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1	 Sources: Bloomberg, WisdomTree, 12/31/13–12/31/23. Calculated in USD on daily returns. Historical performance is not an indication of future 
performance, and any investment may go down in value. Bitcoin is highly speculative and involves a high degree of risk, including the potential 
for loss of the entire investment. An investment in bitcoin involves significant risks (including the potential for quick, large losses) and may not be 
suitable for all investors. 

2	 Source: https://bitcoin.org/bitcoin.pdf
3	 Source: Jesse Pound, “Bitcoin ETFs begin trading on U.S. Exchanges,” CNBC.com, 1/11/24. 

BITCOIN IN MULTI-ASSET PORTFOLIOS

Key highlights:

+	 Fifteen years after its launch, we believe Bitcoin is reaching “asset class adulthood,” so to speak. 
The market value of bitcoin (number of coins * price per coin) has eclipsed $1 trillion in the past, 
and as we write this piece, it has appreciated back into this range of total market capitalization.

+	 Bitcoin has exhibited high growth potential. It is a network, and there are reasons why adoption 
could increase in the future. While the past cannot tell us with certainty what may happen in the 
future, we have seen a lower correlation between bitcoin’s price movements and the returns of 
other, more longstanding asset classes.  

+	 If we look at the 10-year period from 2013 to 2023, the price appreciation of bitcoin has exhibited 
something on the order of 50% per year, but with an annualized volatility well over 70%.1 Such 
a strong period of appreciation has attracted attention, and we believe that studying asset class 
correlations and different portfolio allocations could be warranted. We note, however, that the 
next 10 years may not look anything like the past 10 years. 

+	 People may focus on the “impact” of adding bitcoin to a multi-asset portfolio. They might 
consider different percentages, but we would remind investors that it is not solely about adding 
a percentage to bitcoin one time. With an asset that has exhibited greater than 70% annualized 
volatility over the past 10 years, it is also important to think about the rebalance frequency. How 
often you reset the target weights can have a significant impact on any observed results.

Christopher Gannatti, CFA, Global Head of Research
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WHAT IS THE MARKET PORTFOLIO?

One of the most longstanding and popular academic constructs is something often referenced as “the market 
portfolio.” We advise any investor to beware of context when they see these words, in that “the market” can 
mean many different things. However, if properly defined, we believe there can be useful illustrations drawn 
from using the market portfolio as a baseline. Importantly, we do not believe that anyone would ever directly 
invest in our conception of the market portfolio, but it could show us important foundational characteristics of 
how different asset classes relate to each other. 

To set up our conception of the market portfolio, we have to first denote the list of available asset classes that 
could be represented. We recognize that no list like this could ever be viewed as 100% exhaustive, but it is still 
helpful in establishing a baseline from which to draw out certain characteristics and insights:

+
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Once we have created this list, we can come up with a market capitalization for each of these segments. If we 
take the total market value of all of these segments together, we get a figure of around US$190 trillion, and then 
we can look at how each asset class contributes to this total. These percentages do not tell us that we must 
hold any certain percentage in one asset class or another, but they do tell us a bit about how the market has 
valued each segment. We’d also note that “liquid” in this context means there is a focus away from private market 
transactions and other investments with lockup periods and toward securities that trade in public markets with 
a clear avenue to buy or sell on shorter notice.

Figure 1: A Hypothetical ‘Market’ Multi-Asset Portfolio of Liquid Assets

The Liquid Market Portfolio

Sources: Bloomberg, WisdomTree. Data is current as of 1/31/24. All figures are quoted in U.S. dollar terms and represent units of “billions.” You 
cannot invest directly in an index. Historical performance is not an indication of future performance, and any investment may go down 
in value.

  Developed Markets Large-Cap Equities: $67,256 - 36.2%

  Developed Markets Small-Cap Equities: $8,947 - 4.8%

  Emerging Markets Large-Cap Equities: $19,383 - 10.4%

  Emerging Markets Small-Cap Equities: $2,402 - 1.3%

  Investment-Grade Bonds: $65,235 - 35.1%

  Inflation-Linked Bonds: $2,474 - 1.3%

  High-Yield Bonds: $2,728 - 1.5%

  Listed Real Estate: $1,647 - 0.9%

  Broad Commodities: $0,886 - 0.5%

  Gold: $14,047 - 7.6% 

  Bitcoin: $0,850 - 0.5%
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THE EVOLVING PICTURE OF CORRELATION BETWEEN BITCOIN AND OTHER ASSET 
CLASSES

We start any discussion of correlation with the recognition that it is not a constant. One must always know such 
details as the frequency of returns in the calculation (daily, weekly, monthly, etc.) and the specific period. A 
different period could yield a very different result. 

In figure 3, we can see the correlation of bitcoin, based on weekly returns, against the array of other asset classes. 

+	 A figure close to 1.0 or 100% would indicate that the two assets in the pair tend to move almost in lockstep 
with one another. 

+	
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With all of that said, figure 4 indicates the different allocations, the period and the rebalancing frequency. The 
bitcoin allocation is sourced proportionately from the 60% equity/40% fixed income U.S. asset portfolio.  

We note the following:

+	 Each allocation is calculated in the following way. There is a specified percentage allocation to bitcoin (1%, 3%, 5% 
and 10%). For the 10% allocation, we take 10% from the 60% equity allocation (6%) and 10% from the 40% fixed 
income allocation (4%). Proportionately, the equity and fixed income allocations are still 60/40 at the start, and 
now we also have 10% in bitcoin. One always takes the specified percentage from both equity and fixed income, 
and when added together, the two will lead to the appropriate amounts of bitcoin—1%, 3%, 5% and 10%. 

