20.00

USD 2.00

USD 0.20

USD 2,000.00

7/1
9/2

010

1/1
9/2

011

7/1
9/2

011

1/1
9/2

012

7/1
9/2

012

1/1
9/2

013

7/1
9/2

013

1/1
9/2

014

7/1
9/2

014

1/1
9/2

015

7/1
9/2

015

1/1
9/2

016

7/1
9/2

016

1/1
9/2

017

7/1
9/2

017

1/1
9/2

018

7/1
9/2

018

Bi
tc

oi
n 

Pr
ic

e

4  |  Perspectives - March 2019



Previous bitcoin bear markets have always been followed by significant rebound (e.g. 
c.9000% in 2012-2013 and +6000% in 2015-2017). Will it be the case again this time? 

When it comes to “bust”, we could identify four bear 
markets over the last 7 years, with the first three 
ones being driven by important hacks that, at the 
time, casted doubts on the future of Bitcoin and its 
ability to reach the masses.
For instance, a large drawdown in the price of bitcoin took place 
as of the end of 2011 with the main trigger being the first bitcoin 
exchanges hacking taking place. This period is also remembered 
as the time when the first ever large scale bitcoin Ponzi scheme 
(Bitcoin Savings & Trust) took place.

Note these are hacks on the exchange’s inadequate storage 
infrastructure and operational processes and not a security 
breach on the blockchain.

As highlighted in a report by Taurus Group (2018: Annus horribilis 
for Digital Assets), three major hacks occurred in October and 
November 2013 which triggered the first “crypto winter” that 
started in January and lasted 415 days. A few months later, the 
largest hack in history took place (Mt. Gox): the exchange lost 
almost all its holdings and owed 750,000 BTC to its clients. FBI 
got involved, Mt. Gox went bankrupt and their CEO went to jail. 

At the time, common belief was that Bitcoin was a scam and 
will never reach its USD 1’000 peak again.

The current bear market started in January 2018; it is 
unprecedented in terms of length (already more than 450 days) 
but also in market dynamics. While BTC still represents 50% of 
the total market capitalisation, current era consists of dozens of 
new protocols that all showed significant market correction. 
Another new development has been the rise of correlation 
between crypto assets and traditional investments during the 
most pronounced sequences of market correction. Indeed, while 
Bitcoin (BTC) exhibits low to negative correlation with Global 
equities, “re-correlation periods” were observed during the equity 
sell-offs of Q1 and Q4 2018 as the correlation between BTC 
and MSCI world surged above 0.5. While some re-correlation 
took place in the past (e.g. summer of 2015 and early 2016), it 
never crossed 0.5. This development needs to be monitored. 

As we will discuss in our outlook, we expect some consolidation to happen before the bull market can resume. We also believe 
that many crypto assets created over the last 2 years will disappear – which means that selectivity will be key. 

One important factor readers need to keep 
in mind is that 

despite the brutal decline of most 
crypto asset prices over the last 
14 months, the industry 
fundamentals haven’t deteriorated 
– quite the contrary.
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The crypto industry fundamentals 
have been strengthening
While many analysts and investors see the crypto crash as a 
proof that the party is over for crypto assets, we believe that 
they clearly miss the considerable developments achieved by 
the crypto industry in at least 4 complementary dimensions: 

1) Network activity (which is still on the rise); 2) The strong 
progress on the regulatory front; 3) The aggressive 
investments and hiring spree which are taking place and; 4) 
The growing institutional interest.

Below, we look into details at these important developments. 

Network activity is still on the rise
The network activity on the different protocols can be used as 
a proxy for demand. Despite the bear market, it is remarkable 
to see that the level of activity on the Bitcoin and Ethereum 
networks remains very healthy. Looking at the daily number of 

transactions per day for Bitcoin (see chart below), it reached 
an all-time high of 490,000 in December 2017 before 
plunging to around 150,000 in February 2018. But since 
then, network activity has been trending upward again. 

Looking at proxies for the number of users, similar observation 
can be made. The average number of active addresses for 
Bitcoin dropped in Q1 2018 before resuming uptrend later in 
the year. As for Ethereum, the number of unique addresses 

has tripled throughout 2018 from 18 million to 54 million. 

Looking at the number of Blockchain Wallet Users (see chart 
on right), the trend remains intact despite the collapse of 
crypto asset prices in 2018.

BTC confirmed transactions per day (source: www.blockchain.com)
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Despite the bear market, it is remarkable to see 
that the level of activity on the Bitcoin and Ethereum 
networks remains very healthy.
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Blockchain Wallet Users (source: www.blockchain.com)

Crypto regulations by Country – how do different countries around the world approach crypto-regulations 
(source: www.complyadvantage.com)
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Strong progress on the regulatory front
Notwithstanding the negative headlines inspired by the 
collapse of crypto assets, most financial centres recognize the 
potential of blockchain technologies and are now adopting 
regulations which protect investors but also allow the industry 
to develop in a constructive way. 

The landscape is constantly evolving and keeping up to date 
with the rules in different territories isn’t easy. The chart 
below helps to look at various legislative positions towards 
crypto assets, and the activities associated with them.
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Aggressive investments and hiring spree

Institutional interest is coming

Despite the negative sentiment on crypto assets over the last 
12 months, a significant increase in large scale investment in 
infrastructure has been observed. 

While 2017 saw funding from retail investors in the form of Initial 
Coin Offerings (ICOs), private and venture capital financing surged 
into the billions in 2018. Bitmain, a Chinese mining technology 
company, raised over $400m in June 2018. Coinbase, a US digital 
asset exchange, increased their capital by $300m in October 2018. 

Large financial institutions have also been investing heavily into 
crypto finance infrastructure, including Fidelity’s launch of trading 
and custody services aimed at institutions and SIX Swiss 
Exchange pending launch of their fully integrated digital asset 
trading, settlement and custody services. The capital investment 
is enduring in 2019 with Intercontinental Exchange’s Bakkt, the 
world’s first physically settled Bitcoin futures exchange, raising 
$182.5m and Kraken, another crypto exchange, raising an 
additional $100m in February this year.

These auxiliary services are not representative of the crypto 
technology itself, but provide an environment for these disruptive 
projects to flourish. This influx of capital into the underlying 

infrastructure is a good measure of the future potential and 
expected usage of it. The combination of previous capital raised 
for the development of the blockchain technology with the recent 
concrete foundations for the industry infrastructure will shape 
the next growth phase.

Another anecdotal evidence that the interest for blockchain and 
crypto assets continue to boom is the hiring spree. The global 
demand for blockchain engineers is up by 517% year-over-year, 
according to a report released by recruitment company hired in 
February of this year. The document also notes that the 
blockchain engineer role also consistently stayed among the 
top-three most-paid software engineering jobs in the various 
cities covered in the report.

