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Executive Summary 
 

The purpose of this paper is to explore the current levels of institutionalization of digital assets.  Over 

the past few years, there has been significant progress made in institutionalizing these new 

technologies.  The first half of the paper will examine the current status of the digital asset space 

through the success some of the largest exchanges, banks, and investment firms have had in being some 

of the first on wall street to embrace digital assets.  Next, the paper will look at the growing number of 

ways people can invest in digital assets today.  Further, we will look at new firms offering services that 

ǊŜǇƭƛŎŀǘŜ ǿƘŀǘ ƛǎ ǎŜŜƴ ƛƴ ǘǊŀŘƛǘƛƻƴŀƭ ŀǊŜŀǎ ƻŦ ŦƛƴŀƴŎŜΦ  ¢ƘŜ ǇŀǇŜǊ ǿƛƭƭ ǘƘŜƴ ŀŘŘǊŜǎǎ Ƙƻǿ ōƛǘŎƻƛƴΩǎ 

decreasing volatility and low correlations to other asset classes is a sign that the digital asset space is 

becoming more investable.  Finally, we will examine some of the most recent guidance from regulators 

on digital assets as an indication that they are looking for ways to help address regulatory issues.     

While the first half of the paper will show there has been some great progress already made in evolving 

digital assets, the second half will explore what is needed to get to that next level of institutionalization.  

From an investing standpoint, we will start off by looking at the status of a digital asset ETF and why 

their approval is so necessary and will help protect investors.  Next, the paper will discuss the need for 

additional clarity from regulators on digital assets.  Building off regulations, we will look at the need for 

custodians and prime brokers to expand their services into the digital asset space, which will enable 

institutional investors to access these markets.  Perhaps most importantly, the paper will then address 

ǘƘŜ ƴŜŜŘ ŦƻǊ ŘƛƎƛǘŀƭ ŀǎǎŜǘǎ ǘƻ ƘŀǾŜ ŀŎǘǳŀƭ ΨǳǎŜ-ŎŀǎŜǎΩ ǘƻ ǘǊǳƭȅ ŜƴŎƻǳǊŀƎŜ ƛƴǎǘƛǘǳǘƛƻƴŀƭ ŀŘƻǇǘƛƻƴΦ  [ŀǘŜǊΣ ǿŜ 

will look at how there is still a strong need for education and market-awareness, and touch on a few 

organizations helping address this.  Finally, the paper will examine what the future of the digital assets 

will look like if institutions actually begin investing in them.   

Ultimately through this analysis, the goal of this paper is to show that the digital asset space has 

matured quite a bit over the last few years.  However, there is still a lot of work to do before digital 

assets can truly reach their potential.  As we will later discuss, one promising sign is that many of the 

suggestions to encourage further institutional adoption made in the second half of the paper are already 

in the works.  Because the digital asset space is constantly evolving, if someone were to revisit this paper 

in a few years it is possible that many of these topics covered throughout this paper will seem 

antiquated because they are already fully functional.   

 

 

 

 

 



3 
 

Introduction/ Background 

Are digital assets a great bubble or will their underlying technology, blockchain, transform the world?  

People have debated this very question since bitcoin and other digital assets took the world by storm in 

late 2017.  However, digital assets were first developed over a decade ago and have been quietly 

building steam since then.  In simple terms, digital assets are anything that can be stored digitally.  

Bitcoin was the first digital asset, ŘŜǾŜƭƻǇŜŘ ƛƴ ǊŜǎǇƻƴǎŜ ǘƻ ǘƘŜ CƛƴŀƴŎƛŀƭ /Ǌƛǎƛǎ ƻŦ Ωлт-Ωлу, and a growing 

distrust towards banks and other financial institutions that contributed to the crisis.  In the original 

.ƛǘŎƻƛƴ ²ƘƛǘŜǇŀǇŜǊΣ ōƛǘŎƻƛƴΩǎ ŀƴƻƴȅƳƻǳǎ ŦƻǳƴŘŜǊ {ŀǘƻǎƘƛ bŀƪŀƳƻǘƻ ŎƭŀƛƳŜŘΣ άǿƘŀǘ ƛǎ ƴŜŜŘŜŘ ƛǎ ŀƴ 

electronic payment system based on cryptographic proof instead of trust, allowing any two willing 

ǇŀǊǘƛŜǎ ǘƻ ǘǊŀƴǎŀŎǘ ŘƛǊŜŎǘƭȅ ǿƛǘƘ ŜŀŎƘ ƻǘƘŜǊ ǿƛǘƘƻǳǘ ǘƘŜ ƴŜŜŘ ŦƻǊ ŀ ǘǊǳǎǘŜŘ ǘƘƛǊŘ ǇŀǊǘȅΦέ1  Little would he 

know that nearly a decade later this thesis would lay the groundwork for a future of digital assets and 

blockchain technology that may revolutionize our world.  

Although bitcoin is the most popular cryptocurrency today and represents ~75% of the total market cap 

of digital assets, it is still just one small piece of this ecosystem.  To clarify, bitcoin is a cryptocurrency, 

which is a subsegment of the entire digital asset class.  A cryptocurrency is essentially a digital 

instrument that uses encryption to conduct monetary transactions without the need of a bank or third 

party.  Cryptocurrencies have use-cases ranging from payments, to stores of value, to enabling of smart-

contracts.  Another example of a digital asset can be a stablecoin, which uses the same blockchain 

technology as other cryptocurrencies but is backed by a traditional fiat currency or even a tangible asset.      

Blockchain, is the underlying technology that makes all these cryptocurrencies and digital assets usable.  

A blockchain is basically a distributed ledger that can be used to record anything.  In other words, a 

blockchain is the digital book-keeping of any transaction.  The ΨōƭƻŎƪǎΩ ǘƘŀǘ ŀǊŜ ǇŀǊǘ ƻŦ ǘƘŜ ōƭƻŎƪŎƘŀƛƴ ŀǊŜ 

ŀƭƭ ƭƛƴƪŜŘ ǘƻƎŜǘƘŜǊ ŀƴŘ ŎǊŜŀǘŜ ǿƘŀǘ ƛǎ ƪƴƻǿƴ ŀǎ ŀ ΨŎƘŀƛƴΦΩ  ¢Ƙƛǎ ǎŜŀƳƭŜǎǎƭȅ ŀƭƭƻǿǎ ŀƭƭ ŎǊȅǇǘƻŎǳǊǊŜƴŎȅ ƻǊ 

digital asset transactions to be recorded on one massive ledger, for everyone to see.  While 

cryptocurrencies made blockchain popular, there are countless use-cases for blockchain technology 

outside of the digital asset world.   

 

What is the current institutional state of digital assets? 
When someone thinks of digital assets, their thoughts often rush to individuals using bitcoin to hide 
their tracks as they purchased illegal drugs from the Silk Road or the Mt. Gox Bitcoin exchange hack in 
2014.  This caused the industry to draw well-deserǾŜŘ ŎƻƳǇŀǊƛǎƻƴǎ ǘƻ ǘƘŜ ΨǿƛƭŘ ǿŜǎǘΩ ŀƴŘ ƻǘƘŜǊ ŦŀŘǎ 
that would quickly fade away over time.  However, like any revolutionary technology or industry, the 
digital asset space has matured tremendously over the past few years.  Although they still have a long 
way to go, digital assets have already become much more institutionalized than many realize and 
already being embraced by some of the largest banks, exchanges, and investment firms in the world. 

 

Futures Contracts on CME and Institutionalization   
One of the earliest and most prominent wall street firms to take digital assets seriously was CME Group, 

ǘƘŜ ǿƻǊƭŘΩǎ ƭŀǊƎŜǎǘ ŜȄŎƘŀƴƎŜΦ  hǊƛƎƛƴŀƭƭȅ ƪƴƻǿƴ ŀǎ ŀ small commodities exchange in the Midwest for 
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farmers to hedge their agriculture exposure, CME has turned into the largest venue in the world to 

ǘǊŀƴǎŀŎǘ ŘŜǊƛǾŀǘƛǾŜǎ ƻƴ 9ǉǳƛǘƛŜǎΣ LƴǘŜǊŜǎǘ wŀǘŜǎΣ CƻǊŜƛƎƴ 9ȄŎƘŀƴƎŜΣ ŀƴŘ /ƻƳƳƻŘƛǘƛŜǎΦ  /a9 DǊƻǳǇΩǎ 

customer base includes nearly every bank in the world, commercial producers, sophisticated investment 

firms, high-speed professional market-ƳŀƪŜǊǎΣ ŀƴŘ ŜǾŜƴ ǊŜǘŀƛƭ ǘǊŀŘŜǊǎΦ  ¢ƘǳǎΣ ƎƛǾŜƴ /a9Ωǎ ŀŘǾŀƴŎŜŘ 

customer base, many consider their successful launch of cryptocurrency products as a barometer for 

institutional growth in the digital asset space.   

