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Digital Assets: Revolutionizing Trends & Operating Models in Investment Management

Introduction

The investment management industry is undergoing a significant shift, driven by the rapid integration of Digital
Assets and Blockchain / Distributed Ledger Technology (DLT). Once a fringe innovation, this ecosystem now requires
a fundamentally new approach for investment strategies, operations, and tech stacks — creating both risks of
obsolescence and opportunities for competitive edge.

Key Terms & Concepts

e Blockchain: An immutable asset ledger that facilitates the processing and recording of transactions, and
tracking of assets across a network

e Digital Assets: Digitally created and stored assets that are identifiable, derive value from real-world utility or
scarcity, and can represent ownership

e Cryptocurrencies: Blockchain-based digital currencies using cryptography for secure, verifiable transactions
(e.g., Bitcoin, Ethereum)

e Token: Adigital representation of an asset on a blockchain, conferring ownership rights equivalent to (or
linked to) the underlying value
e Smart Contract: Self-executing blockchain code that automates agreements when predefined conditions are

met, ensuring transparency and certainty

Strategic Imperative for Investment Managers

2025 marked a distinct inflection point for Digital Asset adoption —what was once an experiment has been validated
by significant institutional capital inflows, favorable legislative developments, and growing client demand across
traditional channels. Picture a client asking: "How does your firm handle tokenized assets alongside my equity
portfolio?"

Managers have reached a cross-roads, and while they are not required to jump in headfirst, they must also
acknowledge that having no plan for Digital Assets increases the risk of being left behind as the ecosystem matures
(e.g., significant progress into transitioning securities & collateral on-chain).

Firms must articulate if and how Cryptocurrencies fit into their portfolios and, separately, explore how Blockchain /
DLT can be leveraged to improve operational efficiency.

The Evolving Digital Assets Landscape: Key Trends

Adoption & Demand Dynamics

Digital Asset vehicles have evolved to provide several mechanisms for Managers to gain exposure to Digital Assets.
Blackrock’s spot Bitcoin ETF ($IBIT) became the fastest ETF ever to reach $70 billion in AUM, by a factor of years
(1,350 days or ~3.7 years to be exact). Spot Bitcoin ETFs now own over 1.34 million BTC, worth over $144 billion in
total AUM (as of October 20, 2025). Spot Bitcoin ETF purchases (of BTC) have outpaced net new BTC supply mined by
~4x (~1.34m BTC owned vs. ~350k new BTC mined).

Opportunities to access Cryptocurrencies and Tokens through traditional (off-chain) vehicles are growing as more
firms explore the launch of Spot ETFs beyond BTC (e.g., ETH, SOL, etc.). Index ETFs are also emerging that track
multiple Cryptocurrencies & Tokens.
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https://www.linkedin.com/posts/christian-pellegrino_crypto-digitalassets-assetmanagement-activity-7338210878510575616-Bv7H?utm_source=share&utm_medium=member_desktop&rcm=ACoAABVPp7wB9fWVNXF3JiUSeHhXtfF2fnEds7s
https://www.theblock.co/data/etfs/bitcoin-etf
https://www.theblock.co/data/etfs/bitcoin-etf

Key Metrics
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e Institutional Adoption: 86% of institutional investors have existing exposure to Digital Assets or planned to

make allocations in 2025

o Coinbase’s Institutional Investor Digital Assets Survey, 2025

e Long-Term Confidence: 83% of institutions are confident in the long-term viability of Blockchain technology

and/or Digital Assets

o Alpha Digital Assets Survey, 2025
e Dedicated Functions: 62% of institutions either have or are in the process of building a dedicated Digital

Assets function internally

o Fidelity Institutional Investor Digital Assets Study, 2024

Operating Model Considerations

The Digital Assets Operating Model differs across several key functions from the traditional Asset & Wealth
Management Operating Model; some of the key considerations are explored in more detail below.
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Leveraging legacy front-office technologies requires significant customization to support the nuances of Digital
Assets. Portfolio Managers need to develop new expertise to evaluate and model Digital Assets and revise analytics
to ensure complexities of the asset class are properly reflected. Technology vendors need to adapt to handle new
data types, real-time settlement information, and the unique performance attribution metrics of Digital Assets. For
example, BlackRock Aladdin, SimCorp, and Morningstar have all sought (different) approaches to combine data from
Digital Assets and traditional asset classes to enable Total Portfolio Views with enhanced analytical models that can
incorporate the unique volatility and risk factors of Digital Assets.
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Streamlining Order & Execution Management
Smart contracts (self-executing agreements stored on a Blockchain) can offer significant efficiencies for trading as
they can be leveraged to automatically generate and execute trades as pre-defined market conditions are met.
Combined with quantitative / algorithmic trading capabilities, Blockchain technology can increase Alpha through
faster time to market. This increased efficiency and reduction in manual intervention / operational costs have
resulted in a reduction of ~30-50% in execution costs for early adopters. Hurdles will remain, and firms must ensure

that they have robust Compliance, Risk, and Technology capabilities to properly audit contract codes to avoid
exploits and integrate with existing O/EMS solutions.