Specifically, blockchain engineering is the second most-paid 
software engineering specialization in New York and London, 
the third in the San Francisco Bay area and Toronto, and the first 
in Paris. Another study published by recruiting site Glassdoor in 
June found that crypto and blockchain-related job opportunities 
significantly increased in the United States in 2018, despite the 
slump in cryptocurrency prices (see chart below).

At the time speculators and retail investors are exiting the 
market, the growth in the institutionalization of the crypto 
market is accelerating. 

The number of hedge funds invested in the space is growing 
at a strong pace (more than 250 at the start of the year). 
While the attempts to list a Bitcoin or cryptocurrency ETF 

have been vein for now, some Blockchain ETFs have been 
launched (last one being Invesco).  From an asset management 
and banking point of view, plans have been announced by 
Fidelity (launch of digital asset trading and custody operations), 
Nomura, Morgan Stanley, etc. Goldman Sachs/Circle has already 
reached the implementation stage (see chart on right).

Bitcoin Job growth didn’t slow down despite Bitcoin crash (source: Glassdoor)
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Blockchain and crypto assets are here to stay
Blockchain technology offers a new approach of transacting in 
our existing, interconnected world. The chances to innovate, 
improve efficiency and decentralize control is inspiring. The 
current versions of blockchains, although, are yet to see 
significant use. However, experts often point out that the 
current blockchain versions is like dial-up internet - and we 
are still waiting for the updated game-changing, high-speed 
broadband. Widespread crypto adoption has potential in areas 
such as financial services, healthcare, insurance, supply chain 
management, internet of things, wealth storage, banking the 
unbanked, global settlement or trade finance (see dedicated 
section in this edition of Perspectives).

Holding a crypto asset means also being able to access the 
blockchain. It is here where the value lies; the ability to use the 
network. With the uptake in adoption, from the range of potential 

use cases depending on the blockchain, the worth of a network 
becomes more valuable, and also more stable.

Projects that aid interactions with the existing blockchains, 
and other breakthrough technological upgrades, are pending 
release. The highest potential plans have achievable and 
impressive ambitions with professional development teams. 
Extensive manpower is being dedicated to finding solutions to 
current challenges, including effective decentralized governance 
protocols, faster transaction speeds and scaling systems, 
lower energy mining consumption, denial of service resistance, 
stable prices and regulatory compliance. 

To benefit from the next upswing, the view should be on a 
buy-and-hold strategy for the medium to long term. The 
investment in the industry is now being harvested to develop 
this innovative and disruptive technology.

But perhaps the most surprising news has been the recent 
announcement by JP Morgan to launch its own cryptocurrency 
“JPM Coin” to increase settlement efficiency, initially with 
three of its operations. Less than two years ago, Jamie Dimon, 
CEO of JPMorgan Chase, called Bitcoin a “fraud.” To explain 
this contradiction, JP Morgan spokesman said that JPM has 

always believed in the potential of blockchain technology and 
is supportive of cryptocurrencies as long as they are properly 
controlled and regulated. As a globally regulated bank, JPM 
management believes they have a unique opportunity to 
develop the capability in a responsible way with the oversight 
of regulators.

To sum up on the points highlighted above, it seems that a recovery of user adoption, additional regulatory clarity and 
large investments into the ecosystem are creating an attractive entry point for institutional investors. Investment in the 
space by reputable and trusted brands will bring further legitimacy to the asset class while laying the foundation to 
support increased global demand.   

Increasing institutional adoption (source: Galaxy Digital)
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Intensified regulation can result in pressure on crypto assets 
in the short term. But as regulators focus on legislative clarity 
and investor protection, this should benefit the crypto-industry 
in the long-run. 

Despite the burst, increasing network (a proxy for usage) has 
been on the rise. As discussed earlier in this publication, we 
have seen massive investment and hiring taking place in the 
space and institutional investor’s attention is growing. 
Reputable institutions are investing resources to make large, 
indirect bets on crypto assets appreciation and adoption. 
These institutions are eying investments in exchanges, OTC 

trading, custody solutions and asset management. Institutional 
investment in the crypto assets ecosystem is a sign of 
improved sentiment towards the asset class. 

Once the “crypto-winter” is over, we might thus see interest in 
crypto assets returning, as it already happened in the past. 
Below, we first highlight the different ways to gain exposure 
to crypto assets and blockchain.  

We then discuss why institutional investors should consider 
allocating to the space and the type of approach they should 
adopt. We also include an appendix with a tentative classification 
of crypto assets. 

How to get exposure to the blockchain and 
crypto assets sector
We believe there are at least 4 ways investors can gain exposure to the blockchain and crypto assets theme – each has its 
own advantages and limitations. 

As highlighted in the previous section, the current market downturn 
in crypto assets mainly reflects negative retail sentiment. In 2017, 
investors’ speculation was largely responsible for a dramatic price 
appreciation of bitcoin and other crypto assets. Given the amplitude 
of the “crypto-frenzy”, regulators started to scrutinize the crypto 
assets and this led to significant negative headlines in the media. 

This is basically the way most primary participants initially 
gained exposure to the crypto asset opportunity. Direct 
investments can offer the lowest cost exposure, and this has 
also been the way favored by retail investors who joined the 
trend at the latest stage. We would however warn that 

investment, operations, trading and security diligence and 
additional technology expertise are required to reduce 
principal loss risk when investing directly into crypto assets.    

In the appendix, we share a classification of crypto assets with 
examples for each sub-category. 

While direct investment into crypto assets is the most common 
way to invest into the space, classic investment vehicles, such 
as funds or certificates, are emerging. Particularly for professional 
investors, these bring advantages such as a regulated structure 
or a reduction in counterparty risks. 

An important aspect when investing is the storage of crypto 
assets. With any investment, it is important to consider where 
– and potentially with whom – the private keys, which enables 
access to the assets in the first place, are handled and stored. 

Considerable counterparty risks can come into play or an 
extensive technological understanding is required to minimise 
both technological and loss risks. These risks can be mitigated 
with a regulated investment vehicle. A regulated fund, as it is 
the case traditionally, keeps assets with a third-party custodian. 
In contrast to certificates or similar products, counterparty 
risk is further minimised through fund structures.

On the next page, we summarize the advantages of a professional 
crypto fund compared to direct investment into crypto assets.