¢ƻ Ƴŀƴȅ ǇŜƻǇƭŜΩǎ surprise, CME announced in October 2017 their intentions to launch a Bitcoin Futures 

contract by the end of the year shortly after their cross-town rival CBOE announced plans of their own, 

creating an arms race to get the first regulated Bitcoin Futures contract to market.  While CME and CBOE 

went toe-to-toe the first few months of their respective launches, traders seemed to gravitate towards 

/a9Ωǎ Bitcoin Futures contract and CBOE delisted their contract nearly a year later.2  Due to the 

competitive nature of exchange businesses it is very difficult to launch a brand-new contract and have a 

critical mass of customers trading to keep the product profitable.   

bŜǿ ŦǳǘǳǊŜǎ ŎƻƴǘǊŀŎǘǎ ƻŦǘŜƴ Ŧƻƭƭƻǿ ǿƘŀǘ ƛǎ ŎŀƭƭŜŘ ŀ ΨƘƻŎƪŜȅ-ǎǘƛŎƪ ǘǊŀƧŜŎǘƻǊȅΣΩ ƻŦ ǾŜǊȅ slow growth at first 

followed by a strong uptick in volume as the contract matures and more entrants to the market creates 

ŀ ΨƴŜǘǿƻǊƪΩ ŜŦŦŜŎǘ ŜƴŀōƭƛƴƎ ƳƻǊŜ ǇŀǊǘƛŎƛǇŀƴǘǎ ǘƻ ǘǊŀŘŜ ŀƳƻƴƎǎǘ ŜŀŎƘ ƻǘƘŜǊΦ  IƻǿŜǾŜǊΣ /a9Ωǎ .ƛǘŎƻƛƴ 

Futures launch appears to have bucked this trend seeing immediate adoption, indicating a strong built-

up demand in a regulated venue to trade digital assets.  Looking deeper into the Average Daily Volume 

and Open Interest numbers CME discloses (Figure 1), one can see a strong upward trajectory in adoption 

from day one.      

 

(FIGURE 1- PANTERA CAPITAL/  CME GROUP) 

5ƛƎƎƛƴƎ ŘŜŜǇŜǊ ƛƴǘƻ ǎƻƳŜ ƻŦ /a9Ωǎ ǇǳōƭƛŎƭȅ ŘƛǎŎƭƻǎŜŘ ǎǘŀǘƛǎǘƛŎǎ ƛƴŘƛŎŀǘŜ ǘƘŀǘ .ƛǘŎƻƛƴ CǳǘǳǊŜǎ ƛǎ ŀƳƻƴƎ ǘƘŜ 

fastest growing products on their ŜȄŎƘŀƴƎŜΦ  Lƴ нлмфΣ /a9Ωǎ .ƛǘŎƻƛƴ CǳǘǳǊŜǎ ŎƻƴǘǊŀŎǘ ƘŀŘ ŀƴ !ǾŜǊŀƎŜ 

Daily Volume of 6,365 contracts, which is equivalent to 31,825 bitcoin and represents a notional 

ǘǊŀƴǎŀŎǘƛƻƴŀƭ ǾŀƭǳŜ ƻŦ ƴŜŀǊƭȅ ϷнрлƳƴ ǇŜǊ ŘŀȅΦ  !ǎ ŀ ǊŜǎǳƭǘΣ .ƛǘŎƻƛƴ CǳǘǳǊŜǎ ŦƛƴƛǎƘŜŘ ŀǎ /a9Ωs 55th largest 

futures contract by volume in 2019, which is impressive considering CME lists over 500 futures 

contracts.3   

tŜǊƘŀǇǎ ŜǾŜƴ ƳƻǊŜ ǘŜƭƭƛƴƎ ƻŦ ǘƘƛǎ ƛƴǎǘƛǘǳǘƛƻƴŀƭƛȊŀǘƛƻƴ ƛǎ ǘƘŜ ǎǘŜŀŘȅ ƎǊƻǿǘƘ ƛƴ hǇŜƴ LƴǘŜǊŜǎǘ ƻŦ /a9Ωǎ 

Bitcoin Futures contract.  Unlike volume, which simply measures the number of contracts transacted, 
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Open Interest tells how many open positions there are- or in other words how much risk traders are 

taking or hedging against.  There are two ways to observe the growth in Open Interest at CME, through 

a total number of contracts (Figure 1) or by looking at the number of LOIH (Large Open Interest 

Holders).  To classify as a LOIH, a market participant must hold over 25 contracts in a specified futures 

market.  For example, to appear as an LOIH in Figure 2 someone must own over 25 contracts of Bitcoin 

Futures at the time of disclosure.  As one can see, not only has CME recently set an Open Interest record 

of 13,600 contracts, but they have also grown to 93 LOIH which is up from nearly 45 at the start of this 

year.4  Perhaps given all the volatility and selloff in equities in the beginning of 2020, many traditional 

ƛƴǾŜǎǘƻǊǎ ǘǳǊƴŜŘ ǘƻ /a9Ωǎ .ƛǘŎƻƛƴ CǳǘǳǊŜǎ ƳŀǊƪŜǘ ŀǎ ŀ ǉǳƛŎƪ ǿŀȅ ǘƻ Ǝŀƛƴ ŜȄǇƻǎǳǊŜ ǘƻ ŎǊȅǇǘƻŎǳǊǊŜƴŎƛŜǎ ŀǎ 

a hedge to their portfolio.   

 

(FIGURE 2- CME GROUP- EQUITY INDEX) 

bƻǘ ƻƴƭȅ ƛǎ /a9Ωǎ .ƛǘŎƻƛƴ CǳǘǳǊŜΩǎ ƎǊƻǿǘƘ impressive for a regulated futures market, but they have also 

become one of the largest venues in the world to transact bitcoin.  With an average daily turnover of 

31,825 bitcoin at CME in 2019, CME now ranks as the largest venue in the world to transact USD 

Bitcoin.5  ¦ƴƭƛƪŜ Ƴŀƴȅ ƻŦ ǘƘŜǎŜ ΨǎǇƻǘΩ ŎǊȅǇǘƻŎǳǊǊŜƴŎȅ ŜȄŎƘŀƴƎŜǎ ǘƘŀǘ ŀǊŜ ƳƻǊŜ ǊŜǘŀƛƭ ƻǊƛŜƴǘŜŘ ŀƴŘ ǘŀƪŜ 

only minutes to open up an account to trade, it is much more difficult to open a futures account to trade 

on CME.  All futures trading is regulated by the CFTC anŘ ƛƴ ƻǊŘŜǊ ǘƻ ŜǾŜƴ ŀŎŎŜǎǎ /a9Ωǎ ƳŀǊƪŜǘǎΣ ŀ ǘǊŀŘŜǊ 

or firm must be approved by an FCM (Futures Commission Merchant) who faces the exchange directly 

ŀƴŘ ƎǳŀǊŀƴǘŜŜǎ ǘƘŜ ǘǊŀŘŜ ƻŦ ǘƘŜƛǊ ŎǳǎǘƻƳŜǊΦ  ¢ƘǳǎΣ ƭƻƻƪƛƴƎ ŀǘ /a9Ωǎ ǾƻƭǳƳŜ ƛǎ ƳǳŎƘ ƳƻǊŜ ƛƴŘƛŎŀǘƛǾŜ ƻŦ 

institutional adoption than just observing the volume of cryptocurrencies in totality at some of these 

other, non-regulated exchanges.   

A further sign of an increased appetite for digital asset products from their clients, CME has expanded 

their digital asset lineup with the calculation of a new Ethereum Reference Rate (May 2018)6 and the 

launch of a Bitcoin Options contract (January 2020).7  These additions are a clear sign that CME has seen 

success in their Bitcoin Futures rollout and their institutional customer base has demand for additional 

digital asset products. 
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Other Signs of Institutionalization  
CME Group is far from the only institutional firm to dip their toes into digital assets.   After initially 

questioning the value of cryptocurrencies, top-tier banks such as Goldman Sachs and JP Morgan have 

begun to build out teams focused on ways to make digital assets more easily acceptable for their clients.  

