
The Blockchain 
Bottleneck



cabotwealth.com | 2

 Blockchain Bottlenecks

Investor interest in cryptocurrency has exploded. Many of you may think you should allocate more 
of your portfolio to crypto but lack the resources to make solid investment decisions. Cabot SX Crypto 
Advisor will act to demystify this investment vehicle through our comprehensive reports.

When people first think about cryptocurrencies their mind instantly goes to Bitcoin or Ethereum. While 
those are the two largest Blockchain networks by market capitalization, we would like to highlight a 
better investment opportunity based on valuation and two essential properties that foster network 
growth: frictionless transactions and scalability.

While active projects on the Ethereum network work to address these issues, the current environment 
often results in high fees for users as the network becomes congested. Transacting in Bitcoin (BTC) today 
is more akin to trading a commodity.

There are numerous possible solutions in play, from other currencies, to a secondary transaction layer 
that exists on the same underlying blockchain.

Layer Two Solutions
Layer Two solutions are currently being built to help scale Layer One blockchain networks like Ethereum. 
We see significant value from investing in best-in-class Layer Two solutions.

Layer Two solutions play an important role in the world of Defi, as they aim to offload some of the stress 
on the blockchain networks by assisting with validation and transaction processing. In doing so, they 
alleviate network congestion, which often leads to slower transaction times and spikes in fees.

The main technology behind Layer Two scaling solutions is called Zero-Knowledge rollups. This process 
takes bundles of data off the blockchain for processing and computing using a smart contract. It is called 
Zero-Knowledge because it is based on Zero-Knowledge Proofs, which are a method of authentication 
where no passwords or personal information are shared. ZKPs enable the display of value without 
providing additional information.

This process helps significantly because the code is not run on the blockchain itself – allowing for faster 
processing. After the information is processed, it is sent back to the blockchain for other parties to verify.

However, successful investing in Layer Two solutions require identifying both the consensus long-term 
Layer One winner (ETH, BTC, etc.) and the Layer Two solution that ultimately comes out on top.

Instead, we’d like to highlight a less-known and equally attractive investment opportunity, a competing 
Layer One blockchain designed to avoid the bottlenecks slowing ETH and BTC from inception – Solana. 
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 Solana

After extensive research, Solana stands out above the others. First, we dive deeply into the 
characteristics of what makes a good investment and highlight how Solana demonstrates key value 
drivers that will ultimately translate to outsized returns. 

 Opportunity Overview

Solana is unique because since their whitepaper was released in 2017, they have worked to position 
themselves as the go-to B2B and B2C platform in the industry. What do I mean by this? Let’s break it 
down piece by piece.

Solana (SOL) had the advantage of launching later, looking at the pain points of earlier projects like BTC 
and ETH. The Solana blockchain was designed specifically to improve the number of transactions that 
can be processed per second. Solana can process several thousand TPS. This metric is very important 
because investors and developers want their user bases to become very large. Blockchain networks 
must be designed to handle increased traffic.

Developers are the people who create projects on Solana. These projects range from new apps for 
finance and art, to gaming projects, even entire virtual worlds. What do all of these projects have in 
common? Well, they run on the Solana network, and use the Solana token or cryptocurrency SOL. As 
more businesses choose to operate on the Solana network, the demand for SOL increases. 

If customers want to purchase something on one of these new apps that operate on Solana, they 
are going to have to do so using the native currency of that network, which in this case is SOL. This is 
important – it already highlights an important teaching point that I will break down more in depth in 
future articles, reports and, of course, in Cabot SX Crypto Advisor. 

Solana is an example of a Layer One Blockchain Network. A “Layer One” is exactly what the name 
suggests, a foundational framework. A Layer One solution creates and operates on their own Blockchain. 
Depending on the design, this solution could include important features like smart contracts that allow 
for exciting new projects to be built on top of this foundational layer.

Bitcoin and Ethereum, two Blockchain Networks you may already be familiar with, are also Layer 
One solutions.

Think of an operating system. Apple products run on IOS software, and the App Store is a unique feature 
of Apple products. The app store offers very desirable functionality to users and serves as an interface 
between customers and new exciting applications. Solana is similar to IOS in the sense that both provide 
the operating system and the platform for new and exciting applications to be built. Although differences 
exist, I hope that you find this example helpful in understanding what it means to be a Layer One.
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Layer One blockchains operate on their own native currency and create a new economic layer where 
participants utilize their unique cryptocurrency or token. As a result, this is a powerful system that has 
the potential to rapidly create both real value and economic wealth for members of its community. 

