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Dedication

To my parents, Pat and Terry Ross, who taught me the value of money and negotiating from an early age on the streets of New York City. While I still use these valuable lessons today, even more important was that they showed me how to work with the same tenacity I play.






INTRODUCTION

When you hear the phrase “high-risk, high-reward investing,” you likely think of hedge fund managers striking it rich on complex investment strategies. These cutthroat, super-rich members of the investing community use their superior intellects to see where the price of a stock is headed before anyone else. And as an individual investor, there’s no way you could possibly replicate these strategies, right?

Wrong! This view couldn’t be further from the truth. Technology has leveled the playing field, and now you can use many of the same strategies that top-notch hedge funds have at their disposal. And as renowned investor Peter Lynch wrote in his seminal work One Up on Wall Street, many individual investors can pick investments just as well as the average Wall Street expert.

There is one thing that separates Wall Street traders from individual investors: an ability to assess risk. As I’m going to teach you, the better you get at managing risk, the higher the investment returns you can reap. In this book, you’ll learn how to use high-risk, high-reward investment strategies safely and effectively. I’ve culled all the key information, useful market indicators, and tips for avoiding losses that I’ve gleaned from my years of experience as a professional stock analyst and educator. You’ll discover the inner workings of high-risk investments, determine when to buy and sell, and—if all goes to plan—watch your profits grow.

A few of the thirty topics that we’ll cover are:


	Cryptocurrencies

	High-growth stocks

	Call and put options

	
Special purpose acquisition companies (SPACs)

	Meme stocks

	Leveraged exchange-traded funds (ETFs)

	Double-digit dividend-paying stocks

	Futures trading

	Non-fungible tokens (NFTs)



Even if you’re willing to start using high-risk investing strategies right away, I urge you to take your time to learn these strategies thoroughly before investing real money. I also recommend starting small. The entire purpose of using high-risk, high-reward strategies is to take a small amount of money and generate a large return. Betting too much money on a high-risk strategy is a mistake that many beginners make, and I don’t want that to happen to you. That is why I mention the importance of controlling risk in every chapter.

To help you manage the associated risks, each chapter includes detailed examples showing you step-by-step how to employ these high-risk investment strategies. They will include stories about how investors have won (and lost!) on some of these high-risk trades.

The goal of A Beginner’s Guide to High-Risk, High-Reward Investing is to teach you how to use these high-risk investment strategies responsibly so that you can achieve your short- and long-term investment goals. Let’s get started!






CHAPTER 1 A Primer on High-Risk, High-Reward Investing


In most investing books, a grizzled Wall Street veteran extols the benefits of buying S&P 500 index funds, holding them for 40 years, and retiring with a few million bucks in the bank. The salt and pepper–haired old-timer then expounds on the virtues of holding gold stocks before bragging about how his “all-weather stock-picking system” will help you retire early.

And at some point—without fail—he’ll mention that if you bought $5,000 of Amazon stock 20 years ago, you’d have enough cash now to buy a beach house.

Of course, buying and holding index funds over many years is a great way to build wealth in the stock market. As a millennial with many years left in my investing journey, I employ this approach with nearly half my portfolio. But you didn’t buy this book to learn about the merits of index funds. As the title states, this is a book on high-risk, high-reward investment strategies.

I’m here to show you how to trade short squeezes like GameStop (GME) and discover cryptocurrencies that can surge 300% in a matter of days. Do you like dividend-paying stocks? I’ll show you the best way to find double-digit dividend payers that will pay for themselves in a few short years. And if you’re tired of financial talking heads telling you how much you could’ve made by buying Amazon 20 years ago, rest assured: My plan is to show you how to find the next Amazon.

But most importantly, I’m going to give you step-by-step instructions on how to use these high-risk strategies safely so you can try to avoid losing a lot of money.

UNDERSTANDING RISK

At its core, risk is a study of uncertainty. It’s our attempt to figure out what the actual return on an investment will be compared to what’s expected. The better you are at assessing risk, the better you’ll be as an investor.

I’ve been a stock analyst for the better part of a decade. During this time, I’ve had the pleasure of learning from some of the world’s best and brightest financial minds, including John Mauldin, Felix Zulauf, and Jared Dillian (many of these experts will make appearances later in this book).

I’ve also spent a lot of time talking to individual investors, mainly through direct messages on my popular social media channels. And if there’s one thing I’ve learned, it’s that new investors are terrible at assessing risk. That’s why risk assessment is a major focus of this book.

Low-Risk versus High-Risk Decision-Making

Every person reading this book has likely made a risk assessment today. For instance, let’s say that you’re driving down a busy street during rush hour. You’re running late for an important meeting, so you’re trying to barrel through the upcoming intersection quickly. As you approach the bustling four-way intersection, you notice that the streetlight just turned from green to yellow. And in a few seconds, you know that light will flip to red.

What would you do in this situation? Your decision comes back to how comfortable you are with risk.

If you are a risk-averse driver, you would slow down and stop at the yellow-turning-red light. You would then wait for the light to turn green again and be on your way. While you’ve avoided a potential $75 red-light ticket, you will be late for your meeting.

Not everyone would respond that way. Let’s say the driver in front of you decides to go through the yellow light. At that moment, you decide to increase your speed. You know that there’s a chance you could get caught by the red-light camera, but your risk-reward calculation tells you that it’s worth that risk to get to your meeting on time.

Investors make these same risk-reward calculations every day, although the options are less clear-cut than in the red-light example. For instance, let’s say our driver is sitting at their desk later that day. They just received their paycheck for the month, and as usual they take $500 of that check and add it to their brokerage account.

Unlike the red-light example where there were only two options—stop or speed through the light—the person now has nearly unlimited options to consider. The most risk-averse investor would take that $500 and buy something ultra-safe, like US government bonds yielding around 1% or 2% per year. A slightly less risk-averse investor would buy something with tangible value, like gold, or—if they’re feeling bold—a blue-chip dividend-paying stock such as International Business Machines (IBM) that may return 8% per year.

These risk-averse investors are the type of people who would stop at the yellow light. They don’t want to assume the risk of potentially losing money on their investment, so they are compensated accordingly with lower returns. It is the same concept that motivated the driver who chose to be late to their meeting because they didn’t want to risk getting a red-light ticket.

Not everyone is that risk averse, however. An investor more tolerant of risk sees that $500 in their brokerage account and immediately wants to maximize their returns. They know Boeing Co. (BA) has struggled to keep their planes airborne, which has tanked their stock price. While it’s possible that the stock won’t bounce back anytime soon, there’s a possibility this deep value stock could return 50% if the company repairs its reputation.

