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INTRODUCTION

Cryptocurrencies are becoming more attractive and spreading to the masses every day for
many reasons. They provide an incentive structure and a mechanism for transferring value.
The fact that they are traded globally, scarce, portable, and instantly predictable are some
of the features that make them attractive. This proliferation is also growing institutionally,
and this report focuses on the increasing crypto adoption of institutional investors

compared to previous years, the reasons for this upward trend, and the challenges
awaiting institutions in this journey.
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ADOPTION OF

CRYPTOCURRENCIES

The crypto industry is gaining popularity day
by day with the developments in the market
and technology. Despite the volatility of the
market in 2021, the crypto industry as a
whole has been performing positively. There
is also an increase in the number of private
investment funds trying to capitalise on the
rising market returns of the crypto industry
every year. According to Kraken Intelligence,
the assets under management of private
crypto investment funds (AUM) increased
from $36.25 billion in January 2021 to $59.6
billion in October 2021,an increase of 64.4%.

Crypto Funds Assets Under Management (Millions)
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Kraken Intelligence noted that much of this
jump from AUM year to year was due to legacy
financial institutions and investors investing
directly in crypto funds. In 2021, NYDIG raised
$100 million from Liberty Mutual Insurance,
the third largest insurance provider in the
United States,
institutions. Fidelity Investments took a $20

and a number of other
million stake in Marathon Digital Holdings, the

leading U.S. institutional bitcoin miner.
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Source: Kraken Intelligence, Crypto Fund Research
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Large investments like these have been followed by an increase in the total nhumber of

cryptocurrency-focused funds, which rose from 804 to 851 in 2020. According to Kraken

Intelligence, much of this growth is in crypto-related hedge funds, rather than venture

capital.
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There is a significant amount of research that provides us some predictions about the
adoption of cryptocurrencies by institutional investors. Fidelity Digital Asset, a New York-
based financial services firm, conducted an extensive study on this topic, including a
survey amongst 1100 investors. Out of 1100respondents, there were 299 Asian,408
American and 393 European investors. 52% of the respondents stated that they have
already invested in digital assets.

This table illustrates the year-on- year

increase in the crypto money trend of ADOPTION OF DIGITAL
institutional investors for each region. ASSETS (BY REGION)
Asia showed the largest crypto adoption

activity at 71% in 2021, while the U.S.

Investors, stand out with the steadiest

o

increase since
2019.

Source: Fidelity Digital Asset - The Institutional Investor Digital Assets Study

According to Nickel Digital Asset Management research, 91% of institutional investors
think that the prevalence of crypto assets is increasing day by day.

In summary, the crypto industry is rapidly advancing towards institutional adoption. There are
many reasons that increase the crypto adoption of institutional investors. The pandemic, which
started in the last quarter 0of2019, has left fundamental impact on the crypto industry. According
to Fidelity Digital Asset, in the U.S., positive perception increased by five-percentage points
since 2020. Thepositive perception in Europe increased 14-percentage points from 2020. Asian
investors had the most favourable perception of digital assets, with63% of respondents saying
they held a positive view and 21% neutral view.
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INSTITUTIONAL INVESTMENT
CHANNELS

Not all institutional investors who participated in the Fidelity Digital Asset Study take the
same approach to investing in the crypto industry. For starters, U.S. investors surveyed
in the Report prefer investment products over outright purchases of digital assets. The
U.S. investors said they were 16% more likely to invest directly in digital assets in past
years, while that rate is 14% this year. However, the percentage of investors who say they
will focus on an investment production the future appears to have increased from 18% to
30% vyear-over-year. This trend is expected to continue as more public and private
investment products become available to U.S. investors.

YEAR-OVER-YEAR FUTURE PURCHASE In Europe, the situation is somewhat
INTENT OF DIGITAL ASSETS different. The share of investors

investing directly in digital assets
increased from 29% last year to
41% in 2021, while the share of
60% investors investing in investment

60%
- 58%
217 ‘ products increased from 14%
to 29%. In Asia, 52% of investors
surveyed said they purchased digital
assets directly, while 39%expressed
their allocation through an
investment product. According to
il .. the Fidelity report, U.S. and

, European investors' future
mU S Europe M As! . .
propensity to buy increased from
Source : Fidelity Digital Asset - The Institutional Investor Digital Assets Study 599, Iast year to71% thIS year.

