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Introduction
Digital assets have continued maturing over the past several years, gaining increasing attention from 

institutional investors. As market infrastructure, regulatory clarity, and use cases evolve, more institutions  

are evaluating what an allocation could mean for their portfolios and/or the clients they serve.

At Fidelity Digital Assets®, we support investors through every stage of their digital assets journey 

—from learning the fundamentals to refining a more advanced investment thesis.

This introductory report outlines the core concepts that define today’s digital assets ecosystem and  

offers a road map for investors seeking to understand whether an allocation to digital assets aligns  

with their objectives.

What are Digital Assets?
Bitcoin: A Fundamental Starting Point

How Bitcoin Works: Design, Supply, and Network Mechanics

Bitcoin was created in 2009 by Satoshi Nakamoto (a pseudonymous person or group of people) and was  

introduced as a decentralized, peer-to-peer electronic cash system. The original Bitcoin white paper outlined  

the network as being secured by “miners” who validate transactions through a consensus algorithm, 

enabling it to operate without a central authority.

The white paper also defined a fixed supply of 21 million bitcoin and a disinflationary mechanism. 

Approximately every 210,000 blocks (roughly every four years) the block reward granted to miners is reduced 

by half. This predictable issuance framework has become a key component of many investors’ understanding 

of Bitcoin and its role within the broader digital assets ecosystem.

On the Bitcoin network, transactions are recorded on a transparent and open ledger. Rather than relying  

on a single party to maintain a centralized database, thousands of participants maintain and update their 

own copies. These computers, known as “nodes,” track the full history of transactions and verify new activity.

To ensure all nodes maintain an identical and accurate version of the ledger, Bitcoin uses a consensus 

mechanism. Bitcoin enables distributed, pseudonymous validators to agree on the network’s current  

and historical state. 

The identities of individual miners cannot be verified, meaning traditional voting models (such as one vote 

per person or device) are not effective. Instead, Bitcoin uses a “proof-of-work” system in which influence 

corresponds to the amount of computational power devoted to securing the network.

Mining a block involves finding a valid solution to a cryptographic puzzle. Miners repeatedly generate 

hashes of a candidate block until one meets the network’s current difficulty target, which is effectively a 

requirement that the resulting hash fall below a specific threshold. 

A key starting point for digital 

asset education is understanding 

Bitcoin and the impact of its 

underlying technology. 
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Lowering this threshold makes valid solutions harder to find and requires more computational work.  

The first miner to produce a valid solution earns the right to add the next block of transactions to the 

blockchain and receives newly issued bitcoin in the form of a block subsidy.

This mechanism allows Bitcoin users to reach consensus and prevents “double spending,” in which a 

malicious actor attempts to spend the same bitcoin more than once. Since the network’s full transaction 

history is public, bad actors will have their transactions rejected by the rest of the network. Proof-of-work  

requires significant computing resources, making attempts at fraudulent behavior economically unattractive 

—invalid blocks are not accepted, meaning the effort would be wasted.

As network participation grows, the total computing power securing Bitcoin increases. To keep new blocks 

being added at a consistent pace, the protocol automatically adjusts the difficulty of finding each block 

based on recent network activity. This difficulty adjustment maintains predictable block times and keeps the 

issuance schedule of new bitcoin on track, contributing to the resilience and long-term security  

of the network.

The above elements effectively form a system capable of operating securely without central oversight, 

something that earlier digital cash models were unable to fully achieve.

Beyond Bitcoin: Enter Ethereum and Solana
An Introduction to Ethereum
In the years immediately following Bitcoin’s launch, digital assets largely represented a single value 

proposition. Most non-bitcoin assets introduced during that period offered what the Fidelity Digital Assets 

Research team would characterize as undifferentiated versions of Bitcoin’s core design. 

That shifted in 2015 with the release of the Ethereum protocol. For the first time, a meaningfully 

differentiated digital asset, ether (ETH), entered the market with alternative value propositions and a 

broad set of potential use cases. This marked the beginning of a new era in digital assets, one defined by 

increased innovation, experimentation, and competition.