Maybe this less risk-averse investor also saw a video on social media discussing a high-tech satellite company that recently went public via an initial public offering (IPO). Though these stocks are very risky, the return could be as high as 100% in a year, so they happily take on that risk. They may also remember that a coworker told them about a cryptocurrency called Ethereum, which could return 200% over the next year.

This investor is the type of person who speeds through the yellow light and risks getting a ticket. This person is willing to potentially lose money on their investment to potentially make more money in the future. They are interested in high-risk, high-reward investments.

Investment risk boils down to this: The higher the chance that you lose money, the more money you can potentially make.


Risk Impacts the Rate of Return

Understanding an investment’s risk is a fundamental building block of investing. As a rule, the higher the risk in an investment, the higher the return, while the lower the risk in an investment, the lower the return. For example, if you buy shares of a blue-chip stock like McDonald’s (MCD) or Johnson & Johnson (JNJ), you can’t expect to double or triple your money in a short time period.

Although with a buy-and-hold strategy there’s a good chance you could double or triple your money over the long term—say a decade or more—but blue chips are by definition low risk and thus yield lower returns. Everybody knows McDonald’s and Johnson & Johnson will be around for years to come, so there’s less risk in buying their shares.

On the other hand, you have high-risk assets like bitcoin. Bitcoin is the world’s first cryptocurrency, a concept that has only been around for 10 years. There’s no guarantee bitcoin (or cryptocurrency in general) will exist in another 10 years. That means investors in bitcoin are rewarded with higher returns for assuming this higher risk. But this rule cuts both ways, since there’s a greater chance of severe losses when investing in high-risk assets.

BALANCING YOUR HIGH-RISK, HIGH-REWARD PORTFOLIO WITH LOWER-RISK OPTIONS

Many of you probably know me through my popular @tikstocks social media channels. My goal with that platform from the outset was twofold:


	
1. Demystify the stock market for individual investors and thus make investing more approachable.

	
2. Help others avoid making the same mistakes I’ve made in my investing career.



The first point is very important. Wall Street’s goal is to intentionally make investing seem difficult. They want you to believe that only men in suits with big salaries can make money in the stock market. While these big firms may have more money and more resources at their disposal than you do, that doesn’t mean you can’t beat them at their own game.

I also want you to avoid making the same investing mistakes I’ve made. A common thread from my thousands of conversations with individual investors is that many people take on too much risk. While they have a general idea how to invest responsibly, they often don’t diversify their portfolio well enough, or they bet too big on a risky strategy.

To avoid that, you should balance your high-risk investments with the long-term buy-and-hold investing approach espoused by silver-haired Wall Street veterans. Before starting my own company, I ran an investing service that showed people how to make money with low-risk dividend-paying stocks. If I hadn’t made a name for myself with this strategy, I wouldn’t be here writing a book for you today.

Even investors who want to dive deep into high-risk strategies should know that holding safe positions is a fundamental piece of high-risk investing. The math is simply too strong to completely ignore long-term buying and holding! For instance, over the last 90 years the S&P 500 grew in value in 74% of those years. That means that in nearly three-quarters of the years since 1940, investors who simply bought the S&P 500 saw their accounts grow in value!


THE STOCK MARKET IS STABLE

Though many in the doom-and-gloom crowd warn of imminent stock market crashes, the fact is these crashes are extremely rare. In fact, historically the S&P 500 rises for 9 years between every 30% market crash. And for all those looking to “time” the market, remember that more money has been lost anticipating market crashes than in the crashes themselves.



While this is a book on high-risk, high-reward investing, you want to make sure you have a solid foundation to employ these strategies. As a rule, I keep 80% of my investment portfolio in reliable companies I plan to hold for many years. These are stocks like Alphabet Inc. (GOOGL), Microsoft Corp. (MSFT), and even “trash” stocks like Waste Management (WM). These relatively low-risk positions provide a stable foundation on which I can employ higher-risk strategies.

It’s important to maintain a core of lower-risk, lower-return assets in your portfolio because—frankly—if you only employ the strategies in this book, there’s a good chance you could lose a significant amount of money. Having this solid foundation gives you the ability to take on extra risk without destroying your account.


HOW TO (SAFELY) BUILD ROCKETS

When Elon Musk and Jeff Bezos build their rockets, they know there’s a good chance that the rockets might explode. In fact, NASA estimates there’s a 1-in-60 chance that a rocket mission will fail, with a 1-in-276 chance that the mission will be fatal.

Musk and Bezos go to great lengths to make sure their rockets work properly. This is to ensure the viability of their business and to make sure they don’t kill their employees in the process. They manage their risk by painstakingly reviewing launch protocols to ensure they don’t literally blow themselves up.

To the Moon…When You’re Ready

My goal with this book is to show you how to similarly manage risk with high-risk, high-reward investing. One of the most common investing phrases among the new crop of young investors is “to the moon.” The phrase started in the cryptocurrency community to refer to when the price of a coin rises many hundreds of percent in a short time period. Now “to the moon” is a catchall for any investment that surges in value.

I want to show you how to build rockets to go “to the moon.” But just like Musk and Bezos, you need to make sure your rockets are working properly before launch. That’s why many sections in this book focus on investments that went south; you’ll learn what works by analyzing what didn’t.


WHAT IS DOLLAR-COST AVERAGING?

Dollar-cost averaging (DCA) is an investing approach where you invest equal amounts into an asset over regular intervals without regard to price. You’ll see this term used frequently throughout the book; DCA is a good way to begin your involvement in a particular investment.



For instance, let’s go back to the example of the investor with $500 in their brokerage account. The person feels like taking risks today, so instead of buying a blue-chip stock like Apple Inc. (AAPL), they opt to buy a special purpose acquisition company (SPAC; see Chapter 3) called Nikola Motors (NKLA). But 6 months later, this person loses 80% of their investment because, as it turned out, Nikola’s upper management was charged with lying to investors.

Or instead of a SPAC, our hypothetical higher-risk-seeking investor decides to invest their $500 in a cryptocurrency (see Chapter 2) called XRP. They read an article showing how Ripple, the company that developed the XRP token, was going to revolutionize international transactions, so they plug their $500 into the speculative asset with hopes of tripling their investment. Unfortunately, US regulators come down hard on XRP not long after, sending its value down 90%.

To try and make the lost money back, our investor takes what little cash is left and bets it all on a microcap stock (see Chapter 6). A “microcap millionaire” on YouTube predicted that this stock could surge 1,000% in the next year. What the YouTuber didn’t mention was how “share dilution” works for small companies. Although the share price of the microcap stock rose, our investor lost 50% on their initial investment because of dilution.

