
Blockchain Technology
Managers are looking to blockchain to digitize 
transactions and ease cumbersome processes 
associated with alternative investments
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Key Points
• Firms are exploring the use of blockchain 

mechanisms for middle- and back-office functions.

• A flourishing venture capital ecosystem seeking  
to invest billions has also emerged around  
the technology.
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Rise of digital asset investing 
The rise of digital asset investing has brought significant 
attention to the world of digital assets, mainly due to the 
massive price appreciation that has occurred for many 
digital asset tokens over the last decade. Importantly, 
Cerulli notes that many digital asset tokens are not simply 
cryptocurrencies, or tokens meant as a store of value and 
unit of exchange, but that the digital asset ecosystem 
includes many other applications of blockchain technology. 
The Digital Asset Classification Standard was launched by 
CoinDesk Indices in 2021. The system categorizes the digital 
asset ecosystem into six sectors, 23 industry groups, and 36 
industries. The framework allows a better understanding 
of the types of technological developments and investment 
opportunities that lie within the digital asset realm. While 
the majority of digital asset market cap exists within digital 
currencies and smart contract platforms, other sectors are 
emerging as innovative ideas and projects come to market.

Though cryptocurrencies have been able to provide 
impressive returns for investors over the past decade, the 
use of blockchain for investment purposes is not the only 
thing that traditional and alternative asset managers are 
looking into. Firms are exploring the use of blockchain 
mechanisms for middle- and back-office functions. While 
there is potential for blockchain technology to be used 
for the entirety of securities trading and other operations 
in traditional finance, an early use case is appearing and 
gaining traction for illiquid alternatives. Many elements of the 
illiquid alternatives investment process create pain points 
for investors, advisors, and funds, such as the subscription 
process, valuation reporting, and the lack of secondary 
market trading of these investments. 

Methods of Incorporating Cryptocurrency 
Exposure, 2022

Sources: Cerulli Associates, in partnership with Blue Vault Partners  
Analyst Note: Only advisors who currently use cryptocurrency 
exposures were asked this question.

I use cryptocurrency funds or ETFs (e.g., GBTC, 
ETHE, BITO, BTF) to provide exposure for my 
clients

64%

I account for my clients’ external 
cryptocurrency ownership in my strategy,  
but do not provide exposure on behalf of  
my clients

32%

I use hedge funds or other illiquid alternative 
structures to provide exposure for my clients

5%

I use a platform to purchase cryptocurrencies 
directly on behalf my clients (e.g. BITRIA, 
OnRamp Invest, Flourish Crypto)

0%

4
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Smart-contract digitization of 
transactions
The benefit of blockchain technology to enable smart-
contract digitization of transactions has the potential to bring 
efficiencies to highly cumbersome processes associated 
with illiquid alternative investments. Providers of blockchain 
technology for these purposes and early adopters of the 
technology believe that the industry will need to move in 
the direction of broader use, to enable further efficiencies 
among funds and intermediaries. One provider, RealBlocks, 
is aware that firms may not be able to entirely transition their 
processes in one swift movement, so they have enabled their 
technology to integrate with both on-chain and off-chain 
tasks as needed, referring to their offering as an open-
architecture solution. iCapital announced in early 2022 that it 
is leading a consortium of asset managers, wealth managers, 
and service providers that seek to use blockchain technology 
as a solution for alternative investments. This move by a key 
player in the alternative investment ecosystem gives hope 
to the success and adoption of the technology, though it still 
received considerable scrutiny by industry thought leaders.

Tokenization
In addition to efficiencies in the operational processes 
for these investment types, blockchain also can facilitate 
secondary market trading of illiquid alternatives through 
tokenization. A process which would typically involve several 
intermediaries including lawyers and approvals from fund 
managers can be overhauled and made nearly seamless 
through the execution of a smart contract to obtain 
necessary approvals and execution of the transaction on 
the distributed ledger. This undertaking can bring a form 
of liquidity to an otherwise illiquid market and would have 
benefits for fund managers and investors alike. Overall, the 
introduction of blockchain technology into the alternative 
investment ecosystem seeks to democratize access to 
alternative investments, making it more easily accessible for 
participants in alternative investment markets.

Most digital asset investing occurs through direct token 
ownership, in BTC and ETH, the native tokens of Bitcoin 
and Ethereum, in addition to trust-based vehicles and 
ETFs, which are now available for future-based exposure 
to certain cryptocurrencies. Only 22% of advisors report 
that they use cryptocurrency in client portfolios or at 
least discuss cryptocurrency exposures based on client 
request. A majority (64%) of advisors who account for or use 
cryptocurrency for their clients report using the trust-based 
products or ETFs as of 2022. 

Asset Managers: Perceived Demand for 
Cryptocurrency Exposure, 2022

Demand for cryptocurrency exposure

Expected Change in Demand

Sources: Cerulli Associates, in partnership with Blue Vault Partners  
Analyst Note: Only advisors who currently use cryptocurrency 
exposures were asked this question.

High demand Medium demand
Low demand No demand

6%

17%

56%

22%

Increase Stay the same Decrease

10%

45%

45%
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Investment opportunities are increasingly available in 
the form of private investments such as hedge funds and 
venture capital funds. Most of the top-10 venture capital 
(VC) funds are vintages that began fundraising in 2021 
or are still open in 2022. According to Pitchbook, VC deal 
activity spiked in 2021, with 1,206 deals totaling $23.8 billion 
in funding. This rose from a prior high in 2018, when there 
were 403 deals for a total funding level less than $5 billion. 
The rise in deal values can be partly attributed to a shift in 
deal stage, where a higher proportion of late-stage deals are 
occurring relative to early-stage deals in prior years. 

Cryptocurrency hedge funds use a variety of strategies 
to provide exposure to and generate investment returns 
from mostly liquid cryptocurrencies. From long-only to 
market-neutral quantitative strategies, several of the 
largest cryptocurrency hedge funds came to market in 
2021 from firms such as One River Asset Management and 
Skybridge Capital. Outside of making directional bets on 
cryptocurrencies using market events, technical factors, 
and assumptions on future cryptocurrency demand, firms 
can generate returns through methods such as yield 
farming, in which a holder of cryptocurrency can stake 
their cryptocurrency to generate returns. Staking involves 
lending cryptocurrency to a decentralized application such 
as a decentralized exchange, earning interest on their loans 
as a reward for providing liquidity and network security to 
proof-of-stake blockchain protocols. Historically, investors 
in cryptocurrency hedge funds have included high-net-
worth individuals and family offices, although other asset 
managers and funds of funds are becoming more prevalent. 

Number of Cryptocurrency/Blockchain Funds 
by Fund Type, June 2022

Source: PitchBook  |  Analyst Note: Includes all U.S.-based funds 
listed under the cryptocurrency/blockchain vertical. Data accessed on 
June 6, 2022.

Fund Type # of 
Funds

Debt 1

Real Estate Core 1

Infrastructure Core 1

Venture Capital - Later Stage 2

Co-Investment 3

PE Growth - Expansion 4

Fund of Funds 7

Buyout 10

Other 12

Hedge Fund 52

Venture Capital - Early Stage 85

Venture Capital - Any Stage 144
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new business development. Our analysts blend industry knowledge, original research, and data analysis 

to bring perspective to current market conditions and forecasts for future developments.

Cerulli’s research product line includes the Cerulli Report series,  
and the Cerulli Edge series.

Contact us to learn more:
info@cerulli.com | www.cerulli.com