#1  Direct investment into crypto assets

#2  Investment funds and certificates

Perspectives - March 2019  |  11
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Professional Crypto Fund Direct Crypto Investment

Crypto storage Third-party custodian 
arrangement with secure crypto 
storage facilities

Technical knowledge required and 
hard to master securely

Liquidity Weekly fiat subscriptions and 
redemptions 

Limited providers converting 
crypto to fiat

AML and KYC Service providers handle all 
regulatory requirements

Regulatory and crypto 
technological knowledge required

Diversification Passive fund keep a broad range 
of crypto assets with periodic 
rebalancing

Require purchase of several 
crypto assets with differing 
storage methods

Regulated service providers Regulated and professional asset 
manager handling the portfolio

Lack of support with portfolio 
management

Active strategy Manager has the access to 
implement and scale strategies

Lack of access to service 
providers

Advantages of crypto fund investment (source: Crypto Finance AG)

There are several traditional funds directly investing in crypto 
assets. On one hand, there are passive products. They seek 
diversification and exposure to the largest, most liquid portion 
of the crypto market and mostly follow customized indices. 
These funds include the Galaxy Benchmark Crypto Index Fund, 
Bitwise HOLD 10 Index Fund and the Mythenstein Fund, which 
tracks the Crypto Market Index 10.  

On the other hand, there are active products which are also 
gaining traction. In the young crypto asset market, this gives 
options to exploit inherent inefficiencies. These strategies work 

independently of the performance of the underlying crypto 
asset. Particularly due to the higher volatility, alpha can be 
generated – with positive returns even if trust in the technology 
is absent or the short-term upside potential appears low. 
Systematic funds can be structured to take advantage of 
growth periods, while protecting capital during downturns. 
These products allow participation in the market with favourable 
liquidity terms. 

There are over 250+ hedge funds investing into crypto-assets 
(e.g. Crypto Fund AG, Polychain Capital, Blocktower Capital, etc.).

One way to get exposure into blockchain and crypto assets is 
to invest into listed companies which are recognized as leaders 
in the space through investment in or acquisition of blockchain 
technology or crypto-related services. These include cryptocurrency 
chip-maker Taiwan Semiconductor Manufacturing Company, 
bitcoin futures trading operator CME Group, South Korean 
messaging app giant Kakao, Japanese cryptocurrency exchange 
operator Monex Group, online retail giant Overstock, Signature 
Bank, Square, etc.

In addition, ETFs investing specifically into these companies 
are now being launched (e.g. Invesco Blockchain ETF). 

One issue when following such a strategy is that firms focusing 
on blockchain technology are typically less spectacular than 
they sound. Although these companies are actively using or 
investigating blockchain technology, when measured against 
their total revenue, the share of blockchain (and therefore the 
impact on share price) is negligible.

Another type of investment is a venture capital fund investing 
in start-up companies active in blockchain technology 
applications and adjacent services (such as custody or 
exchanges). These VC funds include Blockchain Capital and 

Andreesen Horowitz. From the investor’s point of view, there 
are long-term capital commitments, due to lock-up periods in 
which the capital cannot be withdrawn.

#3  Public company proxies 

#4  Venture Capital Funds 
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The third reason to invest into crypto assets is to protect a global equity portfolio against the rise of disruptive technology. 
Indeed, the combined market capitalization of Facebook, Apple, Microsoft and Google is now over $3 trillion.  Many investor 
portfolios (and index ETFs) do have very large exposure to large cap technology stocks. These large technology players are at 
risk to be disrupted by the decentralized models which are now being implemented through blockchain. As such, a long exposure 
to blockchain companies and/or crypto assets is a way to take the other side of the trade. 

Crypto Market Index 10

Nasdaq 0.07

US Dollar -0.02

UST 10Y -0.15

Gold -0.02

Crude Oil (WTI) 0.02

EM Bond Index 0.03

EM Currency Index 0.06

Correlation of Crypto Market index 10 with major 
traditional assets indices (source: Crypto Fund AG)

The first is to participate in an exceptional growth story. 
The industry is still in a relatively early stage. Investing in such 
a disruptive and transformative technology can provide 
investors with exceptionally high returns (but with obviously 
considerable risks attached to it). 

Investing into crypto assets is also a way to diversify exposure 
for a traditional portfolio. Portfolio managers are struggling 
to find attractive investment opportunities that can add 
diversification to their existing portfolio. Some are seeking 
protection against the next global market downturn, others 
are looking for investments unlinked to growing political 
instability. Crypto assets, despite the shifting volatility, offer 
low or negative correlations compared to traditional assets 
such as stocks, government bonds, currencies and even gold 
(see table on right). An allocation in crypto assets increases 
diversification within a portfolio and improves the risk-return-
profile, especially given the long-term technological development 
and expected future potential.

Why should institutional investors consider 
investing in crypto assets?
There are at least three reasons to consider for investing in crypto-assets. 

365-day correlation with the Crypto Market Index 10 up until 04.02.19

The combined market capitalization 
of Facebook, Apple, Microsoft and 
Google is now over $3 trillion.$3 tr

ill
io

n

We look at crypto assets in terms of asset allocation in the following way:

Taking a measured approach to crypto assets investing

▸  By allocating 1%-2% of a global portfolio to crypto assets, 
investors can gain exposure and the potential to capture the 
upside with limited capital at risk. Such an allocation could basically 
be considered similar to an equity option without maturity.

▸  Given the nascent and volatile nature of the emerging crypto 
asset class, investments in the space should be:

∙ Appropriately sized;

∙ Diversified;

∙ Directed towards regulated vehicles and counterparties;

∙ Invested through specialist investment professionals;

∙ Designed and implemented with an institutional approach. 
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Asset-Backed Tokens

Stores of value/mediums
of exchange focus on 
native payments

Smart contract platforms 
provide the facilitation  
and enforcement of  
digital contrracts

Enables holders to vote for changes

Provide discounted goods and
services
Enables access to resources and 
incentivizes network participation

Tokens represent access to 
generalized network resources

Focal point of transferable value

Designed for stable value with a peg 
to external asset values

Utility tokens sit on top 
of smart contract 
platforms and capture 
the value within distinct 
network

Governance

Discount Token

Work Token

Utility Tokens*

Native CommoditySmart Contract
PlatformsCrypto Assets

Store of Value

Stablecoin

Stores of Value/Mediums 
of Exchange

Asset-backed tokens represent 
value of an underlaying off-chain 
asset

Name Description

0x Launched in August 2017, 0x is an open protocol for decentralized exchange for 
tokens powered on the Ethereum blockchain.

Binance 
Coin

Binance Coin is the digital currency of the centralized exchange, Binance. 
Exchange users receive discounts on exchanges fees when they pay with the 
Binance Coin as opposed to the currency traded.

Golem
Announced in September 2016, Golem is a decentralized application for renting 
computing power from network participants who receive the native Golem token in 
exchange for contributing computing power. Golem launched its mainnet on April 2018.

Augur
Originally announced in August 2015, Augur is a decentralized Ethereum-based 
prediction market where token holders can make bets on real-world events. Augur 
launched its mainnet on July 2018.