This book will spend a lot of time showing you how to manage the risks associated with high-risk, high-reward strategies. That starts with having a solid foundation of low-risk stocks to make sure you are diversified and protected from major market pullbacks.

After all, if you want to go to the moon, you must know how to build a rocket that will deliver you there safely.






CHAPTER 2 Cryptocurrencies


Cryptocurrencies are digital currencies in which transactions are monitored by a system that uses cryptography rather than a centralized authority. Cryptography is a discipline that explores how to securely transfer information while allowing only the sender and the recipient of the message to see the content. Think about the currency you’re familiar with—dollars, cents, and so on. It’s issued by and maintained by the federal government. That’s not the case with cryptocurrencies such as Bitcoin and Ethereum.

Cryptocurrencies have their roots in a concept that may seem totally different: digital music. Back in the late 1990s and early 21st century, a new software program called Napster was blowing people away. Founded by Shawn Fanning and Sean Parker in 1999, the Napster file-sharing service allowed anyone in the world to easily send music to other people over the Internet. While Napster was eventually shut down due to copyright infringement, its legacy as the first widely used application of peer-to-peer software lives on. For the first time in history, the service made it possible for people outside the traditional brick-and-mortar music market to exchange music without the use of an intermediary.

Although peer-to-peer software was revolutionary at the time, Napster is hardly its most influential application. Just over a decade later, a mysterious figure named Satoshi Nakamoto applied the same concept to his project: Bitcoin. Satoshi’s creation allowed people to send money outside the traditional banking system without the assistance of a financial intermediary. This digital currency, known as “cryptocurrency,” now makes up a market that’s worth more than $2 trillion.

And the world’s first cryptocurrency is—you guessed it—bitcoin.

BITCOIN

WHAT IS BITCOIN?

Let’s start with some general points about cryptocurrency. A cryptocurrency is a digital asset that works as a medium of exchange. The idea combines two concepts: “crypto” (or computer code) and “currency,” such as the US dollar. That makes “cryptocurrency” a digital medium of exchange backed by computer code.

Cryptocurrency is just like the dollar bill (a medium of exchange) you might have in your wallet right now. But unlike US dollars and other currencies like euros or yen, which are backed by governments and assets such as gold, cryptocurrencies are reinforced solely by computer code on something called a blockchain. A blockchain is a revolutionary way of recording information in a way that makes it nearly impossible for users to change, hack, or get around the security of the system. That makes bitcoin a “state-less” or “bank-less” money.

The Birth of the Bitcoin

It should thus be no surprise that bitcoin—the world’s first cryptocurrency—was born out of the global financial crisis of 2008. The original Bitcoin white paper—or thesis statement for a cryptocurrency—was first published in October 2008. Titled “Bitcoin: A Peer-to-Peer Electronic Cash System,” this landmark paper was published a mere month after the collapse of Lehman Brothers during the subprime mortgage crisis.

This tumultuous period shook many people’s faith in the global banking system, as the US government blatantly cherry-picked winners (Goldman Sachs) and losers (Bear Stearns, Lehman Brothers). With the unprecedented money printing that followed via a new Federal Reserve policy known as “quantitative easing” (QE)—a central bank policy of buying government bonds to push down interest rates and inject more money into the financial system—a fresh approach to the concept of money was not only needed; it was a natural step forward. These initiatives made people uneasy because they involved untested monetary policies. In fact, the Fed was injecting so much money into the financial system that some economists were worried it could lead to hyperinflation.

Bitcoin developed in response to the extraordinary uncertainty in the traditional markets at the time. By design, only 21 million bitcoins will ever exist. This is known as a “hard cap,” and it distinguishes bitcoin from “fiat” currencies, which are government-issued currencies (like the US dollar) not backed or supported by a commodity like gold. This structure allows central banks to control how much money is printed at any given time. Bitcoin’s creator rejected this idea, instead opting for a hard cap on its supply to make sure no government or central bank could dilute bitcoin’s value by “printing” more bitcoin.


BITCOIN IN THE MIDST OF CRISES

Bitcoin has been a godsend for people in countries experiencing issues with their currency. For instance, when Venezuela’s currency was experiencing hyperinflation, many of its citizens converted their assets to either US dollars or bitcoin to preserve their purchasing power.

People fleeing authoritarian governments did the same thing. Since a Bitcoin address is only a series of numbers, people were able to convert their cash assets to bitcoin and simply remember their Bitcoin address as they fled their native country.

Prior to bitcoin, people in such desperate situations had to convert their cash to other goods (e.g., gold) before fleeing, or else leave everything behind. Bitcoin provides a much more secure and easily executable option for transferring assets in times of crisis.



A Peer-to-Peer Cash System in Action

Bitcoin provides a simple way to move funds around quickly. For instance, let’s say you live in Los Angeles and want to invest in a business run by a friend, Pierre, in France. But here’s the catch: You need to send him $50,000 to secure an investment in the next 5 days, otherwise the deal is off.

You quickly run into a problem: Since Pierre didn’t tell you about the deal until Friday afternoon, you didn’t have time to contact your bank. Considering that it will take 3–5 days to wire the money, you will not be able to get Pierre his money in time.

That’s where bitcoin comes into play. Since Pierre has a Bitcoin address, you’re able to convert $50,000 into bitcoin and send him the money without the use of a bank. While it may take up to an hour to transfer the funds, it’s still much faster and more efficient than waiting the 3–5 business days that the traditional bank route would require.

While this state-less and bank-less scenario works in a vacuum, the situation becomes more complex when you consider bitcoin’s volatility.

Hold On for Dear Life (HODL)

One of the most common terms you’ll hear in the cryptocurrency community is “hodl.” While some might think of this as a variation on the word hold, it’s actually an acronym that stands for “Hold On for Dear Life.”

When it comes to bitcoin pricing, you often need to “hodl” because the cryptocurrency has famously high volatility. Volatility is an asset’s price changes over a period of time. Basically, it tells you how often the price fluctuates and how steep those fluctuations are.

Few assets are more volatile than bitcoin. For instance, in 2017 bitcoin’s price increased 1,400%. But that grind to the top included five separate 30% declines—and a 30% decline is a substantial drop. For instance, those who were invested in the stock market during the COVID-19 crash saw the S&P 500 fall 36% in March 2020. Imagine that happening five times in under a year!

Knowing this, let’s revisit our earlier example. You tell Pierre that your bank is closed so you’ll have to send the $50,000 via the Bitcoin network. Pierre agrees, but as you’re completing the transaction, bitcoin has a steep sell-off. By the time your bitcoin arrives at Pierre’s bitcoin wallet, that $50,000 is worth $40,000.

