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Cryptocurrency - too big to ignore?

In light of the US regulator’s (SEC) recent approval of several Bitcoin spot ETF’s, there has once
again been a lot of talk around cryptocurrency and the exposure of client portfolios to this
particularly volatile asset class.

Recent developments

On the 10th of January 2024 the Securities and Exchange Commission (SEC) approved the first
ETFs that would directly hold, and track, the price of a bitcoin' which is arguably the best known
cryptocurrency. Prior to this, Bitcoin ETFs were listed on US markets, but these did not hold bitcoins
directly, holding derivatives (futures) of the cryptocurrency, or investing in the shares of firms that
were involved in the technology. The argument from those who wished to list direct holding ETFs
was that the use of derivatives made the pricing mechanisms more complex and the products more
expensive. Now that several of these direct holding products have been approved, providers hope
that costs will come down, their value will go up and liquidity will increase due to an increase in daily
trading through ETFs.

Has anything really changed?

The main question that arises around the news is does this approval change anything? In short, from
our point of view, no. Firstly, the early signs are that price and volume have not surged on this news.
In fact, at time of writing, the price of a bitcoin is down around 10% since the first direct ETF was
launched. Secondly, and far more importantly, we do not believe it is an asset that should be held

in portfolios. It is simply a medium of exchange (like a normal currency), is a highly volatile store of
value, is slow and expensive to transact, and lacks liquidity.

Furthermore, the industry has been marred by scandal after scandal. Most recently Binance, a
cryptocurrency exchange, was fined $4.3 billion and CEO Changpeng Zhao was forced to resign over
violations of money laundering laws?. On the flip side, cryptocurrency and blockchain technology

as a whole are a growing and highly innovative industry that may lead to future growth and return
opportunities within traditional markets. As one may imagine, this can lead to a wide range of queries
and concerns around investor exposure to the sector.

Why should you care about crypto?

While cryptocurrencies may not be something that an investor should include in a portfolio directly, it
has become a sizeable area of the market. The current total value of cryptocurrencies sits at around
$1.718 trillion. This figure does not, however, include the market cap of companies that have some
exposure to the space, which could be as much as $16 trillion, depending on the definition used. It is
therefore not an industry that can be completely ignored, and it already indirectly makes up a portion
of any well-diversified portfolio.
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Calculating exposure of a fund or portfolio to crypto is a complex task as it is largely dependent on
what constitutes a ’crypto stock’. The definition ranges from companies that explicitly mine or hold
bitcoins, or other cryptocurrencies, to companies that get some advertising or sponsorship money
from digital assets. There are numerous examples of companies like this, that have a very small
portion of their revenue linked to cryptocurrencies or blockchain technology but could be defined as
having crypto exposure depending on the classification used.

In order to use a robust, but wide, definition of “crypto stocks” in this note, research from Morningstar
was used to provide an estimate®. The cited article uses a quantitative methodology to identify the
stocks that are most correlated, both intentionally and unintentionally, to the cryptocurrency market.

The list is shown in the figure belows?.

Block IncQass A Applied Digital Corp Baidu Inc

Sivergate Capital Corp Qass A Beyond Inc Teslalnc

Coinbase Gobal Inc Ordinary Shares- dassA Orade Corp Amazon.com Inc

Calaxy Digital Holdings Ltd Accenture PLCOass A Salesforce Inc

Marathon Digital Holdings Inc Bl Holdings Inc Semens AG

Rot Platforms Inc CMEGroup IncQass A Qtigroup Inc

Bitfarms Ltd TeraWulf Inc Infosys Ltd

Canaan IncADR Meta PlatformsIncQass A Greenidge Generation Holdings Inc.
Hut 8 Mining Corp Samsung Bectronics Go Ltd 0O8_Group Ltd

NVIDIA Corp Tencent Holdings Ltd Bitcoin Group SE
Ceanspark Inc Micron Technology Inc Qobant SA

Advanced Micro Devices Inc Intel Corp INGGroep NV

HIVEDigital TechnologiesLtd Northern Data AG Mercedes-Benz Group AG
PayPal Holdings Inc Robinhood Markets IncQass A Aker ASAQassA
VisalncOassA Alphabet IncQassC Banoo Santander SAADR
Bakkt Holdings IncOrdinary Shares- GassA  GMO Internet group Inc Rakuten Group Inc

Core ScientificIncOrdinary Shares- QassA  SAPSE Digital Garage Inc

Iris Energy Ltd The Goldman Sachs Group Inc NTT Data Group Corp
Sgnature Bank JPMorgan Chase & Co WisdomTree Inc
MicroStrategy IncQass A Gpher Mining Inc Bank of New York Mellon Corp
Bit Digital Inc Ordinary Shares Qsco SystemsInc Wipro Ltd

Argo Blockchain PLC Walmart Inc Deutsche Boerse AG
International Business Machines Corp BIGGDigital Assets Inc DBSGroup Holdings Ltd

Taiwan Semiconductor ManufacturingCo Ltd  Ebang International Holdings IncQlass A Swisscom AG
Microsoft Corp JD.com Inc Ordinary Shares- Gass A
Mastercard IncQass A Alibaba Group Holding Ltd Ordinary Shares

Figure 1: List of stocks most linked to cryptocurrency
Source: Morningstar. Refer to endnote 3

Examining the list it is clear to see there are some stocks with direct links. Marathon Digital Holdings,
Riot Platforms and Hut 8 Mining are crypto mining companies, their sole purpose is to generate new
coins. There are also companies such as Coinbase and PayPal which facilitate the purchase and
sale of cryptocurrencies. The majority of companies on this list are recognisable names with indirect,
sometime marginal, links to cryptocurrency. The likes of Alphabet, Amazon and Mercedes-Benz
Group do not derive a substantial portion of their revenue from Cryptocurrency.