Goldman Sachs initially established a trading desk looking to offer Non-Deliverable Forwards, an over-

the-counter derivative based swap, to their clients.8  On the other hand, not long after JP Morgan CEO 

WŀƳƛŜ 5ƛƳƻƴ ǊŜŦŜǊǊŜŘ ǘƻ ōƛǘŎƻƛƴ ŀǎ ŀ ΨŦǊŀǳŘΣΩ Wt aƻǊƎŀƴ ŜǎǘŀōƭƛǎƘŜŘ ǘƘŜƛǊ ƻǿƴ ǎǘŀōƭŜŎƻƛƴ called JPM 

Coin.9   

Additionally, some of the largest hedge funds in the world have begun allocating to digital assets.  Earlier 

in 2020, Renaissance Technologies, who manages $75bn in total assets, disclosed they had begun 

trading digital assets.10  Similarly, the renown hedge fund manager Paul Tudor Jones announced that he  

put 2% of his assets in bƛǘŎƻƛƴΣ ŀǊƎǳƛƴƎ ǘƘŀǘ άōƛǘŎƻƛƴ ǊŜƳƛƴŘǎ ƳŜ ƻŦ ƎƻƭŘ ǿƘŜƴ L ŦƛǊǎǘ Ǝƻǘ ƛƴǘƻ ǘƘŜ ōǳǎƛƴŜǎǎ 

in 1976 [and] the most compelling argument for owning bitcoin is the coming digitization of currency 

everywhere, accelerated by Covid-мфΦέ11  Millennium Management, a $40bn AUM hedge fund, has been 

rumored to be very close to opening a digital asset portfolio management team as well.12   

Perhaps the largest institutional entrant to digital assets is a company with no ties to the financial world, 

but with a network of over two & a half billion users.  Facebook received a lot of publicity for their 

announcement of Libra, a digital currency that would be backed by a basked of fiat currencies and US 

treasury securities.  While at first ƳŜǘ ǿƛǘƘ ƳǳŎƘ ǎƪŜǇǘƛŎƛǎƳΣ ǎƻƳŜ ƘŀǾŜ ŎƻƳƳŜƴŘŜŘ CŀŎŜōƻƻƪΩǎ ŜŦŦƻǊǘǎ 

and view Libra as a much-anticipated attempt on their part to enter the financial services industry.  

²ƘƛƭŜ ǘƘŜǊŜ ƛǎ ŀ ƭƻǘ ƻŦ ǳƴŎŜǊǘŀƛƴǘȅ ǎǳǊǊƻǳƴŘƛƴƎ [ƛōǊŀΩǎ ƭŀǳƴŎƘ, partly due to regulatory concerns, 

CŀŎŜōƻƻƪΩǎ ŀƴƴƻǳƴŎŜƳŜƴǘ ƻŦ [ƛōǊŀ ƛǎ ŀ ǾŜǊȅ ǎǘǊƻƴƎ ƛƴŘƛŎŀǘƛƻƴ ǘƘŀǘ ǎƻƳŜ ƻŦ ǘƘŜ ǿƻǊƭŘΩǎ ƭŀǊƎŜǎǘ 

institutions are finding ways to embrace digital assets today because they are scared they will be left 

behind tomorrow if are unable to adapt.   

Another key indicator of institutionalization in digital assets are the growing number of hedge funds 

focused exclusively on strategies around cryptocurrencies.  Earlier this year PWC & Elwood Asset 

aŀƴŀƎŜƳŜƴǘ ǇǳōƭƛǎƘŜŘ ǘƘŜƛǊ ŀƴƴǳŀƭ ά/ǊȅǇǘƻ IŜŘƎŜ CǳƴŘ wŜǇƻǊǘΦέ13  Their report found that the total 

AUM of cryptocurrency hedge funds increased from $1bn in 2019 to $2bn in 2020.  Additionally, they 

found that the average AUM of a crypto hedge fund increased from $21.9mn in 2019 to $44mn in 2020.  

Further, the median AUM in new crypto hedge funds has increased to $2mn, representing a 400% 

increase from 2019.  The growth in total assets in funds with digital asset strategies is a strong indicator 

that institutional investors are gaining exposure to digital assets through allocations to cryptocurrency 

hedge funds.   

Similarly, Fidelity Digital Assets, a division of Fidelity focused on building out custody and execution 

services surrounding cryptocurrencies, published a report of their own on the state of 

institutionalization in cryptocurrencies.14  Fidelity surveyed 774 institutional investment firms from both 

the U.S. and Europe, and found that 36% of respondents already had some sort of exposure to digital 

assets with hedge funds and venture capital firms as their primary source of exposure.  Somewhat 

surprisingly, European institutions had more exposure than U.S. based firms (45% vs 27%).  Fidelity also 

ŦƻǳƴŘ ǘƘŀǘ ул҈ ƻŦ ƛƴǾŜǎǘƻǊǎ ǘƘŜȅ ǎǳǊǾŜȅŜŘ ŦƻǳƴŘ άǎƻƳŜǘƘƛƴƎ ŀǇǇŜŀƭƛƴƎ ŀōƻǳǘ ǘƘŜ ŀǎǎŜǘ ŎƭŀǎǎΣέ ǇŜǊƘŀǇǎ 

indicating this is just the beginning of a trend.   
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Current Investable Crypto Products  

Grayscale Bitcoin Trust  
Aside from directly purchasing or trading cryptocurrencies themselves, there are a growing number of 

ways to access the digital asset market.  One of the most well-known investable digital asset products is 

the Grayscale Bitcoin Trust (GBTC).  A division of Digital Currency Group, Grayscale is the largest digital 

asset investment firm in the world and began managing the GBTC product in September 2013.  

Grayscale reserves access to the GBTC for accredited investors only and ownership of shares in the GBTC 

are backed by underlying bitcoin, much like shares of the SPY S&P 500 ETF are backed by S&P 500 

component stocks.  In early 2020 Grayscale registered with the SEC as reporting company and GBTC 

became the first digital asset investment to receive such a designation.15  Since there has not yet been a 

bitcoin ETF approved by the SEC, many investors have turned to the GBTC for an ETF-like product to 

invest in without having to worry about actual ownership of bitcoin.   

Grayscale has seen AUM in their GBTC product surge recently, reaching as high as $6bn.16  Due to high 

demand of their product, GBTC trades at a premium compared to the price of its underlying bitcoin and 

there is a six-month lock-up period before an investor can sell their shares.17  However, that has not 

ŘƛǎŎƻǳǊŀƎŜŘ ƛƴǾŜǎǘƻǊǎ ǘǳǊƴƛƴƎ ǘƻ DǊŀȅǎŎŀƭŜΩǎ ǇǊƻŘǳŎǘ ŀǎ ǘƘŜȅ ƘŀǾŜ ǎŜŜƴ ƛƴŦƭƻǿǎ ƻŦ ƻǾŜǊ Ϸмōƴ ǘƻ ǘƘŜ D.¢/ 

in the first half of 2020.  Grayscale credits this to its growing customer base of hedge funds, family 

offices, and endowments.  To put the impressive size of GBTC in perspective, its $6bn market-cap would 

put it in the top 5% of all ETFs in the world.18  

Active Managers/ Typhon Capital   
On the other hand, an institutional investor can turn to many of the newly launched, actively managed 

crypto funds.  As the PWC/ Elwood Asset Management piece referenced earlier pointed out, there is a 

growing number of crypto only funds.  Unlike the GBTC product which simply gives someone long 

exposure to bitcoin, 48% of actively managed crypto funds employ a quantitative trading strategy.19  

One example of an investment firm that launched an actively managed cryptocurrency fund is Typhon 

Capital.  Typhon Capital is a multi-strat hedge fund formed by James Koutoulas in 2008, and now 

manages over $300mn in assets across various commodity, equity, currency, and volatility strategies.  In 

нлмтΣ ¢ȅǇƘƻƴ ƭŀǳƴŎƘŜŘ ǘƘŜ [ŜƻƴƛŘŀΩǎ /ǊȅǇǘƻŎǳǊǊŜƴŎȅ CǳƴŘΦ  ¢ƘŜ [ŜƻƴƛŘŀΩǎ CǳƴŘ ǎŜƭŜctively trades 10 

cryptocurrencies and provides a risk-management approach to trading digital assets.  Since inception, 

the fund has an impressive 1.23 Sharpe Ratio and 4.09 Sortino Ratio.20   

According to James Koutoulas, most actively managed cryptocurrency funds today employ either a basic 

cross exchange arbitrage or levered beta strategy.  The cross-exchange arbitrage strategy effectively 

exploits arbitrage opportunities across various cryptocurrency exchanges but is subject to operational 

risks.  Many of these exchanges are at risk to hacks or poor infrastructure that could crash and lead to 

catastrophic losses for funds trading on them.  The other common strategy actively managed crypto 

funds follow is a levered-beta product, which is essentially highly levered exposure to digital assets.  

