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BITCOIN: IS IT SOMETHING TO INCLUDE IN EVERY INVESTOR’S 
PORTFOLIO?

The Economist is a world-renowned magazine that produces, arguably, the best researched 
content on all things related to economics. Like economics, their content covers a very 
wide spectrum, from global companies, to markets, leadership, internal politics, geopolitics, 
science, finance, and, of course, economic-specific themes such as monetary and fiscal 
policy, to name but a few. In the most recent edition, the finance section called Buttonwood 
published an extraordinary article about Bitcoin and whether investors should include it in 
their portfolios.

Using modern portfolio theory, the foundation of which was developed by economist Harry 
Markowitz in 1952, Buttonwood shows that Bitcoin is an excellent source of diversification. 
In fact, since 2018, Bitcoin shares the same level of correlation to equities that bonds do: 
between 0.2 and 0.3. However, over a longer timeframe, this correlation falls substantially.

Modern portfolio theory is a beloved theorem used by (almost) every quantitative analyst 
and portfolio manager to find an optimal portfolio for investors. The theorem holds that a 
rational investor should aim to maximise his/her returns relative to the risk (read volatility) 
that they are willing to take. It naturally follows that assets with a high dependable return 
should make up the bulk of a sensible investor’s portfolio. But, as the author explains, 
Markowitz’s genius was in showing that, through diversification, this reduces the correlation 
between assets. An investor can, therefore, reduce volatility without sacrificing returns. Or 
possibly even improve returns. Markowitz’s ideas have been so fundamental to society that 
they earned him a Nobel Prize for Economics in 1990.

Enter Bitcoin. Markowitz showed that it is not necessarily about a specific asset’s own 
volatility (risk), but about its contribution to the volatility of the entire portfolio, which has 
more to do with the correlation between asset classes. The idea goes that holding assets 
with a low correlation means that, should one asset class perform poorly, the investor can 
rest assured that the value of the other asset classes might hold their ground better. In this 
way, the portfolio’s overall volatility is improved, ultimately leading to better returns in the 
long-term. So, although Bitcoin itself is a very volatile asset class, because of its very low 
correlation with other asset classes, it can lead to better risk/return multiples if it is included 
in a well-diversified portfolio. Buttonwood used a simple random sampling technique over 
different timeframes to conclude that the optimal portfolio allocation should be anywhere 
between 1% and 5%.

So, does this mean that you should go and buy Bitcoin? No. First, this newsletter does not 
constitute financial advice. Second, like I always conclude, speak to your Efficient Wealth 
financial advisor to receive the best possible financial advice that you can. That is, financial 
advice that is independent and holistic. Although financial advisors cannot give financial 
advice on unregulated assets, such as cryptocurrencies, they might be able to inform you, 
or point you in the right direction, so that you can make your own, educated decision from 
there.

The question about adding cryptocurrencies to an investor’s portfolio is, however, extremely 
relevant and one we are asked frequently. For this reason, it is something worth exploring in 
this newsletter. Also, if analysts and experts in the cryptocurrency space are anything to go 
by, there is an expectation that Bitcoin will, once again, do something extraordinary over the 
next couple of months. But, unfortunately, too many would-be investors get hurt when they 
jump into something without having the necessary understanding or education to do so.
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