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“Precious metals and collectibles have an unforgeable scarcity
due to the costliness of their creation. This once provided money
the v alue of which was largely independent of any trusted
third p arty. […] Thus, it would be very nice if there were a protocol
whereby u
 nforgeable costly bits could be created online with
minimal dependence on trusted third parties, and then securely
stored, transferred, and assayed with similar minimal trust.
Bit gold.”  
Nick Szabo
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PREFACE
Dear Reader,
Over the past 24 months, Bitcoin and some of the actively managed crypto strategies have
been among the best performing investments. This report is aimed at investors, large or
small, who are interested in this space and would like to learn more about the relevant risks
and opportunities in this rapidly expanding new market.
The digitalization of finance and the power of “tokenization” are leading to industry-wide
changes and disruptions. Going forward, digital assets can be expected to evolve from being
just a new asset class to representing a new and powerful way of investing altogether.
Up until the end of 2020, the mainstream press, market analysts and most investment
“experts” were still highly skeptical, if not dismissive. For example, at the end of 2019, the
Financial Times confidently proclaimed: “The promise of bitcoin has proved to be elusive.”
However, their tone has changed since. Now, as 2021 ends and as we trudge deeper into the
muck of “Pandemiculitis”, digital assets and distributed ledger technology (DLT) have taken
a huge step forward.
When I first started seriously looking into blockchain technology and its possible applications back in 2017, the industry was in a state of ICO frenzy, and I was highly skeptical as
well. Most of the business models I reviewed back then, including some of the “hottest ICO
stories”, didn’t even look good on paper, let alone in reality. The level of hype and speculation
very much reminded me of the Dotcom bubble.
Nevertheless, I still recognized the incredible opportunities of DLT. It has the potential to
radically transform all kinds of industries, and not just finance. Therefore, in December
of 2018, with a few friends and business partners, I founded a technology startup called
“aXedras”. Today, only three years later, the company, with its core product called Bullion
Integrity Ledger™, is a leading contender to become the number one DLT-based supply
chain management tool for the global precious metals industry.
As a result, I have had the privilege of being right in the middle of the action here in Switzerland, witnessing first-hand the growing momentum, the unbelievable potential, as well
as the positive support and constructive regulatory decisions of the Swiss government, all
of which have made the Swiss Crypto Valley a global hotspot for fintech and blockchain
innovation.
I am convinced that this “genie is out of the bottle” and that investors need to pay attention.
How you invest, how you structure your portfolio, and how you protect and preserve your
wealth will be impacted by it.
Therefore, I hope this report will be helpful in that context. Ideally, it should serve you as a
starting point. I truly look forward to your feedback, your questions, to the conversations
this report will hopefully inspire, and to continue sharing with you the journey of investing,
which never ceases to surprise and amaze me.
Sincerely,
Frank R. Suess 					
Founding Partner and Executive Chairman

BFI Special Report, December 2021 | 5

TABLE OF CONTENTS

INTRODUCTION – RISE OF A NEW DIGITAL INVESTMENT UNIVERSE
THE GENIE IS OUT OF THE BOTTLE
DIGITAL ASSETS – MORE THAN JUST CRYPTOCURRENCIES

BIG PICTURE CONTEXT
ON THE BRINK OF A NEW ERA – ARE YOU PREPARED?
DISRUPTED SUPPLY SIDE OF THE ECONOMY
THE EUROPEAN GAMBLE ON ENERGY SUPPLY
THE DILEMMA OF CENTRAL BANKERS: INFLATION OR RECESSION!?

THE GROWING IMPORTANCE OF ALTERNATIVES – AND DIGITAL ASSETS
ALTERNATIVE INVESTMENTS GOING MAINSTREAM
GROWING TRACTION OF ALTERNATIVES AND PRIVATE MARKETS
RISKS AND CONSTRAINTS OF ALTERNATIVE INVESTMENTS
BFI’S EVOLVING JOURNEY INTO ALTERNATIVES

CRYPTO – A RAPIDLY GROWING ECOSYSTEM
CRYPTOCURRENCIES
STABLECOINS GAINING TRACTION – AND REGULATORY SCRUTINY
BLOCKCHAIN – MUCH MORE THAN BITCOIN…

DECENTRALIZED FINANCE
WHAT IS DECENTRALIZED FINANCE?
DIFFERENCES TO TRADITIONAL FINANCE
DEFI – FROM TECH NICHE TO GLOBAL INVESTMENT STANDARD?
FUTURE OUTLOOK
SWITZERLAND AT THE FOREFRONT

INVESTING IN DIGITAL ASSETS

6
6
6
7
7
7
8
8
10
10
11
12
12
14
14
15
18
19
19
19
20
22
23

REASONS TO INVEST
CURRENT RISKS AND CONSTRAINTS
HOW TO INVEST
THOUGHTFUL ACTIVE MANAGEMENT – THE BFI APPROACH
GETTING STARTED

24
24
24
24
26
27

CONCLUSION

29

BIBLIOGRAPHY

30

LEGAL DISCLAIMER

31

IMPRINT

31

6 | BFI Special Report, December 2021

INTRODUCTION – RISE OF A NEW DIGITAL
INVESTMENT UNIVERSE
“For speculative investment opportunities to rise to the level of an investable asset class that
can play a role in diversified investment portfolios requires transformational progress on
both the supply and demand sides. With cryptocurrency, we think that threshold is being
reached. A firming regulatory framework, deepening liquidity, availability of products and
growing investor interest – especially among institutional investors – have coalesced.”
Morgan Stanley

This report is geared to investors who are new to
crypto and want to better understand the world of
digital assets. It is written to be easily understood and
accessible. However, even more sophisticated crypto
aficionados may enjoy the structured overview and
practical guidance.
Cryptocurrencies, and digital assets in general, are moving
into the mainstream and are being adopted by a growing
range and number of investors. The sector is expanding
and maturing rapidly. It is time to pay attention. As both
private and institutional investors enter the space, digital
assets are transitioning from being widely dismissed as a
fleeting fad (or worse) to being adopted as a viable and
potent new way of investing.
As seen many times before with other technologies, innovation often follows an S-curve. Adoption rates begin to
pick up gradually and then suddenly accelerate and erupt.
In our view, the new technologies and ecosystems related
to digital assets are just about to take off.

THE GENIE IS OUT OF THE BOTTLE
In our view, digital assets, as well as the related technologies and services, are here to stay. Partly accelerated by
the pandemic, the digitalization of finance has gone past the
tipping point in 2021. Even for the most aloof of big bank
managers, client demand and the size of the market have
become too large to simply brush aside. Bitcoin, Ether, and
all their siblings, from stablecoins, to altcoins, and non-fungible tokens, have taken hold of the Zeitgeist.
Leading investors and hedge-fund giants, such as Paul
Tudor Jones or Ray Dalio, have confirmed their positive
outlook for Bitcoin, and blockchain in general. Meanwhile,
more and more institutional investors are entering the
market and accepting digital assets as a new and indispensable asset class, increasing their allocations at a growing pace.

to be expected. However, the genie is out of the bottle, and
neither central bankers nor big banks fearing extinction will
be able to put it back in.

DIGITAL ASSETS, MORE THAN JUST
CRYPTOCURRENCIES
Digital asset investing is about much more than just cryptocurrencies. Currently, that is where the focus and the buzz
is. However, we are witnessing a much deeper and wider
transition away from the old world of finance, banking and
investing.
We are convinced that digital asset investing will establish
itself as the standard form of holding and trading all kinds
of assets in the long-term. Thanks to the power of “tokenization”, new types of investments are emerging. In essence,
any asset, including but not limited to currencies, can be
tokenized. In other words, stocks, bonds, alternatives, etc.,
can all be represented by a digital “twin” (a token).
However, just as Rome was not built in a day, neither will
this new finance and investment universe be. The systems
and structures of the "old world” will not be dismantled
quickly, but over time they will become extinct, as they
merge with or are taken over by a new technological infrastructure that is better, faster, and safer.

FIGURE 1: THE S-CURVE
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BIG PICTURE CONTEXT
“Bitcoin has no physical form – it technically exists online as a complete digital asset.
If you do see it, it is in the form of lines of code in an alphanumeric string.
But the bottom line is, it is a store of value void of manipulation by government.” 
Olawale Daniel

Before delving into the depths and details of crypto, it is
important to keep in mind the current economic circumstances. You need to understand the state of the global
economy to fully appreciate the case for alternative investments in general, and more specifically the case for investing in digital assets.