However, many of these levered-beta funds charge extremely high fees (as high as 3% management & 

ол҈ ǇŜǊŦƻǊƳŀƴŎŜύ ŀƴŘ Řƻ ƴƻǘ ǊŜŀƭƭȅ ŘŜƭƛǾŜǊ ŀƴȅ ǘǊǳŜ ΨŀƭǇƘŀΩ ƻǘƘŜǊ ǘƘŀƴ ƭŜǾŜǊŀƎŜŘΣ ƭƻƴƎ ŜȄǇƻǎǳǊŜ ǘƻ 

digital assets.  Additionally, they are not providing any downside protection and can have huge 

drawdowns. 
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WŀƳŜǎ ŜȄǇƭŀƛƴŜŘ ǘƘŀǘ ¢ȅǇƘƻƴΩǎ [ŜƻƴƛŘŀΩǎ /ǊȅǇǘƻŎǳǊǊŜƴŎȅ CǳƴŘ ŘƛŦŦŜǊŜƴǘƛŀǘŜǎ ƛǘǎŜƭŦ ŦǊƻƳ ƻǘƘŜǊ ŀŎǘƛǾŜƭȅ 

managed cryptocurrency funds by making risk management the center of ǘƘŜƛǊ ǎǘǊŀǘŜƎȅΦ  ¢ƘŜ [ŜƻƴƛŘŀΩǎ 

Fund avoids operational risks that arbitrage funds face by trading only on US-domiciled exchanges and 

using trustworthy firms like Gemini and Fidelity for storage of their digital assets.  Additionally, unlike 

the common levered-ōŜǘŀ ŦǳƴŘǎΣ ǘƘŜ [ŜƻƴƛŘŀΩǎ CǳƴŘ ŀŎǘƛǾŜƭȅ ǳǎŜǎ ŘŜǊƛǾŀǘƛǾŜǎ ǎǳŎƘ ŀǎ ŦǳǘǳǊŜǎ ŀƴŘ 

options for risk management.  The ability to short Bitcoin Futures or purchase a put option on a Bitcoin 

hǇǘƛƻƴǎ ŎƻƴǘǊŀŎǘ ŜƴŀōƭŜǎ ǘƘŜ [ŜƻƴƛŘŀΩǎ CǳƴŘ ǘƻ ǇǊƻǾƛŘŜ ŘƻǿƴǎƛŘŜ ǇǊƻǘŜction for their investors if the 

ǇǊƛŎŜ ƻŦ ŘƛƎƛǘŀƭ ŀǎǎŜǘǎ ŜǾŜǊ ŘǊƻǇǎ ǎǳōǎǘŀƴǘƛŀƭƭȅΦ  ¢Ƙƛǎ Ŏŀƴ ōŜ ǎŜŜƴ ǘƘǊƻǳƎƘ [ŜƻƴƛŘŀΩǎ ƳŀȄ ŘǊŀǿŘƻǿƴ ƻŦ 

нп҈ ǎƛƴŎŜ ǘƘŜ ŦǳƴŘ ƭŀǳƴŎƘŜŘ ƛƴ ƭŀǘŜ нлмтΣ ŎƻƳǇŀǊŜŘ ǘƻ ōƛǘŎƻƛƴΩǎ ƭŀǊƎŜǎǘ ŘǊŀǿŘƻǿƴ ƻŦ тр҈ ŘǳǊƛƴƎ ǘƘŀǘ 

same period.21   

WhilŜ ǘƘŜ ŘƻǿƴǎƛŘŜ ǇǊƻǘŜŎǘƛƻƴ ǘƘŜ [ŜƻƴƛŘŀΩǎ CǳƴŘ ǇǊƻǾƛŘŜǎ ƛǎ ŀ ƪŜȅ ŘƛŦŦŜǊŜƴǘƛŀǘƻǊ ŦƻǊ ǘƘŜƳΣ it prevents 

some of the big upside rewards in bull markets for digital assets.  However, ǘƘŜ [ŜƻƴƛŘŀΩǎ CǳƴŘ ƛǎ ok with 

this, and wants to be viewed as a means for institutional investors to gain access to digital assets in the 

safest way possible.  WŀƳŜǎ ŀǊƎǳŜǎΣ άǊŜŀƭ ƛƴǎǘƛǘǳǘƛƻƴŀƭ ƛƴǾŜǎǘƛƴƎ ƘŀǎƴΩǘ ƘŀǇǇŜƴŜŘ ƛƴ ŘƛƎƛǘŀƭ ŀǎǎŜǘǎ ŀƴŘ ǿŜ 

are building a risk-ƳŀƴŀƎŜŘ ǇǊƻŘǳŎǘ ǘƘŀǘ ƛƴǾŜǎǘƻǊǎ ŀŎǘǳŀƭƭȅ ǿŀƴǘ ǘƻ ǎŜŜΦέ  Lƴ ŀŘŘƛǘƛƻƴΣ ǘƘŜ [ŜƻƴƛŘŀΩǎ CǳƴŘ 

ƪŜŜǇǎ ŦŜŜǎ ƭƻǿ ōȅ ƴƻǘ ŎƘŀǊƎƛƴƎ ŀ ƳŀƴŀƎŜƳŜƴǘ ŦŜŜ ŦƻǊ ǘƘŜƛǊ ƛƴǾŜǎǘƻǊǎΦ  9ǾƛŘŜƴǘƭȅΣ ǘƘŜ [ŜƻƴƛŘŀΩǎ ŦǳƴŘ ƛǎ 

the type of strategy that investors will look to when they finally decide to allocate to digital assets and 

their risk-managed strategy indicates growing institutionalization in the actively managed digital asset 

investing space.   

Venture Capital Firms  
Lastly, there are a growing number of Venture Capital-style investment firms that could provide 

exposure to the digital asset space through investments in new blockchain start-ups.  Unlike actively 

managed crypto hedge funds, crypto VC firms have a much longer-term holding period and draw better 

comparison to traditional Private Equity or Venture Capital investment firms.  According to research see 

in Figure 3 from Hutt Capital, a blockchain VC fund of funds, as of April 2020 there were over 65 venture 

funds managing over $4bn in assets- an increase from 49 funds with an aggregate of $3.8bn in assets a 

year prior.22   

 

(FIGURE 3- HUTT CAPITAL) 

Additionally, Hutt Capital estimates that of the $4bn AUM in blockchain VC funds- nearly $1-1.5bn is 

available as dry powder and ready to invest.  This represents roughly 0.5% of dry powder for all VC 

funds, which is a slightly undersized amount since blockchain startups raised 1.1% of all VC capital and 

accounted for 2.8% of all deals in 2019.23  Perhaps indicating that VC blockchain funds are putting their 

capital to work more quickly than traditional VC funds, as they are finding more attractive deals in the 

blockchain start-up space.  
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Some of the largest and most successful blockchain VC investment firms include Pantera Capital 

($750mn AUM), Polychain Capital ($1bn AUM), and A16 Crypto ($860mn AUM fund part of renown VC 

firm Andreesen Horowitz).  These firms have had great success with their investments and boast some 

very impressive portfolio companies as can be seen below in Figures 4 & 5.24 

 

 

  (FIGURE 4- PITCH BOOK)        (FIGURE 5- PITCH BOOK) 

 

Lending Firms/ Genesis Capital  
In recent years there has been a surge in the number of digital asset lending firms.  Lending in the digital 

asset space has become quite common, as long-term holders of cryptocurrencies loan them out to 

capture yield.  While others looking to short digital assets may borrow crypto to put on a short position 

in the open market, much like Securities Lending in the equity space.   

One of the largest digital asset-ƭŜƴŘƛƴƎ ŦƛǊƳǎ ƛǎ DŜƴŜǎƛǎ /ŀǇƛǘŀƭΣ Ǌǳƴ ōȅ aƛƪŜ aƻǊƻ όΩллύΦ  DŜƴŜǎƛǎ /ŀǇƛǘŀƭ 

was founded in March 2018 and has quickly become the leader in the institutional digital asset lending 

space.  Since inception, Genesis has originated over $6bn loans- with $2bn currently outstanding on 

their platform.  Mike estimates that the current lending market in digital assets sits around $5-6bn, 

giving Genesis a good chunk of the total market-share.25  While a total market size of $5-6bn is certainly 

impressive for a new market, it is still dwarfed compared to the $2tn+ market for Securities Lending.   