+	 Rebalancing is the other critical detail. Our calculations reflect monthly rebalancing. Annual, semi-annual or 
quarterly rebalancing would yield different results but, of course, could be calculated in a further analysis. 

Figure 4: Baseline Allocation Details
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IMPORTANT INFORMATION ABOUT HYPOTHETICALS PRESENTED

Bitcoin is highly speculative and involves a high degree of risk, including the potential for loss of the entire 
investment. An investment in bitcoin involves significant risks (including the potential for quick, large 
losses) and may not be suitable for all investors. The hypothetical information that follows should only be 
used by financial advisors solely as an educational resource, along with other potential resources advisors may 
consider, in providing services to their end clients. The hypothetical information is not intended to provide, and
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In addition, the investment holdings underlying a hypothetical performance report may differ from those of an 
actual client due to the client’s unique investment objectives, preferences and risk tolerance.

Figure 5: Summary of Risk/Return Characteristics For Different Asset Allocations
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LIMITED DOWNSIDE DESPITE DEEP DRAWDOWNS FOR BITCOIN

Because the appreciation of bitcoin has been so extreme over this period of ten years, we find it important to 
force the focus back to the worst periods. While it is easy to see the 50% annualized price appreciation of bitcoin, 
it is less easy to see the three rather extreme drawdowns. 

Focusing purely on the downside, figure 8 exhibits the impact of the Bitcoin allocation on the worst period for 
the asset:

+	 2014 and up to January 14, 2015—Bitcoin lost 75.5%

+	 December 18, 2017, to December 14, 2018—Bitcoin lost 83.1%

+	 November 10, 2021, to November 21, 2022—Bitcoin lost 72.8%

However, the downside remain limited for small allocations:

+	 First Crypto Winter: December 31, 2013 to January 14, 2015

+	 Second Crypto Winter: December 18, 2017 to December 14, 2018

+	 Third Crypto Winter: November 10, 2021 to November 21, 2022

Figure 6: Relative Drawdown During Periods Of Intense Pressure On Bitcoin
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Excess Drawdown vs the 60/40 Portfolio during Bear Markets

1% Bitcoin 
Portfolio

3% Bitcoin 
Portfolio

5% Bitcoin 
Portfolio

10% Bitcoin 
Portfolio

U.S. All Caps 
Equities U.S. IG Bonds Bitcoin

First Crypto Winter -1.26% -3.75% -6.21% -12.20% 10.11% 7.42% -75.49%

Second Crypto Winter -1.50% -4.44% -7.29% -14.08% -2.21% -0.83% -83.10%

Third Crypto Winter -0.83% -2.47% -4.10% -8.11% -10.35% -13.25% -72.74%

Sources: Bloomberg, WisdomTree. Total period is 12/31/13–12/31/23, with specific crypto winter periods specified. 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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VOLATILE ASSETS MAY REQUIRE CAREFUL CONSIDERATIONS ON REBALANCING 
FREQUENCY

Figure 4 detailed four baseline allocations, representing 1%, 3%, 5% and 10% additions of bitcoin to hypothetical 
60/40 U.S. equity/U.S. fixed income portfolios. When we say “rebalancing” in this context, we are considering 
how often we are re-establishing the precise weights that are noted in figure 4. 

Typically:

+	 Less frequent rebalancing tends to let things ride for more extended periods, which might lead to stronger 
run-ups or stronger drawdowns. 

+	 More frequent rebalancing can mute extended runs of returns in either direction, but constantly trimming 
positions in an upward-trending market could mute some of the possible upside.

In figure 7, we look at the 1% bitcoin allocation and note four different rebalancing frequencies: monthly, 
quarterly, semi-annually and annually. 

It is clear that things looked very similar across these four options, with one exception brought on by the fact that 
the price appreciation of bitcoin in 2017 was more than 1,400%. The annual rebalancing frequency would have 
allowed for the capture of the greatest proportion of this, but we see that the weight of bitcoin also appreciated 
from the 1% starting point to a total allocation of greater than 10%. We also see substantial incremental volatility. 
We believe this illustration helps people visualize that if they sign up for a 1% approach, it is important to monitor 
the situation and recognize that the 1% starting point can drift significantly without adjustment. 
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CONCLUSION: A NEW TOOL IN THE ASSET ALLOCATION TOOLKIT?

It is fascinating to watch the ongoing evolution of bitcoin, as it is not often that the world sees the creation of, 
well, anything that attains an overall market value (price per unit x number of units) of more than $1 trillion. We 
believe that this piece represents an initial foray into some of the types of details that might be interesting for 
those embarking on the study as to whether this asset makes sense within a broader portfolio context. Continuing 
to study the relationship between bitcoin’s price movements and the returns of other assets will be essential 
since we believe that most investors will continue to focus on diversified portfolios of many assets. 



Glossary
60/40 portfolio: A portfolio of 60% equities and 40% fixed income. Asset allocation: An investment strategy that helps investors diversify 
their portfolios. Beta: A measure of the volatility of a security or a portfolio in comparison to a benchmark. In general, a beta less than 1 
indicates that the investment is less volatile than the benchmark, while a beta more than 1 indicates that the investment is more volatile 
than the benchmark. Bitcoin: A digital currency (also called a cryptocurrency) created in 2009, which is operated by a decentralized authority 



IMPORTANT INFORMATION
This material contains the opinions of the authors, which are subject to change, and should not 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 


