
Digital currencies as 
investments



Jamie Dimon and Bitcoin
JPMorgan CEO’s comments precede 30% one-month increase

Sept. 12: “Bitcoin is a fraud.  
It’s just not a real thing, 

eventually it will be closed.  It’s 
worse than tulip bulbs.  It will 

not end well.  Somebody is 
going to get killed.”

Oct. 11: “I’m not going to talk 
about Bitcoin any more.”



How can somebody invest
in digital assets?

• Own them directly

• Subscribe to investment funds
– Generally limited to “qualified investors”

• Stocks of companies linked to mining hardware, etc.

• Crypto derivatives, such as CME bitcoin futures 
contracts



International transaction volumes
Evidence of market manipulation?



Who are the customers?



Market thinness: Ethereum’s flash crash
http://www.zerohedge.com/news/2017-06-21/ethereum-flash-crashes-after-status-ico-clogs-network



https://www.reddit.com/r/ethtrader/comments/6iokzy/gdax_just_sold_a_good_chunk_of_my_ether_at_10/





Barry Silbert



The sales pitch

“I believe it has a similar risk 
profile to angel type investing, 
where you have potential for 
enormous returns and a high 
probability for a total loss of 
principal.”

- Barry Silbert
The Wall Street Journal
September 25, 2013





Greyscale Bitcoin Investment Trust
Currently a 24% premium to NAV

https://www.fool.com/investing/
2017/05/25/the-worst-way-to-
buy-bitcoin.aspx





What does it cost to have an account?

Fees 1% 
+ $0.15/trx

1% or 
$30/month

1% or
$20/month 
and 0.1%

1%

Promotions First $1 mm 
transactions 
free

Free for non-
profits

Decreases 
with volume

Source: http://theblogchain.com/accept-bitcoin-merchant-guide/



How should we view cryptocurrency
as an investment?

• A Ponzi scheme?

• A speculative bubble?

• A sound investment for a diversified portfolio?



Satoshi Nakamoto = Charles Ponzi ?

• A secretive promoter who has now vanished . . .
• Creates an asset called a “Bitcoin” with no intrinsic value . . .
• Sells millions of these Bitcoins to a growing pool of “investors”

. . . 
• Who purchase the Bitcoins in anticipation of selling them at 

higher prices to new entrants . . .



Counter-arguments

• Bitcoin has intrinsic value

• No promoter serves as the node of the scheme

• The number of investment units does not increase 
with each class of new investors

• Nakamoto did not market Bitcoin as an investment 
opportunity



Legendary speculative bubbles



Lessons about speculative bubbles

• A bubble is hard to define, and even harder to 
spot

• Bubbles can be “rational” if you expect the 
supply of buyers to remain nonzero with some 
probability
– “Greater fool theory”

• They end very quickly



Bitcoin’s crashes, 2014 & 2018
Daily price data beginning from market peaks
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Does digital currency fit into
a diversified investment portfolio?

Source: Forbes.com



Correlations among assets, 2010-13
Bitcoin is surprisingly uncorrelated with everything!

EUR JPY CHF GBP Gold Bitcoin

EUR 1.00 0.19 0.60 0.64 0.21 -0.05

JPY 1.00 0.33 0.21 0.07 0.02

CHF 1.00 0.42 0.20 -0.04

GBP 1.00 0.20 -0.02

Gold 1.00 -0.06

Bitcoin 1.00



An academic analysis



For the same amount of risk, Bitcoin 
greatly improves expected return



What’s wrong with this analysis?
GIGO

• Assumes that the expected return on Bitcoin is 371% 
per year
– Any asset would be attractive if it had these returns

• Assumes that investors have incredible risk 
tolerance
– Stock market standard deviation: 2.3% per week, which 

barely registers on their chart
– Their entire chart encompasses risk levels that no investor 

would be willing to accept



What’s the best hedge for Bitcoin?
Growth stocks like Vitamin Shoppe (NYSE VSI): ρ = 0.607

Vitamin Shoppe 2011‐12
(rescaled)

Bitcoin 2011‐12



What’s the best hedge for Bitcoin? 
Correlations with other cryptocurrencies

ETH ETC LTC XRP

BTC 0.80 0.60 0.75 0.69

ETH 0.94

Source: Axel Vilas Guozden



Digital currency as an investment:
some clear conclusions

• Risk is pathologically high

• Hedging appears to be impossible

• Any investment thesis must rely on forecasts 
of an extremely positive expected return