Unlike GeƴŜǎƛǎ /ŀǇƛǘŀƭΩǎ ŎƻƳǇŜǘƛǘƻǊǎ ƛƴ ǘƘŜ ƭŜƴŘƛƴƎ ǎǇŀŎŜ ƭƛƪŜ .ƭƻŎƪCƛ ƻǊ /Ŝƭǎƛǳǎ ǿƘƻ ƘŀǾŜ ǘŀǊƎŜǘŜŘ ōƻǘƘ 

institutional and retail clients, Genesis is exclusively building out their lending platform for just 

ƛƴǎǘƛǘǳǘƛƻƴŀƭ ŎƭƛŜƴǘǎΦ  DŜƴŜǎƛǎ /ŀǇƛǘŀƭΩǎ ŎǳǊǊŜƴǘ ŎǳǎǘƻƳŜǊ base of hedge funds, family offices, market-

makers, exchanges, and payment providers uniquely position them to grow the pie of the entire lending 

business as more institutions embrace digital assets.    

As part of their quarterly results, Genesis publishes their borrow/ loan book.  As can be seen in Figure 6, 

DŜƴŜǎƛǎΩǎ ƭƻŀƴǎ ƻǳǘǇŀŎŜ ǘƘŜƛǊ ōƻǊǊƻǿǎΣ ǇŜǊƘŀǇǎ ƛƴŘƛŎŀǘƛƴƎ ǘƘŀǘ ǘƘŜƛǊ ƛƴǎǘƛǘǳǘƛƻƴŀƭ ŎƭƛŜƴǘǎ ŀǊŜ ōƻǊǊƻǿƛƴƎ 

more crypto from them to place short bets.26   
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(FIGURE 6- GENESIS GLOBAL CAPITAL) 

 

Volatility/ Correlation in Cryptocurrencies 
One major complaint people claim prevents digital assets from being widely accepted is their volatility.  

As seen in Figure 7, bitcoin tends to be much more volatile than other asset classes. However, it appears 

that the volatility in bitcoin is subsiding and is not that far off from the highs in volatility observed in 

asset classes like oil or emerging currencies.   
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(FIGURE 7- NASDAQ) 

 

One interesting piece of analysis by VanEck, an ETF provider with more than $50bn AUM and one of the 

firms hoping to launch the first digital asset ETF, concluded that bitcoin is actually less volatile than over 

30% of the S&P 500 constituents.  Looking at the underlying components in the S&P500 through their 

90-day and YTD moving average, VanEck concluded that 34% and 31%, respectively, of those publicly 

traded companies had a greater volatility than bitcoin (as can be seen in Figure 8).27 

 

(FIGURE 8- VANECK) 

These figures indicate the while bitcoin, used here as a proxy for the digital asset space, is certainly more 

volatile than other asset classes, this volatility is apparently becoming more subdued and is even less 
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volatile than many equities.  As more institutions begin investing and trading bitcoin and other digital 

assets, this volatility should continue to fall.    

!ŘŘƛǘƛƻƴŀƭƭȅΣ ŦǊƻƳ ŀƴ ƛƴǾŜǎǘƳŜƴǘ ǎǘŀƴŘǇƻƛƴǘΣ ōƛǘŎƻƛƴΩǎ ŎƻǊǊŜƭŀǘƛƻƴ ǘƻ ƻǘƘŜǊ ŀǎǎŜǘ ŎƭŀǎǎŜǎ ƛǎ ǇŜǊƘŀǇǎ ŜǾŜƴ 

more important than its volatility.  Looking at the highlighted numbers in Figure 9, bitcoin has an 

extremely low correlation to nearly every investable asset class.   

 

(FIGURE 9- VANECK)28 

This low correlation means that bitcoin can provide investors an opportunity to invest in an asset that 

has little-to-no correlation with the rest of their portfolio.  As the adage goes, ΨŘƛǾŜǊǎƛŦƛŎŀǘƛƻƴ ƛǎ ǘƘŜ ƻnly 

ŦǊŜŜ ƭǳƴŎƘ ƛƴ ŦƛƴŀƴŎŜΣΩ and while bitcoin certainly has a higher volatility than other assets, its low 

correlation is perhaps even more important to consider, and a greater sign of the way institutional 

investors are looking at these markets.   

 

Recent Guidance from OCC, SEC, & DOJ 
There has also been some positive news on the regulation front that will help expediate the ability for 

institutions to hold digital assets.  In July, Brian Brooks the head of the Office of Comptroller of the 

Currency (OCC), claimed: 

άCǊƻƳ ǎŀŦŜ-deposit boxes to virtual vaults, we must ensure banks can meet the financial services needs of their 
ŎǳǎǘƻƳŜǊǎ ǘƻŘŀȅΧ ¢Ƙƛǎ ƻǇƛƴƛƻƴ ŎƭŀǊƛŦƛŜǎ ǘƘŀǘ ōŀƴƪǎ Ŏŀƴ ŎƻƴǘƛƴǳŜ ǎŀǘƛǎŦȅƛƴƎ ǘƘŜƛǊ ŎǳǎǘƻƳŜǊǎΩ ƴŜŜŘǎ ŦƻǊ ǎŀŦŜƎǳŀǊŘƛƴƎ 
their most valuable ŀǎǎŜǘǎΣ ǿƘƛŎƘ ǘƻŘŀȅ ŦƻǊ ǘŜƴǎ ƻŦ Ƴƛƭƭƛƻƴǎ ƻŦ !ƳŜǊƛŎŀƴǎ ƛƴŎƭǳŘŜǎ ŎǊȅǇǘƻŎǳǊǊŜƴŎȅΦέ29 

This announcement meant banks are now able to custody digital assets for their customers.  Up until 

this time, it was still unclear as to whether banks could store digital assets for their customers.  While 

many banks do not yet have the infrastructure built out, or even enough client interest to do so, this is a 

great indication that regulators are starting to understand the growing desire to provide more 

regulatory clarity on digital assets.   

Similarly, SEC Chairman Jay Clayton, who has been stringent on approving any ETFs linked to digital 

assets, seemed to offer a more bullish sentiment towards the notion.  At a webinar with the Chamber of 

5ƛƎƛǘŀƭ /ƻƳƳŜǊŎŜ ƛƴ ŜŀǊƭȅ hŎǘƻōŜǊΣ /ƘŀƛǊƳŀƴ /ƭŀȅǘƻƴ ŎƭŀƛƳŜŘΣ ά²ŜΩǊŜ ǿƛƭƭƛƴƎ ǘƻ ǘǊȅ ǘƘŀǘΤ ƻǳǊ ŘƻƻǊ ƛǎ 

wide open.  If you want to show how to tokenize the ETF product in a way that adds efficiency, we want 

ǘƻ ƳŜŜǘ ǿƛǘƘ ȅƻǳΣ ǿŜ ǿŀƴǘ ǘƻ ƘŜƭǇ ŦŀŎƛƭƛǘŀǘŜ ǘƘŀǘΦέ  /ƘŀƛǊƳŀƴ /ƭŀȅǘƻƴ ŜǾŜƴ ǿŜƴǘ ŀǎ ŦŀǊ ŀǎ ŘǊŀǿƛƴƎ 

comparisons between the potential he sees in blockchain and digital assets with the increased 

efficiencies that electronification of trading has brought the industry.30   
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Additionally, the Department of Justice recently published a report in early October titled, 

Cryptocurrency: An Enforcement Framework ŘŜǘŀƛƭƛƴƎ ǘƘŜ 5hWΩǎ plans to enforce regulations surrounding 

ŘƛƎƛǘŀƭ ŀǎǎŜǘǎΦ  !ǘǘƻǊƴŜȅ DŜƴŜǊŀƭΣ ²ƛƭƭƛŀƳ .ŀǊǊΣ ŎƭŀƛƳǎ ƛƴ ǘƘƛǎ ǊŜǇƻǊǘ ǘƘŀǘΣ άŎǊȅǇǘƻŎǳǊǊŜƴŎȅ ƛǎ ŀ ǘŜŎƘƴƻƭƻƎȅ 

ǘƘŀǘ ŎƻǳƭŘ ŦǳƴŘŀƳŜƴǘŀƭƭȅ ǘǊŀƴǎŦƻǊƳ Ƙƻǿ ƘǳƳŀƴ ōŜƛƴƎǎ ƛƴǘŜǊŀŎǘΣ ŀƴŘ Ƙƻǿ ǿŜ ƻǊƎŀƴƛȊŜ ǎƻŎƛŜǘȅΧ 9ƴǎǳǊƛƴƎ 

that use of this technology is safe, and does not imperil our public safety or our national security, is 

Ǿƛǘŀƭƭȅ ƛƳǇƻǊǘŀƴǘ ǘƻ !ƳŜǊƛŎŀ ŀƴŘ ƛǘǎ ŀƭƭƛŜǎΦέ31  Similar to statements made by the SEC and OCC, the DOJ is 

acknowledging the benefits digital assets can have on society while arguing the need to properly 

regulate them.   