ON THE BRINK OF A NEW ERA – ARE YOU PREPARED?
As we move towards the end of 2021, one topic still dominates a good portion of the news: the COVID-19 pandemic,
and all the fears, the hopes, and the disappointments, the
push for vaccinations, the boosters, and of course, the
scope and scale of government measures around the globe.
In the fall of 2020, in our Special Report, titled “On the Brink
of a New Era – Are You Prepared?”, we wrote the following:

“Although the media and political attention is focused
on the pandemic, the biggest problem and threat is not
really found there. It lies in the mountains of public
and private debt. Savers and investors of all kinds
should consider the growing probability and impact of
inflation, higher yields, and financial repression.
COVID-19 is not the cause of the problems we face today. But it did accelerate and augment the issues that
already existed within a very impressively short time.”

than growing. The only thing that kept investors’ spirits up throughout this ordeal was the stellar performance of stock markets. Now, they too are starting to
look shaky.
The pandemic – in combination with extreme government
measures – has disrupted international supply chains
across many sectors. The container shipping industry, for
instance, has become chaotic. It takes weeks before ships
are unloaded. In countless other industries too, normal operations are disrupted due to severe labor shortages: from
car manufacturing and computer chips to energy production and the hospitality sector. All this has serious consequences at a time when retailers are holding as little
inventory as possible, and many shops are struggling to
avoid empty shelves. These supply-side shortages are part
of what's driving inflation higher and slowing down economic growth.
Figure 2 shows personnel shortages in the US, as well as
the shortages in container shipping. The HARPEX Index
tracks international container shipping rates.

Today, a bit over a year later, inflation and interest rates are
indeed on the rise and all the risks we discussed in our last
Special Report are starting to be seen by all.

DISRUPTED SUPPLY SIDE OF THE ECONOMY
Over the past two years, the global economy has changed
dramatically. The pandemic-induced government measures – from lockdowns to relief packages – led to one of
the deepest and shortest recessions ever, followed by one
of the quickest and most powerful recoveries. Financial
markets quickly returned to a bullish mode after a stark
correction in March of 2020. The primary cause of course
was an unprecedented amount of injected monetary and
fiscal liquidity.

As we know by now, the supply side has not been able
to keep up with the demand created by that liquidity. At
this point, as reflected in an (official) inflation rate of
over 6% in America, powerful inflationary forces have
taken the upper hand over their deflationary counterparts. However, the global economy is stalling rather

FIGURE 2: PERCENTAGE (% ON THE RIGHT) OF US FIRMS WITH ONE
OR MORE HARD-TO-FILL JOBS VS. HARPEX CONTAINER FREIGHT
SHIPPING INDEX (INDEX ON THE LEFT)
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THE EUROPEAN GAMBLE ON ENERGY SUPPLY
Another supply-side risk factor, which is not widely discussed and generally underestimated in our view, is the
threat of energy disruptions, particularly in Europe. A growing number of experts are warning of a serious risk of
blackouts that could occur already this coming winter.
Without going into greater detail here, it is important to note
how the radical changes in energy policy and infrastructure
investment we’ve seen in recent years have increased the
probability of severe, and potentially extended power outages.
A good example is Germany, where overly ambitious “green
energy” goals and the premature move to shut down nuclear plants have pushed the nation’s economy dangerously
close to disaster. The story was hardly covered by mainstream media, but on August 14th, several plants in Germany were cut off from electricity, without warning, to avoid a
widespread blackout. And that was in the middle of summer! So far, with the media’s focus continually fixed on
COVID, most citizens are completely unaware of these imminent threats. Yet it is a risk factor to be taken seriously; it
is certainly on our radar.

THE DILEMMA OF CENTRAL BANKERS: INFLATION OR
RECESSION!?
One might assume that, in sync with the supply side disruptions, the demand side would have also taken a hit, with a
negative impact on consumer spending to offset the restrictions on the supply side. However, the extremely loose
monetary and fiscal policies during the pandemic created
the exact opposite dynamic and led to serious imbalances.
Up until the pandemic, the liquidity stemming from the
monetary financing of public deficits largely stayed with the
banks and financial markets. However, the fiscal relief and
support measures that were adopted over the last two
years delivered that fresh liquidity directly to consumers
and companies. It now appears that governments have
generally overcompensated people whose income had declined during the lockdowns to the extent that they have
accumulated considerable savings. In the US, incomes rose
despite widespread unemployment and higher savings levels can be found in households across most advanced
economies.
With the positive wealth effect and the demand side
strengthened, some argue that, despite the supply-side disruptions and inflationary drivers, boosted consumption (resulting from the excess savings being released into the
economy) will spur investment and get us back on track to
economic growth. They consider the supply-side issues a
temporary disturbance.

FIGURE 3: US DEBT & DEFICITS AT RECORD HIGHS
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“Although economists’ understanding of financial crises has considerably deepened in recent
years, periods of huge financial sector growth and development (often accompanied by
steeply rising private indebtedness) will probably always generate waves of financial crises.”



However, a growing number of experts and financial institutions – us included – have their doubts. Here’s the danger: Changes in monetary policy generally have an impact
on inflation with a delay of four to eight quarters. Therefore, if the disruptions and imbalances discussed above do
not dissipate of their own accord, and central banks do not
act in time, there is a considerable risk that inflation – and
wages – will rise too much and too fast to be contained by
later interventions. In this case, a recession could be required to rein in inflation, while debts are soaring at the
same time.
While the demand side has indeed been boosted by excess
liquidity, the negative impact of too much “cheap money” is
now becoming apparent. The undoing of Evergrande, the
heavily indebted Chinese property developer, is an excellent
example. It’s been described as the Chinese version of Lehmann Brothers, and it could prove to be just the tip of the
iceberg. China is stepping on the monetary breaks heavily,
trying to avoid a banking and financial market meltdown
that could risk the destruction of its economy.

Kenneth S. Rogoff
du jour” for politicians. It’s not instantly felt, it can be sold to
the public much more easily than “tightening the belt”, and
it can always be blamed on others – speculators, the pandemic, the Chinese… So, why rock the boat? So far, financing the debt has been no problem. As reflected in Figure 4,
debt is easy to carry at near-zero rates and interest payments have remained low despite the much higher government deficits and debt.
However, when inflation and interest rates do move up,
which we are starting to see now, financing that debt can
rapidly become a real challenge.
In conclusion, threading the inflation needle has become
very challenging for most major central banks. If they hit
the monetary brakes too soon, a deep crisis could ensue,
partly due to the towering debts, and policymakers know
there’s little they could do to counter it. If they tighten monetary policy too late, the danger of runaway inflation is severe. Further developments on the pandemic front are
crucial in this regard, but the outlook there is fraught with
uncertainty.

Meanwhile, in the U.S., as portrayed in Figure 3, after debt
and deficits skyrocketed over the last two years, some attempts to rein in spending are now being made. Of course,
fiscal tightening also bears the risk of causing household
income and consumer spending to fall and economic
growth to cool off.
The big question being mulled over by governments and
central banks at this point is whether it is possible to stick
to their current wait-and-see approach and to avoid economically risky and politically unpopular tightening policies
without inflation getting out of control. Unfortunately, we
see this as nothing more than wishful thinking.

The world economy, by now, is fundamentally unhealthy, completely overindebted, and totally addicted
to regular “liquidity boosters”. In view of the fundamental economic realities and problems, we don’t expect tightening and fiscal discipline to persist for long.
On the contrary, we expect governments and central
banks to be forced back into “money-printing” mode
and to return to fiscal profligacy.
Of course, from a political perspective, this policy dilemma
of “inflate or die” has an easy answer. Inflation is the “choix

FIGURE 4: NET GOVERNMENT INTEREST PAYMENTS IN % OF GDP
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THE GROWING IMPORTANCE OF
ALTERNATIVES – AND DIGITAL ASSETS
“The inflated imitations of gold and silver, which after the rapture
are thrown into the fire, all is exhausted and dissipated by the debt.
All scrips and bonds are wiped out. At the fourth pillar dedicated
to Saturn, split by earthquake and flood: vexing everyone, an urn
of gold is found and then restored.”
Nostradamus

Given the fact that we are in the middle of a long-term
transition, looking ahead to a future of rising inflation
and interest rates, the question on investors’ minds is
how to invest in that kind of context?

ALTERNATIVE INVESTMENTS GOING MAINSTREAM

To most investors, this situation is new. For over forty
years, the financial markets have become accustomed
to an environment of falling interest rates. How does
the approach to investing change when the tide turns?
Are traditional asset allocations and investment strategies going to work in the future? What adjustments
need to be made?

One of the first things investors will need to reconsider is the traditional mix of assets in their portfolios.
Some listed stocks and bonds, a few mutual funds,
and a bit of cash – this basic “recipe” might have
worked for decades, but we don’t think it will continue
to do so for much longer. In the coming months and
years, we expect allocations toward alternatives to
become increasingly important.

Our own view is clear: Investing successfully will require an open mind, flexibility, and adaptability. Not
only are we faced with a paradigm shift regarding the
trend of fundamental economic indicators, but we are
also seeing rapid changes in technological innovation
and digitalization.
Both from the perspective of investment analysis,
strategy, and allocation, as well as from the point of
view of future operational tools, setup, and execution,
we all need to understand the absolute necessity to
learn “new tricks” and adjust to a new reality. Because
this kind of changing environment not only presents
new and heightened risks, but also great opportuniFIGURE 5: FOUR DECADES OF DECLINING INTEREST RATES:
10-YEAR GOVERNMENT BONDS SINCE 1978
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ties for those prepared to learn, stay flexible, and adjust.

