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Cardano Blockchain Explorer

Consensus Mechanism: 

Byzantine Fault Tolerance (BFT) 

Validator Selection Mechanism:  
Proof-of-Stake

Staking Yield: 

5.00% APR

Circulating Token Supply: 

33.7Bn ADA

Locked Token Supply: 234M ADA

Fully Diluted Tokens: 45Bn ADA

US$ Circulating Market Cap: 
$29.94Bn

Crypto Market Cap Rank #: 9

PM Notes: 

1. In our Base Case, we use a trailing NVT of 2x and only see upside 
of 16%  where transactions grow at 10% YoY at an implied price of 
$1.03. 

2. In the Bull Case, we see transactions growing slightly faster, but 
not by much, at 20% using the same NVT for a slightly higher 
price of $1.21 with upside of 36%. In our Bear Case, we arrive 
at a price of $0.86 and downside of 3% by using a 2x NVT and 
no transaction growth due to lagging development and waning 
community support. 

3. Primitive Launch – Smart contracts and custom tokens are now 
a possibility on the protocol and provide a reason for developers 
to jump into the deep end if they’re looking for additional layer 1 
options.

4. Not without deep thought – Research is at the core of all protocol 
proposals. Each feature is incubated at academic institutions and 
reviewed before implementation if the community votes for it. 

5. Slow and steady – Cardano’s protocol improvement approach is 
research oriented, is slower and lags other layer 1s in terms of 
functionality and dApp ecosystem growth as a result. However 
we can’t count out protocol improvements coming down the pipe, 
methodical development for the long run with a strong community 
backing to push the protocol forward.

Model Assumptions

We assume a circulating supply inflation rate of 3.84% per year. We also 
assume that transaction fees distributed are distributed to all pools that 
created blocks during an epoch. We consider the Cardano hardcap at 
45Bn ADA. There is no token burn mechanism built into the network and 
while there may be a movement to eventually add a burn component to 
the protocol, it does not currently exist.
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INVESTMENT THESIS

NVT = Market Capitalization ($)/Transaction Volume ($); Cardano Circ. Mkt Cap ≈ $29.94Bn

Base Case – $1.03: In our Base Case, we see transactions growing at 10% YoY and use a trailing NVT of 2x. We 
see upside of only 16% on an implied price of $1.03. We view Cardano as a protocol that is lagging other layer 1 
networks in terms of upgrades and functionality such as smart contracts and custom, native tokens that were just 
launched last year. While we see active addresses stagnating since around September/October last year, we also 
see some positive signs of growth like the fact that the network just hit its 4 millionth non-fungible tokens (NFTs) 
minted. 

In our base case, we foresee transaction activity still growing over time but slowing. Total value locked (TVL) also 
ranks lower at 32nd (compare to Avalanche @ #4) when considering other chains and may be a sign of network 
woes; however there is currently no compatibility with Ethereum Virtual Machine (EVM) or other protocols. When 
we combine some of the aforementioned statistics with network value to transaction ratios, we view the consistently 
low NVTs as a sign that the market is not ascribing a high future value to the protocol mostly due to a lack of dApps 
and differentiated functionality – circulating and fully diluted market cap are both below the 90 day average value 
moving through the network. 

Decentralized applications (dApps) like CNFT, Cardano’s largest NFT platform and first marketplace launched in 
the summer of last year, are just beginning to build in the ecosystem. While we see promise in marketplaces on the 
protocol like this, similar offerings on other layer 1s have had longer to develop and grow. First mover advantage 
is key and the longer it takes protocols to build out an ecosystem, the harder it will be to gain market share. For 
comparison OpenSea, an Ethereum based NFT marketplace, launched their beta in December 2017. While 
Cardano may be behind in some areas, we view the protocol’s dedicated enterprise focus as part of their strategy 
to grow the network as positive which can apply to use cases like supply chain tracking, credential verification, and 
KYC and AML applications for finance. 

Other popular dApps include one of the more popular decentralized exchanges (DEXs) on Cardano, Sundaeswap. 
The 24h volume on the exchange is lower at around $3M. Using volume on the DEX as a proxy for adoption, these 
types of apps have yet to hit their critical mass (and may never).