In an interview with Decrypt Media, Solana Founder Antoly Yakovenko recently had this to say about the 
pace of adoption of the Solana Blockchain: “In the past 12 months, I have seen projects go from ideas, to 
product, to product market fit.” We are at an exciting inflection point for layer one blockchain solutions 
like Solana.

 User Growth

The growth of both developers and users on the Solana network is exponential. 

More people using the network is the key driver of value. Usage means more interactions, impressions, 
engagement, and commerce, and increases the rate of on-chain activity. More users create powerful 
network effects and economic flywheels that further bring more people to the ecosystem. Creative 
projects finding success on the Solana network inspires new projects to adopt the Solana Blockchain. 
User growth is a key metric to follow in cryptocurrency projects and is one we watch closely at Cabot SX 
Crypto Advisor.

 Scalability 

If the goal is to grow and have more users, you must be able to handle that increase in traffic. Solana is a 
market leader in scalability solutions. Solana can process thousands of transactions per second, far more 
than other Layer One Networks, which rely on Layer Two solutions to increase transaction speeds.

The infrastructure has been built to usher in the exciting new era of projects. Solana is a market leader in 
these efforts. 

 Price Is Independent from Value

We look to make investments in things that create lasting value for the end users. It is important to 
take a step back in periods of price volatility to think critically. Public markets are a great place to 
make investments because prices move daily. There are periods when the market is only focused on 
discounting the news of the day, or the week, or the month. 

These are times when we should remind ourselves that price is independent of value. Maybe it is time to 
take profits in something that has gone vertical. Likewise, if the market has become too bearish, look to 
start a new position. 

Thinking critically instead of acting fearfully means that you are becoming an investor. 
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 Use Patterns to Your Advantage

Part of thinking critically means using pattern recognition to your advantage. Most successful 
investments all have common themes or patterns. I don’t mean that you must know advanced charting 
techniques or have an MBA to understand patterns. You must start with the basics and reason from the 
ground up using well-reasoned principles. 

Take a step back and ask yourself what successful companies have in common. Why are they 
successful? An equally important question to ask is, why do some investments quickly fall out of favor 
in public markets? Investing in public markets is not about being right. It is about being nimble and 
understanding what other people also see in a particular investment at a given point in time. For the 
price of an investment to remain in a trend, up or down, investors must become more aligned around a 
particular narrative. 

To understand what is driving a particular public market investment, you need access to good 
information early so you have the time to use good judgement. To put it simply, you need to understand 
what you are buying today and why it will increase in value in the future.

By using the best available information to apply principles of reasoning, anyone can be a good investor.

For example, Tesla has demonstrated periods of enhanced price volatility. After adjusting for the recent 
split, Tesla stock went from over $70 in November of 2018 to $40 May of 2019, losing almost half of 
its “value.”

Investors did not agree on valuation (or even if Tesla was a car company or a software company) and 
price volatility ensued. 

So why in November of 2019, did price begin on a journey towards creating the mountain of a chart that 
it is today? 

It’s simple. You don’t even have to agree if it is a car company or a software company. 

The income that Tesla produces from operations flipped from negative to positive. These results ushered in a 
whole new wave of institutional investors willing to buy Tesla stock. 

With Tesla still in growth mode, but now demonstrating the ability to stand on its own two feet with 
increased profitability, the investment was “re-risked” in the eyes of many. The company hasn’t looked 
back since. 

When you consider Solana under the same light, the price (as measured by the token price or the market 
cap) is decoupled from the value of its role as a scalable Layer One solution that is experiencing rapid 
adoption and significant development growth.
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This is just one example of a principle that you can apply to your own analysis of public equities. 

And crypto…

The price/value dynamic is a core tenet at Cabot SX Crypto Advisor, and one of many principles that we 
apply to identify the best names in crypto – like Solana. 

 Buying Opportunity 

Solana is trading at a discount to peers at a $33 billion market cap. Take advantage of the recent dip in 
the overall market and consider adding Solana to your portfolio.
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change without further notice. Past performance may not be indicative
of future results.
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