Alternatives are best described as financial assets
that do not fall into traditional investment categories
such as stocks, bonds, or cash investments. Typical
alternative investments are commodities, real estate,
hedge funds, or private equity and debt. Beyond that,
there is also art, wine, classic cars, and antiques, as
well as next-generation alternative investments such
as e-betting and gaming.
These all fall under the umbrella of alternatives. And
now, digital assets have been added to the list. They
are in fact considered an increasingly important part
of alternative investing.
Fueled by investors’ increasing demand for better
performance, uncorrelated returns, lowered illiquidity premiums and greater access to diversification, allocations toward alternative asset classes are
attracting a lot of interest. More and more investors
are noticing the returns reported in alternatives and
private markets and are actively looking for ways to
participate.

The benefits of investing in alternative investment
classes, namely enhanced performance, hedging
against inflation, improved asset class diversification,
yield enhancement, as well as participating more fully
in areas of technological innovation, need to be
weighed against some of the risks and constraints of
this space. This is particularly important when it
comes to risks regarding liquidity, ready access,
cost-efficiency, and transparency. These limitations,
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FIGURE 6: THE RELATIVE ALLOCATION TOWARD “ALTERNATIVES” IS INCREASING
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of course, differ vastly from one alternative asset
class to another.
GROWING TRACTION OF ALTERNATIVES AND PRIVATE
MARKETS

In recent years, participation in alternative investments has grown exponentially. According to a Preqin
study published in their Investor Outlook (H1 2020),
52% of institutional investors have allocated to 2 or
more alternative asset classes.
Of particular interest is the investor appetite for private markets. This sector has seen a huge compound
annual growth rate with significant capital allocation,
despite the typically higher fees coupled with illiquidity. Investors looking for above average performance
and access to illiquidity premiums have flocked to the
sector. The secular bottom in interest rates across the
world and potential distortions in public markets have
led investors to consider private markets as a viable
alternative.

According to the McKinsey Global Private Markets Review 2021, institutional investors have been steadily
increasing their private market portfolio allocation
since 2008. Beyond growing institutional investor allocations to private equity, new sources of capital are
helping to fuel growth.
In 2018, traditional assets accounted for approx. USD
102 trillion. Between 2005 and 2011, the AUM of alternative assets grew by 14.2% compared to just 1.9% for
traditional assets. According to the Chartered Alternative Investment Analyst (CAIA) Association, in the fifteen years between 2003 and 2018, the size of the
global investment market doubled, while alternative

investments almost tripled to USD 13.4 trillion. This
means that around 12% of all worldwide investments
were allocated to alternatives in 2018. The CAIA Association expects this allocation to rise to 18 – 24% of the
global asset market by 2023.
A good example is the global private equity market. As
shown in Figure 7 the growth of the net asset value in
this market has been outpacing the growth of public
market capitalization since 2007. IPOs are less and
less attractive and new ways of raising capital are being sought as private markets become more and more
mainstream. Today, many of the so-called “unicorns”
stay private, as public listings are losing their appeal,
with growth and innovation increasingly happening
elsewhere.

FIGURE 7: GROWTH RATE OF GLOBAL PE NET ASSET VALUE VS.
PUBLIC MARKET CAPITALIZATION, 2000–1H 2020, (2000 = 100)
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RISKS AND CONSTRAINTS OF ALTERNATIVE
INVESTMENTS

While the allocation toward alternatives will be critical
in the coming credit cycle, it does come with a host of
different risks and constraints.
Alternative asset classes such as hedge funds, private
equity, venture capital and private debt, as well as real
assets such as real estate, infrastructure, and natural
resources, are frequently subject to (1) lower liquidity,
(2) high minimum investment thresholds, (3) less
transparency, (4) high fee structures, and (5) highly
flexible investment parameters – in other words, reduced checks and balances.

These limitations act as barriers for investors of all
sorts who are interested in accessing alternatives in a
diversified and prudent manner. Therefore, alternative
investments are often ignored, or they are frequently
pooled in collective investment vehicles (e.g., funds or
special purpose vehicles) to mitigate the aforementioned risks and constraints. Interestingly, the world of
digital assets – and more specifically, the possibility of
tokenizing alternatives – has already started to mitigate some of these issues.
BFI’S EVOLVING JOURNEY INTO ALTERNATIVES

At BFI, most of our client portfolios are still invested
primarily in traditional investments, with the majority
in listed equity. However, early on we recognized the
importance of looking beyond conventional asset
classes and have continuously added alternatives to
the investment universe we include in our clients’
portfolios over the past years.
Therefore, allocations toward alternatives are nothing
new for us. Since the early 2000s, we started allocating a portion of our clients’ assets into precious metals, particularly physically allocated gold and silver.
While physical trading and storage clearly comes with
a somewhat higher cost of carry (storage fees and insurance), it is in our view the only path toward fully
benefitting from the crisis-hedge characteristics, in
addition to the inflation protection that gold provides.

In 2007, we founded our group’s own precious metals
business (BFI Bullion Inc.), offering both professional
trading and high-security storage. This came in response to a strong demand from several of our larger
clients for a non-banking solution to safekeeping precious metals in Switzerland. It soon became clear that
this solution was needed by many more investors,
both institutional and individual, and the company
quickly began to thrive.
Then, about 10 years ago, we also started adding real
estate and hedge funds to the mix. Direct real estate
holdings were limited to very few of our biggest clients. For the most part, real estate was accessed via
funds and REITs. Our hedge fund exposure has mostly
grown with the purpose of replacing our exposure to
bonds, which has been systematically and increasingly reduced over the past few years. These first-class,
highly sought-after hedge funds are pooled in two different proprietary funds to allow for a properly diversified and managed exposure. The purpose of these
strategies is to secure moderate, low volatility returns,
and to afford a buffer for market corrections.
In 2020, we started investing in cryptocurrencies.
Again, we primarily employed a small number of funds
for this purpose. Now, however, we have taken our capabilities in this sector a step further and have put together a team to bundle internal and external expertise.
As a result, in the beginning of October 2021, we
launched our first proprietary digital asset fund. The
purpose of this strategy is to afford access to the most
liquid and successful international funds, including
some of the top funds in Switzerland, in a risk-adjusted manner, and with allocations as low as CHF 10’000,
since the “share of wallet” for most of our clients in
this asset class is still very low. We intend to add more
products and services as the world of digital asset investing progresses.
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“I think anybody who is interested in keeping their money safe from
the criminal banking system would want gold, silver, and Bitcoin.”



Max Keiser

FIGURE 8: BFI’S EVOLVING ALTERNATIVES OFFERING (STATUS AS OF DECEMBER 2021)
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CRYPTO – A RAPIDLY GROWING ECOSYSTEM
“As a thought experiment, imagine there was a base metal as scarce as gold but with the following properties: boring grey in color, not a good conductor of electricity, not particularly
strong […], not useful for any practical or ornamental purpose… and one special, magical
Satoshi Nakamoto
property: can be transported over a communications channel.” 
Satoshi Nakamoto published the Bitcoin white paper
on October 31st of 2008. The bitcoin genesis block was
created on January 3rd of 2009, and the bitcoin code
was released 5 days later, on January 8th of 2009. Bitcoin was the first scarce digital object the world had
ever seen. So began a journey that has led to a new
and rapidly growing ecosystem of cryptocurrencies
and digital assets.
CRYPTOCURRENCIES

Over 10,000 cryptocurrencies exist today. Out of those,
only a fraction trade actively on a daily basis. Bitcoin
still dominates the scene, but alternative coins (also
referred to as “alt-coins”) have also been steadily
gaining traction. Meanwhile, new entrants are constantly trying to challenge the more established coins,
by offering faster or cheaper transactions. This “battle
of the blockchains” will continue as each one tries to
capture market share and the leading cryptos today
will not necessarily be the winners in the future.

broad M2 money supply. Relative to equity markets,
crypto is around 6% of the S&P 500 market cap, so
also small by comparison. And in relation to gold, the
crypto market cap is around 25% of all the value of all
the gold that has been mined so far.
As for Bitcoin specifically, it has reached a market cap
of close to USD 1 trillion. As of August 31st, it was the
9th largest single asset in the world by market capitalization – larger than Tesla, smaller than Facebook. As
the larger cryptocurrencies mature, Bitcoin and Ether
in particular, many of their initial challenges and growing pains – technological and regulatory – are incrementally mitigated, which again adds to the growing
rate of adoption.

Even though the crypto market has grown over 10
times since early 2020, at USD 2.5 trillion, it is still
quite small relative to the USD 106 trillion of global
FIGURE 9: TOP CRYPTOCURRENCIES BY MARKET CAPITALIZATION
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STABLECOINS GAINING TRACTION – 
AND REGULATORY SCRUTINY

A stablecoin is a cryptocurrency that is specifically designed to maintain a stable value versus another reference asset. So far, most of the issued stablecoins
aim to keep a stable value versus the US dollar, which
is why they are often referred to as “Crypto-Dollars”.
Some companies have also created stablecoins
backed by gold, or by a few non-USD fiat currencies
like the euro.