It is reasonable to expect some portion of globally diversified funds and portfolios to be invested in
these stocks. The figure below provides an insight into the ‘crypto stocks’ exposure across various
asset classes.
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Figure 2: Crypto exposure within asset classes
Source: Albion Strategic Consulting. Funds used referenced in endnotes.

At first glance, having 19% of companies from the developed and emerging markets exposed

to cryptocurrencies in some form, representing 13% of an average systematic portfolio® may be
surprising. However, since the majority of funds held in client portfolios are systematic or index
trackers, there is no active bet being placed on the sector. More importantly, this exposure can

be seen as a benefit. Should cryptocurrencies, the blockchain industry or tokenization become
mainstream technologies, this type of portfolio will be well positioned to benefit as they will own any
future winners, which may be flying under the radar today. Moreover, considering many of the names
in the list are large, recognisable firms whose primary purpose has nothing to do with cryptocurrency,
these numbers become a lot less concerning.

Taking a deeper dive, the exposure to 'direct crypto holdings’” are shown in the figure below. This
demonstrates the reduction in crypto exposure when only considering those stocks that have

the highest correlation to crypto markets. The numbers in the figure below mostly consist of two
companies. Removing NVIDIA and Taiwan Semiconductor, two companies that since early 2023
have been more correlated with Al rather than crypto, reduces the numbers for developed market,
emerging markets, and the ‘Average Portfolio‘ to 1%, 0% and 1% respectively. This demonstrates
that although there is exposure to crypto in these funds, they are not overly exposed to the most
volatile and high risk aspects of the cryptocurrency market.
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Figure 3: Direct crypto exposure within asset classes
Source: Albion Strategic Consulting. Funds used referenced in endnotes

Overall, the recent news in the cryptocurrency industry has not changed anything for the evidence
based investor. The digital assets industry is large, and contributes to the world’s economy to the
point it cannot be completely dismissed. Investing in systematic, diversified low-cost funds positions
a sensible investor right where they would want to be. Diversified enough so that their portfolio is not
overly impacted by moves in cryptocurrency markets, but still invested in companies that can provide
the rewards of the innovation and advancements that blockchain technology might bring.
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End notes.

1.

For those eagle-eyed, grammar focussed readers the ‘b’ in bitcoin is not capitalised here. The official Bitcoin glossary
states: ‘Bitcoin - with capitalization, is used when describing the concept of Bitcoin, or the entire network itself. e.g. “I
was learning about the Bitcoin protocol today.”

bitcoin - without capitalization, is used to describe bitcoins as a unit of account. e.g. “I sent ten bitcoins today.”; it is
also often abbreviated BTC or XBT.’

2.
https://www.silicon.co.uk/e-enterprise/financial-market/binance-founder-changpeng-zhao-refused-permission-to-leave-us-
again-547559

3.
https://www.forbes.com/digital-assets/crypto-prices/?sh=2111b44b2478

4.
https://www.morningstar.com/funds/uncovering-hidden-crypto-exposures-your-investment-portfolio

5.
The Morningstar research was published in March 2023 so the exact list may be slightly different if it were to be reproduced
today

6.

The “Average Portfolio” is based on the average Albion client community 100% equity portfolio and is a mix of 45.9% global
developed equity, 15.3% global developed small cap, 15.3% global developed value, 13.5% emerging markets and 10%
global commercial property.

7.

Direct exposure is taken from “Intended and Unintended Crypto Exposures” (March 2023, Morningstar Quantitative
Research) and represents the top third of stocks in the list provided earlier in this note, ordered by net exposure to digital
assets.

Funds used for each asset class:

Developed market: Fidelity Index World

Small cap: Vanguard Global Small Cap Index Fund
Value: Dimensional Global Value Fund

EM: Vanguard Emerging Markets Stock Index Fund
Property: iShares Envir&LwCarb REIT

Other notes and risk warnings

Use of Morningstar Direct© data

© Morningstar 2024. All rights reserved. The information contained herein: (1) is proprietary to Morningstar and/

or its content providers; (2) may not be copied, adapted or distributed; and (3) is not warranted to be accurate,
complete or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising
from any use of this information, except where such damages or losses cannot be limited or excluded by law in your
jurisdiction. Past financial performance is no guarantee of future results.

Risk warnings

This article is distributed for educational purposes only and must not be considered to be investment advice or an
offer of any security for sale. The reference to any products is made only to make educational points and must, in no
circumstances, be deemed to be any form of product recommendation.

This article contains the opinions of the author but not necessarily the Firm and does not represent a
recommendation of any particular security, strategy or investment product. Information contained herein has been
obtained from sources believed to be reliable but is not guaranteed.

Past performance is not indicative of future results and no representation is made that the stated results will
be replicated.

Errors and omissions excepted.

Barnett Ravenscroft Wealth Management is a trading name of Barnett Ravenscroft Financial Services Ltd which is
authorised and regulated in the United Kingdom by the Financial Conduct Authority FRN: 225634 and registered in
England and Wales under Company No. 04013532.

The registered office address of the Firm is 13 Portland Road, Edgbaston, Birmingham, B16 9HN
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