Clearly, if you can lose 20% of your principal in a matter of hours, bitcoin isn’t a perfect medium of exchange. On the other hand, this volatility is one thing that has contributed to bitcoin becoming the best-performing asset in history. And it’s also the reason why investors can make loads of money with bitcoin.

CASE STUDY:

A VALUABLE LESSON IN “HODLING”

I first heard of bitcoin back in 2014. A company I was working for as a junior research analyst had me dig deep into the technology and prepare a report for a client. During my research, it became clear bitcoin was some sort of “digital gold.” But I concluded my report asserting that bitcoin was too expensive to invest in, as it was sitting at an all-time high price of $600.

Bitcoin was also difficult to buy back then. Anyone who wanted to buy bitcoin or other cryptocurrencies had to connect their bank account to shady exchanges. The largest exchange at the time was Mt. Gox, a Japanese exchange that would eventually lose 850,000 bitcoins—worth $42 billion as of this writing—in a cyber-hacking incident.

Because prices looked expensive, and without an easy place to buy, I decided to sit on the sidelines. That’s what I did until 2017, when I found an exchange called Coinbase that made it relatively easy to buy bitcoin. So I hooked up a bank account to Coinbase and bought $500 worth of bitcoin. At the time, this represented 0.2 of one bitcoin. While I didn’t know it at the time, this purchase would take me on a wild emotional and financial ride over the next 4 years.

Prelude to a Crypto Winter

Bitcoin continued to surge through the remainder of 2017. Since my $500 buy that summer, bitcoin had surged over 500%. Now my initial $500 investment was worth over $3,000!

I continued to add to my position. In fact, by the end of the year I’d become a “whole coiner,” which is crypto slang for owning an entire bitcoin rather than a fraction of one. Despite the big run-up, I still believed I’d gotten in early on this novel technology and prices would keep rising. And if I kept “hodling” bitcoin—and buying more—it could make me rich.

Similar to many assets that quickly rise in value, bitcoin experienced a sharp “mean reversion.” After peaking at $19,650 in December 2017, bitcoin rapidly lost value. In fact, by the end of 2018, bitcoin had crashed 81%. Since I’d been buying at as high as $15,000 per bitcoin, my initial 500% gain had turned into a massive loss.

Losing money is demoralizing for any investor. Nevertheless, since I had experience with investing and kept a long-term view, I decided to “hodl” my bitcoin positions. Plus, I knew that bitcoin’s net unrealized profit and loss (NUPL) and bitcoin dominance indicators were now near cycle lows (more on that later in this chapter). Since these indicator readings meant it was a great time to buy, I decided to “hodl” my position.

Don’t Flinch When Your Face Gets Ripped Off

I held my “whole coin” throughout all of 2018. While the news media coverage and general interest in bitcoin had faded, I kept my bitcoin in my Coinbase wallet.

In 2019, I decided to buy more bitcoin. I believed in the project’s long-term goals of allowing people to keep money outside the financial system. By January 2020, I’d acquired another bitcoin. Now I held two bitcoins with an average cost of $8,000. At $16,000, bitcoin was now the largest position in my portfolio.

I also knew that bitcoin was a “risk-on” asset. This meant that people would buy bitcoin when they wanted to take on more risk with their portfolio. With the US economy in its longest growth streak since the 1950s and stocks at all-time highs, it seemed like the perfect time to increase my bitcoin position.

Then the COVID-19 pandemic struck. In March 2020, the S&P 500 fell 36% as the global economy braced for lockdown. Investors lost their appetite for risk in a big way, and the bitcoin price fell more than 50% in a matter of days.

While I saw my largest holding get cut in half, I reminded myself that nothing with my thesis had changed, so I should continue to hold my position. This strategy would pay off: By the end of the year, bitcoin had hit a new all-time high of $42,000. And by early 2021, my two bitcoins were worth $120,000.

INVESTMENT STRATEGY:

BITCOIN

When it comes to high-risk, high-reward investments, few offer better prospects than buying and holding bitcoin. While there are certainly faster blockchains with better technology, bitcoin is the best-known cryptocurrency and has “first mover advantage” in the cryptocurrency market.

This name recognition and “network effect” makes bitcoin a great long-term investment. That’s especially true because of the “hard cap” of 21 million coins that cannot be exceeded.


CRYPTOCURRENCIES AS LEGAL TENDER

I’m not the only one who believes in the long-term prospects of bitcoin. In 2021, El Salvador was the first country to adopt bitcoin as legal tender. This means that all businesses in that country must accept bitcoin for goods and services. It’s possible that other countries will follow El Salvador’s lead in the future.




How to Identify a Good Time to Buy Bitcoin

Similar to all cryptocurrencies, bitcoin is a highly volatile asset. But if you can stomach the steep declines, the payoff can be very rewarding. It may often seem like bitcoin’s price moves at random. Rest assured, there are large players, known as “whales,” who will influence the market. Although it’s a difficult market in which to invest, there are a few key technical indicators to keep an eye on that help determine where bitcoin’s price is headed. If you learn how to read and interpret these metrics, you can make tons of money. Here are the key indicators:

1. Net Unrealized Profit and Loss (NUPL)

The net unrealized profit and loss (NUPL) is the difference between the relative unrealized profit and the relative unrealized loss for all bitcoins in existence. When bitcoin’s unrealized profits are high, this implies that bitcoin investors are greedy. This makes sense, as the more unrealized profit in bitcoin, the more likely it is that investors will take profit on their positions.

This indicator has a great track record. A NUPL reading of 75% or higher—also known as the “euphoria zone”—has coincided with the last five “tops” in bitcoin’s price.

Fortunately, the opposite is also true. When NUPL is low, it means that few investors are sitting on gains with their bitcoin positions. This is known as the “capitulation zone” and has coincided with a bottom in bitcoin’s price for the last five cycles.

Investors looking to open a position in bitcoin would be wise to wait until bitcoin is in the capitulation zone, or when NUPL is below 0%. On the flip side, it’s a good idea for investors to take profits on bitcoin when the NUPL index is 75% or higher. Investors can find NUPL data on LookIntoBitcoin.com and Glassnode.com.

2. Bitcoin Dominance

Bitcoin dominance tells you how much of the total cryptocurrency market is composed of bitcoin. A downtrend in bitcoin’s dominance happens during cryptocurrency bull markets, as prices for “altcoins” (which we’ll discuss in the next section) rise faster than the bitcoin price.

On the other hand, an uptrend in bitcoin’s dominance happens during a cryptocurrency bear market. This is a good time to either sell your cryptocurrency positions for bitcoin or convert your cryptocurrency to cash.