“traditional” fees, delays, and pesky questions from
our friendly banker. Obviously, trading Bitcoin for fiat
in this way is not all that attractive or convenient.
It is in this context that Crypto-Dollars found their purpose, offering a more convenient, quick, and cost-efficient way to trade cryptocurrencies versus the “digital
twins” of US dollars. Now, traders and investors no
longer have to exit the crypto ecosystem to trade and
invest.

Use cases

The rapid ascent of “Crypto-Dollars”

In essence, while most other types of cryptocurrencies are traded primarily for investment profit, stablecoins have rapidly established themselves as the
primary crypto medium of exchange and store of value. In other words, they are the “liquidity currency” in
the world of crypto exchanges.

After successfully addressing some of the former pain
points of crypto trading, stablecoins have seen rapid
traction and growth. Additional applications are being
created around this basic use case. For instance, stablecoin solutions are emerging to provide access to
online payments in Latin America or Africa, where 5070% of the population doesn’t have a bank account.
Now, with a USD 50 Android phone and a digital wallet,
anyone can have access to basic banking services and
the kinds of fees charged by the likes of Western Union
have become a thing of the past.

FIGURE 10: THE RAPID GROWTH OF CRYPTOCURRENCY MARKET
CAPITALIZATION TO OVER USD 2.5 TRILLION

The most prominent area of stablecoin innovation at
this point is lending, which further accelerated adoption, as leverage is in high demand. Equally, the use of
stablecoins is expected to expand in the context of
internet ecosystems like the “metaverse”.
FIGURE 11: BITCOIN MARKET VALUE (8/31/2021) VS LARGEST
SINGLE ASSETS BY MARKET CAP (USD TRILLION)
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To obtain cryptocurrency for the first time, an investor
needs to exchange fiat currency (like USD). In other
words, a money transfer via the banking system is required. As we all know from personal experience,
those kinds of transactions tend to take time, are
prone to error, and often come with high costs.
Now, say we own Bitcoin and wanted to sell it versus
the fiat US dollar: this again would require us to effectuate a wire transfer, selling the Bitcoin and having the
fiat US dollars wired to our bank account. Once more,

16 | BFI Special Report, December 2021

All this has led to explosive growth in the Crypto-Dollar markets, as depicted in Figure 12. By late 2018,
over 50% of all Bitcoin trades on exchanges were
against stablecoins, with Tether in the lead. Today,
around 60% of all Bitcoin trading is versus USDT and
only 15% versus the fiat greenback.
Trust in the stability of ‘stable’ coins

Clearly, by now, the crypto markets have come to rely
on the market liquidity afforded by stablecoins. However, that reliance is based largely on trust, just like in
the traditional world of fiat currencies and banking.
The element of stability in ‘stable’ coins is founded
upon the assumption of proper asset backing, which
would allow the issuer of the coin to manage and
maintain price stability during times of market volatility.
FIGURE 12: MARKET CAPITALIZATION OF MAJOR STABLECOINS
(USD BILLION), AS OF OCT. 28, 2021
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There are two principal ways in which stablecoins
achieve price stability relative to their reference asset:
First, the issuers of stablecoins can use an algorithm
to adjust the market value of the stablecoins in circulation. For instance, if the exchange rate of a stablecoin drops below a certain benchmark, then the
algorithm reduces the number of coins circulating in
the market, i.e., effectuating increased scarcity to
raise the price.
Secondly, stablecoin issuers hold actual assets (fiat
currency cash or cash equivalents, commodities, other cryptocurrencies, or a mix of all the above) in reserve, as backing to manage the value of their coins as
market prices fluctuate. In other words, stablecoins
are (or should be) properly backed by assets to ensure
price stability. Like central banks, they will buy or sell
reserve assets whenever the stablecoin price deviates from the price of the reference asset. The majority of stablecoins, including Tether and USD Coin, are
managed like this.
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There has been some contention over the asset backing of some stablecoins, including Tether, that has
started reporting more transparently as a result of the
controversy, despite the fact that the price movements
have been relatively well-aligned with the fiat US dollar. Figure 13 displays the reported asset backing of
USDT (Tether) as of June 2021; on the right the breakdown of the USD 55 billion in cash reserves are depicted.
Over USD 50 billion of USDT were cross-traded on
cryptocurrency exchanges per day at the end of October, almost 100% of the USDT cryptocurrency in circu-

FIGURE 13: TETHER RESERVES HELD AS OF JUNE 2021
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“The process of digitalization cannot be reversed – on the contrary,
it is picking up speed. Global stablecoins are an expression of the
need for change. […] However, they can pose serious risks, both to
our monetary sovereignty and financial stability and to the EU’s
market structure, competitiveness and technological independence.
We should continue to be open to global competition in order to
foster innovation. But we should first ensure that we are prepared
to make the most of it, to the benefit, not the detriment, of EU
citizens.” 


Fabio Panetta, Member of the Executive Board of the European Central Bank

lation. For comparison, an average of 1.7 trillion of fiat
US dollar were traded on the fiat currency spot markets per day in 2019, or 30 times that of USDT. Over the
past year, circulation of USDC has been rising, taking
more of the stablecoin market share, now at 25% of
the major coins.

CBDCs on the horizon

Rise of regulatory scrutiny

China is in the lead here. For China, this of course is
another step toward dollar independence. Other central banks, including the Swiss National Bank (SNB),
are watching closely and staying in tune with the market. They are all talking to each other, some taking
specific action to prepare the launch of their state-issued version of a stablecoin. Interestingly, in some of
the projects, gold is considered as a key part of the
asset reserves.

Governments and central banks are increasingly concerned about the dynamic advance of privately issued
stablecoins. Not only are they being used as medium of
exchange, but they have also started to facilitate services traditionally offered exclusively by banks. And,
with USD 135 billion in circulation, stablecoins have
reached a size that could impact the broader market.
The Chinese government has already stepped in forcefully. Trading Bitcoin versus CNY came to an abrupt
halt when China outright banned cryptocurrency exchanges in 2017 and more recently, regulators issued
a blanket ban on all cryptocurrency transactions and
mining.
Moreover, banks have woken up to the fact that cryptocurrencies, and particularly stablecoins, can present a direct threat to their core business. Next to
keeping a stable value versus a reference asset or fiat
currency, crypto lenders are now offering deposit interest on Crypto-Dollars. Banks were quick to ask regulators to respond and shut down the lending
operations.
Currently, stablecoins are generally still seen and
treated as securities by regulators. However, in the future, issuers of stablecoins may face regulations similar to banks. For example, they might be required to
report all transactions and reserves.

Recognizing the need to catch up with privately issued
coins, central banks across the globe are experimenting with stablecoin configurations of their own, collectively known as Central Bank Digital Currencies, or
CBDCs.

According to the Financial Times, studies on CBDCs
“are under way at 86% of the world’s big central
banks.” Central banks appear particularly interested
in the “programmable” aspects of cryptocurrencies
that might enable them to integrate specific features,
such as automated payments. The technology employed could turn out to be similar to that used by Bitcoin or Ethereum. However, the crucial difference here
is that CBDCs are expected to be permissioned and
centrally controlled legal tender.
It will be interesting to see how stablecoins will be
handled once CBDCs are issued. Rather than shutting
down the crypto universe, as the Chinese government
chose to do, we expect other nations, such as Switzerland, to take a much more constructive and pragmatic
approach to regulation and free-market competition.
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“As cryptocurrency becomes more mainstream, investors now have access to reliable and
transparent benchmarks backed by institutional quality pricing data. We look forward to
further expanding our new family of Digital Market indices and bringing much-needed
Peter Roffmann, S&P Dow Jones Indices
transparency to this exciting market.” 
BLOCKCHAIN – MUCH MORE THAN BITCOIN…

Ethereum, the “hidden” champion

Blockchain, or distributed ledger technology (DLT), has
been around for many years before the appearance of Bitcoin. However, without a doubt, Bitcoin put it on the mainstream map and gave it a convincing use case: a digital
currency with a technologically limited scale of issue, that
is secure, transferable and storable, without the need for
banks or other intermediaries.

Ethereum, like Bitcoin, is an open-source software
and a decentralized network technology and has established itself as the primary solution in the context
of creating, administering, and executing so-called
"smart contracts” on the blockchain.

More and more entrepreneurs and corporations are
taking note of digital assets, blockchain technology,
and the possible applications. They are thoroughly exploring this new technology and actively testing its
use cases. A new industry is in the making, currently
concentrated in finance, but also branching out beyond the world of digital assets and cryptocurrencies.
As the power of distributed ledger technology has
evolved and has been understood by a growing number of innovators, applications in the context of supply
chain management, quality control, and product integrity have already achieved considerable traction and
are coming out of their startup stage. Other use cases
are being developed and the opportunities for corporate reengineering and business innovation are seemingly endless.

The “hidden” dominance of Ethereum is reflected in its
role as a settlement technology, processing over 1.35
million transactions daily. It is also the preferred developer platform for building crypto-native business
models and financial services with decentralized ledger technology. The innovation rate on Ethereum is
fast paced and traditional finance has recognized the
transformative and disruptive power of this technology.