Sidechains like Milkomeda, which will be launching very soon, can help with DeFi adoption and interoperability 
on Cardano, as it will connect the protocol to other layer one networks like Solana, Avalanche and Ethereum and 
launch it into the DeFi world. It is EVM compatible which we think will be positive overall to capture some of the 
DeFi market and enable interoperability between disparate networks driving traffic and transactions. 

(Figure 1) Comparable L1s – NVT Multiples; Source: Coin Metrics, CoinMarketCap, Osprey Funds; Tx = Transaction, FD = Fully Diluted 
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Bull Case – $1.21: In our bull scenario, we use a trailing NVT of 2x and transaction growth of 20% YoY and find 
upside of 36%. Identity and instant credential dApps like Atala PRISM on the enterprise efforts of Cardano begin 
to pay off and attract corporate users to the network. The network pushes ahead with transaction speed upgrades 
in June which attract an important set of new developers to the platform. Trustless light client functionality with new 
security primitives comes to fruition incubated from Cardano’s heavy emphasis on research efforts. The network is 
in a nascent stage compared to other layer 1s and may have “easy wins” early on which could reflect in a slightly 
faster growth rate. 

Hydra is also a scaling layer two protocol proposed for Cardano that would theoretically push transactions per 
second (TPS) from the current 250 TPS to 2M by enable concurrent processing. While it is in a proof-of-concept 
state, if implemented it could provide a huge capacity boost to the network and attract a heftier developer base to 
the platform. Don’t hold your breath though – this is a tall order.

Bear Case – $0.86: In our Bear Case we see 3% downside at a NVT multiple of 2x and no transaction growth 
if network upgrades don’t go as planned and are pushed. We see a case where already lagging development 
holds the network further behind in ecosystem development. We could see a scenario in which an enthusiastic 
community still grows the network, but transactions stagnate because of new developers moving to other protocols 
or not choosing to develop on Cardano in the first place. This would have long run implications for the network. In 
this scenario, we don’t see significant Cardano dApp adoption as other networks will attract users across GameFi 
like Solana or NFTs on Ethereum.

DEEP DIVE: AN INITIATION ON CARDANO

Cardano is a two layer system split into a settlement/payment layer and computation, smart-contract layer. Cardano 
recently launched the smart-contract aspect of the network in late Q3 2021. While other layer 1 networks have 
primitives that are still coming up to speed, many had smart contract capabilities since launch. This has allowed 
projects in other ecosystems to build for longer periods of time and foster a base of dApps, connectivity and users. 

An upgrade to the network in March 2021, the Mary hardfork, was also released that provides users the ability to 
define custom tokens. This functionality is like creating unique tokens for parachains ecosystems on Polkadot or for 
subnets on Avalanche, albeit still limited when comparing to depth of customization when designing full ecosystems 
on other protocols. Since the beginning of February 2021, the Cardano network has seen a large burst in 90 day 
average transaction activity coinciding with the upgrade by 2.4x YoY to $15Bn.  

Jump in and Stake – Water is Luke Warm

Cardano is a proof-of-stake network which Cardano calls the Ouroboruos protocol. Staking pools are the main 
reward concept that the protocol revolves around. Staking pools offer diminishing rewards based on user/delegator 
saturation, which are designed to prevent centralization by limiting pool sizes. As more participants join, staking 
rewards will fall. Pool operators can also optionally pledge ADA – depending on how much they pledge, their pool 
rewards will be higher. Operators can use this as an incentive to boost the rewards for their pool to make it more 
attractive to potential delegators.

Ultimately they are rewarded with a slice of network transaction fees and via inflation of the network supply. 
Operators can also set a price for their service when the configure the pool which they get to keep. The network on 
the while is designed to reach equilibrium when it approaches 1k active stake pools for decentralization purposes.  

Marketing is usually required when first attracting delegators to join staking pools, and while the biggest drivers 
are node reliability and reward percentage, pool operators are initially instructed to tell their friends and family as 
part of the marketing strategy as an example. Running a pool quickly becomes like running a business and the 
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pool is constantly competing with the rest of the nodes on the network to boost staking rewards. To run staking 
pools, technical knowledge is also required, and operators must be familiar with managing and maintaining servers, 
backups, etc. 