As a rule, you want to buy bitcoin when bitcoin dominance is low and sell when bitcoin dominance is high (and vice versa for altcoins). Historically, when bitcoin dominance falls below 40% of the cryptocurrency market, it’s a good time to buy bitcoin. And when it rises above 65%, it’s a good time to take profits. You can find bitcoin dominance information on TradingView.com.

3. Unique Wallet Addresses

When you decide to open a Bitcoin wallet, the first action you must take is to establish a crypto wallet address. This is the address with which a person can send and receive cryptocurrencies.

It follows that one of the best indicators for how many people are using cryptocurrency and adopting blockchain technology is tracking how many addresses are being created.

Keeping track of the number of new addresses created (and how many are active) is a great way to measure cryptocurrency sentiment. These metrics tell you how many new investors are entering the crypto market in addition to how many accounts are active. You can find this information on Blockchain.com.

How to Invest In Bitcoin

Once you’ve decided to buy bitcoin, you want to dollar-cost average into your position. As discussed in Chapter 1, dollar-cost averaging is an investing approach where you invest equal amounts into an asset over regular intervals without regard to price. Therefore, if you have $1,000 to invest in bitcoin and want to spread your buys over a few months, you can select to buy $100 worth of bitcoin every Monday at 5 p.m., for example. For new investors, it’s a good idea to have a set amount you want to invest every month and have your broker buy it for you. This reduces volatility in your entry price.

You are not required to have the broker make the purchase for you, but at first, it’s not a bad idea to get a little help. It’s a personal choice.

Depending on your risk tolerance, allocating 5%–8% of your portfolio to bitcoin is advisable, and for beginners, perhaps even less.

When opening your position, you want to make sure that the NUPL index is not near the “euphoria” stage. If that’s the case, it’s best to sit on the sidelines until bitcoin pulls back. If there is anything we know about bitcoin, it’s that another major pullback is inevitable.

In the same vein, you want to invest in bitcoin when bitcoin dominance is high. This will ensure you’re not buying during the throes of a bull market. Investors can find bitcoin dominance information on TradingView.com.

When both bitcoin dominance and NUPL are at their cycle peaks, that’s a good time to take some profits off the table.

ALTCOINS

WHAT ARE ALTCOINS?

While bitcoin makes up most of the cryptocurrency market, the rest of the market is made up of something called altcoins.

The term altcoin is short for “alternative versions of bitcoins.” An altcoin is simply any cryptocurrency other than bitcoin. And there are loads of altcoins on the market. As of February 2021, there were nearly 9,000 altcoins available for trading.

Altcoins fall into four broad categories:


	
Mining: These altcoins use a proof-of-work (PoW) structure in which complex systems generate new coins and keep track of transactions.

	
Stablecoins: These altcoins are pegged to a value of goods, such as a currency or precious metal. These have low price volatility, as their value is designed to be tied to fiat currencies like the US dollar, commodities, or even other cryptocurrencies. For instance, the largest stablecoin, known as “tether,” stays at a level of $1.

	
Utility tokens: These altcoins provide a function within a cryptographic network. They are typically not for investment purposes; rather they are designed to be used to buy products within a certain platform.

	
Security tokens: These altcoins represent a form of ownership in a crypto project or company, much like a share of stock represents an ownership stake in a company. Security tokens give holders voting rights, dividends, and partial ownership in the company.



Like the mining category of altcoins, bitcoin is a proof-of-work (PoW) token. This means that in order for new bitcoins to be created, they need to be mined by a decentralized system of computers solving increasingly difficult math problems. Since it takes increasingly more powerful computers to solve each problem, these computers use lots of energy.

Many altcoins improve on this proof-of-work process by using what’s known as “proof of stake” (PoS). Just like PoW, this other “consensus mechanism” is used to verify new transactions, add them to each altcoin’s blockchain, and create new tokens. Basically, a consensus mechanism is a way to make sure that people aren’t spending their cryptocurrencies twice, what’s known as the “double-spend” problem.

Both PoS and PoW solve cryptocurrency’s double-spend problem. That concept is best explained with an example. Say you want to buy a $200 pair of Air Jordan 7s. In the brick-and-mortar world, you would simply swipe your Visa to purchase them. In this case, Visa acts as the central authority and serves as intermediary between you, your bank, and the merchant. This ensures that you don’t take that same $200 and spend it on a steak dinner down the street.

In the altcoin and crypto universe, there are competing theories on how to solve this double-spend problem. And as I’ll show you in the case study later in the chapter, a failure to pay attention to these nuances can land you in court.

Double, Double, Toil and Trouble

Cryptocurrencies aim to replace the middleman for financial transactions. But proof-of-work (PoW) and proof-of-stake (PoS) systems go about solving this issue two different ways.

Proof of Work (PoW)

Let’s circle back to the sneaker example. Instead of using your Visa card to buy the pair of Air Jordan 7s, you decide to pay with bitcoin. Bitcoin is underpinned by a type of “distributed ledger” known as a “blockchain.” Every time someone makes a transaction on this network, the transaction is recorded on this blockchain, sort of like a ledger.

To ensure nobody is spending their holdings twice, the ledger is distributed (or shared) between millions of computers. These computers solve increasingly difficult mathematical problems roughly every 10 minutes to verify that nobody on the network has double spent their bitcoins. And if a miner solves the problem, that miner is rewarded with bitcoins.

The issue with PoW is that it uses lots of energy. In fact, some estimates claim the Bitcoin network uses 54 terawatt hours per year, or the equivalent of powering 5 million US households or the entire country of New Zealand.

Therefore, when you buy your Air Jordan 7s with bitcoin, the transaction is verified by this series of decentralized computers using loads of energy. There is no Visa or Mastercard verifying the transaction, only the Bitcoin network and these mining operations.

Proof of Stake (PoS)

Proof of stake works under different parameters. While PoW systems are powered by decentralized mining operations, PoS uses a series of “validators” to ensure that no person is double spending. The system selects a node—a computer linked to a computer currency network—to validate each transaction. This bypasses the wasteful energy usage employed by PoW.

CASE STUDY:

RIPPLE LABS AND XRP

In September 2017, a friend of mine who was a successful software engineer came to me excited about a new cryptocurrency project. He started telling me about a company called Ripple Labs. Their goal was to make it easy for banks and other large institutions to send money quickly and seamlessly across borders. Since the 1970s, banks have had to use something called the Society for Worldwide Interbank Financial Telecommunication (SWIFT) system to send money across borders. The system allows 11,000 financial institutions from 200 countries to send money via a messaging network.