FIGURE 14: BLOCKCHAIN REPOSITORIES / PROJECTS ON THE TOP
15 CRYPTOS BY MARKET VALUE
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Hundreds of companies have already entered the digital asset industry. The ecosystem of companies involved is diverse and growing rapidly and their
business models span a wide array of services, including cryptocurrency mining, peer-to-peer marketplaces and lending, wallets and custody services,
decentralized and centralized exchanges, infrastructure, development and more.

Eth

The industry

Ethereum was introduced several years after Bitcoin,
as a decentralized asset management and digital asset trading platform. While its tokens can be traded as
a cryptocurrency, Ethereum has much wider applications and has taken a lead role in the world of decentralized finance, already bearing the largest blockchain
ecosystem in the world. Today, there are more crypto
projects being managed on Ethereum than on Polkadot, Cardano and XRP combined.

Source: Electric Capital, BofA Global Research
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DECENTRALIZED FINANCE
“The digital asset that matters most is trust. Awareness first, then
interaction, and maybe a habit, but all three mean nothing if they
don’t lead to permission and trust. Everything else is slippery.” 
Seth Godin

WHAT IS DECENTRALIZED FINANCE?
At this point, decentralized finance (DeFi) is a largely unregulated parallel world to traditional finance and the world of
banking and finance as we know it. It is a growing global
ecosystem of new financial products, processes, and frontier-type exploration. Built on a new and technologically enhanced infrastructure, it already offers services like
lending, trading or financing, and new products and services are introduced in rapid succession.
DeFi is widely seen as the future of finance. The expectation
is that DLT technology will offer better – faster, safer, cheaper – financial services. As paper order books and ‘à la criée’
exchanges have become a thing of the past, so will centralized, traditional finance also become obsolete over time.
The industry is still at its infancy, but the interest and the
investment flows in this space give a good indication of
where the journey is headed. DeFi deposits (primarily digital lending and exchanges) and usage grew roughly 30’000%

since early 2020, reaching a total USD 235 billion at the end
of October 2021.

DIFFERENCES TO TRADITIONAL FINANCE
The decentralized structure of the DeFi exchanges differs
from the current centralized system architecture of Traditional Finance (or TradFi), which required independent regulatory bodies and lots of rules to (at least attempt to)
eliminate concentration of information power and abuse.
The table in Figure 15 compares DeFi and TradFi regarding
a variety of relevant system features. As of today, there are
advantages and disadvantages on both sides. However, as
the DeFi ecosystem advances and grows, most of its disadvantages can be expected to be mitigated by technological
progress or new forms of regulation and governance standards.

FIGURE 15: COMPARISON OF KEY CHARACTERISTICS OF DEFI VERSUS TRADFI

KEY CHARACTERISTICS

DECENTRALIZED FINANCE (DEFI)

TRADITIONAL FINANCE (TRADFI)

Global access

Anyone with internet access can
participate. No specific location or
technology beyond internet required.

Access is limited. Investments only
possible via banks and similar financial institutions. There are several
regions in the world that are still
unbanked or underbanked.

Who owns the cash (crypto or fiat)

Users hold their own currencies and
digital assets in wallets, through
soft- or hardware wallets. They are
responsible for the safety of their
holdings.

Banks, exchanges, or intermediaries
safekeep holdings on behalf of clients, generally on the balance sheets
of the institutions.

Privacy

No need to disclose personal details
or go through extensive onboarding.
Only the wallet address is required.

Clients share personal data in the
onboarding / KYC processes with
each financial institution. No standard
identification exists today.

Trust in the system

Trust is based on open-source code,
blockchain technology, and automated protocols. In this sense, DeFi is
considered “trustless”. Transactions
will be completed as instructed.

Trust is based on the regulatory
framework. Banks can go out of business, and markets can shut down.
Transactions can be intercepted and
are prone to human or system errors.

>
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Hours of operation

Markets and exchanges don’t close.
Transactions are possible 24 hours a
day and 365 days a year.

Business hours are limited.

Speed of transactions

Transactions are automated and
settled near real-time. The specific
throughput times differ depending
on the technology of the cryptos and
exchange employed.

Settlements and clearing of transactions can take days, particularly
transactions across different jurisdictions / regions with differing rules
and technology.

Regulations and red tape

At this point, DeFi is (still) relatively
unregulated. Most DeFi offerings
don’t have KYC/AML requirements.
This has started to change, however, as more institutional players are
starting to participate in the DeFi
world.

Financial institutions are subject
to rules and regulations that differ
across jurisdictions and tend to be
complex. This increases costs and
reduces access for investors. KYC
and AML rules can make onboarding
slow and cumbersome.

Loss of assets

Assets and funds, via hacks, faulty
wallets, or code issues, can be lost
and are difficult to recover. It is hard
to recognize / prove who or what
went wrong.

Financial institutions are generally
able to recover and return funds if
transferred or booked incorrectly.
Deposit protection schemes add an
additional layer of protection in many
countries.

Investment universe

At this point, the investment universe
is still very limited. This will change
over time and a broader range of
investments, including alternatives
and tangibles, will be tradeable in the
DeFi world.

Many stocks, bonds, currencies,
and collective investments can be
accessed via the banking system and
global exchanges. However, access
to many investments, particularly
alternatives (e.g., real estate, private
equity, or art), is limited or complicated.

Cyber Security

DeFi has seen several instances of
system breaches recently, which are
quickly seen due to the transparent
nature of blockchain. Close to 80%
of the system hacks in 2021 have
been related to decentralized exchanges. This is a young and “wild”
industry that still has a lot of work
to do to stabilize and secure its
business models.

Long established institutions and networks are vulnerable to cyber threats
and system hacks. However, they
have multiple layers of security to
prevent loss of funds and when hacks
do occur, they are able to hide them
better from the public eye.

Source: BFI Capital Group

DEFI – FROM TECH NICHE TO GLOBAL INVESTMENTSTANDARD?
While the decentralized nature of the DeFi architecture has
huge benefits, the world of crypto in many ways is rapidly
turning toward being more centralized, more regulated, a
bit more predictable, and more “civilized”. As large financial
institutions, including some large exchanges and funds, are
trading and managing crypto on behalf of their clients, DeFi

players are making compromises by submitting themselves to more regulations and incorporating elements of
“centralized” system governance.
Coinbase is the best example of this: Their IPO was a step
towards more regulatory scrutiny and reporting transparency. At the same time, it has boosted their growth and access to capital. This may not be welcome news to crypto
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purists, but it will still be a critical factor in accelerating the
growth of DeFi.
Digital assets – much more than crypto!
Like "Blockchain" or “Cryptocurrencies”, "Digital Assets" is
yet another buzzword that is being widely used with very
different meanings. In this report, digital assets serve as an
overarching term for any asset that can be bought, sold,
stored, or used as a form of payment on a DLT-based exchange.

Any asset can be represented in a digital form – a
token – and in this way, it can function as a medium of
exchange, a unit of account, or a store of value.
Different blockchain technologies exist to facilitate the origination and trading of digital assets with different infrastructures and protocols. The most prominent are Bitcoin
and Ethereum. However, there are many more. For example, in the realm of fintech, decentralized banking, and industrial supply chain management solutions, blockchain
technologies like Corda (by R3, launched by a consortium of
banks) or Hyperledger (IBMs blockchain technology) are
widely used.
It may come as a surprise, but even today, when you buy
stocks via a broker or bank, a paper document with a notary
stamp is held for you somewhere in a safe. This “legacy”
way of executing trades and transactions comes with a lot
of waste and carries inherent inefficiencies. All of this is
instantly eliminated with the use of DLT.

of creating bitcoin. Other cryptocurrencies have followed
that model. Another avenue of creating digital assets is the
process of tokenization. In essence, a digital twin of an asset – either fungible or non-fungible – is created and registered on a blockchain, so that it can then be traded between
users of the respective blockchain platform, or in some
cases, on more than one platform.

Understanding this process makes it clear that the future of “digital investing” will not be limited to cryptocurrencies. Literally any kind of tangible, non-tangible,
fungible or non-fungible asset will be bought and sold
over decentralized, DLT-based exchanges, without the
absolute need for intermediaries, regulators, or any
other third-party involvement.
Types of tokens
The categorization of digital assets (or tokens) portrayed in
Figure 17 is simplified and certainly not exhaustive or conclusive. Nevertheless, it should serve as a good overview.
Exchange tokens represent the various kinds of cryptocurrency tokens discussed above. Security tokens are in essence the digital representation of the asset classes found
in traditional investing. Finally, utility tokens are contractual
entitlements to various kinds of services and uses.

