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Everyone has a bitcoin take these days. 

It’s “going to the moon.” 

It’s “digital gold.” 

It’s “magic internet money.” 

It’s a “fraud.”

A quick Google search will yield a lot of these results—believe us, it is very easy to go down rabbit holes on the topic. 

We are not going to take you through the whole debate, but rather lay out a clear and simple framework for how you
may want to think about this new asset class. 

In summary, we believe bitcoin is an investible asset with a few clear investment theses. 

So, what is Bitcoin/bitcoin? Bitcoin (capital B) is a ledger of transactions maintained by a peer-to-peer network. The
ledger is governed by a consensus protocol, without the need for any centralized authority. And bitcoin is the currency
unit of that network—the asset we’re analyzing here. Without getting too technical, the method of transferring bitcoin
from one person to another relies on cryptography—which is where the term “cryptocurrency” (or “crypto”) derives from.
However, even the foregoing description provides an unsatisfying answer for investors. 

So, what is bitcoin to investors? It is a decentralized, censorship-resistant, scarce and structurally deflationary asset.

Some crypto-friendly pundits will stop there and tell you to move all your money into bitcoin. I think we all know that
advice simply doesn’t work for professionals. But there may be sound reasons to add bitcoin to your portfolio.

We see three fundamental investment theses for bitcoin.

1. Scarcity and out of governments’ and central banks’ control

We could call this the “gold” case. Gold has a long and remarkable history as a store of value and hard money currency
for human civilizations. We can point to several characteristics for why this is, such as scarcity, decentralization, fungibility
and divisibility. Bitcoin shares these traits. There are additional benefits with bitcoin in this category, but also additional
risks. These differing risks include both the relatively straightforward – such as bitcoin’s incredible volatility and its lack of
operating history – and the complex – such as potential changes in the Bitcoin protocol and the threat of a 51% attack.
We will continue to discuss these risks in future publications.

In our view, gold is not going anywhere anytime soon. With thousands of years of human history behind it, gold should
retain an important role in the global financial system.

But we see opportunity for bitcoin to satisfy many investors’ desires for another gold-like asset. This investment thesis
particularly resonates, as global money supply skyrocketed with the government responses to COVID-19. If the
purchasing power of fiat currencies drops with this increased money supply, the purchasing power of both gold and
bitcoin could increase substantially. 

This is also one reason why WisdomTree expects that more commodity-oriented strategies will include bitcoin or
exposure to bitcoin (e.g., via bitcoin futures) in the future as regulation opens the door for it.

2. Potential for exponential growth

The strong historical returns of bitcoin demonstrate exponential growth. Of course, bitcoin has had incredible volatility
on its way to those returns. This volatility, however, may be symptomatic of assets where different paths create wildly
different outcomes. 
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The exponential nature of the payoff rests on future adoption of bitcoin. While its use has risen among institutions and
the retail investor segment, we think we are still in the early innings. Bitcoins are held by a smaller fraction of the global
population than other assets. Bitcoin technology is rapidly developing. Numerous financial institutions and consumer-
facing financial technology (fintech) companies are incorporating bitcoin into their services. And given the declining new
supply of bitcoins that becomes available—and, according to the existing Bitcoin protocol, a fixed final number of 21
million bitcoins that ultimately will be in circulation—rising demand creates potential for very strong price increases. 

Another way to think about this thesis—the future is unpredictable. Based on its known characteristics and growth rate, it
certainly seems possible that bitcoin could be an important part of the financial system in the future. With the potential
for bitcoin to achieve this sort of adoption and high returns, the risk-reward calculus may justify an allocation today—
even a small one.

3. Low correlation to other asset classes

Finally, bitcoin has historically demonstrated a very low correlation to other asset classes. 

The chart below demonstrates the historical correlation for an approximately seven-year period. While we do not have a
very long history with the asset, we believe this low correlation can persist given the differing investment theses versus
stocks and bonds. 

Given the low correlation, a relatively small allocation to bitcoin can improve the risk-return profile of a portfolio. The
more bitcoin that is used in institutional portfolios, however, the more its correlation with other popular asset classes will
rise in overall risk-on, risk-off type sentiment. We started to see some of this behavior in the March 2020 stock market
decline, where the price of bitcoin declined as well.

Asset class name is represented by the following Indexes:
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Please see the glossary for more definitions of Indexes.

So, what is the optimal allocation?