Ethereum was created to provide an infrastructure for smart contracts, the key layer behind decentralized 

applications (dApps). Developers can build dApps on the Ethereum blockchain using accessible 

programming languages, similar to how smart phone applications are built on operating systems such as 

Apple’s iOS and Google’s Android.

Unlike traditional protocols, applications built on Ethereum are designed to be decentralized and run 

according to the logic programmed into smart contracts. Smart contract platforms, such as Ethereum, 

facilitate the existence of decentralized finance (DeFi) applications, non-fungible tokens (NFTs), and 

decentralized autonomous organizations (DAOs).
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Smart contracts function much like legal agreements: If a certain condition is met, a predetermined output 

or transaction occurs. However, there are important differences between digital smart contracts and 

traditional contractual arrangements:

The Merge: Ethereum’s Transition to Proof-of-Stake

In 2022, following the long-awaited network update known as The Merge, Ethereum’s consensus 

mechanism transitioned from proof-of-work to proof-of-stake. This change did not alter transaction speed, 

capacity, or throughput. Instead, it fundamentally updated how the network reaches consensus.

Under proof-of-stake, blocks are proposed and validated through a wealth-staking mechanism. Instead of 

expending computing power (as in proof-of-work), participants lock up their ether as collateral. This stake 

can be partially or fully “slashed” if a validator violates the network rules, creating an economic incentive to 

operate honestly. 

Since Ethereum’s successful transition to proof-of-stake, users have been able to stake their ether to help 

secure the network and earn a yield in return. In this system, miners are replaced with staking validators. 

Direct computational competition for each block is replaced with an algorithmic process that randomly 

selects validators to propose and attest to each block.

Traditional Contracts or Agreements Smart Contracts

Need to trust the other party to fulfill obligation.

No need to trust the other party because the 
contractual obligation automatically executes 
when certain conditions are met. However, this 
also introduces the risk of automatic execution of 
unintended action (e.g., misprogrammed code).

Risk of unpredictable outcome, such as human 
judges interpreting contracts dif ferently.

Only one interpretation by the computer reading 
the code.

May not be public or verifiable.
Reside on the blockchain, making them auditable 
and transparent, but, as a result, may sacrifice 
privacy in some cases.

May have lower privacy (contracts tied to  
individual identity).

Transactions tied to a unique address, but not  
necessarily a person’s identity, due to pseudonymity.

Risk of fraud, unauthorized contract alterations,  
or misrepresentation of parties in contracts.

Risk of bugs in smart contract code and, therefore, 
potential exploits or hacks of the code.

https://www.fidelitydigitalassets.com/research-and-insights/ethereum-merge
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An Introduction to Solana
In 2020, Solana launched as another major smart contract platform offering a distinct technical approach 

and design philosophy. Created with the goal of supporting high-performance dApps, Solana uses a 

combination of a proof-of-stake framework and an additional timing mechanism known as “proof-of-history.” 

This architecture was created to help the network sequence transactions efficiently and support applications 

that benefit from high throughput.

Solana has since become a popular environment for developers building everything from decentralized 

finance protocols to consumer-oriented applications. Its emphasis on speed, low fees, and scalability has 

positioned it as a complementary alternative to Ethereum, appealing to builders who prioritize performance 

while still operating within a decentralized structure. 

The Next Frontier
Ethereum laid the foundation for a robust decentralized ecosystem that includes ether, its native token, and 

thousands of non-native tokens and dApps. The visual below helps illustrate the various functions and parts 

of the Ethereum network and how they build on top of each other:

dApps, which can enable functions including lending, 
decentralized exchanges, derivatives, payments,  
and asset management 

Fungible Tokens (ERC-20) and Non-Fungible Tokens (ERC-721)

Ethereum blockchain

Protocol  
Layer

Asset Layer

Settlement  
Layer

The core value proposition for ether grows as the number of tokens, smart contracts,  

and developers choosing to interact with the Ethereum network increases.

