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Crypto	Economics	- Basics
Monetary	Policy

• Factors:	1.	token	supply,	2.	token	release,	3.	maximum	issuance	
of	tokens
– Maximum	token	issuance	in	combination	with	controlled	token	

supply	releases can	result	in	small	increases	in	demand	driving	token	
prices	higher.

• Token	Supply	Management:	
– Release	mechanisms	for	tokens	help	manage	the	supply	of	tokens	in	

circulation.
– Escrow	accounts	can	hold	tokens	that	were	not	issued	in	the	ICO.	

Such	escrowed	tokens	may	be	released	for	future	issuance	to	finance	
future	projects	of	the	issuer	or	support	operational	financing.	

• Avoid	a	token	price	crash:
– Token	escrow	accounts	need	to	provide	usage	and	access	controls	

that	assure	investors	that	escrowed	tokens	will	not	be	issued	at	a	
discount

– Lockup	of	escrowed	tokens	for	a	specified	time	period	or	phased	
releases.	 4



Crypto	Economics	- Basics
Fiscal	Policy

• Several	benefits	are	associated	with	the	quasi	fiscal	tool	of	
adjusting	commercial	benefits	of	tokens	in	crypto	economics.	
– Increase	in	commercial	benefits	associated	with	a	token	heightens

aggregate	demand	of	the	given	token	supply.	
– Commercial	benefits	associated	with	a	token	issuance	can	help	offset	

depreciated	supply	scarcity,	e.g.	the	effects	of	a	large	issuance	/	
supply	of	a	given	token	in	circulation.		

• Commercial	benefit	adjustment	as	quasi	fiscal	policy	to	control	
the	flow	of	tokens	in	a	given	issuance	through	indirect	
economic	incentives
– Adjustments	in	commercial	benefits	can	help	manage	operational	

cost	changes for	the	issuer	and	the	external	competition with	other	
token	issuers	experienced	by	the	issuer,	among	other	factors.	

– Adjusting	the	commercial	benefits	associated	with	a	given	token	
issuance	avoids	more	drastic	monetary	policy	intervention	by	way	of	
emergency	sales	or	building	token	reserves or	a	decrease	or	
increase	of	token	supply	in	circulation.	

5



6

Crypto	Supply	and	Demand	
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• ECMH	without	crypto	disclosure	framework?
• Main	driver	without	disclosure	– use	cases

– Currency	market	
– Token	use	cases	– adjusting	commercial	benefits	
(quasi	fiscal)

• Lack	of	reliable	information	- Crypto	volatility	
• Volatility	mitigation
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Example:	Sweetbridge
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Section 2 | Vision

 9 http://www.investopedia.com/articles/basics/07/liquidity.asp
10 https://blockgeeks.com/guides/smart-contracts/

order to avoid liquidity gaps, companies often pay a significant percentage of their income to lenders 
in exchange for collateralized cash loans. As a result, companies further constrain their non-cash 
assets by reserving them for collateral.

At the base of the Sweetbridge protocol stack 
lies the Liquidity Protocol (described in detail 
in Section 3). The Liquidity Protocol allows 
anyone to borrow money against assets they 
already own without using the services of a 
lender. It is designed to dramatically decrease 

the time required for any entity to convert assets, such as accounts receivable, real estate, inventory, 
equipment, and commodities into cash.9 

Smart contracts10 enable automated money supply management, implementation of specialized 
accounting rules, and a variety of pre-programmed behaviors associated with economic tokens. In 
Sweetbridge’s Liquidity Protocol, token cryptoeconomics replaces banking services while providing 
access to low cost liquidity. 

Sweetbridge will create an economy based on two digital tokens, Bridgecoin and Sweetcoin. 

Bridgecoin, described in Section 3.1, is designed to be a stable cryptocurrency used as an easily 
accessible liquid transaction currency by participants. It is a cash-like asset that can be exchanged for 
fiat currency when needed. 