While there are no minimum staking requirements as with other layer 1s to run a pool, advertising and equipment 
costs to run a node are costs pool operators must consider. 

Epic Epochs

What is important to know is that Cardano consensus revolves around epochs that span a period of five days. 
Blocks are produced every 20 seconds within one epoch where stake pools will be randomly selected to produce 
the next block validate transactions on the network. 

An upgrade scheduled for June 2022, the Vasil hardfork, will introduce a concept called pipelining that will 
decrease block time creation. It will ultimately speed consensus by allocating more of the network’s computational 
power and memory capacity towards the process…a redistribution of sorts. 

Phased In

Cardano is broken down into 5 main phases related to the foundation, decentralization, smart contracts, scaling 
and governance. The decentralization and governance phases are still underway – smart contract functionality 
has recently been released. Plutus is the smart contract scripting language and utilizes a modified version of the 
Haskell language. It may be somewhat of a barrier if developers, who aren’t familiar with the language, want to 
jump into the ecosystem and start development. Compare this to WASM on Polkadot which allows for common 
languages to be used for development and lowers the barriers to entry on the platform. 

Iohk and the Team

Cardano was founded by Charles Hoskinson, who was also a co-founder of Ethereum, and Jeremy Wood. 
Hoskinson left after a dispute with another co-founder Vitalik Buterin and started started IOHK which develops the 
technology behind Cardano and runs both the Cardano Foundation and Emurgo. The foundation was established 
to grow the ecosystem and promote the project while Emurgo was started as a commercial-focused entity that 
concentrates on the enterprise and government aspect of the protocols adoption.  

The Cardano Foundation was established as a non-profit and is dedicated to seeing to the proliferation of the 
network. They work with IOHK and regulators in different jurisdictions, as an example, to achieve the goals of the 
foundation. Board members include individuals with experience in the legal, regulatory, and the digital asset space 
to drive adoption. 

Pipeline of Ideas – Deep Thinking

Cardano is based on academic research papers to describe new technology proposals that are independently 
reviewed. The protocol is known for its heavy research component in conjunction with different universities to 
enhance the protocol over time. Much of the research is published, peer reviewed papers that propose ideas 
that may eventually make their way into the wider protocol if the community votes to adopt it. Some of the latest 
research to be proposed is a concept that ultimately pushes wider blockchain adoption via light clients. Blockchain 
full nodes are data heavy and store all blockchain information. While this is good for security, it is much slower and 
creates barriers to entry for anyone looking to interact with the protocol. 

The paper proposes a way to interact with full nodes using light clients in a trustless manner via special security 
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proofs. The idea proposed is a new primitive called SNACK proofs (succinct non-interactive argument of chain 
knowledge). Light clients do not need to store nearly as much data to interact with the protocol, and thus run much 
faster while doing so. The SNACK proofs would provide a way to interact with full nodes in a trustless way. Light 
clients that don’t make security concessions can be positive for user uptake in Cardano’s future, since they run like 
simple programs on laptops and smartphones and won’t require heavy processing and storage. 

Keep on the Lookout 

Smart contract functionality and custom token creation is very new on the platform, especially when compared to 
the rest of the layer 1s. New features can encounter issues even if they’re thoroughly tested before launch. Issues 
related to newly released critical network functionality, especially what many would consider layer 1 table stakes, is 
something all users should be paying attention to. 

In addition, pool operators must contend with advertising their staking pools to get it off the ground as opposed to a 
quick process to spin up some servers and begin. They are initially encouraged to pitch friends and family and pour 
money into the pool. This process feels inauthentic and similar to a marketing ruse.

While active address count was on the rise in the beginning of 2021, the growth in active addresses has stalled 
since September/October of 2021 at around 177k. This could be a negative network adoption signal as similar 
statistics for other L1 networks have been growing during this time. Total value locked (TVL) is also quite low and 
only ranks 32nd in TVL (compare to Avalanche @ #4) when considering other chains and may be a sign of network 
woes. Time will tell – count by the epoch.
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