While the number and variety of dApps have grown rapidly, the most popular fall under several broad 

categories, which are detailed below. Much like the early internet, it should be noted that entirely new 

categories are likely to emerge over time. 

It is also important to note that although Ethereum pioneered the smart contract platform model, it is  

no longer the only network supporting dApps. Many blockchain networks, such as Solana, have emerged  

with similar value propositions and trade-offs.
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DeFi
Decentralized finance (DeFi) applications replicate many traditional financial functions including payments, 

lending, borrowing, saving, trading, and insurance. However, because smart contracts are programmable 

and composable, developers can build services that interact with one another, enabling financial activities 

that are difficult or impossible to perform traditionally. 

As a result, DeFi has become a broad category encompassing most finance-related activity conducted 

through dApps on the blockchain. Comparing traditional finance with DeFi can help illustrate several core 

value propositions:

Traditional Finance (TradFi) Decentralized Finance (DeFi)

May be closed to customers due to geography, 
lack of identity verification, or credit metrics

Open to anyone with an internet connection

Trust in central authority or intermediary,  
such as a bank

Mostly decentralized, no single intermediary to trust 
(but one must trust the protocol or code)

High transaction friction—can have high costs  
or take days to complete

Usually lower costs, with transactions happening  
in minutes to a few hours

Low transparency (i.e., do not know exactly how 
loans are approved)

High transparency; most code is open-source, 
auditable, and verifiable

Funds held by intermediaries Ability to control funds directly

Ability to censor (e.g., freeze accounts,  
block transactions)

Censorship-resistant

All activity linked to real identity Pseudonymous

Limited hours, in which institutions are open Always open and running

Stablecoins
Stablecoins are digital assets designed to maintain a stable value by pegging their price to fiat currencies, 

equities, or other digital assets.

Stablecoins first emerged as a solution for users who needed to move between traditional currency and 

digital assets. Most fiat-pegged stablecoins are backed 1:1 by reserves, such as the U.S. dollar or the Euro, 

helping the tokens maintain a value close to the underlying asset. This enables users to more efficiently 

enter and exit digital asset markets, move funds across platforms, or transact within dApps.

For a deeper exploration into stablecoins including their potential benefits, risks, and use cases, 

access our “Stablecoins Explained” series.

https://www.fidelitydigitalassets.com/topic/stablecoin-research
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Non-Fungible Tokens 
NFTs are digital tokens that represent uniquely identifiable assets on a blockchain. Unlike fungible assets 

(such as dollars or bonds) where each unit is interchangeable, NFTs are designed so that each token is 

distinct and can be individually verified.

Uniqueness does not require an asset to be one-of-a-kind in the physical or digital world. Multiple identical 

items can exist, but each NFT associated with them carries a separate identifier on-chain, allowing 

individual ownership to be distinguished and tracked.

In the simplest terms, NFTs are unique identifiers that are minted on networks, such as Ethereum, and 

assigned to non-fungible assets that may be digital or physical. Although digital art has popularized the 

category, NFTs can represent many forms of value, including collectibles, event tickets, and intellectual 

property rights. 

NFTs allow creators or asset issuers to prove authenticity and establish ownership through the blockchain 

rather than relying on intermediaries. Transfers occur directly between participants on a public network, 

enabling peer-to-peer exchange and transparent provenance. This mechanism can streamline markets 

where verification, authenticity, or traceability are important components of value.

Digital Assets in a Portfolio
The digital asset ecosystem encompasses thousands of networks and tokens, but only a small subset  

has established sizeable market presence, long‑term operation, or institutional‑grade accessibility.

The following is a high-level overview of four widely discussed assets (BTC, LTC, ETH, and SOL)  

and illustrates how different network designs may translate into different potential use cases and  

portfolio considerations.

Bitcoin as an Investment
The investment thesis for bitcoin centers around three potential roles: bitcoin as “digital gold,” a portfolio 

diversifier, and a venture-like investment. These characteristics suggest that bitcoin may play a distinct role 

within a broader asset allocation, rather than being evaluated solely as a standalone asset. The unique 

characteristics inherent in bitcoin could potentially help to drive more robust overall portfolio outcomes.

