
In focus

Our stance
In the multi-asset team at Schroders, we’re comfortable sitting 
out bitcoin’s adolescent years. We’re not seduced by the headline 
numbers, nor do we feel the need to be an early mover among 
asset managers.

We do, however, think that bitcoin and its peers are worth 
seriously investigating. We’ve witnessed before how disruptive 
technology can be, and our approach to multi-asset investing is 
grounded in a humble acceptance of uncertainty about the future. 

Traditional institutional investors are used to centralised, 
regulated asset markets, so it is understandable that an asset 
which plays by different rules can be scary. Fears of opaqueness 
and of bitcoin being used in illicit transactions are widespread in 
the traditional investment community. 

But the reticence of the institutional investor community to 
embrace cryptoassets is a ‘chicken-and-egg’ problem. Institutional 
investors are waiting for cryptoassets to mature, but it is the 
process of organisations like ours embracing this new asset class 
that will lead to the professionalisation of the market. 

As more and more pieces of the puzzle fit into place – clarity 
around regulation, efficient access and liquidity, security 
assurances, the emergence of enduring use cases - we expect far 
greater institutional involvement in the asset class. 

So, in this paper we lay out our take on a framework for 
institutional multi-asset investors to think about cryptoassets, 
using bitcoin as our focus1. 

1  We assume some level of prior knowledge about cryptoassets, allowing us to avoid a 
discussion of certain technical, historical, and philosophical points. 

Our assessment
We draw upon existing work in this space and combine it with our 
established framework for assessing asset classes. In our initial 
assessment of whether bitcoin is investible, we seek to understand 
four things:
1. Establishing intrinsic value – does it, or could it ever have, an 

economic role in the world?

2. Classifying the asset class

3. Understanding the regulatory environment

4. Portfolio construction and asset allocation considerations –  
can we make stable assumptions about its behaviour?

Establishing intrinsic value
It is important for us to determine at the outset whether bitcoin 
is expected to have reliably non-zero intrinsic value, either now 
or in the future. If not, then it is purely speculative and probably 
something we’re unlikely to engage with in the future. 

In the debate about bitcoin’s value as an asset, we first need 
to consider the difference between financial assets and ‘useful’ 
assets; useful beyond their use as financial assets, that is. Having 
only a digital existence, bitcoin’s utility is likely to be limited to that 
of a financial asset. 

Bitcoin is proudly proclaimed to be an alternative to fiat 
currencies. However, if ‘fiat’ means that its utility derives from 
confidence and agreement about its value, as opposed to utility in 
its own right, then bitcoin could be classed as a fiat asset itself. 

Compare bitcoin to truly non-fiat currencies, such as gold, 
cigarettes, or fish. The latter three have use cases beyond their 
financial utility: jewellery, smoking, and eating, respectively. 
Although we might be proven wrong in the future, for now we 
can’t see any non-financial use cases for bitcoin2.

2  We do, however, recognise the entrepreneurial value of some of the more flexible 
blockchains and their respective assets, such as Ethereum. Ethereum – the blockchain 
- has promising use cases beyond the value of its native asset – Ether. A discussion of 
this is beyond the scope of this paper, but we hope to return to it in future work.

Institutional investors have generally sat on 
the side lines during bitcoin’s fledgling ten 
years as an investable asset. In their role 
as fiduciaries for other people’s money, 
institutional investors have found it hard  
to justify investing in an unproven asset. 
But bitcoin – and cryptoassets in general - 
continue to demand the world’s attention. 
Undoubtedly motivated by meteoric 
returns over the past year or so, institutional 
investors are considering whether it is time 
to get in on the action.
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Given the limited supply, and the notion that bitcoin could possibly 
act as a store of wealth in the future, gold is a natural comparison. 
However, we’re not convinced about the nickname ‘digital gold’. 
We see it more as a ‘digital collectible’ akin to the more obscure 
parts of the alternative investment world, at least for now. 

Bitcoin is quite a long way from earning its stripes as a safe haven 
asset the way that gold has over thousands of years. It might 
appear structurally a hedge for inflation because of its deflationary 
supply schedule, but it hasn’t stood the test of time the way that 
gold has. There are still way too many unknowns for bitcoin to be 
a reliable replacement for gold.

Because of our reservations about bitcoin’s ability to act as a 
medium of exchange, we also don’t think it should be treated as 
a currency by investors. Classification as a commodity is more 
appropriate, and we draw comparisons to agriculture and other 
commodities which have unpredictable drivers of risk and return. 
The difference between bitcoin and agriculture is that agriculture 
will always be subject to the unpredictability of weather, while 
bitcoin could settle into a more predictable behaviour pattern as  
it matures. 

We think the most honest and pragmatic investment description 
of bitcoin for now is that it is a return-generation tool with 
unpredictable behaviour patterns and unpredictable relationships 
with other asset classes. Making strong assumptions carries 
reputational risk for institutional investors because assumptions 
are often wrong and the stakes are high, especially with a volatile, 
unproven asset. 

As bitcoin matures it will more comfortably fit into existing 
institutional investment classifications, but for now, we caution 
against attempting to classify it at all.

Understanding the regulatory environment
The direction of travel is undoubtedly for more regulation and 
that’s what we should expect. Due to their decentralised nature, 
bitcoin and other cryptoassets using public blockchain technology 
are difficult to regulate directly. Therefore regulators will need to 
use indirect means to gain some control over the market.

We think that almost certainly means regulating the online 
exchanges and platforms where bitcoin and other cryptoassets 
can be bought and sold. There is already a distinction between 
platforms that have structured themselves as transparent and 
cooperative, and those that have remained relatively opaque. As 
regulators arrive on the scene in earnest, it is inevitable that there 
will be consolidation in the marketplace and the emergence of 
dominant providers of bitcoin-related services. 