Middle-Office Efficiency & The Promise of Instant Settlement

Blockchain technology offers instant settlement capabilities. Traditional financial markets often involve multi-day
settlement cycles, leading to liquidity constraints and increased operational overhead to maintain accurate
reporting. Digital / Tokenized Assets can settle almost instantaneously on-chain. Instant settlement also
necessitates re-engineering of reconciliation, cash management, and exception handling processes.

Firms are adapting to support the settlement of Tokenized Assets, specifically starting with enhancing Collateral
Management. For example:

e JP Morgan, Barclays, and BlackRock are issuing tokenized Money Market Funds as collateral

e BNY Mellon and Goldman Sachs are partnering to “mirror” trades of Money Market Funds with on-chain
tokens to improve collateral liquidity and transferability

e DTCC is launching a pilot program to demonstrate how tokenized collateral management increases capital
efficiencies and liquidity for market participants

Back-Office Evolution: The Custody Conundrum

Digital Assets require specialized custodial solutions, with more intricate custodial risks & controls required to
ensure proper oversight, governance, and security.

Digital Assets custody is typically divided into two primary categories:

e Hot storage (online, highly accessible wallets for active trading, but more vulnerable to cyber threats)
e Cold storage (offline, highly secure solutions for long-term holdings)

Digital Assets Custodial Models in Investment

Management can include a combination of hot and cold storage, but require Managers to evaluate different
custodial stacks to properly secure their private keys and/or Digital Assets:

e Sub-custodial models with third-parties such as Anchorage, BNY Mellon, State Street, Fidelity, Coinbase,
etc.
o The mostrecent regulatory guidance is likely to encourage more TradFi banking organizations to offer
Digital Assets custodial solutions, while existing Digital Assets brokerages / exchanges will pursue
regulatory approvals / certifications to act as Qualified Custodians

e Multi-party custodial wallets (where private keys are split into fragments, ensuring that there is no single
point of failure)

e Multi-signature custodial wallets (requiring multiple keys for a transaction, enhancing security).

Custody is a common institutional concern for Digital Assets, and the models noted above require an assessment of
the trade-offs between each model, which also create different implications for liabilities, insurance, and asset
segregation.
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https://www.dechert.com/knowledge/onpoint/2025/7/banking-regulators-address-crypto-custody--implications-for-asse.html
https://www.dechert.com/knowledge/onpoint/2025/7/banking-regulators-address-crypto-custody--implications-for-asse.html
https://www.sec.gov/files/ia-6240-fact-sheet.pdf
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Regulatory Changes

There has been a recent shift in the global regulatory landscape with increased transparency coming primarily from
the United States through the GENIUS, STABLE, and CLARITY Acts (the CLARITY Act passed a House of
Representatives vote in July 2025 and is now before the Senate). Despite recent progress, the United States is still
playing catch-up to other global regulatory regimes with well-established governance frameworks, including:

e Project Guardian in Singapore (overseen by Monetary Authority of Singapore)
e Markets in Crypto-Assets in Europe
e Financial Conduct Authority Roadmap in the United Kingdom

United States Legislation

e GENIUS Act: Comprehensive federal framework for regulating payment stablecoins, mandating strong
reserve requirements, licensing for issuers (banks or approved nonbanks), and consumer protection
safeguards

e STABLE Act: Defines regulations for payment stablecoins by requiring issuers to obtain a banking charter,
effectively bringing them under the strict oversight of federal banking regulators

e CLARITY Act: Proposed market structure bill that clarifies jurisdictional boundaries between the SEC and
CFTC for Digital Assets, categorizing them as digital commodities, investment contract assets, and payment
stablecoins to create a clear regulatory path for market participants

Global Legislation

e Project Guardian: Industry-led collaborative initiative and sandbox that explores the use of asset tokenization
and DeFi protocols in wholesale financial markets to enhance efficiency, liquidity, and cross-border
settlement, while establishing necessary governance and trust anchors

e Markets in Crypto-Assets (MiCA): Comprehensive, pan-European regulatory framework for crypto-assets and
their service providers, introducing unified rules for authorization, governance, consumer protection, and
market integrity across all EU member states

e Financial Conduct Authority (FCA) Roadmap: Phased strategy and timeline for the UK to develop a tailored,
comprehensive regulatory regime for crypto-asset activities, including trading platforms, intermediation,
stablecoins, and prudential requirements, to position the UK as a global leader in crypto innovation and

safety

Conclusion

Digital Assets are fundamentally reshaping the financial services industry. For Asset & Wealth Managers,
understanding and strategically responding to the key trends in this ecosystem is becoming a necessity. Defining a
clear Digital Assets strategy is imperative to properly navigate the evolution of front, middle, and back-office
operating models, and the continued maturation of global regulatory regimes. Firms should embrace innovation and
proactively build the capabilities required to take on Digital Assets, or risk losing market share and internal human /
technological expertise compared to peers. The journey will be complex, but there are opportunities for enhanced
efficiency, new product offerings, and expanded client relationships.

Over the coming months, we will explore more questions and topics across areas of the Digital Assets ecosystem
and their impact on the Investment Management Operating Model. Key themes that we will assess include:

o How will tokenization reshape the creation and distribution of investment products, and what specific
changes are required to operating models to capitalize on this trend?

~——
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e How should Investment Managers integrate Digital Assets products (e.g., ETFs, Tokenized Assets, etc.) into
their product offerings? What capabilities require the most attention to ensure success?
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