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the nascent cryptocurrency market, which lost nearly $700 billion from its total
market capitalization last year, is showing signs of a resurgence.

With no regulated market infrastructure for cryptocurrencies, most institu-
tional investors have avoided them, concerned about security, volatility and
how to value the rapidly growing universe of digital coins and tokens.

The US Securities and Exchange Commission echoed those concerns when it
rejected several applications for bitcoin exchange-traded funds (ETFs) in 2018,
citing worries about market manipulation and investor protection.

Nevertheless, a lot of institutional investors think cryptocurrencies have long-
term potential. A report by research firm Greenwich Associates in September
found that 72% of institutional finance executives believe cryptocurrencies will
have a place in the industry’s future. As of June 24, the price of bitcoin, the
largest cryptocurrency by market capitalization, had rebounded to just shy
of $11,000, more than three times above its December lows as volatility has
re-entered the market this year.

Tom Shaughnessy, who founded the institutional research firm Delphi
Digital, thinks that cryptocurrencies potentially could become a core alterna-
tive asset in traditional institutional portfolios.

“Funds have done studies that found if they had put one percent of their
money in crypto over the last 10 years, their return would have been much
higher,” he says.

Some big institutional investors are already testing the water. Yale University
is one of several endowments that invested in cryptocurrencies last year,



DIGITAL
ASSET
STRATEGIES

SOME INSTITUTIONS ARE NOT INVESTING IN CRYPTOCURRENCIES
because they believe they are too difficult to value compared with assets subject
to conventional valuation techniques. Another way is to invest in the applications of
blockchain technology.

BNY Mellon Investment Management launched a Digital Asset Strategy fund in
February, which will invest in companies that are adopting, creating or providing the
underlying enterprise blockchain technology.

The fund “specifically addresses enterprise blockchain, which is where we see lots
more value than cryptocurrencies right now,’ says Erik A. Swords, director and senior
research analyst at Mellon Investments Corp., a registered investment advisor and
unit of BNY Mellon.

Swords says that within the last year,companies across all geographies
and sectors have embraced blockchain technology,including in supply chain
management, electronic health records and business-to-business payments.

“We believe our portfolio companies will be in a unique position to lead the
enterprise blockchain market well over the next decade,” he adds.

Questions or comments?

Write to our Head of Blockchain,
Subhankar Sinha, at
subhankar.sinha@bnymellon.com

or reach out to your usual BNY Mellon
relationship manager.



reportedly buying into two cryptocurrency funds: a $300 million fund from
venture capital firm Andreessen Horowitz and a $400 million one at Paradigm,
a fund from Coinbase co-founder Fred Ehrsam and former Sequoia Capital
partner Matt Huang.

In February, Morgan Creek Digital Assets, an affiliate of investment man-
ager Morgan Creek Capital Management, announced that two pension funds in
Fairfax County, Va., are anchor investors in a new $40 million venture capital
fund that will invest in companies in the blockchain and digital assets industry,
with a small allocation to cryptocurrencies.

These traditional institutional funds are joining the hedge fund, venture cap-
ital and private equity pioneers, which according to a recent Morgan Stanley
report, held cryptocurrency funds totaling $7.11 billion by July last year.

To date, most of these investments have been tiny, in part because of the
dearth of a global regulatory framework for cryptocurrencies. Individual and
institutional clients with significant positions often have to resort to the phone
to unload their portfolios, because prices are fragmented across multiple
trading venues.

“There are certainly more institutional investors moving into the space,
but it’s very early stage,” says Scott Canning, a research analyst at Mellon
Investments Corp., a unit of BNY Mellon. Some endowments, for example, are
carving out very small portions of their investment portfolios to gain exposure
to the low probability chance of huge upside, he says.

There are a few different reasons: “Some see this as a scarce digital asset,
some are interested in the underlying technology, some want an uncorrelated
asset and have decided that adding a little bit of crypto to their portfolios
may improve their risk-adjusted returns,” says Tom Jessop, head of Fidelity
Digital Assets, a venture formed last year by $7.3 trillion asset manager Fidelity
Investments.

Big banks are stepping forward with new infrastructure solutions for the
institutional marketplace. In one example, a consortium of 14 firms including
BNY Mellon have invested in a project called “Utility Settlement Coin” to enable
instantaneous settlement of tokenized fiat currency on the blockchain.

Nomura last year entered a venture called “Komainu” with security com-
pany Ledger and investment house Global Advisors to custody digital assets.
In February, JPMorgan Chase & Co. became the first US bank to create its own
coin, JPM Coin, each with an equivalent value of one US dollar, to speed up
settlement between institutional customers.

