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Liquidity, Restaking, and Market Structure
Ensuring Institutional Access Without Compromising Exit Optionality
Executive Summary

Institutional allocators entering digital assets usually focus on two questions: what to buy and at what price. Both
matter, but neither is sufficient. A third question determines whether an allocation survives its first stress event: can
you exit at a reasonable price when you need to?

Liquidity in digital assets is not a static property. It shifts across market regimes, time zones, and protocol states.
Restaking and yield-bearing strategies have added new layers of complexity, where liquidity is often locked, pledged,
or otherwise encumbered in ways that standard market depth analysis does not capture.

For family offices and institutional investors, exit optionality is existential. A protocol with strong fundamentals,
sound governance, and attractive economics is still a trap if its liquidity structure prevents timely exit during a
market dislocation. Understanding market structure is not a peripheral concern. It is a core due diligence
requirement.

The Liquidity Illusion

Most institutional investors evaluate liquidity through a single lens: order book depth on tier-1 exchanges. That lens
is too narrow. Order book depth measures only the willingness of counterparties to transact at a given moment. It
does not measure whether that willingness holds up under stress.

Consider a typical institutional liquidity assessment. An investor examines the order book for BTC or ETH on
Binance, Coinbase, or Kraken. They see tight spreads and substantial depth at multiple price levels. They conclude
the asset is liquid.

Three things are missing from that conclusion.

First, order book depth is correlated across venues. When a large sell order hits one exchange, market makers adjust
quotes across all exchanges at the same time. The depth observed in calm markets can disappear in seconds during
volatility. This happened in March 2020 and again during the FTX collapse. It will happen again.

Second, exchange-level liquidity is not the same as protocol-level liquidity. Many digital assets trade primarily on
decentralized exchanges where liquidity is provided by automated market makers with finite reserves. During a sharp
price decline, these pools can become imbalanced. Sellers face severe slippage.

Third, liquidity is time dependent. Digital asset markets operate 24/7, but liquidity provision does not. Weekend and
holiday periods consistently show reduced depth and wider spreads. An investor who needs to exit during these
windows gets worse execution than their models predict.

The practical implication: institutional liquidity analysis must incorporate stress scenarios, cross-venue correlation,
and time-based variation. A single snapshot of order book depth is not a liquidity assessment. It is a data point.

Restaking and the Liquidity Trap

Restaking protocols have created a structural tension between yield generation and exit optionality. Restaking lets
users deposit liquid staking tokens or native ETH to secure additional protocols in exchange for yield. The capital is
not lost. It is committed.
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The problem for institutional investors is that restaked capital is not freely available for exit. Withdrawal periods for
restaked positions range from days to weeks, depending on the protocol and the state of the validator set. During a
market stress event, the queue to exit can lengthen dramatically as other depositors try to withdraw at the same time.

This creates a liquidity trap. An investor who has allocated capital to a restaking strategy for yield enhancement may
tind themselves unable to exit when they need to. The yield premium they earned is offset by the cost of being
locked in during a downturn.

The issue is not unique to restaking. Liquid staking derivatives, yield-bearing vaults, and lending market deposits all
create similar encumbrances. The common thread: yield is generated by committing capital to a use that reduces its
availability for exit.

For institutional due diligence, this means yield cannot be evaluated in isolation. Every yield source must be assessed
for its associated liquidity cost. A protocol that offers attractive yields but requires extended withdrawal periods is
only suitable for capital that can tolerate that illiquidity. Investors with shorter time horizons or contingent liquidity
needs must be compensated accordingly.

Market Concentration and Counterparty Risk

A less discussed but equally important dimension of market structure is concentration. Digital asset markets are
highly concentrated across multiple axes: exchange volume, market making activity, and holder distribution.

Exchange concentration is well documented. A small number of tier-1 exchanges handle the majority of trading
volume. This creates a single point of failure for market access. If a dominant exchange experiences a security
incident, regulatory action, or operational outage, a significant portion of global liquidity becomes inaccessible at the
same time.

Market maker concentration is less visible but equally concerning. A handful of proprietary trading firms provide the
majority of liquidity across both centralized and decentralized exchanges. These firms manage risk dynamically.
During periods of extreme volatility, they reduce their exposure by widening spreads and reducing position sizes.
The result is a systemic reduction in available liquidity that affects all market participants.

Holder concentration introduces a different risk. When a small number of wallets control a large percentage of an
asset's circulating supply, the potential for coordinated selling creates asymmetric downside risk. This is not a
theoretical concern. In 2022, the forced liquidation of a single large holder triggered cascading price declines in
several prominent digital assets.

For institutional investors, concentration analysis should be a standard component of market structure due
diligence. The question is not whether concentration exists. It does. The question is whether the concentration
structure creates tail risk that cannot be hedged or managed.

The Implications for Portfolio Construction

Market structure analysis has direct implications for portfolio construction. The standard approach to digital asset
allocation treats liquidity as a constraint at the portfolio level, not an attribute at the asset level. That is backwards.

Each asset in a portfolio has a unique liquidity profile that determines its suitability for different portfolio roles. An
asset with deep tier-1 exchange liquidity and low concentration can serve as a core holding. An asset with thinner
liquidity and higher concentration may still be attractive as a satellite position, but only if the portfolio has sufficient
buffer to absorb the illiquidity.
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The same logic applies to yield strategies. Assets used in restaking or other yield generating activities should be sized
relative to the portfolio's liquidity needs. A portfolio with a one year time hotizon can tolerate more illiquidity than a
portfolio with quarterly rebalancing requirements.

The framework is straightforward but rarely applied systematically. For each asset, assess:
e The depth and resilience of its liquidity across market regimes.
e The encumbrances created by yield strategies or staking mechanisms.
e The concentration of its holder base and market making infrastructure.
e The time required to exit under normal and stressed conditions.

These assessments should inform position sizing, rebalancing frequency, and contingency planning. An asset that
passes all other due diligence filters but fails on market structure is not a disqualification. It is a constraint that must
be managed.

At Ledgerstone, market structure analysis is integrated into our Five Pillar Framework under the Market Structure assessment. We
evaluate liguidity depth, holder concentration, and institutional execution pathways using both quantitative metrics and qualitative

Judgment. Our goal is not to identify the most liguid assets. 1t is to identify assets whose liquidity profile matches the investor's
requirements.

This analysis is combined with onr Economic Architecture and Fundamental Traction assessments to provide a complete picture of exit
optionality. We do not assume that liguidity will persist. We test it. We do not assume that yield is free. We measure its cost.

The result is a repeatable, risk-gated due diligence process that gives institutional capital full visibility into the structural risks that
determine whether an allocation survives its first stress event.

© Ledgerstone 2026



http://www.ledgerstone.org/