Examples of Utility Tokens

Appendix: Crypto Asset Classification
Crypto Asset Classification Platform (source: Galaxy Digital)
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Examples of Medium of Exchange/Store of Value 

Name Description

Bitcoin Described in 2008, launched in 2009, Bitcoin is the original cryptocurrency and is 
primarily used for sending payments without the need for a central middleman.

Bitcoin 
Cash

Bitcoin Cash is a 2017 fork of Bitcoin which embraces on-chain scalability and 
lower transaction fees by the use of larger block sizes.

Ripple Launched in 2012, Ripple is a payment protocol designed to rapidly send 
currency IOUs between financial intermediaries.

Litecoin Launched in 2011, Litecoin is nearly identical to Bitcoin with faster block times,  
a higher max number of units and a different proof of work algorithm.

Monero Launched in 2014, Monero focuses on privacy and fungibility. Monero by default 
hides the source, destination and amounts of all transections.

Dash

Launched in 2014, Dash is a user experienced focused payments network. Dash 
is also distinguished for distributing a portion of mining rewards to masternodes 
for distributing a portion of mining rewards to masternodes for enhanced privacy 
and governance of the blockchain

Zcash Launched in 2016, and based on Bitcoin, Zcash offers optional privacy through 
the use of shielded transactions.

Name Description

Ethereum
Launched in August 2015, Ethereum is platform designed to run flexible smart 
contrats with a simpler and more capable programming interface than offered by 
Bitcoin.

Stellar 
Lumens

Originally based on Ripple, Stellar is a low cost payment protocol targeting 
emerging markets and the unbanked.

EOS
Launched in June 2018, the EOS network is a highly scalable smart contracts 
platform without individual transaction fees. The EOS blockchain is live with its 
own native digital token.

Examples of Smart Contract Platforms
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Al Mal Partners:

Interview of 
Jan Brzezek, 
CEO of 
Crypto Fund AG

AL MAL PARTNERS
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We decided to partner with a crypto assets specialist 
with a strong, differentiated platform and which offers 
high quality and regulated investment solutions. 

Al Mal Capital is licensed by SCA (Securities and Commodities 
Authority) to act as legal representative for foreign fund 
houses who wishes to promote and distribute their funds 
within the UAE. Part of Al Mal Capital value proposition on 

the Asset Management side has been to offer to our clients 
“best in class” managers from around the world and this led us 
to sign distribution agreements with selected boutiques 
(“partners”) for specific asset classes. 

About Al Mal Partners 

As mentioned earlier in this publication, we do believe that 
blockchain is on the cusp of institutionalization after 10 years 
of growth and development. At Al Mal, we always aim to focus 
on the latest developments taking place in the financial industry 
and as such, we are ambitious to add blockchain-based assets 
to our wealth management offering. We also believe that in 
order to create value for our clients we need to offer investment 
solutions and services which not only give exposure to innovative 
markets but also reduce their operational risks.   

As such, we decided to partner with a crypto assets specialist 
with a strong, differentiated platform and which offers high 
quality and regulated investment solutions. 

Crypto Finance AG is a financial technology holding company 
founded in June 2017. The Group provides blockchain-related 
services through its three subsidiaries: Crypto Fund AG (Asset 
Management), Crypto Broker AG (Brokerage), and Crypto 
Storage AG (Storage).

Our partnership with Crypto Fund AG

Our approach here has been to develop an 
intimate understanding of our partner 
investment process and develop a strong 
working relationship with the respective 
teams. The international partners we signed 
agreement with usually belong to investment 
boutiques with no presence in the region, 
have a unique investment philosophy, offering 
and follows a disciplined, process-oriented 
investment approach.
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At the start of 2019, Al Mal Capital signed a distribution 
agreement with Crypto Fund AG, the Asset Management arm 
of Crypto Finance AG, with the aim to distribute some of 
Crypto Fund AG investment solutions to qualified investors in 
the UAE. 

Crypto Fund AG offers investors direct, convenient and 
transparent exposure to the emerging crypto asset class. The 
products provided by Crypto Fund AG have several unique 
advantages such as using reputable and regulated service 

providers, crypto asset custody with European regulated banks 
and Crypto Fund AG’s status as the first, and only, FINMA 
regulated asset manager in Switzerland for crypto asset funds.

In this article, we share our conversation with Crypto Fund AG 
CEO and Founder Jan Brzezek. Before founding the financial 
technology company, Jan Brzezek was Business Manager for 
the President of UBS Asset Management. Additionally, he was 
a global innovation expert and worked on the impact of new 
technologies on the UBS business model. 

The aim of Crypto Finance AG is to facilitate the implementation of blockchain 
technology in the global economy through a range of high-quality financial 
services. Crypto Finance has offices in Zurich, and is based in Zug in the Crypto 
Valley, which is home to one of the world’s densest clusters of crypto-economic 
companies and innovative organizations that utilise blockchain technology. The 
group currently employs more than 40 highly qualified internal and 13 external 
professionals. The Board of directors includes well-known names such as Raymond 
J.Baer, the former President of the Board of Directors of Julius Baer Group AG.

Currently more than 40 highly qualified internal and 13 external professionals are working with the group.

Crypto Finance AG - Board of Directors

Dr. Tobias Reichmuth Jan Brzezek Mark P. Bernegger Raymond J. Baer Pascal Forster Dr. Philipp Cottier

Crypto Broker AG provides 
professional access to the crypto 
asset market through its industry 

leading trading infrastructure.

Crypto Storage AG provides leading 
edge infrastructure solutions and 

services to securely store 
blockchain-based assets.

Crypto Fund AG is the first asset 
manager for crypto asset authorised 

by FINMA under the Swiss 
Collective investment Schemes Act.

Crypto Finance AG is a financial technology holding company
founded in June 2017.
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Q1: Jan, could you please explain how does Crypto Fund AG differ from the 
other crypto asset management companies?
Crypto Fund AG is the first, and currently the only, regulated asset 
manager for crypto assets authorised by FINMA under the Swiss 
Collective Investment Schemes Act. Presently, no other Swiss 
bank or other financial institution exists that offers our level of 
professional services specialized on crypto asset management.  

As we offer institutional-level fund products, we do not operate 
with self-storage like many other crypto funds. The crypto assets 
in our funds are stored at a regulated bank in Europe, ensuring 
professional standards of cryptographic and physical security 
as well as regulatory compliance.

Five
questions to 
Jan Brzezek 

Additionally, I am very proud of the highly skilled 
and professional team we have at Crypto Fund AG. 
They have impressive experience across various 
asset management and finance sectors, as well as 
specialist crypto finance industry knowledge.
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Q2: Why should investors be considering adding crypto to their portfolio today?
The long term future potential of the technology is clear. The 
price points are now lower and at a more acceptable level after 
the unsustainable rise in prices during late 2017. With the 
new opportunities in the industry with the institutionalization, 
I believe the prices will soon reflect the expected technological 

breakthroughs. 