Venues and start-ups are also in on the act. In late 2017, CME Group and
CBOE Global Markets launched trading in bitcoin futures, although CBOE
recently said it was reassessing its approach. Intercontinental Exchange’s dig-
ital asset platform, Bakkt, is expected to launch later this year and in early May
said it was developing futures contracts in conjunction with ICE’s derivatives
and clearing affiliates.

“We’re seeing the convergence of investor demand for digital assets along-
side regulatory certainty, which we believe is being driven by the advent of

KELLY LOEFFLER
CHIEF EXECUTIVE, BAKKT



more infrastructure to support access and trust in this
market,” says Kelly Loeffler, chief executive of Bakkt.

Others also are trying to apply their technology
to the space. Cryptocurrency exchange Coinbase
launched a batch of offerings dedicated to institutional
investors last May, including a new trading interface
and custody services.

But many think that cryptocurrencies are unlikely to
become a significant weighting in institutional investor
portfolios before critical infrastructure questions are
answered about the interoperability and governance
of blockchain protocols, plus the amount of energy
that mineable cryptocurrencies use. According to
Digiconomist estimates, Bitcoin’s current estimated
annual electricity consumption is 64.18 terawatt hours,
close to the annual electricity usage of Switzerland.

Recently, market players such as exchanges and
fintech firms are also trying to remedy the challenges
to bring these investors into the market, including by
introducing trustworthy providers for the necessary
infrastructure.

“The market is evolving rapidly across a number of
dimensions - product, technology and regulatory,” says
Lucien Foster, global head of digital partnerships at
BNY Mellon. “Some traditional players are taking early
steps in the market but the majority are still cautious.”

When the founder of the Canadian cryptocurrency
exchange QuadrigaCX died last December, and the only
key to its cold wallet containing $136 million of investors’
cryptocurrency balances disappeared, it highlighted the
market’s dire need for secure custody solutions. Custody
is about the assurances, financial and otherwise, that a
bank offers investors about their assets.

To date, no large custodian banks offer custody for
digital currencies. There are cryptocurrency custo-
dians operating with trust licenses and financial ser-
vices licenses, but none with a deposit-taking bank
license, says Tom Casteleyn, BNY Mellon’s global head
of custody product management.

He credits New York’s Department of Financial
Services for introducing BitLicences for cryptocur-
rency providers, and says more needs to be done.
Bakkt, which has filed with the department for a
trust license to become a custodian for digital assets,
intends to use certain safeguarding services provided
by BNY Mellon.

“I do not expect a single custody bank will enter this

space until the regulatory position becomes clear, but
mainstream institutional investors will shy away from
this market unless they can use traditional custodians,”
Casteleyn adds.

The lack of recourse is another significant challenge
to overcome before banks can custody cryptocurren-
cies. In traditional custody, contracts define every
entity’s liabilities along the custody chain, but there’s
no recourse along that chain if cryptocurrencies sud-
denly disappear.

Gemini Trust Company based in New York is
hopeful that market players and regulators will
coalesce around some common industry standards.
The firm’s head of risk, Yusuf Hussain, says Gemini
helped launch the Virtual Commodity Association
partly to address the SEC’s concerns about market
standards after it rejected several proposed bitcoin
ETFs last year. The second attempt by Gemini’s twin
founders, Cameron and Tyler Winklevoss, to list a
bitcoin ETF was among those turned down. “We’re
making every effort to address the concerns that insti-
tutional investors have,” says Hussain.

Fidelity Digital Assets, which now offers both cus-
tody and trade execution for bitcoin to institutional
investors, has seen institutional interest deepen over
the last couple of months. New research from Fidelity
shows 22% of institutional investors already have expo-
sure to digital assets and many are looking to invest
more in the next five years.

“We first started talking to crypto funds and hedge
funds that were already involved in cryptocurren-
cies,” says Jessop. “Now we’re talking to traditional
hedge funds, family offices and registered investment
advisers.”

The flipside is that, until regulators reach a con-
sensus about cryptocurrencies, investments from
large institutions are unlikely to happen. In early May,
the Financial Crimes Enforcement Network (FinCEN)
inside the U.S. Treasury Department, concerned about
criminal misuse of cryptocurrencies, came out with
new regulatory guidance for value transfers, including
virtual currencies.

“Funds don’t want to use a startup’s custody ser-
vices; they want a big financial institution,” says
Shaughnessy of Delphi Digital. “If they had that, I think
tens of billions of institutional capital could come to
this market.”

Kathryn Tully is a financial writer in New York.