While many in the crypto space believe that regulators have been too slow to support digital assets, 

much of regulators concerns over the past few years are quite valid.  The digital asset space is still very 

new and can be extremely risky.  It is prudent of regulators to cautiously approach this space and these 

recent statements from the OCC, SEC, and DOJ indicate that they are trying to help facilitate ways for 

institutions to safely utilize the benefits digital assets can provide.   

 

Conclusions on the Current State of Institutionalization 
Whether it is the success CME saw in the rollout of their Bitcoin Futures contract or the addition of 

prominent firms to the space like Goldman Sachs, JP Morgan, Renaissance Technologies, and Facebook- 

it is clear that institutions are no longer ignoring digital assets.  Additionally, actively managed strategies 

ƭƛƪŜ ǘƘŜ [ŜƻƴƛŘŀΩǎ CǳƴŘ ŀƴŘ ǘƘŜ ƎǊƻǿǘƘ ǎŜŜƴ ƛƴ ōƭƻŎƪŎƘŀƛƴ ±/ ŦƛǊƳǎ ŀƭƻƴƎ ǿƛǘƘ ƻǘƘŜǊ ƛƴǾŜǎǘŀōƭŜ ǇǊƻŘǳŎǘǎ 

like the Grayscale Bitcoin Trust, has shown there is clearly an interest to allocate to digital assets now 

and the groundwork is being laid for institutional investors.  Firms like Genesis Capital are furthering the 

institutionalization of the digital asset space by developing a lending marketing, much like we see in the 

Securities Lending space.  Finally, subdued volatility in bitcoin and recent comments from the SEC, OCC, 

ŀƴŘ 5hW ƘŀǾŜ ǎƘƻǿƴ ǘƘŀǘ ǘƘŜǎŜ ƳŀǊƪŜǘǎ ŀǊŜ ƴƻ ƭƻƴƎŜǊ ΨǘƘŜ ǿƛƭŘ ǿŜǎǘΩ ŀƴŘ ǘƘŜǊŜ ƛǎ ǎŜǊƛƻǳǎ ƛƴǘŜǊŜǎǘ ǘƻ 

bring about safe ways to access these for institutions.    

However, with a total market-cap of only $360bn, digital assets are still dwarfed compared to the entire 

investable universe today.  There are still a whole host of inefficiencies in the digital asset space that 

need to be addressed before they are truly institutionalized.  Thus, while digital assets have quietly 

matured over the past few years, they still have a long way to go.  The second half of this paper will 

examine what is needed to get digital assets over the hump to this next stage of institutional 

acceptance.    

 

 

What will the next level of institutionalization of digital assets look like? 
As discussed earlier, the digital asset space has grown substantially over the past few years and is now 

embraced some of the largest exchanges, banks, and investment firms.  However, there is still a long 

way to go before digital assets are truly institutionalized.  Whether it is the long-awaited approval of the 

first digital asset ETF, more clarity from the SEC & CFTC, introduction of custodians and prime brokers, 

further use-cases that will entice institutional adoption, or more education and market awareness 
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dedicated to the space- there is still much work to 

be done.  This section of the paper will address 

these very points and ultimately look to forecast 

what will be needed for digital assets to take this 

next step towards institutionalization and examine 

some of the progress already being made in these 

areas.    

Current Status of Digital Asset ETFs  
hƴŜ ƻŦ ǘƘŜ Ƴƻǎǘ ŎƻƳƳƻƴ ΨƴŜȄǘ-ǎǘŜǇǎΩ ǘƻǿŀǊŘǎ 

institutional adoption of digital assets people point 

to is the approval of an ETF.  To date, the SEC has 

yet to approve of any ETFs linked to 

cryptocurrencies despite dozens of applications 

from firms like VanEck, ProShares, Bitwise Asset 

Management, and others, as can be seen in the 

timeline on Figure 10.32  

Before more recently signaling that he was 

beginning to see the benefits of a digital asset ETF, 

SEC Chairman Jay Clayton appeared to have been 

quite dismissive towards them, stating in September 

2019: 

άDiven that [digital assets] trade on largely 

unregulated exchanges how can we be sure that those 

ǇǊƛŎŜǎ ŀǊŜƴΩǘ ǎǳōƧŜŎǘ ǘƻ ǎƛƎƴƛŦƛŎŀƴǘ ƳŀƴƛǇǳƭŀǘƛƻƴΚ Χ 

People needed to answer these hard questions for us to be comfortable that this was the appropriate kind of 

ǇǊƻŘǳŎǘΦέ33 

The main roadblock the SEC sees that is preventing an ETF approval has been their concerns with the 

underlying, unregulated spot crypto exchanges.  Since most cryptocurrency trading gets done on 

unregulated exchanges, the SEC believes price manipulation conducted on these offshore exchanges can 

influence the prices across the entire market.  Thus, subjecting even regulated, US-based exchanges to 

potential price manipulation.    

hƴŜ ƻŦ ǘƘŜ Ƴŀƛƴ ŀǊƎǳƳŜƴǘǎ ǘƘŜ {9/ Ƙŀǎ ǳǎŜŘ ƛǎ ǘƘŀǘ ƳǳŎƘ ƻŦ ǘƘŜ ΨǊŜǇƻǊǘŜŘΩ ŎǊȅǇǘƻŎǳǊǊŜƴŎȅ ǾƻƭǳƳŜǎ 

across exchanges are fake.  Bitwise Asset Management published a report in March 2019 illustrating this 

very phenomenon and found that over 90% of the reported cryptocurrency volumes are fake, as can be 

seen in Figure 11.34   

(Figure 10- ETF.com)   
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(FIGURE 11- BITWISE ASSET MANAGEMENT) 

However, BitwƛǎŜ ōŜƭƛŜǾŜǎ ǘƘŀǘ ǿƘƛƭŜ ƳǳŎƘ ƻŦ ǘƘŜ ǾƻƭǳƳŜǎ ŀǊŜ ŦŀƪŜΣ ōƛǘŎƻƛƴΩǎ ΨǊŜŀƭΩ ƳŀǊƪŜǘ ƛǎ ǎǘƛƭƭ ƭƛǉǳƛŘ 

enough for the SEC to approve an ETF.  The SEC has approved ETFs that see much less underlying daily 

ǘǳǊƴƻǾŜǊ ǘƘŀƴ ǘƘŜ ΨǊŜŀƭΩ ǾƻƭǳƳŜǎ ƻŦ ōƛǘŎƻƛƴΦ  !ǘ ǘƘŜ ǘƛƳŜ ƻŦ the Winklevoss Bitcoin Trust application, their 

exchange had $4.2mn ADV- exceeding those seen across other ETFs in Figure 12.  Nevertheless, the SEC 

claimed that:  

ά¢ƘŜ ƛǎǎǳŜ ƘŜǊŜ ƛǎ ƴƻǘ ǘƘŀǘ ǘƘŜ DŜƳƛƴƛ 9ȄŎƘŀƴƎŜ Ƙŀǎ ƭƻǿ ǘǊŀŘƛƴƎ ǾƻƭǳƳŜ ƛƴ ŀƴ ŀōǎƻƭǳǘŜ ǎŜƴǎŜ but, rather, that the 

Trust would value its holdings using the Gemini Auction price, even though there is no basis in the record to find that 

ǘƘŜ DŜƳƛƴƛ !ǳŎǘƛƻƴ ǊŜǇǊŜǎŜƴǘǎ ŀ ǎƛƎƴƛŦƛŎŀƴǘ ǇƻǊǘƛƻƴ ƻŦ ǘƘŜ ǿƻǊƭŘǿƛŘŜ ōƛǘŎƻƛƴ ǘǊŀŘƛƴƎΦέ35  

In other words, there is ƴƻ ƛƴŘƛŎŀǘƛƻƴ ǘƘŀǘ ǘƘŜ 9¢CΩǎ ǘƘŜƻǊŜǘƛŎŀƭ ŎƭƻǎƛƴƎ ǇǊƛŎŜ ŘŜǊƛǾŜŘ ŦǊƻƳ DŜƳƛƴƛΩǎ 

Auction has enough volume to act as an appropriate proxy for the entire bitcoin market.  Thus, perhaps 

if an ETF filing changed their benchmark to a venue that represents more of the total traded market, 

then the SEC would feel more comfortable approving it.   