Looking at the five boom-bust cycles over the life of Bitcoin, 
and observing the recent levelling out of prices, now is a 
perfect time to join this nascent industry and participate in 
the next round of success stories.

Q3: What are the best ways to gain exposure to the crypto market?
Investing in a crypto market tracking fund is the easiest and 
most efficient way for managers to gain exposure to the broad 
market. They do not have to delve into the fundamentals of 
each project, nor undergo the extensive learning curve for 
blockchain technology. The Crypto Market Index 10 is 
weighted by market capitalization – this dynamic weighting is 

ideal as it gives automatic exposure to the next thriving crypto 
asset as it enters the top 10. 

Also, diversification within the crypto industry is important. 
An index tracking fund is a convenient way for managers to 
achieve this. 

Q4: What are the advantages of investing in the fund tracking the Crypto 
Market Index 10?
The construction of any crypto index is extremely important 
for professional investors; other competing products have 
missed some key factors. Firstly, the Crypto Market Index 10 
is independently calculated in real time by SIX Swiss Exchange 

AG. Secondly, the eligibility criteria is important with minimum 
thresholds for market capitalization and trading volume, and 
ineligible conditions for indexed, pegged and anonymity-
centred crypto assets. 

Bitcoin SV 1%

Litecoin 2%

Bitcoin Cash 2%

EOS 3%

Ethereum 12%

XRP 14%

Bitcoin 66%

CMI10 Constituents’ weights (as of end of February 2019)
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Q5: Do you also intend to offer active investment solutions?
We indeed launched a CTA fund in January 2019. The investment 
objective of the fund is to maximize returns, regardless of the 
overall market performance of crypto assets. The actively-managed 
approach allows both long and short positions.

The Fund pursues a systematic, quantitative approach based 
on market prices of crypto assets. The investment strategy is 
limited to the most liquid crypto assets, which shows the 
greatest potential according to time series analysis.

The crypto market is an emerging industry with inherent 
inefficiencies. This brings obvious opportunities to turn these 
inefficiencies into profitable investment strategies.

The market exhibits significant volatility and long trends in 
either direction. Today, most crypto traders are making decisions 

with the help of charts. The market’s lack of automated trading 
creates clear signals for profitable investment decisions. 
These factors indicate the strength of an investment strategy 
that uses a quantitative, market trend-following approach. 

Portfolios using automatic, algorithmic systems can considerably 
outperform the competition. Thanks to the ongoing 
institutionalization of the industry, such as the arrival of a 
regulated crypto futures market, CTA (or managed futures) 
strategies can now be successfully implemented, with increased 
possibilities to gain when the market retreats.

This type of strategy can appeal to both blockchain enthusiasts 
and crypto critics. They gain in value when Bitcoin prices boom, 
and, during a market downturn, capital is protected at a 
minimum or even brings positive returns.

Crypto Fund AG Investment solutions

ACTIVE PRODUCTS
The Fund pursues a systematic, quantitative approach based on market prices of crypto assets. Investment decisions 
are made by means of generic, algorithmic filter analysis, which reduces the volatility of daily prices. The trend-
following strategies are stabilized by further quantative methods. The model includes a variety of different technical 
methods, such as trend following and mean reversion.

Maximize returns, regardless of 
the overall market performance 
of crypto assets

Fully automated algorithm 
without subjective inputs
from portfolio managers

PASSIVE PRODUCTS
The passive vehicles track the performance of the Crypto Market Index 10(2) (the “Index” or the “CMII0”), which is 
calculated and maintained by SIX Swiss Exchange AG. In line with the Index, the Funds are rebalanced quarterly and 
contain up to 10 crypto assets based on a rulebook process available online at SIX. The assets are weighted 
according to their market capitalization.

Become the prevailing
market benchmark

Investable vehicle 
for this asset class
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Future Trends: 

How Blockchain 
could disrupt 
Trade Finance?

According to the WTO, an estimated 80% 
of world trade is financed. In 2017, the size 
of this market was around $10 trillion.
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What is Trade Finance?
In its most basic form it is when a lender provides financing 
specifically linked to a trade transaction as opposed to the general 
credit of the borrower. According to the WTO, an estimated 80% 
of world trade is financed. In 2017, the size of this market was 
around $10 trillion.

Unlike traditional credit that is built on a bilateral agreement 
between the lender and borrower, trade finance involves three 
parties: the exporter, the importer and the financier (banks, 

financial firms, hedge funds). In trading, there is frequently a 
time lag existing between the shipment of goods by the exporter 
and their receipt by the importer. Normally, exporters require 
payment upon loading, whilst importers ideally would delay 
payment until arrival. In its simplest form, trade finance 
reconciles these timing lags by providing a short term 
customized credit facility generally intermediated by specialized 
financial institutions and collateralized by the underlying 
goods as well as by additional guarantees.

As discussed earlier in this publication, Blockchain offers a new 
approach of transacting in our existing, interconnected world and 
is expected to disrupt a vast number of industries and processes 
in the years to come.
One of the most interesting areas that Blockchain is seeking to address is trade finance, an industry where the current 
documentation process is centuries old, highly inefficient, fragmented and vulnerable to fraud. It is thus ripe for disruption 
through digital development.

Supplier
Sends
Goods

Contract

Trade
Finance

Supplier
(Exporter)

Buyer
(Importer)

CreditPayment

The trade finance “Triangle”

Unlike traditional credit, trade finance 
involves three parties: the exporter, the 
importer and the financier.3
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Current settlement and reconciliation processes involved in the transaction
The current trade finance practice still relies on paper 
documentation to evidence the contract of sale and the 
movement and ownership of goods. As shown on the chart 
below, before a related but separate settlement can be made 
various counterparties are involved and they usually need to 
process their own checks and paper documentation. 

For instance, a manual (but separate) review of the various 
agreements are performed by the importer bank and exporter 
bank, the same AML work is performed manually and separately 

by each bank, manual checks of the shipment are performed by 
various intermediaries, etc.   

Moreover, each party across countries operates on different 
platforms and this implies miscommunication and high 
propensity for fraud. 

The main points highlighted above imply lengthy processing 
time, multiple intermediaries and redundancy of checks, lack 
of transparency, security and trust hence increasing the cost of 
verification and settlement. 