Because we will measure financial 
outcomes, organizations can 
offer bounties for improved 
performance
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Section 1 | Introduction

4 Approximately two-thirds of global GDP - All economic activity that is product related (non-service) but including logistics, 
the World Bank Group (2016). GDP (constant 2010 US$). Retrieved from worldbank.org.
5 PWC (2015). Bridging the Gap 2015 Annual Global Working Capital Survey. Retrieved from pwc.com.
6 Capacity Utilization chart from: A. Gary Shilling’s Insight Newsletter (December 2016, Volume XXXII, Number 12), Chart 13, page 6.
7 Tyndall, Gene and Kane, Doug (2013, February). Improving the Consumer Electronics Supply Chain: Applying Demand-driven 
Practices to Reduce Lead Times. Retrieved from tomkinsinc.com.

The world’s supply chains manage $54T in global commerce.4 Supply chains process, store, and 
move almost everything we interact with every day, from raw materials to finished products. Supply 
chains are based on the cooperation of all of the independent parties required to move products from 
producers to customers. They must have the ability to restructure on the fly in response to rapid 
changes in environment, economic constraints, and demand. Indeed, supply chains are real-world 
examples of vast decentralized autonomous networks which organize distributed activities at vast 
scales, sometimes larger than that of nations. 

With this in mind, Sweetbridge plans to address four pressing problems facing global supply 
chains today: 

Lack of Liquidity • At any given moment, there 
are 3.5 trillion euros ($3.9T) tied up in net working 
capital in supply chains.5 Liquidity solutions are 
frequently expensive, tie up borrowing capacity, 
and are often unavailable to companies that need 
it most. Working capital optimization is a critical 
need for supply chain participants.

Inefficient Allocation of Resources • 
Only 75% of the $70T in global supply 
chain assets are utilized at any given time.6 
Factories, warehouses, planes, ships, trains, 
and trucks are expensive yet there is a 
surprising amount of excess capacity across 
the extended network. Companies maintain 
information silos and asymmetries as a 
competitive advantage and avoid disclosing 
their unused capacity. This prevents significant 
optimizations in supply chains.

High Risks Inherent in Optimization • Organizations find it difficult to measure the performance of 
their systems and, consequently, to retain effective talent for the purpose of supply chain optimization.  
Enabling such optimization can easily lead to efficiency gains of 5 to 10% ($2.7T to $5.4T globally).7

Disruptive change • Today’s disruptive pace of technological change (e.g., IoT, AIs, autonomous 
vehicles, 3D printing, Big Data, blockchains) presents existential risks for entities from all industries. 
Current supply chain participants must increase their global agility, transparency, and efficiency to 
quickly respond to sudden shifts affecting today’s markets.

For an average invoice, a 
company must wait 42 days 
before receiving payment. Many 
businesses have millions of 
dollars tied up in their accounts 

Crypto	Economy	as	a	Supply	Chain	Optimization
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11 http://www.investopedia.com/terms/w/wacc.asp

Section 3 | Liquidity: loans without interest

Traditionally, three sources determine a supply chain entity’s purchasing power: revenue, investment 
capital, and credit. 

Reliance on revenue provides only minimal purchasing efficiency. Consider a factory that cannot 
create a new batch of product until the previous batch is sold and payment is received. 

Investment capital is expensive because it often constitutes a sale of future revenue, and in order to 
secure it, companies must transfer rights of ownership to parties whose interests may not align with 
those of the founders, employees, or customers.

Credit requires additional expenses in the form of interest payments and locks up other assets as 
collateral, limiting their availability for other uses. These factors reduce an organization’s ability 
to invest in new products and equipment. They also increase its Weighted Average Cost of Capital 
(WACC)11 when the organization tries to borrow for investment.

Furthermore, barriers to borrowing exist that are 
often unrelated to an entity’s ability to generate 
value. These include the laws and availability of 
capital in the company’s country (or countries) 
of operation, the company’s lack of history, the 
amount of equity on the company’s balance sheet 
or bank risk concentration.

The first step to carry out the Sweetbridge vision is to create a liquidity system that unlocks a 
participant’s ability to transact beyond traditional methods of creating liquidity. A blockchain-
based decentralized network permits such a system because the blockchain itself operates as a 
counterparty in the liquidity process. A blockchain-based liquidity system offers operational and 
financial efficiencies that significantly surpass those of current centralized lending organizations.