Bitcoin is often compared to “digital gold” due to its fixed supply of 21 million bitcoin, creating a form of 

programmed scarcity. Historically, assets with constrained supply have appealed to investors seeking a 

means to store value over time and a hedge against inflation. As adoption evolves, external macroeconomic 

conditions may continue to influence how bitcoin is viewed as a potential long-term store of value.

Bitcoin has also exhibited a return profile that some liken to early stage or venture-like opportunities.  

It has demonstrated significant volatility in the past, but the surrounding ecosystem—ranging from 

companies to infrastructure—continues to develop, offering potential upside alongside meaningful risk. 

However, it is important to note that bitcoin and other digital assets remain highly speculative and subject  

to market manipulation, liquidity constraints, and the possibility of complete loss of capital.
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From a portfolio construction perspective, bitcoin has at times demonstrated low or variable correlations to 

traditional asset classes. This behavior has led some allocators to explore bitcoin as a potential diversifier, 

though correlations can shift over time. As with any alternative asset, the implications for a portfolio depend 

on investor objectives, risk tolerance, and investment horizon.

Litecoin as an Investment
Litecoin launched in 2011 as a fork of the Bitcoin code with the goal of offering faster and lower-cost 

transactions. The network reduces block times to roughly 2.5 minutes and increases total supply to 84 

million coins, positioning Litecoin as a payments-oriented alternative to Bitcoin. Its design prioritizes ease of 

use and faster settlement, supported by a proof-of-work model similar to Bitcoin but with different trade-offs.

Litecoin’s investment case often centers on its role as a transactional asset and its compatibility with 

infrastructure such as the Lightning Network. Its smaller network size and lower fees can make it an 

accessible on-ramp for users or applications looking to interact with Bitcoin-adjacent tools in a cost- 

efficient way. At the same time, Litecoin has historically been seen as a testing environment for upgrades 

conceptually aligned with Bitcoin, reflecting its flexible development approach.

From an investment perspective, Litecoin faces competition across several dimensions—from Bitcoin 

for store-of-value considerations, from stablecoins as a medium of exchange, and from smart contract 

platforms such as Ethereum and Solana for broader utility. As a result, Litecoin’s potential opportunity is 

most often viewed through its niche role as a faster, lower-cost network that may complement Bitcoin’s 

ecosystem rather than compete directly with it.

Ether as an Investment
Ethereum’s investment thesis is rooted in the programmability of its network and the broad set of applications 

it enables. Ether (ETH) serves as both the native currency for transactions and the asset that underpins 

Ethereum’s proof-of-stake security model. As usage of the network expands—through dApps, smart 

contracts, and stablecoin activity—demand for ETH may reflect the growth of the underlying ecosystem.

Staking has also introduced a yield-generating component to ETH. By locking ether to help validate the 

network (staking), participants can earn rewards directly from the protocol. Beyond staking, the breadth 

of dApps on Ethereum offers additional opportunities for users to deploy ETH or other digital assets in 

borrowing, lending, trading, and other on-chain financial activities, all facilitated through smart contracts 

rather than intermediaries.

For a deeper exploration of bitcoin’s investment characteristics, potential risks, and long-term 

considerations, access “Coin Report: Bitcoin.”

For a deeper exploration of Litecoin’s investment characteristics, potential risks, and long-term 

considerations, access “Coin Report: Litecoin.”

https://www.fidelitydigitalassets.com/research-and-insights/coin-report-bitcoin-btc
https://www.fidelitydigitalassets.com/research-and-insights/coin-report-litecoin-ltc
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As ETH now plays multiple roles, its potential investment case is tied to overall network usage, developer 

activity, and the continued relevance of its smart-contract platform.

Solana as an Investment
Solana’s investment thesis centers on its performance‑oriented architecture and its goal of supporting high‑ 

throughput, low‑latency dApps. The network combines a proof‑of‑stake framework with a mechanism known  

as proof‑of‑history, which helps sequence transactions efficiently and enables rapid processing at scale. 