Non-Fungible Tokens (NFTs)

As depicted in Figure 16, there is an origination process
during which digital assets are “born”. The most common
method of creating digital assets is the process of mining,
which owns its fame to the (very energy intensive) process

Another token category which overlaps with the various
token categories discussed above, are so-called NFTs, or
Non-Fungible Tokens. NFTs are unique and non-interchangeable units of a digitized asset stored and traded
on the blockchain. NFTs function like a kind of digital title
to unique items (analogous to a certificate of authenticity).
The lack of interchangeability (fungibility) distinguishes
NFTs from exchange (fungible payment) tokens, such

FIGURE 16: A SIMPLIFIED DIAGRAM OF THE WORLD OF DIGITAL
ASSET INVESTING

FIGURE 17: OVERVIEW OF DIGITAL ASSETS (TOKEN) CATEGORIES

ORIGINATION

TRANSACTIONS
DIGITAL ASSETS
(Tokens)

Individual
Investors

Mining

EXCHANGE
(Accepted as
payment)
Digital
Assets

Tokenization

Source: BFI Capital Group

Blockchain
Technology

SECURITY
(Digital “title”
to securities)

UTILITY
(Rights to
use /service)

Funds & Exchangetradet Products

Financial
Institutions

Private
Cryptocurrency

State-issued
digital
currency

Source: BFI Capital Group

Equity

Debt

Real
Assets

22 | BFI Special Report, December 2021

“A smart contract is a mechanism involving digital assets and two or more parties, where
some or all of the parties put assets in, and assets are automatically redistributed among
those parties according to a formula based on certain data that is not known at the time the
Vitalik Buterin
contract is initiated.” 
as Bitcoin. While all bitcoins are equal, each NFT may
represent a different underlying asset and thus may have
a different value. They can be used, for example, for art and
other intellectual property items.
The first NFT went live in 2015 on the Ethereum blockchain.
Since then, NFT sales increased to over USD 3 billion in
2021, driven by corporate, celebrity and individual demand.
The explosive growth of NFT volume has surprised even the
most optimistic crypto fans.

FUTURE OUTLOOK
Beyond just improving the accessibility and efficiency of
existing asset classes, the process of tokenization will

empower the creation of completely new and digitized

investments in the future.
Opportunities of tokenization and smart contracts
The “tokenization of everything” implies huge opportunities, both in scope and scale. New and more efficient ways
of origination, securitization, and investing are made possible. New investment categories can be created. Aside
from stocks, portions of large bundles of assets representative of companies, digital assets will enable focused, inflation-resistant investments in individual real assets.
Starting in 2022, this use of digital assets, which is currently focused on real estate, old-timers, and art, will be
applied to industrial goods, making them accessible to investors.
It is vital to grasp the implications of being able to tokenize
and then conveniently trade “anything”. The issuance of traditional securities costs time and money, and trades across
borders are typically complicated. These inefficiencies
have traditionally led to high fees and considerable delays,
as transactions could not be fulfilled or settled anywhere
near instantly. This changes with the evolution of DeFi and
digital assets.
The diversity of investable asset types will significantly increase in the coming years. Businesses in the financial sector, but also in industry, should become familiar with these
new opportunities to take advantage of this next stage of
digitalization. Currently, there are already some projects
and prototypes, but in a few years, there will be thousands
of digital assets available to anyone.

Improved access to alternatives
Tokenization can greatly increase the liquidity of alter
natives by increasing fractional ownership while also capturing operational efficiencies with automated digital
transaction settlement and management. This allows asset
owners to unlock liquidity in previously illiquid assets.
Once an asset is tokenized using blockchain technology,
that asset can be fractionalized into any number of tokens.
The tokens can then be sold from asset owners to investors. Each investor has a unique digital wallet holding relevant information such as name, address, entry date, shares,
amount paid, etc. Each transaction is recorded, updated,
and managed on a digital record of members (‘ROM’).
For investors, the prospect of tokenization is of particular
interest in the realm of alternatives. In effect, tokenization
can make an illiquid asset class liquid, thereby reducing the
entry barriers that many investors face today. To date, access to many alternative investments can only be acquired
by those who can commit significant capital allocations,
such as institutional investors, sovereign funds, pensions,
or investors in the ultra-high net worth segment.
In summary, tokenization contributes to addressing some
of the inherent risks and constraints of alternative asset
classes by:
	
Improving Liquidity – the tokens can be traded on secondary markets.
	
Enabling Faster, Cheaper Transactions – reduced
complexity and better operational efficiency can cut
transaction and lifetime costs.
	
Offering Greater Transparency – the token holder’s
rights; legal responsibilities and record of ownership
can be embedded into the tokens.
	
Broadening Access – tokens provide access to more
investors to a previously unaffordable or insufficiently
divisible asset class.
Web 3.0 – a wondrous decade ahead
We will only mention Web 3.0 briefly here, as it goes beyond
the scope of this report, but it is too interesting and inspiring to ignore entirely.
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“We are now at the beginning of the Web 3 era, which combines
the decentralized, c ommunity-governed ethos of Web 1 with the
Chris Dixon
advanced, modern functionality of Web 2.” 

In Web 3.0, true to the philosophy of distributed ledger technology, data will be connected in a decentralized and globally scalable way, unlike generation 2.0 of the internet,
where data is primarily stored in centralized databases.
This new and advanced structure of the web will allow “users” to interact with data through the use of state-of-the-art
technology such as artificial intelligence, machine learning,
or quantum computing, enabling them to literally trade any
digital asset on the network, all regulated and orchestrated
via the next generation of software and algorithms that will
come with it.

competition, several have now started to increasingly embrace the opportunities.

Web 3.0, in some ways, is widely considered a return to the
original concept of the web: a place where one does not
need permission from a central authority, there is no
central control, and there is no single point of failure. In a
time of increasing statism and centralized power, for those
of us who cherish individual rights, this could be a game
changer in how we interact with the world and function as
a society.

With its prudent and far-sighted approach to the nascent
blockchain technology and to digital assets, FINMA (the
Swiss financial market regulator) has given clarity to investors and innovators, while the rest of the world is still left
wondering how to deal with this “young and wild” new industry.

SWITZERLAND AT THE FOREFRONT
Digital assets and decentralized finance afford a unique opportunity for Switzerland as a financial center. In fact, our
small alpine country has been able to secure a solid headstart, benefiting from its financial services tradition, the
deep pools of talent and capital, as well as the proactive
and smart legislation introduced by the Swiss government,
creating an ideal breeding ground for technological and
business innovation.
It has also led to the rise of Crypto Valley, a region around
Zug and Zurich, which has become a global hotspot for
crypto technology, venture capital, and a host of fintech and
DeFi startups. Other countries are trying to imitate some of
the success factors, particularly the regulations, that have
made Crypto Valley a bit of a sensation and a thriving ecosystem. The recent EU Blockchain Ecosystem Development
Report agrees: “Switzerland is one of the most advanced
nations when it comes to blockchain and crypto-assets, not
only in Europe, but also globally”.
From the ICO craze of 2017 to the current rise of decentralized finance and non-fungible tokens, Switzerland has been
in the middle of the action. While initially, many of the
established Swiss financial institutions were concerned by
the perceived lack of regulation as well as the unwelcome

A proactive and constructive regulator
As discussed earlier, the entire ecosystem is adopting more
regulations and becoming more centralized. Swiss regulators have been highly proactive and constructive in this
process. With a free-market mindset, pragmatic, and surprisingly (for a regulator…) deep understanding of the technology and the new business models, the Swiss government
has given the nation a real advantage.

Clearly, this approach has acted as a strong catalyst for the
entire sector, and it has contributed to the fact that Switzerland has one of the most diverse and rapidly maturing ecosystems, with a large variety of asset and fund managers,
banks, insurers, and brokers expanding their offerings. In
April of 2021, for example, the large Swiss insurer AXA announced that it would start accepting Bitcoin for payments.
In May of 2021, Geneva-based Taurus got the regulatory approval for the first independent, regulated marketplace for
digital assets.
Hybrid Banking
The term “hybrid banking” refers to the unique offering a
few Swiss banks are now able to provide. Banks like SEBA
or Sygnum have started to offer banking services that aim
at integrating custody and trading of both traditional and
digital assets. This setup enables clients to fluidly buy and
sell stocks, bonds, funds, cryptocurrencies, and digital assets under one banking “roof", enjoying the convenience of
one consolidated bank statement.
These capabilities are unique globally. But they are also in
their early stages and evolving rapidly. While working
with a hybrid banking setup definitely improves the safety
and convenience of custody and trading in digital assets,
the level of service – responsiveness, breadth, service
quality – is not yet anywhere near the level of what you may
be used to from more established Swiss private banks.
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INVESTING IN DIGITAL ASSETS
“Blockchain is moving beyond cryptocurrency, and it's worth paying
attention – especially since successful prototypes show that blockchain, also known as distributed ledger technology, will be transJulie Sweet
formative.” 
By now, you will have recognized that buying Bitcoin from
an exchange and holding it in a digital wallet is only one of
many ways to gain exposure to digital assets. Today, both
private and institutional investors have a growing choice of
options. In this section, we’ll outline a few considerations
and suggestions on how to best gain exposure to digital assets, while mitigating some of the risks and challenges.
The cryptocurrency market is still young, inefficient, and illiquid at times. Moreover, high volatility has made it difficult
for institutional investors to enter this space. But the industry is moving fast, and we expect many new products and
ways to gain exposure to appear in the coming years.

REASONS TO INVEST
A recent survey by Fidelity showed that institutional interest in digital assets has grown in all regions of the world in
2021, but this interest still appears to be coming from retail
or high-net worth individuals and crypto-specific hedge
funds, while pension funds and endowments are less likely
to add digital asset exposure. Regionally, Asian investors
are the most bullish on digital assets, with over 70% of
those interviewed already invested, compared to 56% for
Europe and 33% for the US. According to the study, the biggest reason to invest is the high potential upside.

