
Trading crypto in 2020: Do token fundamentals actually matter? 

 
 
Back in the ICO heyday, most cryptocurrency valuations began and ended with the project 
whitepaper. 
 
If the token idea made some semblance of sense (which too was open for interpretation), it was 
usually deemed highly investable and easily pumpable by the ROI-hungry market. Proper due 
diligence was for the bears, and relying on fundamentals or analyzing on-chain activity was by 
and large considered a nerd’s game. 
 
Fast forward a few years, and the ‘throw crap at the wall and see what sticks’ approach to 
investing has produced thoroughly expected results. According to multiple reports from the 
beginning of this year, more than 1,800 cryptocurrency projects launched since 2017 have 
failed, with new vaporware tokens added to the list weekly: 
 

 

https://coinrivet.com/failed-cryptocurrency-projects-in-2019/


 
Not one for subtlety, eh Coindesk? 
 
Deadcoins.com, a website that keeps a growing ledger of abandoned and otherwise deceased 
crypto projects, currently shows a whopping 1,928 entries in their database. 
 
Still, an important question remains - do coin fundamentals actually matter in 2020? Is there any 
advantage to investing in assets based on (relatively) strong network activity and growing 
market demand, or would you still be better off just sitting on your BTC bags till kingdom come? 

Methodology 
 
To find out, we strapped our backtesting boots on to try and get an answer to one simple 
question: 
 
Does a portfolio of ‘fundamentally sound’ projects perform any better than the 
benchmark (holding BTC)? 
 
For this backtest, we analyzed more than 1100 ERC-20 assets available in Santiment’s 
database and through our API. We’ve covered the rapid and ongoing growth of the Ethereum 
ecosystem in one of our previous reports, noting that the combined market cap of ERC-20 coins 
has recently overtaken Ethereum’s ‘parent’ market cap for the first time:  
 

 

http://neuro.santiment.net/


 
Pictured: ERC-20 market cap (green) vs ETH’s market cap (yellow), YTD 
 
 
And while the number - and relative value - of ERC-20 tokens continues to rise, not all 
Ethereum-based dapps are finding ‘mainstream’ adoption. Out of 1115 ERC-20 coins in our 
database, only 308 have more than 20 unique addresses interacting with the token daily, 
revealing a sea of unutilized dapps and ‘product-market’ fit mishaps piling up at the bottom: 
 

 
Number of ERC-20 assets with 20+ daily active addresses (Source: Santiment Screener) 
 
To backtest the performance of fundamentally sound ERC-20 tokens, we first needed to define 
what ‘fundamentally sound’ means. For this purpose, we’ve used a very liberal interpretation of 
the term, including all ERC-20 assets that fulfill three basic criteria: 
 

● Market cap above 1,000,000 
● Number of daily active address above 20 
● Average on-chain transaction volume (in USD) above $100,000 

 

 



These (intentionally loose) parameters help remove any illiquid coins from the backtest, and - 
more importantly - focus the analysis on assets with at least some semblance of project 
adoption over time, token-related activity, and not-insignificant amount of value transferred on 
their respective networks. More stringent criteria could likely help improve the portfolio’s 
performance, but the goal here was to use the lowest common denominator(s). 

The backtest 
 
The investment strategy that we’re backtesting is as follows: at the start of each month, we ‘buy’ 
all ERC-20 coins that match(ed) the 3 criteria noted above, and rebalance our portfolio at the 
end of the month. 
 
In other words, at the end of each month we sell all ERC-20 coins that we no longer deem 
‘fundamentally sound’ and buy the ones that joined that list. 
 
To put the performance of our strategy in context, we’ll be comparing it to two benchmarks - 
holding Bitcoin and - given the focus of the analysis - holding Ethereum over the same time 
frame. 
 
We will calculate the performance of our ‘fundamental portfolio’ from two starting points:  
 

● Test #1: From October 15th, 2018 (2 years ago) until present day 
● Test #2: From October 15, 2019 (1 year ago) until present day 

 
As you’ll see in a minute, this distinction makes a world of difference. 

Test #1 
 
The first backtest measures the performance of an investment portfolio made up of 
‘fundamentally sound’ coins from October 15th, 2018 until present day. As mentioned, this 
portfolio is rebalanced each month. 
 