This design has positioned Solana as an appealing platform for developers building applications that 

require speed and low fees, ranging from consumer‑facing tools to financial infrastructure.

As activity grows across the network—from payments and stablecoin transfers to DeFi protocols and new 

application categories—demand for SOL may be influenced by network usage and the role SOL plays 

within the ecosystem. SOL is required for transaction fees and is used as staking collateral by validators who 

help secure the network. Solana’s delegated proof‑of‑stake model allows token holders to delegate SOL to 

validators in exchange for a share of staking rewards, aligning economic incentives across participants.

For a deeper exploration of ether’s investment characteristics, potential risks, and long-term 

considerations, access “Coin Report: Ethereum.”

For a deeper exploration of SOL’s investment characteristics, potential risks, and long-term  

considerations, access “Coin Report: Solana.”

Operational and Custody Considerations
Decentralized digital assets can be transferred globally within seconds and without intermediaries,  

offering meaningful opportunities but also placing greater responsibility on those who hold or manage them. 

Ownership is controlled through private keys, which function like a bank account password. If lost or 

compromised, access to the associated assets cannot be recovered. The decentralized and interconnected 

nature of blockchain networks introduces potential risks related to cyberattacks, operational errors,  

and vulnerabilities in third-party tools. Given this, they require a unique set of requirements to ensure 

secure custody.

At a basic level, digital assets can be stored in hot, cold, or multi-signature wallets, each with its own 

potential trade-offs:

Hot wallets are software-based and connected to the internet. This method makes accessing and 

transacting with digital assets convenient by keeping the private key more accessible for the user, but it can 

also leave the wallet vulnerable to security compromise. 

For security reasons, many investors prefer to minimize storing their digital assets in a hot wallet  

as much as possible.

https://www.fidelitydigitalassets.com/research-and-insights/coin-report-ethereum-eth
https://www.fidelitydigitalassets.com/research-and-insights/coin-report-solana-sol


A guide to digital assets and the investment landscape for institutions

11

Cold storage is offline and generally considered more secure than hot, though it introduces additional 

operational steps for access. 

Examples of cold storage include signing devices, specific hardware designed for storing and/or controlling 

private keys, or even a paper copy of private keys stored in a secure place.

Multisignature wallets require multiple approvals to facilitate a transaction, adding an additional layer of 

protection by reducing single-point-of-failure risks. If a bad actor were to gain access to a signing device, 

they would not be able to send assets from the wallet without cooperation from another party.

For institutional investors, selecting an appropriate custody model (whether self-custody or through a  

third-party provider) is a key component of risk management. With these considerations in mind, investors 

can gain exposure to digital assets in two main ways: 1) through a direct investment in the underlying asset, 

or 2) through a managed investment product. Both options have unique trade-offs depending on  

an investor’s needs.

Direct Investment
To make a direct investment in bitcoin, ether, or another digital asset, investors typically transact through a 

regulated exchange or execution provider and then select an appropriate custody solution. Since holding 

digital assets requires managing private keys, custody introduces operational considerations that differ from 

those associated with traditional securities.

Self-custody puts the onus on the holder to safeguard keys and establish their own operational controls. 

Third-party custodians can simplify key management, but it is essential to evaluate providers’ cybersecurity 

practices, operational frameworks, regulatory oversight, insurance coverage, and overall risk posture.

Direct exposure may offer advantages including potentially lower aggregate costs for execution and custody 

and the ability to use certain assets as collateral to access liquidity without unwinding positions. Digital 

assets such as bitcoin can also be attractive as collateral due to their liquidity, global accessibility, support  

of fast settlement, and the ability to trade or access liquidity in a 24/7 market when held directly.

It is also important to note the potential challenges associated with direct investments. The technical due 

diligence required to evaluate custody providers can be substantial, and not all investors may feel equipped 

to appropriately assess providers. Additionally, limited integration with traditional investment systems can 

create operational complexity, including tax, reporting, and compliance considerations.