In line with how the regional survey data trended, Asia was most interested in future investments
(80%), followed by Europe (75%) and the U.S.(60%). Europe continues to show considerable
gains here as well, with investment intent up 15-percentage points from last year's survey
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If we examine Fidelity's data on investor segments, we can see that institutional use is
increasing. 47% of family offices, 43% of financial advisors and all of the hedge funds
(HFs) and venture capital funds (VCs) surveyed in the U.S. are currently invested in digital
assets and 15% of high-net-worth investors invest in cryptocurrencies. The situation is
slightly different for institutional investors in Europe. According to Fidelity, in Europe,
86% of surveyed crypto HFs & VCs, 85% of HNWIs, and 71% of financial advisors are
currently invested in digital assets. There is a big difference among HNWIs compared to
the Americas, with 85% of European high net worth investors transacting in crypto. In
Europe, 90% of investors surveyed said they had a neutral to positive attitude towards
digital assets, an increase of 19percentage points since 2020. According to Fidelity,
adoption in Asia was led by segments similar to those in Europe. 100% of financial
advisors, 86% of HNWIs and 53% of crypto HF & VCs surveyed are currently investing in
digital assets.
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CHALLENGES FOR CRYPTO
INSTITUTIONALADOPTION

While there is a growing trend of institutional investors entering the crypto industry,there are
barriers that prevent investors from adopting cryptocurrencies. The most noteworthy challenges
are listed below:

1. Volatility

2. Infrastructure Problem

3. Regulatory / Compliance Risks

CRYPTOINDEXSERIES 6
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1. Volatility:

The biggest obstacle is volatility in the crypto industry.
Financial institutions are reluctant to adopt
cryptocurrencies due to the range of volatility. According to
Fidelity Digital Asset, 54% of investors see crypto market
volatility as a barrier to adoption.

2. Infrastructure Problem:

According to thePwC report, custody
and safekeeping of securities is seen as an area
of market infrastructure that needs to be
fundamentally improved for the adoption of
digitisation. In order to deliver an E2E service,
including data analysis, trading, storing of
crypto assets, portfolio analytics and risk
management activities, institutions require

expertise and guidance.

When operating cryptocurrencies with multiple counterparties, asset managers face the
problem of inefficient capital allocation. Between banks, exchanges, custodians, and OTC,
there is a lack of infrastructure and services needed to manage cryptocurrencies and fiat
currencies, leading to operational difficulties and undesirable risks. In traditional financial
markets, the efficiency of capital allocation relies on counter parties acting as
intermediaries to manage and administer your assets on your behalf. Prime brokerage
houses and central clearing counterparties are examples of these intermediaries. In the
crypto world, these institutions, as we know them today, will be largely automated by
software and other smart contract standards. The popular DeFi movement, which
advocates self-execution of financial smart contracts, is still far from meeting the needs
of institutional asset managers. Although some vertically integrated platforms are
emerging, through which institutions can access services such as trading, custody, and
lending, asset managers still face a significant software and service gap to manage digital
assets to the same regulatory standards as traditional asset classes.

At times, this expertise does not exist internally and given the time pressure, the
institutions look to work with trustworthy third-party service providers. According to PwC,
83% of investors indicate the need for market infrastructure improvement, and 17% claim
the necessity for enhancement of financial and collateral management.
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3. Regulatory / Compliance Risks:

In addition to these risks, compliance-related
risks should also be considered. The lack of
compliance and regulations in the crypto
industry makes it difficult for traditional
financial service providers to enter and operate
in new markets. Effective regulation, an open
attitude, and improved technological
knowledge among regulators will encourage

-l

the adoption of cryptocurrencies. If regulators adopt an open attitude toward

technological innovation and accept the advancing technological understanding of

cryptocurrencies, they will be able to effectively investigate and audit cryptocurrencies

- a situation discussed in a recent article from BIS. This will also support regulators'

efforts to skilfully assess and prevent oversight.
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INSTITUTIONAL CRYPTO
ACTIVITIES

Despite the challenges, crypto markets continue to gain more attention among

institutions. This section reports examples of institutions who have shown significant

adoption in the last 2-3 years.

v

BlackRock ($10Trillion AUM). The world's largest asset management firm filed an
application to launch a blockchain-related exchange-traded fund in January.
Organizations in the blockchain and crypto industries, such as cryptocurrency miners,
cryptocurrency exchanges, and companies that develop blockchain technology, will
be tracked by the iShares Blockchain and Tech ETF. It was reported in February that
BlackRock's integrated investment management platform, Aladdin, will offer crypto
trading to itsclients.

