Crypto - Reading crypto markets - lesson 2 - 6 min read

What a reference price actually means

REFERENCE PRICE

A computed blend of chosen venues' prices, by a chosen methodology - the number a headline,
a chart or a liguidation engine calls 'the' price. Every reference is a construction with choices
inside it: which venues, weighted how, updated when. In calm markets the constructions agree;
in stress they diverge, and knowing which reference a system uses matters most exactly when
it matters at all.

Module 1 said every crypto price is a construction. This lesson reads the constructions - because
references are not just chart conveniences; they trigger liquidations and settle derivatives, and their
methodology has consequences.

What goes into a reference

The venue set: which exchanges the index reads - a reference built on venues an account cannot
access may diverge from the venues it trades on, in stress by a lot. The weighting: volume-weighted,
median, trimmed - each choice handles a single venue's spike differently, and the handling is the
whole point of the methodology in fast markets.The cadence: how often it updates and how it smooths
- a reference that lags real dispersion reads clean while the underlying venues scatter.

Where the construction bites

References are load-bearing in ways charts hide. Liquidation engines on leveraged venues use a
reference - often a blend across exchanges - to decide when to force-close, so a wick on one venue
may or may not liquidate a position depending on the index's construction; derivative settlements use
references, so the deep end's basis and funding all quote against a chosen blend; and the 'price’ that
stopped you out or settled your contract was a specific methodology's output, not a fact of nature.
Reading which reference a system uses is reading its behaviour in the moments that cost money.

The honest use

References smooth fragmentation into one usable number - genuinely useful for charts, narratives
and portfolio marks, and the module 1 self-imposed daily mark is a reference choice. The caution is
the commodities assessment lesson without the regulated assessor: know the methodology where
precision matters, prefer references built on venues you actually trade, and never mistake the
smoothed composite for the executable price - which, in stress, can sit a long way from it.

Check your understanding



1. Why does areference price's methodology matter beyond charting?

a. It affects only headline accuracy

b. Liquidation engines and derivative settlements use references - so the construction decides
when positions force-close and what contracts settle at, in the moments that cost money

c. Methodologies are standardised

Answer: b. The reference is load-bearing: it triggers liquidations and settles derivatives. Which venues, weighted
how, updated when - all decide behaviour exactly when stress makes it matter.

2. What is the honest limit of a reference price?

a. It is always inaccurate

b. It is a smoothed composite, not the executable price - useful for marks and charts, and capable
of sitting far from any venue's real quote in stress

c. It should never be used

Answer: b. The commodities assessment lesson without the regulated assessor: useful and constructed. Prefer
references on venues you trade, and never mistake the blend for a fill.



