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Small Bitcoin holdings in a portfolio can have an
outsized positive impact on returns, says report
Recent research by a digital asset manager has said that small weights of
Bitcoin can have an "outsized positive impact on risk-adjusted returns" relative
to other alternative assets.
The report, published on September 8 by CoinShares Research, showed that
an allocation of 4% Bitcoin in a traditional balanced portfolio with 60% equities
and 40% bonds resulted in an improvement in annualised returns to 18.8%
from 9.3%, while the Sharpe ratio, which indicates how good or bad returns
have been relative to the risk taken on by the investor, was at 1.69 with the
Bitcoin included and fell 15% for the base portfolio. A Sharpe ratio above one is
considered to have a positive impact on a portfolio.
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Meanwhile, CoinShares said it had diversified similar portfolios with 4%
holdings in other alternative assets, namely gold, an index tracking social
networking firms such as Facebook Inc (NASDAQ:FB) and Google owner
Alphabet Inc (NASDAQ:GOOG), and the commodity markets CRB index, in
order to compare their performance with the Bitcoin enhanced portfolio.
The report highlighted that over a three year period "none of these other assets or indices offer the same diversification
benefits".
"What also makes bitcoin stand out is its asymmetric return profile, that is, the upside it provided versus the downside.
Despite bitcoin's volatility, a 4% portfolio weighting does not materially increase the maximum drawdowns (i.e. the
maximum possible loss from peak to trough) relative to other assets, while its annualised returns are close to double
that of the other alternatives", it added.
The report also said that even if Bitcoin had been added to a portfolio at its peak price in December 2017, which was
followed by a steep decline in the price, it would still have enhanced portfolio returns with "a reduced, but significantly
better Sharpe ratio".
"From the peak in December 2017, Bitcoin returns are currently -46%, it should therefore detract from the overall
portfolio Sharpe ratio. Historically, this has been mitigated by quarterly rebalancing (returning the Bitcoin weight in the
portfolio back to its original), helping limit the impact of Bitcoin volatility. We see similar results from monthly
rebalancing, suggesting regular rebalancing has been an effective approach to moderate overall portfolio volatility", the
CoinShare report said.
In its conclusion, the report said that Bitcoin's investment characteristics "have historically made it attractive both as a
driver of returns and a portfolio diversifier".
"Compared to other common alternatives and diversifiers, Bitcoin delivers outsized positive impacts on returns, Sharpe
ratio and diversification, even at very low allocation sizes. Given these benefits, Bitcoin may well be suited to fill the
current gap in available diversifiers troubling investors and portfolio allocators, as well as help reduce the exposure to
economic cycles", it added.
Bitcoin was up 1.7% at US$10,849 in late-afternoon trading in London on Tuesday.
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No investment advice
The Company is a publisher. You understand and agree that no content published on the Site constitutes a recommendation that any particular security,
portfolio of securities, transaction, or investment strategy is suitable or advisable for any specific person. You understand that the Content on the Site is
provided for information purposes only, and none of the information contained on the Site constitutes an offer, solicitation or recommendation to buy or sell a
security. You understand that the Company receives either monetary or securities compensation for our services. We stand to benefit from any volume which
any Content on the Site may generate.
You further understand that none of the information providers or their affiliates will advise you personally concerning the nature, potential, advisability,
value, suitability or profitability of any particular security, portfolio of securities, transaction, investment, investment strategy, or other matter.
You understand that the Site may contain opinions from time to time with regard to securities mentioned in other products, including Company-related
products, and that those opinions may be different from those obtained by using another product related to the Company. You understand and agree that
contributors may write about securities in which they or their firms have a position, and that they may trade such securities for their own account. In cases
where the position is held at the time of publication and such position is known to the Company, appropriate disclosure is made. However, you understand and
agree that at the time of any transaction that you make, one or more contributors may have a position in the securities written about. You understand that price
and other data is supplied by sources believed to be reliable, that the calculations herein are made using such data, and that neither such data nor such
calculations are guaranteed by these sources, the Company, the information providers or any other person or entity, and may not be complete or accurate.
From time to time, reference may be made in our marketing materials to prior articles and opinions we have published. These references may be
selective, may reference only a portion of an article or recommendation, and are likely not to be current. As markets change continuously, previously published
information and data may not be current and should not be relied upon.
The Site does not, and is not intended to, provide investment, tax, accounting, legal or insurance advice, and is not and should not be construed as
providing any of the foregoing. You should consult an attorney or other relevant professional regarding your specific legal, tax, investment or other needs as
tailored
to
your
specific
situation.
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