Managed Investment Products
A range of managed investment products now exist for institutions seeking exposure to digital assets 

through more familiar structures. These include passive vehicles designed to track underlying assets and 

active strategies focused on generating returns through trading or discretionary management. 
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Some institutions also explore actively managed digital asset strategies. Digital assets trade continuously, 

generate transparent on-chain data, and exhibit significant price dispersion, creating an environment in 

which certain managers may seek to generate incremental returns. These strategies, however, require 

careful evaluation of manager expertise, risk controls, and operational processes given the unique 

characteristics of the asset class.

In recent years, spot exchange‑traded products (ETPs) have become one of the more common ways 

institutions access digital assets. ETPs offer daily liquidity, regulated fund structures, integrated custody  

and execution, and operational workflows that align with traditional investment processes. Passive ETPs 

remove the need to manage trading or key management directly, while providing market exposure within  

a familiar wrapper that fits easily into existing portfolio, compliance, and reporting systems.

Private funds continue to exist, but they are used less frequently now that ETPs provide a streamlined  

and broadly accessible entry point. Regardless of vehicle, investors should evaluate fees, custody 

arrangements, liquidity terms, and the fund sponsor’s operational and risk‑management capabilities.

Conclusion
Digital assets represent a rapidly evolving set of technologies, networks, and market structures that  

continue to shape new forms of value and new avenues for innovation. As the ecosystem develops,  

the range of potential use cases and risk considerations continues to broaden. 

For institutional investors, understanding the mechanics behind these networks and the applications  

built on them is key for informed assessment.

Interested in exploring how digital assets may fit into your 
institutional investment strategy? Get in touch.

https://www.fidelitydigitalassets.com/get-in-touch
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The information herein was prepared by Fidelity Digital Assets, National Association (“FDA, NA”) and Fidelity Digital 
Assets, Ltd (“FDA, LTD”). It is for informational purposes only and is not intended to constitute a recommendation, 
investment advice of any kind, or an offer to buy or sell any asset. Perform your own research and consult a qualified 
advisor to see if digital assets are an appropriate investment option.

Digital assets are speculative and highly volatile, can become illiquid at any time, and are for investors with a high risk 
tolerance. Investors in digital assets could lose the entire value of their investment. Digital assets are not insured or 
guaranteed by the Federal Deposit Insurance Corporation, or any other government agency, and are not obligations of 
any bank.

Custody and trading of digital assets are provided by FDA, NA, which is a national trust bank. FDA, LTD relies on FDA, 
NA for these services. FDA, LTD is registered with the Financial Conduct Authority under the U.K.’s Money Laundering 
Regulations. The Financial Ombudsman Service and the Financial Services Compensation Scheme do not apply to the 
cryptoasset activities carried on by FDA, LTD.

To the extent this communication constitutes a financial promotion in the U.K., it is issued only to, or directed only at, 
persons who are: (i) investment professionals within the meaning of Article 19 of the Financial Services and Markets Act 
2000 (Financial Promotion) Order 2005 (the “FPO”); (ii) high net worth companies and certain other entities falling within 
Article 49 of the FPO; and (iii) any other persons to whom it may lawfully be communicated. 

This information is not intended for distribution to, or use by, anyone in any jurisdiction where such distribution would 
be contrary to local law or regulation. Persons accessing this information are required to inform themselves about and 
observe such restrictions. 

Views expressed are as of the date indicated, based on the information available at that time, and may change based on 
market or other conditions. Unless otherwise noted, the opinions provided are those of the speaker or author and not 
necessarily those of Fidelity Digital Assets or its affiliates. Fidelity Digital Assets does not assume any duty to update any 
of the information. 

FDA, NA and FDA, LTD do not provide tax, legal, investment, or accounting advice. This material is not intended to 
provide, and should not be relied on, for tax, legal, or accounting advice. Tax laws and regulations are complex and 
subject to change. You should consult your own tax, legal, and accounting advisors before engaging in any transaction.

Fidelity Digital Assets and the Fidelity Digital Assets logo are registered service marks of FMR LLC. 

© 2026 FMR LLC. All rights reserved.
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