Unfortunately, the SWIFT system is very slow. It takes 3–5 business days to transfer money, and you must pay foreign transaction fees. By the time a $100,000 transaction is transferred from a bank in the US to Canada, it might be worth only $98,000 as a result of fees and exchange rate issues.

Ripple Labs wanted to change this procedure with their XRP cryptocurrency. This token would allow individuals and banks to conduct large financial transactions instantly. There would be no wait times (like with the SWIFT system), and the platform fees would be minimal, making XRP—in the eyes of Ripple Labs—a utility token.

I bought my friend’s sales pitch. After he showed me how to buy the tokens on a Chinese crypto exchange called Binance, I bought a $500 position at $0.18 per token.

Ripple Goes to the Moon

XRP was largely unknown at the time. While Ripple Labs was founded in 2012, the XRP token had only started trading in 2014. Since cryptocurrency was still a relatively unknown topic for people outside of finance and tech, it was under most people’s radar.

That changed in the weeks after I bought my position in XRP. Interest in cryptocurrency started to swell as bitcoin’s price kept surging. Once people realized there was an entirely different set of digital assets known as “altcoins,” a flood of money poured into these newfound digital assets.

Between December 2017 and January 2018, XRP surged 1,135% to as high as $3.84. Ripple had pre-mined 38.7 billion XRP tokens, bringing the company’s total market value to nearly $150 billion. For a brief time, this made Ripple cofounder Chris Larsen (who owned 37% of the company) one of the richest people in the world.

The key word here is briefly. While Ripple and XRP had their day in the sun at the start of 2018, the next 3 years would be tumultuous for the company.

What Goes Up Must Come…

The $500 XRP position I opened in September 2017 had grown to over $10,000 by early January 2018.

But just like Chris Larsen’s stint as the world’s richest man, my gain was short-lived. By September 2018, the value of my XRP holdings had dwindled to a mere $1,000. If you included all the times I added to my position while XRP’s price was falling, this trade was officially in the red.

Things were about to get worse for Ripple and its founders. Unlike bitcoin and most altcoins, which are either proof of work (PoW) or proof of stake (PoS), Ripple uses a “consensus mechanism.” This means that Ripple selects its “validators” to prevent double spending on its system.

Ripple had produced and sold XRP tokens to the tune of $1.3 billion. The problem was that, in addition to operating as a centralized exchange, the company was selling tokens to fund its operations. This drew the attention of the Securities and Exchange Commission (SEC), which claimed XRP was a “security.”

In December 2020, XRP was delisted from Coinbase, the world’s second-largest crypto exchange. While bitcoin and other cryptocurrencies surged during this period, XRP has yet to reclaim the all-time high it hit in January 2018.

You may wonder how XRP got into so much trouble. Basically, Ripple was issuing unregistered securities, which fell under the jurisdiction of the SEC. Unlike Ethereum (another altcoin, which we’ll discuss in the next section), which is not considered a security because it is decentralized, XRP is currently seen as a security token by the SEC. The good news for XRP is that they are still negotiating with the SEC to decide if they are a utility token or a security token.

INVESTMENT STRATEGY:

ALTCOIN

The altcoin market is very diverse and rapidly evolving. In fact, by the time this book is published, there will likely be new types of altcoins hitting the market.

How to Identify a Good Altcoin Investment

In such a changing marketplace, it’s important to know what you’re investing in. Do your due diligence research before buying; the altcoin market is rife with scams. Investors venturing into this high-risk, high-reward market should keep this in mind before investing in any altcoin.

Finding and capitalizing on movements in altcoins is the epitome of a high-risk, high-reward trade. As seen in the XRP example, you can gain, and lose, thousands quickly. With altcoins, the data is not in your favor: A study from Messari, a crypto research firm, showed that 83% of altcoins that hit all-time highs in January 2018 were trading more than 90% below their all-time highs during the next bull market, which started in 2020.

This makes sense because during speculative manias, people typically pile into assets they don’t understand out of a fear of missing out, or FOMO. This leads to a feeding frenzy in many tokens, pushing prices up to unsustainable heights (as we saw with XRP).

But if you use the following three guidelines, you’ll increase your odds of making money.


1. Assess Token Utility

Before diving headfirst into buying an altcoin, you want to understand why it has value. For example, the value of bitcoin is that it allows its users to hold and transfer money peer-to-peer without the use of a traditional financial institution. Another example is XRP; this token can be used to send money around the world more quickly than through the traditional SWIFT system.

Note: “Token utility” should not be confused with “utility token,” which is a type of cryptocurrency. Token utility refers to the intrinsic value of the cryptocurrency.


UNDERSTANDING VALUE

It’s important to remember that most cryptocurrencies do not have any intrinsic value. While there are thousands of cryptocurrencies, only a handful perform a function that requires the token to be used and have value.



If your cryptocurrency of choice is simply a “meme coin” like ShibaCoin or Dogecoin, there’s a good chance it will end up having little to no value. I’d recommend staying away from these coins; it’s better to focus on projects with intrinsic value and real applications.

2. Study the Technical Specifications

Once you know that your altcoin has utility (i.e., it is worth something), you will want to start digging into the project’s technical specifications.

First, it’s important to determine whether the project is a proof-of-work (PoW) or proof-of-stake (PoS) system. This will tell you whether the project is centralized, thus confirming the stability of the project (the decentralized PoW is always preferred).

Second, you want to dig into the cryptocurrency’s tokenomics, which is an explanation of how a cryptocurrency project works within the cryptocurrency ecosystem. This is incredibly important, as it tells you whether the supply of the token is inflationary or deflationary (among other factors). For instance, bitcoin is a deflationary (i.e., finite) cryptocurrency, which means that only 21 million bitcoins will ever exist. On the other hand, you have inflationary (i.e., infinite) cryptocurrencies like Dogecoin, which creates 10,000 new tokens every minute. For supply and demand to work in your favor, it’s always better to hold deflationary assets.

3. Research the Project Team

Whether you’re investing in start-ups, stocks, or cryptocurrencies, you always want to make sure your asset has a top-notch team behind it.

Even if you have a cryptocurrency with a solid use case and great tokenomics, it means nothing if there isn’t a team to capitalize on the opportunity. For instance, many “shitcoins” like SafeMoon or CumRocket are created solely to rip off or “rug pull” investors. But if you buy the cryptocurrency only because the price is rising, you might think it’s a legitimate project.

