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Key Takeaways
» Bitcoin is a cryptocurrency mega cap name with a significant track record.

e As bitcoin is not correlated to traditional assets, it can significantly improve a multi-asset portfolio's
risk/return profile.

e While the Sharpe Ratio increases together with an increase in bitcoin allocation within 60/40 Global
Portfolio, a 1% bitcoin allocation is a sensible starting point for most investors as it represents a
market-neutral view.

e Related Products WisdomTree Physical Bitcoin Find out more

‘Don’t put all your eggs into one basket’ is a well-known phrase highlighting the importance of diversifi-
cation. When investors diversify their portfolios, they allocate to different asset classes and/or to different
assets within their selected asset class.

By way of example, equity investors can diversify their portfolios by investing into:
e Emerging markets alongside developed markets

e Small caps alongside large and mid caps

For multi-asset investors, sensible allocation to alternatives alongside standard equity and fixed-income
investments can be key for achieving the best outcomes.

An asset class that can no longer be ignored

By now, cryptocurrencies have an over 15-year track record and represent a significant portion of the
investable market portfolio. While most investors would prefer to pretend that cryptocurrencies do not exist
as they are still relatively difficult to understand and assess, they now understand that they need to spend
some time getting their heads around this nascent but rapidly growing and developing asset class.

Figure 1: The market portfolio
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Source: Bloomberg, WisdomTree. As of 30 September 2024. In USD. You cannot invest directly in an
index. Historical performance is not an indication of future performance and any investment may
go down in value.

Figure 1 (above) shows the market portfolio of all listed, investable assets that are accessible to investors.
With a market cap of over US $2 trillion1, cryptocurrencies represent approximately 1% of the market
portfolio that has a total market cap of just over US $200 trillion2. Bitcoin is a cryptocurrency mega cap
name, and it continues to represent just over half of cryptocurrency market cap3.

What is the key benefit of adding bitcoin to a multi-asset portfolio?

Portfolio diversification

According to our 2024 Professional Investor Survey, 35.13% of respondents said they believed that
‘diversification as an uncorrelated asset’ was the role that cryptocurrency played in a portfolio4. Bitcoin
has historically had a low correlation with traditional assets. Figure 2 (below) illustrates this by showing
correlations between bitcoin and traditional assets over the past two years. The bitcoin line is extremely
green, which indicates that it is not correlated to any other assets shown in the table.

Figure 2: Correlations between bitcoin and traditional assets

Source: Bloomberg, WisdomTree. From 30 September 2022 to 30 September 2024. In USD. Based on
Weekly Returns. You cannot invest directly in an index. Historical performance is not an indication of future
performance and any investment may go down in value.
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While Figure 2 (above) is limited to the last two years, the story it tells has been true since bitcoin’s
inception. It is also very interesting to note that gold is more correlated to equities and fixed income than

bitcoin.

As the 60/40 Global Portfolio remains a standard multi-asset portfolio, investors tend to want to see how
bitcoin’s correlation to the MSCI All Country World (MSCI ACWI) and Bloomberg Global Aggregate indices
has changed over time.

Figure 3: Trailing one-year daily correlation to bitcoin
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e MSCI ACWI —Bloomberg Global Aggregate

Source: Bloomberg, WisdomTree. From 31 December 2014 to 30 September 2024. You cannot invest
directly in an index. Historical performance is not an indication of future performance and any

investment may go down in value.

Figure 3 (above) shows that historically, the trailing one-year (1Y) daily correlation has been:

* Relatively stable between bitcoin and fixed income (i.e. Bloomberg Global Aggregate)

e More varied between bitcoin and equities (i.e. MSCI ACWI) with all-time high of just over 0.6 reached
in March 2023
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While bitcoin’s correlation with the MSCI ACWI index has varied over time, historically, allocating as little
as 1% of the 60/40 Global Portfolio to bitcoin has improved the risk/return profile of that portfolio, as shown
in Figure 4 (below).

Figure 4: Bitcoin in multi-asset portfolio

Source: Bloomberg, WisdomTree. From 31 December 2013 to 30 September 2024. In USD. Based on daily
returns. The 60/40 Global Portfolio is composed of 60% MSCI All Country World and 40% Bloomberg
Multiverse. You cannot invest directly in an index. Historical performance is not an indication of future
performance and any investment may go down in value.

The above-shown risk/return profile improvements are primarily due to bitcoin’s volatility not being visible
at the portfolio level due to its very low correlation with all other assets that form 60/40 Global Portfolio.
That is, while bitcoin is volatile on its own (as shown on the right-hand side of Figure 4), the volatility of
60/40 Global Portfolio increases only by 7bps5 if there is a 1% allocation to bitcoin.

Conclusion

Cryptocurrencies have a significant track record and represent approximately 1% of the listed market
portfolio that most investors can easily access. Bitcoin is a cryptocurrency mega cap hame, and it continues
to represent just over half of the cryptocurrency market cap. As bitcoin is uncorrelated to traditional assets,
it can significantly improve the risk/return profile of a multi-asset portfolio.

While the Sharpe Ratio increases with an increase in bitcoin allocation within the 60/40 Global Portfolio, a
1% bitcoin allocation is a sensible starting point for most investors as it represents a market-neutral view.

1 Source: Bloomberg, WisdomTree. 30 September 2024.

2 Source: Bloomberg, WisdomTree. 30 September 2024.

3 Source: Messari. 22 October 2024.

4 WisdomTree, Censuswide. Pan-Europe Professional Investor Survey Research, a Survey of 817 profes-
sional investors across Europe, conducted June-July 2024.

5 Source: Bloomberg, WisdomTree. From 31 December 2013 to 30 September 2024. In USD. Based on
daily returns. The 60/40 Global Portfolio is composed of 60% MSCI All Country World and 40%.
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Important Risks Related to this Article

Important Information

Marketing communications issued in the European Economic Area (“EEA”): This document has
been issued and approved by WisdomTree Ireland Limited, which is authorised and regulated by the
Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA: This document has been
issued and approved by WisdomTree UK Limited, which is authorised and regulated by the United Kingdom
Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as “WisdomTree” (as
applicable). Our Conflicts of Interest Policy and Inventory are available on request.

For professional clients only. The information contained in this document is for your general
information only and is neither an oer for sale nor a solicitation of an oer to buy securities or
shares. This document should not be used as the basis for any investment decision. Investments
may go up or down in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should be based on the
information contained in the appropriate prospectus and aer seeking independent investment, tax
and legal advice.

The application of regulations and tax laws can oen lead to a number of dierent interpretations. Any views or
opinions expressed in this communication represent the views of WisdomTree and should not be construed
as regulatory, tax or legal advice. WisdomTree makes no warranty or representation as to the accuracy of
any of the views or opinions expressed in this communication. Any decision to invest should be based on
the information contained in the appropriate prospectus and aer seeking independent investment, tax and
legal advice.

This document is not, and under no circumstances is to be construed as, an advertisement or any other
step in furtherance of a public oering of shares or securities in the United States or any province or territory
thereof. Neither this document nor any copy hereof should be taken, transmitted or distributed (directly or
indirectly) into the United States.

Although WisdomTree endeavours to ensure the accuracy of the content in this document, WisdomTree
does not warrant or guarantee its accuracy or correctness. Where WisdomTree has expressed its own
opinions related to product or market activity, these views may change. Neither WisdomTree, nor any
ailiate, nor any of their respective oicers, directors, partners, or employees accepts any liability whatsoever
for any direct or consequential loss arising from any use of this document or its contents.
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