Charles Schwab ($7.5 Trillion AUM): Charles Schwab has filed an application to create an
index-tracking exchange-traded fund (ETF) that will provide exposure to companies
active in digital assets and commercial blockchain operations. According to their
regulatoryfiling, the Schwab Crypto Economy ETF aims to invest at least 80% of its
net assets in shares from the Schwab Crypto Economy Index.

Fidelity International & Fidelity Canada: In February, Fidelity International ($812 billion
AUM) launched FBTC, a physical Bitcoin exchange traded product. It is fully backed by
Bitcoin, which is held in custody by Fidelity Digital Assets, and traded on European
exchanges. The fund is open to professional investors from a variety of European
nations. Fidelity Canada ($145 billion in assets undermanagement) has launched
Fidelity Advantage Bitcoin, which invests directly in bitcoin while simultaneously
providing the security of Fidelity's in-housestorage.

State Street ($4.1Trillion AUM). State Street has teamed up with Copper, a crypto
infrastructure provider, to offer institutional-grade digital asset custody to its
customers. The firm will offer custody services for several of the most "active"
cryptocurrencies, including Bitcoin, Ethereum, Cardano, Solana, and Polka dot,
pending regulatory approval.

JP  Morgan Chase ($3.1 Trillion AUM). JP Morgan Chase has granted access
to cryptocurrency funds. Grayscale, Osprey, and NYDIG will now provide a variety of crypto
funds to the bank's private clients.
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v Goldman Sachs ($2.1Trillion AUM): According to the amended Form D filing, the Galaxy
Institutional Ethereum Fund launched in February 2021, with a minimum initial
investment of $250,000 for institutional investors. According to Bloomberg, Goldman
Sachs is considering launching Bitcoin and Ether over-the-counter bilateral options and
futures trading in March 2022.

v" BNY Mellon ($2.4Trillion AUM): BNY Mellon is launching a new firm dedicated to
providing its clients with an integrated solution for digital assets, which will encompass
both standard cryptocurrencies and stable coins. Once it launches, BNY customers will
be able to store Bitcoin and Ether in the company's crypto wallets powered by Fire
blocks technology.

v Invictus Capital: Cryptocurrency asset manager Invictus Capital saw a
massive increase in assets undermanagement in the first quarter of 2021, showing the
growing adoption of digital assets among institutional investors. On May 6, 2021,
Invictus announced that assets under management increased 50% to $112 million in
the quarter ended March 31. The Crypto20 index fund, a tokenised fund of the top 20
cryptocurrencies, grew 221 percent.

v Grayscale: Grayscale Investments, one of the world's largest digital currency
asset managers in terms of assets under management (AUM), has announced the
establishment of a smart contract fund comprised of Ethereum competitors. The fund
called GSCPxE (Smart Contract Platform Ex-Ethereum Fund) holds seven different
smart contract coins and its 18th investment product to date. GSCPxE fund holds
Cardano, Solana, Avalanche, Polkadot, Polygon, Algorand, Stellar.

v Osprey: The Osprey fund, which is structured similarly to GBTC, has roughly $80 million
in assets under management (AUM) and can be accessed directly by accredited
investors or indirectly through OTC trading platforms by regular investors. Osprey
Funds Launches First-Ever Polygon Fundin US. "We're excited to offer investors a new
way to tap into the growing Ethereum market via the Osprey Polygon Trust” said Greg
King, C E O of Osprey Funds. The Osprey Polygon Trust is now accepting subscriptions
from accredited investors with a $10,000 minimum investment. The sponsor plans
to list the fund on the OTCQX exchange as soon as possible and has committed to
eliminate the management charge for all investors until January 2023.

v" NYDIG: NYDIG, a leading bitcoin company, announced a $1 billion growth equity fund
on December 14, 2021, that will value the company at more than $7 billion. The funds
will be used to further expand NYDIG's enterprise-grade Bitcoin platform, which
includes Bitcoin and Lightning payments, asset tokenisation, and smart contracts, as
well as recent updates to the Bitcoin protocol.
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SUMMARY

Despite the volatility, infrastructure and regulatory challenges, the adoption of
cryptocurrencies by institutions will accelerate in correlation with technological
infrastructure and products that make it easier for investors to participate in the crypto
industry.