BNYMELLON.COM

BNY Mellon is the corporate brand of The Bank of
New York Mellon Corporation and may be used as a
generic term to reference the corporation as a whole
and/or its various group entities. This material and
any products and services may be issued or pro-
vided under various brand names of BNY Mellon in
various countries by duly authorized and regulated
subsidiaries, affiliates, and joint ventures of BNY
Mellon, which may include any of those listed below:

The Bank of New York Mellon, a banking corporation
organized pursuant to the laws of the State of New
York, whose registered office is at 240 Greenwich

St, NY, NY 10286, USA. The Bank of New York

Mellon is supervised and regulated by the New York
State Department of Financial Services and the US
Federal Reserve and is authorized by the Prudential
Regulation Authority (PRA). Details about the extent
of our regulation by the PRA are available from us
on request.

The Bank of New York Mellon operates in the UK
through its London branch (UK companies house
numbers FC005522 and BRO0O0818) at One Canada
Square, London E14 5AL and is subject to regulation
by the Financial Conduct Authority (FCA) at 12
Endeavour Square, London, E20 1JN, UK and limited
regulation by the PRA at Bank of England, Thread-
needle St, London, EC2R 8AH, UK.

The Bank of New York Mellon SA/NV, a Belgian
limited liability company, registered in the RPM
Brussels with company number 0806.743.159,
whose registered office is at 46 Rue Montoyerstraat,
B-1000 Brussels, Belgium, authorized and regulated
as a significant credit institution by the European
Central Bank (ECB) at Sonnemannstrasse 20, 60314
Frankfurt am Main, Germany, and the National
Bank of Belgium (NBB) at Boulevard de Berlaimont/
de Berlaimontlaan 14, 1000 Brussels, Belgium,
under the Single Supervisory Mechanism and by the
Belgian Financial Services and Markets Authority
(FSMA) at Rue du Congreés/Congresstraat 12-14, 1000
Brussels, Belgium for conduct of business rules, and
is a subsidiary of The Bank of New York Mellon.

The Bank of New York Mellon SA/NV operates in
Ireland through its Dublin branch at Riverside II,

Sir John Rogerson’s Quay Grand Canal Dock, Dublin
2, DO2KV60, Ireland and is registered with the
Companies Registration Office in Ireland No. 907126
& with VAT No. IE 9578054E. The Bank of New York
Mellon SA/NV, Dublin Branch is subject to limited
additional regulation by the Central Bank of Ireland
at New Wapping Street, North Wall Quay, Dublin 1,
DO1 F7X3, Ireland for conduct of business rules and
registered with the Companies Registration Office in
Ireland No. 907126 & with VAT No. IE 9578054E.

The Bank of New York Mellon SA/NV is trading in
Germany as The Bank of New York Mellon SA/NV,
Asset Servicing, Niederlassung Frankfurt am Main,
and has its registered office at MesseTurm, Fried-
rich-Ebert-Anlage 49, 60327 Frankfurt am Main,
Germany. It is subject to limited additional regula-
tion by the Federal Financial Supervisory Authority
(Bundesanstalt fiir Finanzdienstleistungsaufsicht,
Marie-Curie-Str. 24-28, 60439 Frankfurt, Germany)
under registration number 122721.

The Bank of New York Mellon SA/NV operates in the
Netherlands through its Amsterdam branch at Straw-
inskylaan 337, WTC Building, Amsterdam, 1077 XX,
the Netherlands. The Bank of New York Mellon SA/
NV, Amsterdam Branch is subject to limited additional
supervision by the Dutch Central Bank (‘De Neder-
landsche Bank’ or ‘DNB’) on integrity issues only
(registration number 34363596). DNB holds office at
Westeinde 1, 1017 ZN Amsterdam, the Netherlands.

The Bank of New York Mellon SA/NV operates in
Luxembourg through its Luxembourg branch at
2-4 rue Eugene Ruppert, Vertigo Building - Polaris,
L- 2453, Luxembourg. The Bank of New York Mellon
SA/NV, Luxembourg Branch is subject to limited
additional regulation by the Commission de Sur-
veillance du Secteur Financier at 283, route d’Arlon,
L-1150 Luxembourg for conduct of business rules,
and in its role as UCITS/AIF depositary and central
administration agent.

The Bank of New York Mellon SA/NV operates in
France through its Paris branch at 7 Rue Scribe,
Paris, Paris 75009, France. The Bank of New York
Mellon SA/NV, Paris Branch is subject to limitted
additional regulation by Secrétariat Général de I’Au-
torité de Controle Prudentiel at Premiére Direction
du Controle de Banques (DCB 1), Service 2, 61, Rue
Taitbout, 75436 Paris Cedex 09, France (registration
number (SIREN) Nr. 538 228 420 RCS Paris - CIB
13733).