CURRENT RISKS AND CONSTRAINTS
Before discussing the ways of gaining more exposure
to digital assets, we want to make sure we emphasize
FIGURE 18: WHY INVEST IN CRYPTOCURRENCY – SURVEY OF
INSTITUTIONAL INVESTORS
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some of the risks and constraints. The world of crypto can
still be compared to the “wild, wild west”, with all of its
thrill, as well as its dangers. Still, the long-term opportunities and the new-found freedom in this space has a strong
allure.
Investors entering this new frontier must accept an increased level of risk. Cryptocurrency markets are still highly volatile and often unpredictable. During market selloffs,
exchanges might just shut down temporarily and prices still
vary significantly across different exchanges. As the market matures to include a wider variety of investors, that
should change. Furthermore, crypto transactions, when
conducted peer to peer via decentralized protocols or when
using VPNs to access the internet-based services, aim to be
anonymous and protect the user’s identity, leading to the
assumption that cryptos can be used for illicit activities like
money laundering, something the banking sector is legally
obliged to watch out for.
Finally, rising energy costs, as well as the risk of outages
and blackouts, may pose threats for the crypto sector. The
danger of cyber-attacks should also not be underestimated. As the tensions between America and China or Europe
and Russia intensify, one can easily imagine new forms of
digital warfare. Clearly, diversification and holding a good
portion of your assets in tangibles, including gold, silver,
and real estate, continues to be prudent and highly recommended.

HOW TO INVEST
Of course, this will largely depend on your personal circumstances and individual goals. Most importantly, your risk
appetite and your level of sophistication will determine
whether, how, and at what level you invest. Here, we are
discussing four principal ways of allocating money to cryptocurrencies and digital assets.
Direct investment in cryptocurrency
Most investors today have direct holdings of cryptocurrencies, also just referred to as “coins”. By far the largest by
market capitalization is Bitcoin, followed by Ether. These
coins offer good liquidity. However, there are literally thousands of other cryptocurrencies, or altcoins, some of which
are quite obscure and illiquid. It takes a considerable level
of knowledge and sophistication if you want to invest beyond the sphere of the most prominent and widely traded
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coins. That is why most professional investors focus only
on the top 50 coins by market cap.
Exposure to cryptocurrencies is mostly achieved by opening your own crypto wallet for custody and setting up one or
more crypto trading accounts. Most investors have trading
accounts with various exchanges, such as Kraken, Binance,
or Coinbase. However, a growing number of investors are
now using the trading accounts being offered by banks and
brokers. Moreover, investors are increasingly buying in to
the various ETFs, certificates, or notes that hold a pre-determined mix of cryptocurrencies.
Custody of digital assets is still a major concern for most
investors. Making sure you properly protect and safekeep
your private key, for instance, is paramount. Investors must
carefully weigh the benefits of direct control and convenience versus the benefits of employing the services and
systems of banks, for instance, which may be more properly and securely set up. While some investors feel comfortable holding their private key directly, others prefer working
with a financial institution, or having a bankable product
with an ISIN number. In some cases, this also simplifies the
tax implications of your investment. In some jurisdictions
the tax rules applied to cryptocurrencies are still in flux,
and “wrapping” them in a financial product with clear tax
reporting rules can afford additional certainty.
Active trading strategies and funds
While direct investments and passive (index) investments
in crypto still make up the largest share of digital asset investing, the growth of actively managed accounts and funds
with active management strategies is accelerating rapidly.
Professionals are now offering a variety of new strategies
that mitigate some of the risks and disadvantages of crypto,
most importantly the high volatility.
To some degree, we are witnessing a rebirth of the hedge
fund world, only now with digital assets as the underlying
asset class. Back when hedge funds were the hottest investment in the 80’s, their enhanced risk-return profiles
were the primary reason to invest in them. The industry is
growing rapidly, with family offices and wealthy investors
entering the race.
The primary reasons for this are convenience, risk-adjusted returns, and safety. Not having to worry about private

keys, wallets, etc., and simply doing what you are used
to – placing the trade with your broker or banker is clearly
preferable to the hassle of running a “parallel administrative universe”. Moreover, investors can now access a rapidly growing array of professionally managed strategies,
affording risk-adjusted returns, properly structured and
diversified portfolios, and a systematic investment process.
Finally, the top managers have been able to realize extremely attractive returns. At this point, there is an estimated 500 to 1000 actively managed funds out there. However,
there is only a small elite group amongst them that is outperforming everyone else.
Trading strategies vary from holding the largest coins passively, possibly with some rebalancing, to investing in the
smaller altcoins and projects. As depicted in Figure 20,
many of the crypto funds replicate investment models
known from the hedge-fund industry. Others apply typical
long strategies of mutual funds. Finally, there is a growing
number of venture capital and private equity funds which
invest directly in the security tokens of tech companies and
startups.
It is noteworthy that some of the crypto funds offer terms
that are similar to traditional hedge-funds, with lock-up periods, gates, and other restraints to redemption. Clearly, as
the crypto market itself is generally liquid, we recommend
choosing the funds that have good liquidity. In fact, some of
FIGURE 19: MOST COMMON INVESTORS IN CRYPTO HEDGE FUNDS
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FIGURE 20: STRATEGIES EMPLOYED BY CRYPTO FUNDS
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the best funds are competing precisely on these aspects
and combining good performance with good liquidity.
Private equity and venture capital
Apart from investing in coins and actively managed strategies, an increasing amount of venture and private equity
capital is flowing directly into new digital asset startups
and businesses.
Over the past year, the interest in the Decentralized Finance
(DeFi) industry and its varied use cases has grown considerably. The scalability and the life cycle appear attractive.
The US venture capital industry has been investing heavily,
creating incredible returns, with Andreessen Horowitz as
one of the largest investors.
Investors can choose between traditional GP/LP structures,
certificates, and even fully tokenized funds. These investments typically have a longer investment time horizon, low
liquidity, and they come with large minimums.
Other digital assets, from NFTs to derivatives
As discussed earlier, tokenization essentially allows for the
digitization of any asset. Therefore, the evolution of DeFi
will bring with it a growing array of new vehicles and products that will expand our investment options drastically.
Already several gold-backed tokens, private equity, and

debt instruments, as well as some derivatives (structured
finance contracts) have been introduced. The tokenization
of “private assets” and collectibles such as real estate, cars,
music, or paintings has also started to gain traction. However, these are still very exclusive and small markets.
Therefore, these investments tend to lack trading volume
and liquidity. In addition, there are still considerable technical challenges and legal uncertainties that, at this point,
make these investments unsuitable for most investors.

THOUGHTFUL ACTIVE MANAGEMENT –
THE BFI APPROACH
At BFI, we have monitored the crypto market closely over
the past three years. We considered different ways to participate in it and at this point, the approach we chose might
best be described as systematic and thoughtful active management.
As discussed above, there are several avenues into the
world of digital assets. Strategically, you might also differentiate between passive single-asset, passive multi-asset,
active liquid, and active illiquid portfolio structures, or a
mix of those. Clearly, the passive index (or multi-asset) approach has grown in popularity. In traditional markets, it is
certainly a well-established and popular approach, even
amongst professionals. Since generating true alpha in traditional markets has become increasingly difficult, passive
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“If you want to participate in this market, everything is ready, whether you are an expert or
not. The standard, retail type apps and exchanges are still somewhat clumsy and at times
even unreliable. However, in the institutional realm, the Swiss infrastructure, standards,
and procedures are ready for use – they are operational. And the large players are taking
note and moving in rapidly. For investors wanting to take part in this, it is best to call one
of the Swiss hybrid banks or advisors to get started.” 
Marc Seidel

investment strategies, at least in some sectors and geographies, are found in almost all portfolios.

multiple dimensions – technology, investment, business, research, legal, etc. – is particularly important.

However, in a nascent, rapidly evolving, and still somewhat opaque and inefficient asset class such as digital
assets, thoughtful active management can provide
true value and significant alpha.

	
Rapid change and innovation: The digital asset markets are developing much more dynamically than traditional markets. An index, rule-based, passive investment
approach will hardly allow for successful sector selection and rotation. Furthermore, young markets tend to
change directions quickly, small changes tend to have
significant impacts, and relative domino effects are not
uncommon. For example, positive press about a digital
asset like Ether will not only affect its own price, but
also the trade patterns for the countless other tokens
hosted on the Ethereum blockchain.

All markets and technologies have a natural growth curve,
or life cycle, to them. Blockchain technology and digital assets are an innovation that is in its infancy. Like early technology investing across equities and venture capital, there
are inherent asymmetries of information and corresponding advantages for sophisticated investors. Thus, agile investing will be required, and the following aspects of the
digital asset market will need to be carefully considered:
	
Niche themes and trends: The digital asset space encompasses unique and nuanced niches and sectors,
such as Web 3.0, NFTs, DeFi, or gaming, to name just a
few. Some active managers have been in the business
of investing for decades. They now focus their resources and established investment processes on the digital
asset class, utilizing their extensive portfolio teams and
access to superior information sources to analyze the
new universe of digital investment opportunities.
	