It is evident that institutions require a spectrum of services encompassing data collection &
storage, benchmark (index) creation, fund issuance, effective access to trading venues, digital
asset storage, portfolio analytics and risk management tools among others.

At CryptoIndexSeries, we provide institutional-grade, Al-driven Data, Trading & Portfolio
AnalyticsAPI & tools to POWER institutions’ in-house solutions and to help them SAVE cost,
ECONOMISE on the resources & FOCUS on their strategic activities. We also partner with
Prime Brokers, exchanges, and other relevant service providers to enable an end-to- end
service to institutions looking to invest in crypto assets

CRYPTOINDEXSERIES 11
Copyright © 2022 CryptoIndexSeries. Allrightsreserved.



o
‘.~
e
e
\’ o

CrupfolndexSeries

L0 \
\\..0.“\‘
s‘..l’

REFERENCES

1.  The Institutional Investor Digital Study, Jack Neureuter, Fidelity Instutitonal, 2021.

2. Kraken Intelligence Archives - Kraken Blog , Accessed in 2021._

3. Institutional Crypto Adoption in 2022, Wheatstones, Coinmonks, Mar, 2022.

4.  Nickel Digital, Accessed in 2022.

5.  Grayscale Investments Launches Smart-Contract Focused Diversified Fund, Jamie Redman,
Bitcoin.com, 2022.

6. Osprey Fund’s Bitcoin Trust Is Now Available to Retail Investors via OTC, Nate DiCamillo,
Coindesk , 2022

7.  Osprey Funds Launches First-Ever Polygon Fund in US | Business Wire , Osprey Funds,
Businesswire ,2021

8. NYDIG Announces $1 Billion Funding Round (prnewswire.com) , Conor Shea, Cision PR
Newswire, 2021

9.  Net Income, AuM Rises At BNY Mellon (wealthbriefing.com) , Wealth Briefing,2022

10. Fourth-Quarter 2021 Results, JP Morgan Chase & Co, 2021

11. Goldman Sachs To Offer Ethereum Fund by Galaxy Digital to Clients, Varuni Trivedi, Yahoo
Finance , 2022

12. State Street Global Advisors AUM hits $4.1 Trillion in Q4; CEO confirms planned retirement,
Funds Europe , 2021

13. Fidelity International Launches Bitcoin ETP on Deutsche Boerse, Turner Wright, Coin
Telegraph, 2022

14. $7.5 Trillion AUM Company Charles Schwab Files for Crypto Economy ETF, Aaryamann
Shrivastava, yahoo! , 2022

15. BlackRock Assets Hit Record $10 Trillion, Powered by ETFs, 2022, By Silla Brush and Alex
Wittenberg, Bloomberg ,2022

16. BIS Working Papers No 905, Stablecoins: Risks, Potential and Regulation, Douglas Arner,
Raphael Auer and Jon Frost, 2020

17. 3rd Annual Global Crypto Hedge Fund Report 2021, PWC , 2021

18. BlackRock Wins Potential $150 Billion AUM Mandate From AIG, SWFI, 2022

CRYPTOINDEXSERIES 12

Copyright © 2022 CryptoIndexSeries. Allrightsreserved.