Trade Control OfficeTrade Control Office

Exporter

11  Payment Information

Export Entry
/Permission

Import Entry
/Permission

10  Negotiating Documents

3  L/Cs

L/Cs  3

Importer

Cargo

Transport Company
/Customs Broker

Transport Company
/Customs Broker

Correspondent Bank Issuing Bank

Cargo

CustomsCustoms

9  Shipping Notice

9 Negotiating
 Document 2 Request

 L/Cs

Shipping
Document

12

1  Sales Agreement

8 Customs Entry
 /Permission

13
B/Ls

7
B/Ls

5
Insurance Policy

Insurance
Application

4

Shipping
Request

6

14 Customs Entry
 /Permission

Insurance
Company

The current trade finance settlement and reconciliation process (source: FinTech Futures)

The main points highlighted above imply 
lengthy processing time, multiple 
intermediaries and redundancy of checks, 
lack of transparency, security and trust 
hence increasing the cost of verification 
and settlement. 
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• Each trade would have a unique hash and each counterparty 
involved in the transaction would have a public and private 
signature; 

• For a trade to be executed on the blockchain the various 
counterparties submit a signed trade that contains the same 
trade details to match the hashes. The geographically dispersed 
nodes would have to reach consensus to validate each trade 

on the blockchain;

• Any failed trade would immediately be made visible instantly 
to all counterparties and this will give an opportunity to correct 
the trade in real times; 

• If an event happens during the shipment, an IoT device will 
then inform the network and this will trigger some credit 
events through smart contracts.

Trade Control OfficeTrade Control Office

Exporter Importer

Transport Company
/Customs Broker

Transport Company
/Customs Broker

Correspondent Bank Issuing Bank

Cargo

DISTRIBUTED LEDGER

CustomsCustoms

Insurance
Company

EtcCertificate
Agreement

Packing
ListInvoicePermits

Bill of
Landing

Insurance
Policy

Letter of
Credit

Sales
Agreement

Cargo

The digitalization of Trade Finance through Blockchain (source: FinTech Futures)

How could the use of blockchain technology impact the cost of verification of 
the transaction and its attributes?

By using a permissioned blockchain, the redundant manual labor work and back-office transactions between the various 
counterparties can be dramatically reduced – a shown on the chart below. And to prevent invalid trades from settling on the 
blockchain, this system would need to utilize costless verification which would work as follow: 

1) The distributed ledger architecture provides transaction transparency and traceability. This enables automated execution of  
 contractual obligations through smart contracts and increases the tracking of merchandises through IoT (Internet of Things) devices;

2) Thanks to cryptographic security, credible and immutable trade transaction records can be stored on the blockchain and verifiable  
 by all parties at any time. Data confidentiality and privacy are ensured through permissioned access rights for trade participants;

3) The network consensus mechanism eliminates the need for continuous reconciliation between trading and financing parties  
 in the transfer of the assets.
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• Decentralized contract execution;

• Proof of ownership: The title available within 
Blockchain provides transparency into the location and 
ownership of the goods;

• Regulatory transparency: Regulators are provided with 
a real-time view of essential documents to assist in 
enforcement and AML activities.

• It can also help in easier dispute resolution as 
immutable contract information is preserved and made 
accessible to all parties on the blockchain.

• The automation of payment methods and settlement;

• Real-time and transparent review and approval of 
financial documents and short-term financing;

• Improved operational efficiency for corporates, banks 
and all parties in the ecosystem;

• Reduced counterparty risk as bills are tracked through 
Blockchain, eliminating the potential for double spending;

• As all payment and trade transaction history will be 
recorded on the blockchain, corporates creditworthiness 
and financial health can be assessed in a secure and 
transparent way;

Evidence of the last mile problem in the transaction and potential solution.
While the benefits of blockchain for trade finance seem promising and obvious, there is indeed a last mile problem (i.e. 
bridging the gap between the “old world” and the new paradigm) for the following reasons:

1) Trade Finance is a complex network which has been following current processes for a very long time. The whole ecosystem   
 (corporates, logistics companies and banks) needs to change its systems and processes to adopt the new technology and  
 move on-chain at all the different stages of trade from production to end-delivery. This will take time;

2) At this stage, trade finance documents come in various forms and there are different platforms with different standards.   
 There is thus a need to have a common standard for the technology to be ramped up;

3) There is a need for collaboration between the different nodes of the network. There are currently 40 consortia   
 developing a blockchain solution for trade finance and each consortium is focusing on its own ways;

4) There is a need for clarity on the regulation including the rights and obligations of the different parties involved.

From our point of view, blockchain provides Trade Finance with the following key advantages:

The big upside of costless verification will be to embed integrity in the trade 
finance market place.
Blockchain can also play a pivotal role in improving the peripheral business processes that impact trade finance – e.g.

This costless verification would reduce fees and save time for the whole network. 
It is thus not a surprise to see corporates, banks and financial technology 
companies teaming up to develop Trade Finance blockchain solutions. 
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Many blockchain trade finance networks that have been 
announced recently – e.g. Batavia Platform (collaboratively 
developed by a consortium of banks and IBM), Marco Polo 
(developed by trade finance company TradeIX and several 
global banks such as BNP, Commerzbank and ING), HSBC 
Trade Finance platform or We.Trade.  

We.Trade is a digital platform available to 9 commercial banks 
and their networks of SMEs clients that have already undergone 
KYC and AML checks with those lenders and are thus known 
and permissioned entities. It will also bring in logistics 
companies using the latest track-and-trace technology (IoT) to 
verify the arrival of goods in agreed condition at key points in 
the journey from supplier to buyer that will then trigger 
payments automatically.

The nine large banks building the platform will ensure that the 
We.Trade platform is modular, so that additional participants 
can join easily on a license type basis and as quickly as possible 
– hence the network will be scalable and this should help to 
address the Last mile issue.

Customers and network participants will need to use the 
technology and collaborate to the platform. For sure, as the 
participants are all coming from the legacy trade finance network, 
there will be frictions in joining blockchain-based networks. But 
given the key advantages highlighted above, they will have clear 
incentives to become of the nodes of this network.  

Competition coming from other platforms will actually enhance 
the value-chain by reinforcing the network effect. Provided 
that the various network standards are compatible, the more 
blockchain-based trade Finance platforms are launched, the 
more Trade Finance will move from off-chain to on-chain, 
creating a positive feedback loop. 

The fact that participants in the network have an ability to 
restrict who can participate in the consensus mechanism of 
the blockchain’s network and to create the smart contracts 
should allow a more performant and more rapid development of 
trade finance blockchain network. Participants will also value 
the higher security, cost effectiveness and stronger compliance 
of the permissioned blockchain versus a public one.

CONCLUSION:          
For the past few years, the buzz around 
blockchain has grown to a crescendo. Long 
regarded as a technological novelty, 
blockchain is quickly evolving, and may soon 
become a viable financial tool on a global 
scale. One of the more interesting areas that 
blockchain is seeking to address is trade 
finance and global trade. This could create 
outstanding opportunities for both borrowers 
and investors.