 

(FIGURE 12- BITWISE ASSET MANAGEMENT) 

There have been two main types of digital asset ETF filings, physical-based filings and futures-based 

filings.  As per their namesake, physical-ōŀǎŜŘ ŦƛƭƛƴƎǎ ǿƻǳƭŘ ƘƻƭŘ ΨǇƘȅǎƛŎŀƭΩ ŎǊȅǇǘƻŎǳǊǊŜƴŎƛŜǎ ŦƻǊ ǘƘŜƛǊ 

underlying exposure in the ETF.  Whereas a futures-based filing would hold futures contracts traded on 

an exchange for their exposure.  A physical-based filing would replicate what is traditionally seen in the 

equity space, where an ETF holds the underlying shares of stocks or other instruments that make up the 
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basket in the ETF.  On the other hand, a futures-based filing would be similar to most commodity-based 

ETFs that get their exposure through holding futures contracts based off the underlying asset.   

While it is not clear what type of filing the SEC would prefer, some speculate that a futures-based filing 

would be easier to approve.  A futures-based filing would meet the liquidity thresholds and potentially 

alleviate any concerns the SEC has on unregulated exchanges, since the futures market is regulated by 

ǘƘŜ /C¢/Φ  !ǎ ŘŜƳƻƴǎǘǊŀǘŜŘ ŜŀǊƭƛŜǊ ƛƴ ǘƘŜ ǇŀǇŜǊΣ ǿƛǘƘ /a9 DǊƻǳǇΩǎ ϷнрлƳƴ Řŀƛƭȅ ǾƻƭǳƳŜ ŀƴŘ ƻǇŜƴ 

interest of $750mn+, there is clearly sufficient liquidity in the futures market to support a bitcoin ETF.   

Additionally, some have argued that since bitcoin holds no true value it could go to 0 and result in 

catastrophic losses for investors who might hold the ETF.  This exact phenomenon played out in April 

2020 when the front-month WTI Crude Oil contract briefly went negative.36  However, USCF (the 

manager of the $3.5bn ETF that tracks the WTI contract) had already rolled out of the April WTI contract 

that went negative and avoided shares of their ETF going negative.37  A bitcoin futures based ETF could 

follow similar protocols, rolling their positions well before expiry so that they can avoid any large price 

jumps associated with the calendar roll of futures contracts.   

Benefits of a Digital Asset ETF  
A bitcoin or digital asset-based ETF could provide numerous benefits to the investment and retail 

ŎƻƳƳǳƴƛǘȅΦ  9¢CΩǎ ƘŀǾŜ ǊŜǾƻƭǳǘƛƻƴƛȊŜŘ ŦƛƴŀƴŎŜ ōȅ ƎƛǾƛƴƎ ƛƴǾŜǎǘƻǊǎ ŀ ƭƻǿ-cost way to access stocks, 

ōƻƴŘǎΣ ŎǳǊǊŜƴŎƛŜǎΣ ŀƴŘ ŎƻƳƳƻŘƛǘƛŜǎ ƛƴ ŀ ΨōŀǎƪŜǘΩ ǘƘŀǘ ǘǊŀŘŜǎ ƻƴ ŀ ǇǳōƭƛŎ ŜȄŎƘŀƴƎŜΦ  !ǘ ǘƘŜ ŜƴŘ ƻŦ нлмфΣ 

over $6tn in assets were pegged to the global ETF market.38   

 

  

 

(FIGURE 13 ς STATISTA) 

A bitcoin or digital asset-pegged ETF would give institutional and retail investors a simple way to access 

this market.  Outside of the Grayscale Bitcoin Trust, which is reserved for only accredited investors and 

trades OTC, there is no easy way for someonŜ ǘƻ ƛƴǾŜǎǘ ƛƴ ŘƛƎƛǘŀƭ ŀǎǎŜǘǎ ǿƛǘƘƻǳǘ ƻǿƴƛƴƎ ǘƘŜ ΨǇƘȅǎƛŎŀƭΩ 

coin or investing in a fund that will do this for you.   



17 
 

There is certainly strong demand from individual investors to own bitcoin.  One such example is Michael 

.ŀǊǎǘƻƴ όΩумύΣ ǿƘƻ ǿŀǎ ǊŜŎŜƴǘƭȅ ƭƻƻking for a way to access bitcoin through his Vanguard account.  Mike 

believes bitcoin trades like a commodity that is inversely correlated to the US Dollar and sees the benefit 

of diversifying his current portfolio, that consists of just stocks and bonds, with a small allocation to 

digital assets.39  However, his brokerage account, Vanguard, does not currently support any way for him 

to access this market.  An ETF that trades on a regulated exchange would likely be supported by 

Vanguard, and other brokers, and finally provide him a way access to digital assets.   

Mike is not alone; Coinbase, one of the largest cryptocurrency exchanges in the world- with a stronghold 

on the retail market, announced that they have over 35 million customers in 2020.40  Through Coinbase, 

many retail customers are able to purchase fractions of digital assets.  Purchasing digital assets through 

/ƻƛƴōŀǎŜ ǊŜǉǳƛǊŜǎ ƛƴŘƛǾƛŘǳŀƭ ƛƴǾŜǎǘƻǊǎ ǘƻ ΨƻǿƴΩ ǘƘŜǎŜ ŎƻƛƴǎΣ ǎǳōƧŜŎǘƛƴƎ ǘƘŜƳ ǘƻ ƘŀŎƪƛƴƎ Ǌƛǎƪǎ ŀƴŘ ǿƻǊǊȅ 

about ways to custody their bitcoin holdings.  For the majority of these 35 million customers on 

Coinbase, owning an ETF would be a much safer and simpler method for them to invest in digital assets.   

 

Improved Regulations 
Another key hurdle preventing digital assets from being adopted is the need for more clarification on 

regulations.  Even though the SEC has authority over any ETFs or securities touching digital assets and 

the CFTC oversees anything dealing with futures tied to digital assets, there are still a lot of questions as 

ǘƻ ǿƘŀǘ Ŧŀƭƭǎ ǳƴŘŜǊ ŜŀŎƘ ǊŜƎǳƭŀǘƛƴƎ ōƻŘȅΩǎ ƧǳǊƛǎŘƛŎǘƛƻƴ ŀƴŘ ǿƘŀǘ ƛǎ ƻǳǘǎƛŘŜ ƻŦ ǘƘŜƛǊ ŎƻƴǘǊƻƭ ŎƻƳǇƭŜǘŜƭȅΦ  

As mentioned earlier, while there has recently been some positive guidance from the SEC, OCC, and 

DOJ, there are still several things that need to be addressed before institutions feel more comfortable 

with digital assets.      

¢ƘŜ {9/Ωǎ ƻǾŜǊǎƛƎƘǘ on digital assets dates back to May 2014, following the hack of the largest digital 

asset exchange at the time, Mt. Gox.  After the hack, the SEC published a lengthy warning on the risks 

ŀǎǎƻŎƛŀǘŜŘ ǿƛǘƘ ƛƴǾŜǎǘƛƴƎ ƛƴ Ψ.ƛǘŎƻƛƴ ŀƴŘ hǘƘŜǊ ±ƛǊǘǳŀƭ-/ǳǊǊŜƴŎȅ wŜƭŀǘŜŘ LƴǾŜǎǘƳŜƴǘǎΩ ŀǊƎǳƛƴƎ ǘƘŀǘΥ  

ά¢ƘŜ ǊƛǎŜ ƻŦ .ƛǘŎƻƛƴ ŀƴŘ ƻǘƘŜǊ ǾƛǊǘǳŀƭ ŀƴŘ ŘƛƎƛǘŀƭ ŎǳǊǊŜƴŎƛŜǎ ŎǊŜŀǘŜǎ ƴŜǿ ŎƻƴŎŜǊƴǎ ŦƻǊ ƛƴǾŜǎǘƻǊǎΦ A new product, 

technology, or innovation ς such as Bitcoin ς has the potential to give rise both to frauds and high-risk investment 

opportunities. Potential investors can be easily enticed with the promise of high returns in a new investment space 

and also may be less skeptical when assessing something novel, new and cutting-ŜŘƎŜΦέ41 

While this may seem like a rather grim outlook on bitcoin and its fellow digital currencies, this was an 

important first step in acknowledging the need for enforcement.  Additionally, at the time digital assets 

were still very nascent and much of what the SEC claimed was not untrue given some of the illicit use-

cases bitcoin was being used for.   