At the outset, Sweetbridge envisions a system of collateralized liquidity that appears similar to that of 
banks. In particular, a party wishing to transact may put up collateral in exchange for liquid currency.
 
However, a blockchain-based system distinguishes itself through cryptoeconomics. Collateral used to 
create liquidity is contributed in an automated process based on smart contracts in a cryptocurrency 
economy. Rather than “renting” money from a bank in exchange for a collateralized guarantee, the 
network can create and destroy money when collateral is contributed and repaid. This removes the 
need to pay expensive interest on money received in this fashion. The fees in a blockchain system can 
be significantly lower than those of traditional banking.

According to the world bank, 50% 
of small and medium enterprises 
lack access to financing which 
hinders their growth

Removing	interest	payments	for	collateralized	guarantees		



Example:	Bancor
• Named	after	Keynes	proposal:	Supranational	
currency	as	international	reserve	currencies	to	
avoid	smaller	nations	to	be	constantly	in	debt	
to	larger	nations

• Bancor as	new	protocol	that	allows	any	token	to	
have	reserve	tokens

• Conversion	of	tokens	via	smart	contracts
• Conversion	of	tokens	into	other	tokens
• Tokens	that	are	hardly	ever	traded	to	have	a	
market	price	and	liquidity	– otherwise	
impossible	in	current	exchanges
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Example:	Bancor
• Buy	bancor tokens	at	any	time	by	sending	any	one	
of	the	reserve	currencies	to	the	smart	contract	
which	will	then	automatically	issue	the	user	the	
token	based	on	the	reserve	ratio

• To	withdraw	money,	users	send	money	back	to	the	
smart	contract	thereby	destroying	that	token	and	
pulling	out	money	form	the	reserve	based	on	the	
ratio	between	the	token	and	the	reserves

• Reserves	are	never	drained	out	because	the	
Bancor algorithm	calculates	a	constant	ratio	
between	the	reserves	value	and	the	bancor token	
market	capitalization

14
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Central	Bank	Involvement	in	Crypto	Economics	
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33  |  THE DLT LANDSCAPE

Almost half of enterprise DLT start-ups are 
based in North America (Figure 10), followed 
by Europe (28%) and Asia-Pacific (19%). While 
Western countries are currently dominating 
DLT development, Asia-Pacific is catching up. 
In terms of individual countries, a total of 24 
countries have a DLT start-up, with the US 
leading, followed by the UK and China. 

There is also a growing number of more 
established companies and corporations 
that have begun offering a variety of DLT-
based services and managing platforms. 
Indeed, the large number of technology 
firms, consultancies, banks, insurers, payment 
companies, and other firms that have made 
some type of foray into DLT has become 
difficult to track. A recent report found that 
39% of surveyed companies (and 55% of 
large corporations with more than 20,000 
employees) are either in the process of or 
considering deploying DLT-based networks 
and applications.26 DLT activities at established 
companies ranges from basic research and 
testing to full-production deployments.

DLT EMPLOYMENT LEVELS 
The total number of employees working at 
enterprise DLT start-ups is at least 1,761.27 We 
estimate the actual number of staff working 
at enterprise DLT start-ups is likely well over 
2,000.28 

 
When including established corporations, the 
total number of people working full-time on 
enterprise DLT is considerably higher than 
2,000. Publicly available figures for some 
large technology and consulting firms reveal 
that some companies have teams of more 
than 800 people working exclusively on DLT 
(e.g., Deloitte).29  We therefore estimate the 
combined enterprise DLT employment level 
for start-ups and established companies to be 
in the range of several thousand.30

The DLT ecosystem has witnessed the 
entrance of established corporations 
in recent years

ESTIMATED NUMBER OF FULL-TIME 
EMPLOYEES OF ENTERPRISE DLT START-UPS

2,000+
FULL-TIME EMPLOYEES

Figure 10: Nearly half of all DLT start-ups are based in North America

19% Asia Pacific

28% Europe

47% North America

2% Latin America 4% Africa & Middle East

Hileman,	Garrick	and	Rauchs,	Michel,	2017	Global	Blockchain Benchmarking	Study	(September	22,	2017)
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Takeaways?	

• Crypto	Economics	as	an	alternative	system	?	
• Crypto	Economics	via	existing	institutions	?	
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