When looking at a cryptocurrency project, you want to see where the leaders of the team have previously worked. Those who have developed other successful cryptocurrency projects often held senior positions at major technology companies (Google, Microsoft, etc.) or come from top-tier universities (MIT, Harvard, etc.). Choosing projects where the management team has excellent credentials will increase your odds of hitting it big with an altcoin.

How to Invest In Altcoins

Once you’ve found a cryptocurrency project that checks all these boxes, it’s a good idea to dollar-cost average into your position. Altcoins are famously volatile; by dollar-cost averaging, you spread your risk over the long term and minimize the damage to your position that can be caused by any major pullbacks.

After you’ve acquired your tokens, watch your position closely. Except for a few high-conviction long-term holds, I always include a 35% stop loss on my altcoins, meaning that I prearrange a sell order once the altcoin reaches a 35% loss. This is to make sure I don’t let a bad loss turn into an insurmountable loss. And considering that most altcoins fall by 90% after a bull run, it’s extremely important to take steps to protect your capital.

Let’s say that one of your altcoins “pumps.” This is cryptocurrency slang for a swift upward movement in price. When this happens, you want to avert excessive greed and “respect the pump.” You should keep a close eye on the cryptocurrency’s volume because once volume starts to decline, it could be time to scale out—or start selling—some of your position.

ETHEREUM

WHAT IS ETHEREUM?

Ethereum is the world’s second-largest cryptocurrency and largest altcoin. While Ethereum’s market capitalization is roughly half the size of Bitcoin’s, it’s 6 times larger than the third-largest cryptocurrency. At the time of this writing, it has a larger market capitalization than stalwart companies like Coca-Cola (KO), International Business Machines Corp. (IBM), and McDonald’s (MCD).

Ethereum cofounder Gavin Wood described the proof-of-stake (PoS) platform as “one computer for the entire planet.” This makes sense when you realize Ethereum users can:


	Access a broad range of financial services (brokers, exchanges, banks, etc.)

	Create and exchange non-fungible tokens (NFTs)

	Build real-world cryptocurrency tokens via ERC-20, which is Ethereum’s “smart contract” system (discussed later in this chapter)



One way to describe Ethereum is that it’s a decentralized operating system for the cryptocurrency market. An operating system is software that supervises a computer’s hardware and provides critical services for computer programs. Anyone who uses a computer uses an operating system. For example, a Microsoft laptop uses Microsoft Windows as its operating system. To get this operating system, you went to a store and bought a computer that was preloaded with Microsoft Windows. You can do everything from writing software, browsing the Internet, to opening an Excel spreadsheet—all on this operating system.

The operating protocol for your phone is the same. For example, if you’re using an iPhone, your phone comes preloaded with the iOS operating system. The operating system on the phone allows you to send text messages, watch videos, and download applications.

The key difference between Ethereum and Windows/iOS is that, with Ethereum, the applications (like browsing the Internet and texting) are not stored on one computer. In fact, Ethereum is spread over thousands of computers working together to run the Ethereum operating system. That means that Ethereum’s infrastructure is “trustless” and not dependent on a third party to run the app. Instead, all transactions are stored and executed via something called “smart contracts,” all of which are stored on the highly secure Ethereum blockchain.

This is a revolutionary idea in computing. No longer do those running applications need to worry about downtime, fraud, or interference from a third party. Because they are spread out, they are less vulnerable to interference.

Your Contracts Just Got “Smart”

Ethereum’s smart contracts are arranged between the buyer and seller (i.e., self-executing contracts) with defined terms embedded in their code. They are just like contracts in the real world; the only difference is they’re completely digital and stored on the Ethereum blockchain.

One way to think about a smart contract is that it’s a tiny piece of software that executes when a task is complete. Let’s use an example: Say you want to take a cab from your hotel in Manhattan to LaGuardia Airport. You open your Uber app, order your car, and get picked up by your driver. Once you arrive at the airport, you pay the driver via the Uber app.

Uber acts as the middleman between you and the driver and collects a fee for facilitating the transaction. That means both you and the Uber driver need to “trust” that Uber will make sure both parties receive what was agreed upon.

Now let’s say there’s a new ride-hailing app or “dapp” (i.e., decentralized application) built on the Ethereum network called Super. Just like before, you need a ride to the airport. So you open your Super “dapp” and order a car. When a Super driver sees your order come through, he accepts—which immediately creates a smart contract.

Notice that Super is not a company. It is simply a decentralized app that is connecting you to your driver. They are not taking a fee for this transaction and there is no one on the other end facilitating the contract. Instead, you and the driver created a contract that is locked until it’s complete. It cannot be changed by either party and is stored on the Ethereum network. When you arrive at LaGuardia Airport, the smart contract recognizes the terms have been met and releases your funds to the driver.

While this is a revolutionary idea for making transactions, there are a variety of moving pieces that make this network run smoothly.

You’ll Need Some “Gas” to Run That Dapp

This Ethereum network doesn’t run on its own. Instead, it’s run by a series of computers called “nodes.” There’s even a special group of these nodes, known as “miners,” that make sure the Ethereum network is secure and working properly.

But these miners don’t do this out of the goodness of their heart; they’re paid in something called “gas,” which is a percentage of “ether,” or the cryptocurrency that underpins the Ethereum network.

These miners are the gatekeepers of the Ethereum network. They’re tasked with prioritizing which processes on the network are executed first. To get to the front of this line, those running dapps on the Ethereum network pay “gas.”

This gas is what makes Ethereum run efficiently. Since Ethereum is both the operating system for the cryptocurrency community and a haven for smart contracts, it’s important to make sure this system can function as effectively as possible. It’s also a key reason why Ethereum has so much value.

CASE STUDY:

BUY ETHER WHEN THERE’S BLOOD IN THE STREETS

I’m the “investing guy” in my family. So when I was at our annual Christmas party in December 2017, everyone was asking me about cryptocurrency.

Bitcoin had hit a new all-time high of $19,650 a few weeks earlier. Since prices had pulled back 30% after an incredible 900% gain over the previous 6 months, many in my family were asking if they should “buy the dip.” Despite my warnings about the dangers and volatility in cryptocurrency, many decided to take the plunge.

A few weeks of glee followed, especially for those who bought Ethereum. Between December 22, 2017, and January 12, 2018, the price of ether—the cryptocurrency token used on the Ethereum network—nearly doubled. I was getting text messages from my family showing their Coinbase accounts and how much money they’d made.

Not long after, the messages stopped completely. Ether prices—and the rest of the crypto market—started to collapse. This got so bad that ether prices fell 91% over the next year.

Suffice to say, none of my kin wanted to talk about cryptocurrency at the family Christmas party the following year. But if you understand market sentiment, this was precisely the right time to buy.