A few years later, in July 2017, the SEC made a groundbreaking ruling on Initial Coin Offerings (ICOs) in 

the Dao Token report.  In their investigation, the SEC concluded that: 

άǘƻƪŜƴǎ ƻŦŦŜǊŜŘ ŀƴŘ ǎƻƭŘ ōȅ ŀ ϦǾƛǊǘǳŀƭϦ organization known as "The DAO" were securities and therefore subject to the 

federal securities laws. The Report confirms that issuers of distributed ledger or blockchain technology-based 

securities must register offers and sales of such securities unless a valid exemption applies. Those participating in 

unregistered offerings also may be liable for violations of the securities laws. Additionally, securities exchanges 

ǇǊƻǾƛŘƛƴƎ ŦƻǊ ǘǊŀŘƛƴƎ ƛƴ ǘƘŜǎŜ ǎŜŎǳǊƛǘƛŜǎ Ƴǳǎǘ ǊŜƎƛǎǘŜǊ ǳƴƭŜǎǎ ǘƘŜȅ ŀǊŜ ŜȄŜƳǇǘΦέ42 
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This meant that many ICOs exhibit the same characteristics of basic securities and must be treated as 

such under regulation.   

Similarly, the CFTC has had their eyes on digital assets for the past few years, and one might even argue 

they have appeared a bit more accepting towards them than the SEC.  In September 2015, the CFTC 

officially declared bitcoin as a commodity.  A few years later In October 2019, CFTC Chairman Heath 

Tarbert followed with a similar ruling on Ethereum, the second largest digital asset in the world:  

ά²ŜΩǾŜ ōŜŜƴ ǾŜǊȅ ŎƭŜŀǊ ƻƴ ōƛǘŎƻƛƴΥ ōƛǘŎƻƛƴ ƛǎ ŀ ŎƻƳƳƻŘƛǘȅ ǳƴŘŜǊ ǘƘŜ /ƻƳƳƻŘƛǘȅ 9ȄŎƘŀƴƎŜ !ŎǘΦ ²Ŝ ƘŀǾŜƴΩǘ ǎŀƛŘ 

anything about ether ς until now. It is my view as Chairman of the CFTC that ether is a commodity, and therefore it 

will be regulated under the CEA. And my guess is that you will see, in the near future, ether-related futures contracts 

ŀƴŘ ƻǘƘŜǊ ŘŜǊƛǾŀǘƛǾŜǎ ǇƻǘŜƴǘƛŀƭƭȅ ǘǊŀŘŜŘ Χ LǘΩǎ Ƴȅ ŎƻƴŎƭǳǎƛƻƴ ŀǎ /ƘŀƛǊƳŀƴ ƻŦ ǘƘŜ /C¢/ ǘƘŀǘ ŜǘƘŜǊ ƛǎ ŀ ŎƻƳƳƻŘƛǘȅ ŀƴŘ 

therefore would fall under our juriǎŘƛŎǘƛƻƴΦέ43 

Many in the crypto community celebrated this news as meaning that digital assets will be considered 

commodities and fall under regulation of the more crypto-friendly CFTC, while any securities-based 

products associated with them, like a digital asset ETF, will fall under the SEC.   

On state and local level, more regulating agencies need to take the lead of New York State Department 

of Financial Services όb¸{5C{ύΣ ǿƘƻ Ƙŀǎ ǎŜǘ ǳǇ ŀ ŘŜǎƛƎƴŀǘƛƻƴ ŎŀƭƭŜŘ ŀ ά.ƛǘ[ƛŎŜƴǎŜΦέ  ! .ƛǘ[ƛŎŜƴǎŜ ƛǎ ŀ 

permit that allows a firm to participate in any digital currency related businesses in the state of New 

York.  According to the NYSDFS, without a BitLicense, a firm is not allowed to take part in44: 

 

 

 

 

Many in the crypto community have complained about the BitLicense making it difficult to conduct 

business associated with digital assets in New York.  However, it is a great first step by the state 

regulating agency overseeing New York City, the financial capital of the world, to make sure they are 

monitoring digital assets as they do other parts of the financial system.   

!ŘŘƛǘƛƻƴŀƭƭȅΣ ǘƘŜ /C¢/ Ƙŀǎ ǇǊƻƳƛǎŜŘ ǘƻ άŘŜǾŜƭƻǇ ŀ ƘƻƭƛǎǘƛŎ ŦǊŀƳŜǿƻǊƪ ǘƻ ǇǊƻƳƻǘŜ ǊŜǎǇƻƴǎƛōƭŜ ƛƴƴƻǾŀǘƛƻƴ 

in ŘƛƎƛǘŀƭ ŀǎǎŜǘǎΣέ ŜǾŜƴ ǊŜŦŜǊǊƛƴƎ ǘƻ ŘƛƎƛǘŀƭ ŎǳǊǊŜƴŎƛŜǎ ŀǎ άнмst /ŜƴǘǳǊȅ /ƻƳƳƻŘƛǘƛŜǎέ ōȅ ƛƴŎƭǳŘƛƴƎ CƛƎǳǊŜ 

14 in their 2020-2024 Strategic Plans.45   
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(Figure 14- CFTC) 

When considering potential ways to regulate digital assets in the future, it is important to look at how 

other markets are currently regulated.  The Securities Acts of 1933 & 1934 require all securities sold to 

the public be registered with the SEC and regulates all stock exchanges and trading.46  There are 

currently 13 registered US Stock Exchanges that fall under this jurisdiction and are closely monitored by 

the SEC.  Internationally, stock exchanges are also tightly regulated by the country they are domiciled in- 

for example, the London Stock Exchange is monitored by ǘƘŜ ¦YΩǎ CƛƴŀƴŎƛŀƭ /ƻƴŘǳŎǘ !ǳǘƘƻǊƛǘȅ ŀƴŘ 

9ǳǊƻƴŜȄǘ ƛǎ ǊŜƎǳƭŀǘŜŘ ōȅ CǊŀƴŎŜΩǎ Autorité des marchés financiers.47  ²ƘƛƭŜ ŜŀŎƘ ŎƻǳƴǘǊȅΩǎ ǎŜǘ ƻŦ ǊǳƭŜǎ 

may differ slightly, nearly all public securities that trade on these exchanges are monitored by regulating 

bodies that uphold the integrity of these markets.   

Conversely, there are nearly 200 cryptocurrency exchanges across the world that mostly go unregulated.  

Unlike a stock exchange which must receive approval before listing new securities, cryptocurrency 

exchanges often list thousands of highly illiquid cryptocurrencies.  As can be seen in Figure 15, there are 

dozens of different spot exchanges claiming significant portions of market share.48   
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(F IGURE 15-  VANECK)  

 

Originally, much of the appeal to cryptocurrencies was their decentralized nature and the fact that they 

were outside of control of the banks or regulators.  This allowed digital assets, like bitcoin, to truly act 

like a safe-haven asset and offered protection against inflation or changing monetary policies from 

ŎŜƴǘǊŀƭ ōŀƴƪǎΦ  IƻǿŜǾŜǊΣ ǘƘƛǎ άƭŀƛǎǎŜȊ-ŦŀƛǊŜέ ŀǘǘƛǘǳŘŜ Ƴǳǎǘ ŎƘŀƴƎŜ ƛŦ ŘƛƎƛǘŀƭ ŀǎǎŜǘǎ ŀǊŜ ǘƻ ōŜ ǘǊǳƭȅ ŀŘƻǇǘŜŘ 

by institutions.  Proper regulation must exist and there can no longer be unanswered questions as to 

what and who truly regulates digital assets or institutional investors will continue to wait on the 

sidelines.   

 

Custody & Prime Brokerage of Digital Assets  

Background on Custody and Prime Brokerage  
Another key piece to the institutionalization of digital assets is the ability to custody them.  In traditional 

markets, custodian banks act as a third-party agent that holds assets and securities on behalf of their 

customers.  Two of the largest custodian banks in the world, BNY Mellon and State Street, have nearly 

$70tn in assets under custody combined.49  Custodian banks safeguard these assets and even offer 

services such as transaction settlements, interest payments, and tax support.  One of the major barriers 

preventing true institutional adoption of digital assets is that large custodian firms have not begun 

offering custody services for institutional investors.   

There are several potential reasons why traditional custodians have not yet begun offering custody 

solutions for digital assets.  The first, and perhaps most obvious reason, is a lack of comfort with digital 

assets.  Hundred-year-old firms like BNY and State Street may not feel it is worth the risk to custody 

digital assets for their clients in such an evolving, volatile space.  Secondly, up until recently there was a 

lack of regulatory clarity on holding and storing digital assets.  While the OCC recently appeared to give 

custodians and banks clearance to begin storing digital assets for their customers, a large custodian may 

not have the risk tolerance to be one of the first to enter this space.  Finally, there may be a lack of 

ambition and drive at larger firms to enter this new market.  One could imagine that the type of 

engineer or developer that wants to create custody solutions for digital assets would prefer to work at a 

start-up environment rather than in a larger, bureaucratic organization.   