The solution is thus to set up of blockchain-enabled trade finance platforms 
or networks with common standards enabling interoperability.
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Alternative Assets: 

Search Funds, 
a niche within 
Private Equity
Forewords: Sources of this article include Stanford 
Center for Entrepreneur Studies (CES), IESE, The 
Operand Group, Relay Investments 
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Search Funds are not a new concept. In 1984, H. Irving 
Grousbeck, the Director of the Center for Entrepreneurial Studies 
at the Stanford Graduate School of Business, pioneered a new 
investment model, commonly termed a “search fund”. The 
objective of this first Search fund was to provide a vehicle for 
young, aspiring entrepreneurs to search for, acquire, manage, 
and grow a company. 

Search funds started slowly in the 1980s and then picked up 
steam in the ’90s and 2000s. Over the last few years their 
number has started to expand, as shown on the chart below. 

The number of search funds raised, and acquisitions completed 
has increased steadily over the years, as seen in the chart. The 
rise in acquisitions roughly follows the rise in funds raised, 
while exits vary considerably by year. While this study records 
activity only through December 31, 2017, at least eight exits — 
all with positive returns — were achieved through August 2018.

Search Funds have become one of the fastest-growing niches 
in the alternative asset management pace, rising dramatically 
both in terms of the number of funds in the market and the 
capital available to back them.

At the time of disruptive business models, “uberization” of the 
economy and “everything-on-demand”, similar revolutionary capital 
raising models are being developed within the financial industry. 
Crowdfunding platforms and “Peer-to-Peer” lending has been 
attracting the most attention. But there is one niche within Private 
Equity which is developing at a very fast pace while staying under 
the radar of most generalists. Indeed, an increasing number of 
talented entrepreneurs are raising acquisition capital to buy lower 
middle-market businesses using Search Funds. 
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What is a Search Fund?
A Search fund is a two-stage investment model used by 
entrepreneurs to raise funds from investors to search for and 
eventually acquire a small-size company. As the most popular 
model in the entrepreneurship through acquisition (ETA) category, 
search funds attract many young business school students who 
are interested in both private equity and entrepreneurship. 

The main difference between search funds and other investment 
instruments, such as venture capital or private equity, is that they 
are created expressly to capitalize on the entrepreneurial and 
leadership potential of young executives or recent MBA graduates. 

Search Funds have carved out a niche in the private equity space 
– the category is almost exclusively focused on acquiring lower 

middle-market businesses earning $1M-$3M of EBITDA. The 
fund searches for a high-growth, high-margin business, valued 
at $5-20 million. 

Acquisition targets are typically businesses that have an older 
founder looking to retire, a middle-aged founder looking to turn 
over the reins, or a warring pair of co-founders that elects to 
bring in new management. 

As “Searchers” have usually no experience as CEO, Search Funds 
target companies that have straightforward operations, a margin 
of safety in profitability, and feature few “red-flag” risk factors 
like high customer concentration or non-recurring revenue. 

The lifecycle of a Search Fund
Search Funds typically go through four stages: 

Obtaining Capital to Create the Fund 
The aim is to raise enough money to pay the entrepreneur’s salary while conducting the 
search, as well as cover the costs (travel, due diligence, etc.) incurred throughout the process. 
Typically, the initial search capital can range from around USD 400-600K; 

Search and Acquisition
The search for the right company to acquire can take up to 2 years which involve: 

• Generating deal flow and screening potential candidates; 

• Assessing seller interest and performing due diligence on the target company; 

• Negotiating the terms of the acquisition; 

• Raising debt and acquisition equity capital 

The entrepreneur identifies a promising target and makes a buyout offer. The decision-making 
process leading up to the acquisition is guided by variables such as geographic location, industry, 
earnings before interest, taxes, depreciation, amortization (EBITDA) and other standard business 
valuation indicators. A typical search fund considers around 300 potential targets before making 
the acquisition. 

In exchange for this up-front equity, the entrepreneur (or “Searcher”) is obligated to give his 
investors a right of first refusal on any deals. Each investor in the Search Fund has a right to 
invest his pro rata share of the equity tranche required to close the transaction. Any monies 
that were contributed to the Search itself are rolled into the equity as well, irrespective of the 
investor’s decision to invest or not in the follow-on transaction. 

As compensation for this risk, investor initial equity is usually stepped up by 50% - for example, 
an investor who seeds the Search with $30,000 will get $45,000 of equity in the acquired company 
independent of his decision to invest further, if and only if the transaction goes through.
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Increasing numbers of talented MBAs are forgoing careers on Wall Street in favor 
of paths with greater autonomy, even at the cost of short-term compensation.

Operation and Value Creation 
The searchers take over management of the company usually for up to 5-7 years (no fixed 
time limit). He/she assumes a key operational role in the acquired company, usually as CEO, 
in which he/she will theoretically remain until an opportunity to exit arises. Typically, the 
seller watches over the transition of management while acquisition capital investors form 
and advisory board to the searchers.

Exit 
Towards the end of investment horizon, the company is being sold to realize value created 
by the management team. The search fund promoter provides investors with a substantial 
cash return on their investments by selling to a strategic buyer or launching an IPO. The 
complete life cycle of these funds is normally upwards of 5-8 years, and thus demands a 
strong commitment by the entrepreneur.

Growing popularity
The fact that Search Funds have grown in popularity should 
come as no surprise. Since the Great Recession, increasing 
numbers of talented MBAs are forgoing careers on Wall 
Street in favor of paths with greater autonomy, even at the 
cost of short-term compensation. 

Acquiring a business is attractive to many entrepreneurs who 
don’t want the risks associated with start-ups and/or have 
immediate cash flow needs to support young families or 

student debt. Most important to the discussion of Search 
Fund growth, however, is the inexorable aging of the U.S. 
population. According to several studies on the subject, 
business equity represents almost 20% of the volume of 
wealth that needs to be transferred by Baby Boomers. The 
economy has developed Search Funds as just one of the tools 
required to handle the biggest intergenerational wealth 
transfer event ever. 
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Stanford 2018 Study shows 
that search funds in 
aggregate provided an ROI 
of 6.9x and an IRR of 33.7 
percent to investors.

ALTERNATIVE ASSETS

The time demands on Search Fund investors is so great, in 
fact, that many view bandwidths, as opposed to capital, as 
the biggest near-term constraint facing the Category.

Bandwidth as the biggest constraint
Search Funds are more than just a tool for buying small 
businesses, however. Search Funds are invested in by a small 
number of serial investors, and for a good reason. Searchers, 
lacking comprehensive CEO and deal sourcing experience, rely 
on their investor group for mentorship and guidance, many 
times to great degree. The time demands on Search Fund 
investors is so great, in fact, that many view bandwidths, as 
opposed to capital, as the biggest near-term constraint   

facing the Category. 

