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(CME). Although, it’s notable the contracts settle in U.S. 
Treasury-recognized cash.

The speculative nature of cryptocurrencies has not proved to 
be a deterrent for investors. About $2.3 billion are invested in 
more than 120 digital currency funds. The investment 
rewarded some investors and asset managers. The Financial 
Times reported, “The surge in the value of Bitcoin last year 
helped a New York investment boutique claim the title of 
best-performing exchange traded fund of 2017.”3

Enthusiasm is High But Challenges 
Remain
The ‘animal spirits’ surrounding cryptocurrencies have inspired 
comparisons to the dot-com bubble that sent share prices of 
technology companies soaring. During late 2017 and early 
2018, investors pushed valuations of digital currencies – and 
share prices of companies suggesting they were innovating in 
the space4 – indiscriminately higher. When the dot.com bubble 
popped, some technology companies didn’t survive, while 
others went on to become leaders in the industry. 

Cryptocurrencies may experience a similar evolution. Currently 
more than 50 types of digital tokens are ‘mined,’ and some are 
being integrated into traditional business and financial systems. 
Recently, veteran money managers have expressed interest in 
holding cryptocurrencies or cryptocurrency-related investments 
in ‘40 Act Funds. While the idea has potential, it’s unlikely to 
become an option until investor protection issues have been 
addressed. 

In an open letter5 to the President of the Investment Company 
Institute (ICI) and Head of the Asset Management Group at the 
Securities Industry and Financial Markets Association (SIFMA), 
the Securities and Exchange Commission (SEC) expressed a 
number of concerns about digital currencies in ‘40 Act Funds. 
These included valuation, liquidity, and custody. With regard to 
custody, the SEC queried,

“To the extent a fund plans to hold cryptocurrency 
directly, how would it satisfy the custody requirements 
of the 1940 Act and relevant rules? We note, for 
example, that we are not aware of a custodian 
currently providing fund custodial services for 
cryptocurrencies. In addition, how would a fund 
intend to validate existence, exclusive ownership and 
software functionality of private cryptocurrency keys 
and other ownership records? To what extent would 
cybersecurity threats or the potential for hacks on 

Introduction
Innovation isn’t always welcome.

In 1878, an editorial in The New York Times suggested, 
“Something ought to be done to Mr. Edison, and there is a 
growing conviction that it had better be done with a hemp 
rope. Mr. Edison has invented too many things, and almost 
without exception they are things of the most deleterious 
character.”1 

Despite opposition, Thomas Edison’s inventions – and the 
innovations they inspired – have transformed the world. It’s 
possible that cryptocurrency and blockchain (the technology 
securing digital money) have the potential to transform the 
world, as well.

What is Cryptocurrency?
Views on digital currency innovations vary from intense 
skepticism to fervent enthusiasm. The spectrum of views is not 
unreasonable. At this early stage, it’s difficult to define exactly 
what cryptocurrency is or what it will become. 

Some people consider digital tokens an alternative form of 
money that can be used to buy and sell goods every day. 
Unregulated private currency, like Bitcoin, is easy to obtain via 
Square’s Cash App, and the coins or tokens can be spent 
through some online retailers, like Overstock.com.2 

In recent months, however, cryptocurrency has offered a level 
of unpredictability that cash and credit do not, raising questions 
about its suitability as a cash instrument. Some retailers that 
accept tokens have been helped by fluctuations in 
cryptocurrency values, and others have been hurt. In both 
cases, the practice has created uncertainty with regard to 
quarterly earnings. 

In addition, consumers appear reluctant to spend assets they 
perceive to have strong upside potential. This supports the idea 
that cryptocurrencies may be speculative investments. Unlike 
stocks that offer equity ownership and a share of profits, if all 
goes well, or bonds that typically promise a stream of income 
and a return of principal on a date in the future, 
cryptocurrencies primarily offer a potential increase in value – 
or a decrease.

Trading in Bitcoin futures supports the idea that digital 
currency is a speculative commodity. Investors can buy and 
sell Bitcoin futures contracts through the Chicago Board of 
Exchange (CBOE) and the Chicago Mercantile Exchange 
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to-peer structures,’ researchers at the European Parliament 
wrote recently. Then there is the concern that hard, cold 
blockchains and contracts too smart for their own good will 
ossify society—or make it run amok.”8 

Adapting to Change is Critical
Cryptocurrencies and blockchain technology are likely to 
change the way people and businesses operate in the future. 
It remains to be seen whether cryptocurrencies will be 
recognized as cash alternatives, accepted as investment 
options, or develop into something else entirely. Blockchain is 
poised to possibly become a disruptive innovation that 
dramatically changes the way people and businesses 
engage. Already, countries and financial institutions have 
begun to implement the technology to secure identities and 
transactions.

There will be risks and opportunities ahead. As our industry  
evolves, Millennium Trust will continue to assess new 
opportunities and determine how to adapt so we best serve 
our clients. 
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digital wallets impact the safekeeping of fund assets 
under the 1940 Act?...To the extent a fund plans to 
hold cryptocurrency-related derivatives that are 
physically settled, under what circumstances could the 
fund have to hold cryptocurrency directly? If the fund 
may take delivery of cryptocurrencies in settlement, 
what plans would it have in place to provide for the 
custody of the cryptocurrency?”6 

These are next generation challenges for the financial industry.

Blockchain has the Potential to Disrupt 
the Financial Industry 
Blockchain, the technology that makes cryptocurrencies 
possible, is an open-source, digitally distributed ledger that 
records new transactions as “blocks.” Cryptography allows 
members of a distributed computer network to add new blocks 
to the ledger securely. Each block is identified by a timestamp 
and transaction data.

In many ways, the technology is like a spreadsheet that exists 
simultaneously on thousands of computers and is updated with 
new data every 10 minutes. Once a block of data has been 
recorded, it cannot be altered retroactively without changing 
all of the other blocks in the chain. This greatly reduces the 
possibility of accounting irregularities.

KPMG has advised asset managers “to start developing a 
clear and strategic roadmap that will allow [them] to respond 
to, and capitalize on, the shift towards” blockchain 
technologies and to make it a priority to learn more about 
blockchain and other distributed ledger technologies (DLT). The 
consulting firm is confident these technologies will transform the 
asset management space during the next few years.7 

Although it’s early days, blockchain and DLT – and the 
innovations they inspire – have the potential to transform the 
world, just as Thomas Edison’s inventions did. Distributed 
ledgers have the potential to reshape the financial services 
industry in trading, settlement, accounting, collateralization, 
asset servicing and compliance. It also has numerous other 
industry applications, including auditing commodity supply 
chains and protecting intellectual property. 

The technology is not without critics. The Economist explained, 
“This points to the biggest question of all. Should blockchains 
run the world? Warning voices are starting to be heard…
’Each time we use a distributed ledger we participate in a shift 
of power from central authorities to non-hierarchical and peer-