There Will Be…Gas

One of my investing mentors, Jared Dillian, is a master of gauging market sentiment. While working as his analyst for many years, I saw how he would often do the opposite of what the market consensus was at the time.

For example, Mexican restaurant Chipotle (CMG) had a major E. coli scare in 2016. This caused the stock to crash 64% over the following year. Not long after this epic collapse in Chipotle’s share price, Jared had me prepare a research report on the company.

In my report, I detailed how the Mexican burrito chain had a strong brand, solid sales growth, and high sales per square foot. Also, there was little chatter online about Chipotle and E. coli, implying the downward catalyst for the stock had faded. After reading my report, Jared was convinced that the reports of Chipotle’s demise were wildly exaggerated. He soon recommended the stock to his subscribers, which was great timing, as the stock surged 500% over the next 4 years.

I applied this same “buy when there’s blood in the streets” approach to the cryptocurrency market in early 2019. At that time, most pundits had chalked up the cryptocurrency boom in 2018 to a speculative bubble akin to the Dutch tulip mania in the 17th century. If you looked at Google Trends—which shows you how many people are searching for a particular subject—searches for “crypto” or “bitcoin” were back to pre–2018 run levels.

Thinking this could be an indicator that sentiment for the cryptocurrency market was reviving, I began investing heavily in the cryptocurrency market.

Return of the Cryptocurrency Bull Market

Between February 2019 and January 2020, I began dollar-cost averaging into my highest-conviction cryptocurrency projects: Bitcoin and Ethereum. Ether had lost more than 90% of its value during this bear market. Since I knew ether was an “operating system” for cryptocurrencies, it followed that a bet on ether was a bet on long-term growth in the cryptocurrency market. After a year of dollar-cost averaging into ether, it was now 8% of my investment portfolio.

However, I wasn’t done being tested by the cryptocurrency market, as Bitcoin and Ethereum crashed near 4-year lows during the COVID-19 crisis. Even though there was so much uncertainty, I kept dollar-cost averaging into my position without selling any of my holdings.

This turned out to be one of the best investment decisions I ever made, as by the end of 2020 we’d entered another cryptocurrency bull market. And by early 2021, my Ethereum position was up more than 800%.

INVESTMENT STRATEGY:

ETHEREUM

As you’ll notice throughout this chapter, the best time to buy cryptocurrency—and really any high-risk, high-reward investment—is when nobody else wants it and when negative sentiment is at a fever pitch. In retrospect, I should have taken it as a sign that we were near the top of the bull run when my family was talking nonstop about cryptocurrency.

How to Identify a Good Ethereum Investment

“Sentiment indicators” can be very useful when you are able to identify them. After all, if everyone is thinking negatively about an investment, who will be left to buy and drive the price higher? To help you keep track of sentiment (and other factors), I outlined a few tools you can use to stack the deck in your favor.

Fortunately, trading ether is much more straightforward than trading bitcoin or altcoins. In the earlier section on altcoins, we discussed three factors you should focus on when analyzing altcoins:


	Value

	Technical specifications

	The project team



These considerations are also relevant when it comes to assessing an Ethereum investment. For ether, the token has intrinsic value (i.e., it is worth something) since it’s the operating system on which many cryptocurrency projects are built. It also has favorable “tokenomics,” as EIP-1559 introduced a deflationary feature to the network. This created a base fee for using space on the Ethereum network, which “burns” ether after its use (thus lowering the total supply). And since Ethereum is led by early crypto adopter and founder Vitalik Buterin, the network has a solid management team.

The following additional factors will help you enter and exit your Ethereum position at opportune times.

1. Monitor Google Trends

Google Trends allows you to track how many people are searching for a particular topic. For instance, at the end of every January you will see searches for “Super Bowl” surge and then fall back down after the game.

You can use this same idea when investing in Ethereum. For example, I started dollar-cost averaging into Ethereum when Google Trends activity had fallen to pre–bull run levels. This is typically a good time to buy into cryptocurrency—when interest is low and so are prices.

2. Use Technical Analysis

Technical analysis is a trading technique that evaluates investments based on price trends and patterns seen on charts. While you could write an entire book on technical analysis, the discipline is important for Ethereum and all other cryptocurrencies as well.

One way to determine a healthy technical picture is to look at a security’s moving averages. These are the average prices for a security during a specific period. I prefer to buy ether when it is in an uptrend, which is when its 15-day moving average is above its 50-day moving average, for example (and both are above the 200-day moving average). You can find this information on TradingView.com.

3. Research Corporate Adoption

Since the Ethereum network is the gold standard of decentralized blockchains, the platform has courted many big companies. Recently, companies using Ethereum to build products include JPMorgan Chase, Amazon, and Microsoft.

When a company announces that it is going to use the Ethereum network, that is almost always bullish for prices. That’s why it’s a good idea to keep track of press releases for any company announcing partnerships with Ethereum.


ETHER IS BEST FOR LONG-TERM GROWTH

Remember that investing in Ethereum and its ether cryptocurrency is a bet on the long-term growth in the cryptocurrency market. Since it’s very likely the market will grow and mature over many years, it makes sense to ignore most short-term fluctuations with ether’s price and—as crypto traders say—“HODL.”




How to Trade Ethereum

As with other altcoins, you want to dollar-cost average into your Ethereum position. I would recommend defining how much you plan to invest in ether and spread your entry out over 2–3 months. This will smooth out any volatility in ether prices over that period.

Assuming you’re buying when interest in cryptocurrency is low, you should have an ideal entry point for prices. This means that you don’t need to “trade” ether. Rather, you simply buy and hold your investment for many years and let your gains compound.


Investing Quick-Start Guide: BITCOIN, ALTCOINS, AND ETHEREUM

These step-by-step instructions can be used to trade any cryptocurrency, including altcoins and Ethereum.


	
1. Open an account with an exchange (e.g., Coinbase, Binance, etc.).

	
2. After your account is approved (which can take at least a week), fund the account.

	
3. Take your time to learn the mechanics of buying and selling cryptocurrencies. At first, start small. It’s possible to buy just a few dollars’ worth of a cryptocurrency.

	
4. Gain access to your Bitcoin address and password.

	
5. Do your homework and avoid buying unknown cryptocurrencies. At first, stick with the ones mentioned in this book, such as Bitcoin and Ethereum.

	
6. After buying a cryptocurrency, keep your coins on the exchange. And if you are worried about getting hacked, you can always transfer your digital assets from the exchange to a personal cold wallet (i.e., an offsite location not connected to the Internet). Fortunately, cryptocurrency exchanges have taken steps to improve security, and the likelihood of getting hacked is minimal.
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