The Bank of New York Mellon SA/NV operates in
Italy through its Milan branch at Via Mike Bongiorno
no. 13, Diamantino building, 5th floor, Milan, 20124,
Italy. The Bank of New York Mellon SA/NV, Milan
Branch is subject to limiteed additional regulation
by Banca d’Italia - Sede di Milano at Divisione Super-
visione Banche, Via Cordusio no. 5, 20123 Milano,
Italy (registration number 03351).

The Bank of New York Mellon SA/NV operates in
England through its London branch at 160 Queen
Victoria Street, London EC4V 4LA, UK, registered
in England and Wales with numbers FC029379 and
BRO14361. The Bank of New York Mellon SA/NV,
London branch is authorized by the ECB (address
above) and subject to limited regulation by the FCA
(address above) and the PRA (address above).

Regulatory information in relation to the above
BNY Mellon entities operating out of Europe can
be accessed at the following website: https:/www.
bnymellon.com/RID.

The Bank of New York Mellon, Singapore Branch, is
subject to regulation by the Monetary Authority of
Singapore. The Bank of New York Mellon, Hong Kong
Branch, is subject to regulation by the Hong Kong
Monetary Authority and the Securities & Futures
Commission of Hong Kong. The Bank of New York
Mellon, Australia Branch, is subject to regulation

by the Australian Prudential Regulation Authority
and is exempt from holding an Australian Financial
Services License. The Bank of New York Mellon

is regulated by the New York State Department of
Financial Services under the New York Banking Law
which is different from Australian law. The Bank of
New York Mellon has various other branches in the
Asia-Pacific Region which are subject to regulation
by the relevant local regulator in that jurisdiction.

The Bank of New York Mellon Securities Company
Japan Ltd, as intermediary for The Bank of New York
Mellon.

The Bank of New York Mellon, DIFC Branch, regulat-
ed by the Dubai Financial Services Authority (DFSA)
and located at DIFC, The Exchange Building 5 North,
Level 6, Room 601, P.O. Box 506723, Dubai, UAE, on
behalf of The Bank of New York Mellon, which is a
wholly-owned subsidiary of The Bank of New York
Mellon Corporation.

Past performance is not a guide to future perfor-
mance of any instrument, transaction or financial
structure and a loss of original capital may occur.
Calls and communications with BNY Mellon may be
recorded, for regulatory and other reasons.

Disclosures in relation to certain other BNY Mellon
group entities can be accessed at the following web-
site: http://disclaimer.bnymellon.com/eu.htm.

This material is intended for wholesale/professional
clients (or the equivalent only), is not intended for
use by retail clients and no other person should

act upon it. Persons who do not have professional
experience in matters relating to investments should
not rely on this material. BNY Mellon will only pro-
vide the relevant investment services to investment
professionals.

Not all products and services are offered in all
countries.

If distributed in the UK, this material is a financial
promotion. If distributed in the EU, this material is a
marketing communication.

This material, which may be considered advertis-
ing, is for general information purposes only and

is not intended to provide legal, tax, accounting,
investment, financial or other professional advice
on any matter. This material does not constitute a
recommendation or advice by BNY Mellon of any
kind. Use of our products and services is subject

to various regulations and regulatory oversight.
You should discuss this material with appropriate
advisors in the context of your circumstances before
acting in any manner on this material or agreeing to
use any of the referenced products or services and
make your own independent assessment (based on
such advice) as to whether the referenced products
or services are appropriate or suitable for you. This
material may not be comprehensive or up to date
and there is no undertaking as to the accuracy,
timeliness, completeness or fitness for a particular
purpose of information given. BNY Mellon will

not be responsible for updating any information
contained within this material and opinions and
information contained herein are subject to change
without notice. BNY Mellon assumes no direct or
consequential liability for any errors in or reliance
upon this material.

This material may not be distributed or used for
the purpose of providing any referenced products
or services or making any offers or solicitations in
any jurisdiction or in any circumstances in which
such products, services, offers or solicitations are
unlawful or not authorized, or where there would
be, by virtue of such distribution, new or additional
registration requirements.

Any references to dollars are to US dollars unless
specified otherwise.

This material may not be reproduced or disseminat-
ed in any form without the prior written permission
of BNY Mellon. Trademarks, logos and other intel-
lectual property marks belong to their respective
owners.

The Bank of New York Mellon, member of the Feder-
al Deposit Insurance Corporation (FDIC).

© 2019 The Bank of New York Mellon Corporation.
All rights reserved.