https://clearingcustody.fidelity.com/app/literature/item/9904207.html
https://clearingcustody.fidelity.com/app/home
https://blog.kraken.com/kraken-intelligence/
https://medium.com/coinmonks/institutional-crypto-adoption-in-2022-bf6b3d1ee842
https://nickel.digital/
https://news.bitcoin.com/grayscale-investments-launches-smart-contract-focused-diversified-fund/
https://www.coindesk.com/business/2021/02/16/osprey-funds-bitcoin-trust-is-now-available-to-retail-investors-via-otc/#:~:text=Structured%20similarly%20to%20GBTC%2C%20the,investors%20via%20OTC%20trading%20desks.
https://www.coindesk.com/
https://www.coindesk.com/
https://www.businesswire.com/news/home/20210921005388/en/Osprey-Funds-Launches-First-Ever-Polygon-Fund-in-US
https://www.businesswire.com/news/home/20210921005388/en/Osprey-Funds-Launches-First-Ever-Polygon-Fund-in-US
https://www.businesswire.com/portal/site/home/
https://www.prnewswire.com/news-releases/nydig-announces-1-billion-funding-round-301444063.html
https://www.wealthbriefing.com/html/article.php?id=193482#.YlU8N8hBy3A
https://www.jpmorganchase.com/content/dam/jpmc/jpmorgan-chase-and-co/investor-relations/documents/quarterly-earnings/2021/4th-quarter/ae462261-4964-48c6-b947-4b69963d1143.pdf
https://finance.yahoo.com/news/goldman-sachs-offer-ethereum-fund-174145004.html
https://www.funds-europe.com/news/state-street-global-advisors-aum-hits-41-trillion-in-q4-ceo-confirms-planned-retirement#:~:text=News-,State%20Street%20Global%20Advisors%20AUM%20hits%20%244.1,Q4%3B%20CEO%20confirms%20planned%20retirement&text=State%20Street%20investment%20service%20assets,the%20fourth%20quarter%20of%202020.
https://cointelegraph.com/news/fidelity-international-launches-bitcoin-etp-on-deutsche-boerse
https://news.yahoo.com/7-5-trillion-aum-company-153337449.html
https://www.bloomberg.com/news/articles/2022-01-14/blackrock-s-assets-pass-10-trillion-for-the-first-time
https://www.bloomberg.com/middleeast
https://www.bis.org/publ/work905.pdf
https://www.pwc.com/gx/en/financial-services/pdf/3rd-annual-pwc-elwood-aima-crypto-hedge-fund-report-(may-2021).pdf
https://www.pwc.com/
https://www.swfinstitute.org/news/91945/blackrock-wins-potential-150-billion-aum-mandate-from-aig
https://www.swfinstitute.org/

i
"'.'. CrupfolndexSeries
..

Wv.e \

L0 \

Tl

WANT TO TEST OURSERVICES?

We provide enterprise-grade market data including trades, order books, candlesticks, and more
for all leading spot exchanges as well as access to trading venues and portfolio analytics
services forinstitutions.

For more information on any of CryptoIndexSeries products, please feel free to contact us on
any of the following channels:

Web: https://cryptoindexseries.com/en/contact/

LinkedIn: Crypto Index Series

Twitter: CryptolndexSeries

General Inquiries: contact@cryptoindexseries.com

This report was written by Semih Yesilli, Dr Gokge Phillips and Ebru Kapusiz with help from
the CryptoIndexSeries team. This content is the property of CryptoIndexSeries, its affiliates
and licensors. Any use, reproduction or distribution is permitted only if ownership and source
are expressly attributed to CryptolndexSeries. For any questions, please email
semih.yesilli@cryptoindexseries.com.
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DISCLAIMER

No Investment Advice

The information provided on any CryptolndexSeries products does not constitute or cannot
replace any investment advice, financial advice, trading advice, or any other sort of advice and
you should not treat any of the website's content as such. CryptolndexSeries does not
recommend that any cryptocurrency should be bought, sold, or held by you. Do conduct your
own due diligence and consult your financial advisor before making any investment decisions.

Accuracy of Information

CryptoIndexSeries will strive to ensure accuracy of information listed on this website although it
will not hold any responsibility for any missing or wrong information. CryptolndexSeries provides
all information as is. You understand that you are using any and all information available here at

your own risk.

Non-Endorsement

The appearance of third-party advertisements and hyperlinks on CryptoIndexSeries does not
constitute an endorsement, guarantee, warranty, or recommendation by CryptoIndexSeries. Do
conduct your own due diligence before deciding to use any third-party services.
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