Investors are counted on to provide feedback on candidate 
transactions, assist in due diligence, help negotiate deal terms, 
and oftentimes serve on the acquired company’s board. All of 
this is expected in exchange for the opportunity to invest an 
amount of money that, by traditional private equity standards, 
is absurdly low. Investors in Search Funds will be hard pressed 
to deploy over $1 million in any one opportunity. 

Returns
Stanford 2018 recent Study shows that search funds in 
aggregate provided an ROI of 6.9x and an IRR of 33.7 percent 
to investors. The median fund returned 1.0x of initial search fund 
investors’ capital, whereas the 75th percentile fund returned 
2.9x and an IRR of 31 percent. The aggregate ROI in their 
current study declined from 8.3x in 2016 to 6.9x in 2018, due 
in large part to two factors: a higher proportion of more recently 
acquired operating companies and the inclusion of data from 
16 older search funds not captured in prior studies, seven of 
which had negative returns.

Since the 2001 Study, the aggregate IRR of all search funds 
(which included both unsuccessful searches and those that 
completed an acquisition) has fluctuated between 32 and 38 
percent, although the performance of individual funds has 
varied widely.

Of note in the most recent study, a lower percentage of searches 

ended with an acquisition (69 percent versus 73 percent in the 
2016 study) and a larger number of companies reported higher 
returns (either 5-10x or greater than 10x returns). 

Looking at the two charts on right, a small number of highly 
successful search funds disproportionately increased the 
aggregate returns, much as in other risk capital portfolios. A 
notable trend in this study is that the returns excluding the 
top performers have increased, reflecting a larger number of 
high-return (i.e., those with greater than 5x ROI) search funds. 
For adjusted returns when the top three and top five performers 
are removed. 

Isolating the returns for search funds that are still operating a 
business, the aggregate ROI was 3.3x, while the IRR was 29.4 
percent. For terminal search funds (i.e., those for which the 
searcher acquired and then sold or exited the business), ROI 
was 13x and IRR was 36.9 percent.
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ALTERNATIVE ASSETS

So why is this tiny little niche of the investment universe performing so well? 
There are various reasons for this. For instance, the Search Fund 
category reaps the benefits of being sponsored by academic 
institutions with a penchant for research. They are extremely 
well-defined in their terms and syndicated by rule, leading to 
easy access to data. Another reason for success is that the 
Search Fund structure creates more opportunities than is 
enjoyed by other similarly-sized investment firms to find solid 
companies to acquire outside the auction process. 

But the most credible reason for this success has probably 
something to do with alignment. Searchers actually have to 
run the company they acquire and run it well if they want to 
make up for the opportunity cost of having chosen the 
entrepreneurial path to life. Investors, for their part, must 
bring more to the table than just a check. Effective feedback 
and ongoing guidance is not just sought after – it is required. 
This by the way explains another aspect of Search funds 
which is the lack of institutionalization.

Search Funds are likely to stay a niche
Indeed, among the 40-50 serial investors in Search Funds sit 
around a dozen fund platforms which is considered as extremely 
small. Deploying capital in the category is rather difficult. 
Most of those platforms are managed by veterans of Search 
Funds or Search Fund investing. There are only a few newcomers 

and outsiders; this scarcity can be explained by the fact that 
Search funds are very demanding in terms of manager’s time 
and energy. While the traditional Private Equity universe favors 
large investments as a way to improve margins, this cannot be 
applied to Search Funds investing.

Search funds offer a compelling set of value propositions to investors
The first is access to proprietary investment opportunities. 
Search Fund principals predominantly source proprietary deals 
by screening the country (and the world) for companies that 
fit the financial criteria of the Model. For LPs often the most 
dramatic investment gains can be realized through direct co-
investment alongside the fund into portfolio companies. The 
unique two-stage investment process attending Search Fund 
affords this option better than other private equity fund 
investments: first, at the point of acquisition there is an 
opportunity for co-investment, and second, at future points 
when the acquired company needs growth capital, there are 
further opportunities for direct investment. 

The second value proposition is diversification at an attainable 
investment amount. 

Most high-net-worth-individuals (HNWI’s) have a private equity 

portfolio containing one or two “special situations” they were 
referred by friends or business associates. Most private equity 
fund portfolios will contain no more than a dozen investments 
sourced through competitive but expensive processes. In 
contrast, Search Fund portfolios typically consist of dozens of 
minority interests in profitable businesses. 

Last but not least, the unique Search Fund model also provides 
protections against downside risk. First, when a Search Fund 
investment fails it is usually pre-acquisition, thus mitigating 
the amount of capital that could have been lost. Second, the 
investment focus is on already solid, profitable companies: all 
the Search Managers need to do to return the invested capital 
(without investment gain) is not actively destroy value. When 
executed properly, the Search Fund strategy’s primary risk is 
not a failure of enterprise, but a failure of growth.

The unique Search Fund 
model also provides 
protections against
downside risk.
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CONCLUSION:

Search Funds have emerged as a new paradigm in 
entrepreneurship and investing, and it is growing at 
a speed that typifies the pace of change across the 
economy at large. We are currently in discussion 
with a few highly regarded Search Funds in the US 
and will soon be able to share the results of our due 
diligence with our clients upon request.
Statistics on search fund operations

>500 search funds raised since 1984,
including >50 in Europe

Searchers usually <32 years old at time of launch 
of search phase
(60% of international searchers under 30 years)

Typical (median) purchased company:
Revenue: 7.2 mln USD, EBITDA: 1.8 mln USD,
Price: 9.5 mln USD, 5.3x Price/EBITDA

Raising Search Capital usually takes 4 months and   
finding the right company & acquisition 19 months
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FINAL WORDS

Al Mal Capital asset management team remains focused on their core business which is Middle 
East equities portfolio management. Al Mal performance has been strong over the last few 
years and we remain upbeat on the prospects for our regional markets. We are also excited by 
the fact that we will soon be able to offer our Middle East equity offering to a larger pool of 
clients – including international investors.   

Our focus on Middle East equities does 
not prevent us to look at the latest 
developments taking place in the 
investment world. As discussed in this 
edition of Perspectives, some very 
promising new trends are in the cusp of 
disrupting the financial industry. This 
will create very promising investment 
opportunities and requires a pro-active 
approach. As such, our ambition to soon 
add blockchain-based assets and new 
alternative investment solutions to our 
wealth management offering.
While our forecasts and views are always subject to changes, our commitment to serve our 
clients is not. 

We remain at your full disposal for any specific issues you would like to discuss, so please do not 
hesitate to contact us. 
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