Market inefficiencies: This young market is subject to
a plethora of inefficiencies. Reliable investment information is hard to come by. The information and data
services that professional investors use today, such as
those offered by Bloomberg, Thomson-Reuters, or
Telekurs, are not geared to the world of DeFi yet. Access
to and analysis of market data is much more cumbersome. Therefore, experienced managers with the required human talent, scalable infrastructures, and
international networks are much better equipped to
compete.
	
The value of cross-leveraged skillsets: Collecting,
filtering, and deciphering the flood of information in this
nascent space is not a part-time job. And, due to “moving targets” across all dimensions, expertise across

	
Risk Management: As discussed, the risks in this market are still formidable. Therefore, mitigating these
risks requires more than just price management. It also
requires rapid allocation adjustments, downside protection tactics, and a systematic market monitoring
method involving active sizing, liquidity management,
continuous risk/reward assessments, and stress tests.
And, most importantly, it all starts with a thorough evaluation of counterparty risk.

28 | BFI Special Report, December 2021

GETTING STARTED
Start with a small share of your assets
Today, for most investors, the allocation toward crypto still
represents a small share of their investment portfolio. For
most sophisticated investors, who invest their own or their
clients’ money, a small allocation of 2% to 5% seems a prudent first step to get started. However, if a more aggressive
approach is desired, and as the spectrum of available investments widens, larger allocations can make more
sense. As the institutionalization of the industry progresses, the array of choices will increase, and so will the possibilities to calibrate and tailor risk and return to your
personal preference.
At this point, unless you want to go the “do-it-yourself”
route of investing in coins directly, with your own wallet and
trading accounts, we recommend considering one or a
combination of the following approaches. These are the approaches that BFI is prepared to help its clients with, as always depending on their specific needs and objectives.
Hybrid Bank Account
For investors interested in safe, regulated custody combined with the convenience of holding both digital assets
and cryptocurrencies in the same account setup as their
traditional assets and fiat currencies, a hybrid bank account makes a lot of sense. It allows you to fluidly custody
and trade between both “worlds”.
Moreover, this setup allows you to shift your allocation and
structure your portfolio fluidly across the entire universe of
investments, without having to maintain different accounts
and shuffle between multiple exchanges and platforms.
With the right choice of bank and jurisdiction, this option
also comes with a higher level of protection and certainty.
Finally, this setup is particularly interesting for portfolio
optimization. The reporting tools, including consolidated
account statements or performance analysis reports
across your range of asset classes, can simplify and optimize the administration and monitoring of your investment
portfolio.
Benefits of holding crypto in structures
Setting up your crypto portfolio in a hybrid account that is
structured within an asset protection structure or properly
constructed tax planning tool is particularly interesting.
First, it establishes an enhanced level of access because a
proper setup will transform an investor’s status to that of a
financial institution or professional. Moreover, investors
from some jurisdictions, particularly the United States, are
often excluded or at least hindered from accessing international solutions.

Secondly, with the kind of growth potential these “new-era”
strategies have, legally shielding them from taxes and legal
predators is simply smart long-term wealth planning.
Funds, or fund-of-funds
Investing directly in top-performing funds, with thoroughly
reviewed strategies and managers, or in a fund-of-funds,
appears to be the most prudent way to gain exposure. There
are more and more strategies and managers that focus entirely on the world of digital assets. Finding the right ones is
where the game truly begins.
There are some very interesting crypto hedge funds. Investing either directly in these funds, or building a portfolio
of funds, can offer smart diversification. Properly structured, a fund-of-funds approach in the dynamic crypto
market is an excellent way to achieve risk-adjusted returns
in a low-maintenance way. In fact, it is currently the preferred method of investing in crypto for the authors of this
report, i.e., the way we invest our own funds in this space.
Our friend and business partner, and former board member of Crypto Finance Group, Marc P. Bernegger sees it the
same way. Seasoned fund managers are entering the
scene, employing their tried-and-tested investment processes to the new asset class, and quickly achieving robust
results. He confirms that: “Investing in top-tier funds, by
screening and selecting the best talent, is my choice of participating in crypto. It is convenient, time-efficient, and the
returns have been fantastic”.
Moreover, it is a convenient approach. You can simply place
the trade with your bank, broker, or portfolio manager. You
don’t have to deal with the hassle of private keys, crypto
exchanges, etc. And, by selecting wisely, the performance
can still emulate, or even surpass, the returns achieved
through direct exposure.
Professionally managed accounts
Finally, a small but growing number of portfolio managers
offer actively managed crypto accounts, either on a discretionary or non-discretionary basis. Generally, tailored and
directly invested mandates come at higher minimums.
However, this too varies quite a bit.
More seasoned crypto investors, who may have already
significant holdings, should consider this approach, combined with a hybrid banking setup.
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CONCLUSION
In our view, digital assets are a “generational trade”. The investment in this new
universe of assets offers a uniquely attractive opportunity that does not exist, or is
at least very difficult to find, in traditional financial markets these days.
Of course, digital assets, including the various cryptocurrencies, tokens and new
business models involved, are justifiably considered a new frontier, one that comes
with heightened risks. But it also comes with significant and asynchronous opportunities. This new investment universe is still in its infancy. It is picking up momentum rapidly, but there are still many regulatory and technological problems to be
solved and battles to be won. Despite these challenges, we are bullish on the prospects of digital assets.
As digital asset investing increasingly penetrates the mainstream, we anticipate a
continued expansion of product options and higher trading volumes. The use cases
are moving beyond the mere “store of value” and “medium of exchange” functions of
cryptocurrencies. They are instead increasingly moving toward a new way of investing altogether, creating a new financial industry that is characterized by enhanced
transaction efficiency, security, and continuous prodGod. After the gift of
uct innovation.

“Technology is a gift of
life, it is perhaps the greatest of God's gifts. It
is the mother of civilizations, of arts, and of
sciences.” 
Freeman Dyson

The blockchain revolution is clearly here to stay and
the rise of digital assets is unstoppable. According to
BofA Research, it’s estimated that 14% (21.2mn) of
U.S. adults already own digital assets, and an additional 13% (19.3mn) plan to buy
digital assets in 2021. Notably, the average age of these potential buyers is 44 and
53% of the potential buyers are female.
The financial sector should not underestimate these developments, but rather embrace the challenges and opportunities of the coming digital transformation. Competition from cryptocurrency exchanges is growing quickly and as Coinbase has
shown, they have the necessary funds in their war chests to develop and rapidly
execute successful business models. Additionally, these platforms are quick to expand the offering of assets their clients have access to. As more and more traditional assets are digitized, these platforms will, aside from cryptocurrencies, begin
offering digital stocks, tokenized real estate, art, and more to their users. Institutional and retail investors are likely to use whatever platform is offering the greatest
variety of services and assets. Legacy financial service providers will therefore
need to adjust to this new world fast, or risk becoming irrelevant.
We hope this report provided some sound navigational advice for the uncharted
waters that lie ahead and alerted you to the main risks and threats that should be
factored into your planning process. At BFI, we have seriously reviewed and are now
engaged in this new market. While the vast majority of our client portfolios will remain in traditional investments, we do expect a gradual and steady transition to
digital assets over time. We are ready for this shift, and we are excited about its
prospects.
For additional guidance and support, we recommend you seek out experts and advisors that have taken the time to truly understand this new asset class. At this
point, you are still relatively early in entering this race, but our advice is not to wait
on the sidelines too long. Things are moving fast, and this may be an opportunity of
a lifetime to take part in a great voyage to a new frontier – from the comfort of your
desk…
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as “BFI”), a Swiss wealth management group focused on the cross-border planning and
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This publication may not be reproduced or circulated without the prior written consent by
BFI, who expressly prohibits the distribution and transfer of this document to third parties
for any reason. BFI shall not be liable for claims or lawsuits from any third parties arising
from the use or distribution of this document. This publication is for distribution only under
such circumstances as may be permitted by applicable law.
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as an offer, a solicitation, or a recommendation to buy, sell, or engage in any venture, investment, or financial product. Certain services and products are subject to legal restrictions
and cannot be offered worldwide on an unrestricted basis. Although every care has been
taken in the preparation of the information included, BFI does not guarantee and cannot be
held responsible for the accuracy of any statistic, statement or representation made. The
analysis contained herein is based on numerous assumptions. Different assumptions could
result in materially different results. All information and opinions indicated are subject to
change without notice.
This publication shares the good faith views and recommendations of BFI regarding international investments, products, and wealth management in general. Readers need to understand that investing entails risk. Investments may not be readily realizable. The valuation of
certain investments and identifying the respective risks may be difficult or even impossible.
Trading and owning futures, options, and all other derivatives is very risky and therefore
may require professional advice, a high level of investment sophistication, and risk tolerance. Past performance of an investment is no guarantee for its future performance.
Some investments may be subject to sudden and large falls in value and on realization you
may receive back less than you invested or may be required to pay more. Changes in foreign
exchange rates may have an adverse effect on the price, value, or income of an investment.
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