Below are the backtest results for the past 2 years. Our ‘fundamental portfolio’ is delineated in 
blue while the performance of ETH and BTC are highlighted with orange and green, 
respectively: 
 

 



 
Over the last 2 years, our ‘fundamental portfolio’ performed just below both benchmarks 
(holding BTC and holding ETH), providing a solid 150% return. For the most part, our portfolio 
appears to mirror Bitcoin’s price action throughout 2019, but struggled to match the scale of the 
top coin’s market directions.  
 
In particular, the portfolio falters most between July and December of 2019, recording interim 
losses of almost 60% at its lowest point. This falls squarely in line with Bitcoin’s towering market 
cap dominance in this period, which ranged between 68%-72% throughout the second half of 
2019: 
 

 
Bitcoin’s market cap domination, 2018-2019 (Source: TradingView) 
 

 



On the whole, it’s fair to say that relatively high network activity was nowhere close to a ‘silver 
bullet’ strategy for most of 2019, as the entire cryptocurrency market was tightly bound to 
Bitcoin’s day-to-day performance, and major altcoin decouplings were still rare. 
 
That said, our ‘fundamental portfolio’ has gained a lot of lost ground in 2020, and in particular 
the months after the ‘Black Thursday’ crash. This performance rally, of course, should be 
chalked to the DeFi craze, which propelled a number of ERC-20 coins - and especially those 
with high network activity - to insane valuations and new all-time highs. 
 
This is where the fundamental portfolio really starts to shine; not only does it easily outperform 
both Bitcoin and Ethereum over the past 6 months, the strategy also appears to have become 
more independent from BTC-led market directives. The fundamental portfolio exploded in May 
and July of this year - moving from -30% to +20%, all while Bitcoin was rooted in a tight, 
prolonged consolidation period. 

Test #2 
 
For our second test, we wanted to calculate the performance of our fundamental portfolio on a 
shorter time frame - 1 year, to be exact.  
 
This time around, the backtest’s starting point is October 15th, 2019, and the performance of 
our strategy as well as the two benchmarks can be seen below: 
 

 

 



In the past 365 days, our fundamental portfolio outmatched all other takers and would have 
netted +170% profit, compared to +115% for holding Ethereum and +38% for holding Bitcoin.  
 
In a shorter time frame, the breakout point of our portfolio becomes much more obvious. 
Starting at the middle of May - just as the first wave of DeFi coins like REN and KNC began to 
rally - our portfolio goes from being neck-and-neck to HODLing BTC and ETH, to almost 2X-ing 
both benchmarks in 2-months time.  
 
At the very peak of the DeFi madness, the fundamental portfolio was +270% in profit, compared 
to Ethereum’s 160% and Bitcoin’s +90%. Relative to the two benchmarks, the strategy suffered 
a significant drop during the September 1st market crash, although it has managed to rebound 
slightly since. 
 
The past year’s performance of ‘fundamentally sound’ coins suggests that there’s strong alpha 
to be found in analyzing the on-chain activity of different ERC-20 assets. As mentioned 
earlier, the collective ERC-20 market cap has recently overtaken Ethereum’s for the first time 
ever, and shows no signs of stopping despite DeFi’s most recent ‘cooling off’ period. 
 
As the crypto market grows and matures, we should expect to see more, not less coin 
decouplings and strong outliers like the ones recorded over the past six months. Bitcoin’s 
gravitational pull will almost inevitably continue to weaken, allowing the coins with strong 
fundamentals to chart their own independent market path.  
 
In this new paradigm, on-chain metrics like daily active addresses and on-chain transaction 
volume become valuable proxies not just for project adoption and network activity, but market 
performance just as well.  
 
You can find these and other behavioral indicators live on Sanbase, our all-in-one market 
intelligence platform. Moreover, use the Santiment Screener to define and discover your own 
‘fundamentally sound’ coins (as pictured above), which you can then leverage for further 
research and market analysis.  

 

http://app.santiment.net/
https://app.santiment.net/assets/screener?charts=%7B%22isPriceChartActive%22%3Afalse%2C%22isPriceTreeMap%22%3Afalse%2C%22isVolumeTreeMap%22%3Afalse%2C%22priceBarChart%22%3A%7B%22interval%22%3A%2224h%22%7D%2C%22socialVolumeTreeMap%22%3A%7B%22interval%22%3A%2224h%22%7D%2C%22priceTreeMap%22%3A%7B%22interval%22%3A%2224h%22%7D%7D