Similar to any asset allocation, that answer will depend on different individual circumstances, but bitcoin can be worth
allocating to. Deciding how best to implement an allocation is a challenge. 

In future publications, we will dig in further on this question and suggest some methods that might make sense. 

Two important additional notes: 

First, we are only talking about bitcoin here, not other cryptocurrencies. The use cases and investment propositions (or
lack thereof) for different cryptocurrencies vary widely. 

Second, with any asset, the price at which you buy matters. Without well-tested fundamental valuation metrics, it is hard
to evaluate current price levels in bitcoin. The same could be said for gold, although with bitcoin, the volatility raises the
stakes on this question.

Again, we will not have all the answers, but we hope our commentary will serve as a helpful guide as you evaluate this
developing asset class going forward.

Important Risks Re lated to th is Art ic le   

Please note WisdomTree Asset Management, Inc. does not offer any bitcoin products.

Bitcoin operates as a decentralized, peer-to-peer financial exchange and value storage . Bitcoin operates without central
authority or banks and is not backed by any government.  Bitcoin generally experiences very high volatility. Bitcoin is also
not legal tender. Federal, state or foreign governments may restrict the use and exchange of cryptocurrency, and
regulation in the U.S. is still developing. Bitcoin exchanges may stop operating or permanently shut down due to fraud,
technical glitches, hackers or malware.

This material represents an assessment of the market environment at a specific time and is not intended to be a forecast
of future events or a guarantee of future results. This material should not be relied upon as research or investment advice
regarding any security in particular. The user of this information assumes the entire risk of any use made of the
information provided herein. Unless expressly stated otherwise, the opinions, interpretations or findings expressed herein
do not necessarily represent the views of WisdomTree or any of its affiliates. 

For standardized performance and the most recent month-end performance click here NOTE, this material is intended
for electronic use only. Individuals who intend to print and physically deliver to an investor must print the monthly
performance report to accompany this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click here to obtain a WisdomTree ETF prospectus which contains investment objectives,
risks, charges, expenses, and other information; read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign investing involves currency, political
and economic risk. Funds focusing on a single country, sector and/or funds that emphasize investments in smaller
companies may experience greater price volatility. Investments in emerging markets, currency, fixed income and
alternative investments include additional risks. Please see prospectus for discussion of risks.

 

Past performance is not indicative of future results. This material contains the opinions of the author, which are subject to
change, and should not to be considered or interpreted as a recommendation to participate in any particular trading
strategy, or deemed to be an offer or sale of any investment product and it should not be relied on as such. There is no
guarantee that any strategies discussed will work under all market conditions. This material represents an assessment of
the market environment at a specific time and is not intended to be a forecast of future events or a guarantee of future
results. This material should not be relied upon as research or investment advice regarding any security in particular. The
user of this information assumes the entire risk of any use made of the information provided herein. Neither WisdomTree
nor its affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal advice. Investors seeking tax or legal
advice should consult their tax or legal advisor. Unless expressly stated otherwise the opinions, interpretations or findings
expressed herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and
may not be used as a basis for or component of any financial instruments or products or indexes. None of the MSCI
information is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind
of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an
indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on
an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of
its affiliates and each entity involved in compiling, computing or creating any MSCI information (collectively, the “MSCI
Parties”) expressly disclaims all warranties. With respect to this information, in no event shall any MSCI Party have any
liability for any direct, indirect, special, incidental, punitive, consequential (including loss profits) or any other damages (
www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom, Tripp Zimmerman, Michael
Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel,
Ryan Krystopowicz, Jianing Wu, and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Bitcoin (the currency)  : A digital currency (also called a cryptocurrency) created in 2009, which is operated by a
decentralized authority as opposed to a traditional central bank or monetary authority.

Central bank  : Refers to the the monetary authority of any country.

51% Attack  : Refers to an attack on a blockchain—most commonly bitcoins, for which such an attack is still hypothetical
—by a group of miners controlling more than 50% of the network's mining hash rate or computing power.

Fintech  : Describes new tech that seeks to improve and automate the delivery and use of financial services

Low Correlation  : Characterized by assets that have a relatively lower correlation vs the market over time. This term is
also associated with the Low Correlation Factor which associates these stock characteristics with excess returns vs the
market over time.

Risk-on/risk-off  : refers to changes in investment activity in response to perceived risk. During periods when risk is
perceived as low, investors tend to engage in higher-risk investments. When risk is perceived as high, investors tend to
gravitate toward lower-risk investments.
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