Traditional banks are regulated institutions, so if regulators 
wanted to come down hard, they could prevent banks from 
interacting with cryptoasset platforms, making it difficult for 
investors in bitcoin to realise real, spendable value. This is 
especially true in the absence of enduring uses for bitcoin as a 
medium of transaction in real-life scenarios. However, bitcoin 
could effectively ‘fight back’ by innovating further and integrating 
directly with payments providers, which may reduce the need 
for banks. In addition to regulating banks, regulators also have 
control, at least in part, over the primary official currencies of the 
jurisdictions in which they reside. That means they can suspend 
convertibility to the still-dominant currencies that most investors 
ultimately care about. 

Given that assessment, what use cases might bitcoin have in the 
world? Stopping short of quantifying estimated demand for the 
asset, at this stage we merely want to qualify some reasoning for 
the asset to exist at all. Given only the possibility of financial utility, 
we find there to be two primary categories of potential utility value 
for bitcoin:
1. As a store of wealth

2. For use in transactions

Estimates of the size of those two use cases globally vary widely, 
but its safe to say they’re in the trillions of dollars3. Both use cases 
are being met, however, using existing assets. For example, 
gold is used extensively as a store of value, and cash is used in 
transactions. So, on what grounds can bitcoin compete with the 
incumbents? Our research shows that as bitcoin matures and its 
risk profile becomes more stable, it might be able to compete with 
the incumbent stores of value. At this stage, however, we think 
it is further away from being able to compete with incumbent 
payment/transaction systems.

Overall, bitcoin does appear to have utility value, albeit just as a 
financial asset, and so we think it can have non-zero intrinsic value 
as an investment asset.

Classifying the asset class
The primary ‘selling point’ of bitcoin is its scarcity. Historically, 
scarcity has been a reliable predictor of long-term increases 
in value. With bitcoin, scarcity is engineered into the code that 
governs the blockchain technology on which bitcoin runs. In order 
to incentivise computer programmers to join the bitcoin network 
and verify transactions that occur through the blockchain, some 
amount of bitcoin is offered as a reward for successful verification 
of a block4. 

At some point in the next 100 years or so, the amount of bitcoin in 
circulation will converge on around 21 million bitcoin (Figure 1).

3  Gold above ground is worth about $10 trillion, and global transactions can be 
approximated by global GDP, at about $150 trillion

4  Again, we assume some prior knowledge. For more info about blockchain 
technology, please visit: https://www.investopedia.com/terms/b/blockchain.asp

Figure 1: The supply schedule of bitcoin is predictable

Source: Schroders.
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However, short of a show-stopping regulatory clampdown, more 
regulation is not necessarily a bad thing. The world – certainly the 
financial world - is used to regulation, and so rather than being a 
risk to bitcoin, a robust regulatory framework could be something 
that helps to professionalise the asset class. In that regard, the 
arrival of regulators on the scene might actually be welcomed by 
the bitcoin community. 

Portfolio construction and asset allocation considerations
As multi-asset investors we think about every asset in the context 
of the portfolio. Bitcoin has a high return-to-risk ratio which means 
that it does stack up well against other assets but it has high 
volatility that not all investors will be able to stomach. 

So far it also has low correlation to other asset classes, which 
makes it an ostensibly attractive ‘diversifier’. But we think the 
diversification properties of bitcoin are overplayed. A combination 
of statistically uncorrelated return streams does not make a 
diversified portfolio; for an asset to be inherently diversifying it 
needs to have identifiable underlying return drivers that make 
it demonstrably different from the other assets in the portfolio. 
Diversification is a means to an end, not an end in itself. 

In addition, when an asset is used tactically, as opposed to held 
in the portfolio for the long term, its statistical properties are 
somewhat less meaningful in a practical context. As a hedge 
against existing portfolio risks, therefore, bitcoin remains 
unreliable for now. Figure 2 compares bitcoin to some traditional 
asset classes. 

We also need to look at the stability of these metrics for some 
assurance that the past can be some indication of the future, and 
that’s where bitcoin falls down – the variability of the volatility of 

bitcoin (Figure 3) is extremely high, which makes it difficult for us 
to make any strong assumptions about how it will behave. And 
that poses portfolio construction challenges. 

In terms of actually valuing bitcoin, or identifying a fair price if 
indeed there is one, we draw upon existing work in the industry. 
There are many models – which we would consider technical or 
quasi-fundamental as opposed to fundamental - out there that 
attempt to measure the fair price of bitcoin. All of these models 
are controversial, up for debate, haven’t stood the test of time, 
and use a comparably limited amount of data. They are models 
that we are observing, rather than actually using. 

For example, we can look at the size of the existing market for 
bitcoin’s potential use cases, look at which assets are currently 
servicing those use cases, and make some kind of forecast about 
how much of that market share we think bitcoin could grab in the 
future. This is an approach taken by institutions that have publicly 
stated their forecasted price for bitcoin. There are models that 
measure scarcity and try to estimate a fair value given the amount 
of bitcoin currently in existence versus how much is being created 
each year. This is an approach that draws analogies between 
bitcoin and gold. Valuing bitcoin as a network is another approach; 
we know that the network effect is a hugely important intangible 
asset that can be very difficult to replicate for newcomers to the 
market, giving bitcoin, particularly, an incumbent advantage. 

Again, our stance is to observe such models without placing too 
much weight on each one; we’re very much still in the learning 
phase with respect to bitcoin and its peers, and we won’t include 
an asset into our portfolios without thorough research  
and reasoning.

Figure 2 – At first glance, bitcoin stacks up well against other asset classes

Source: Schroders, Bloomberg, January 2021.

01/2014 to 01/2021 Bitcoin USD (DXY) Commodities (BCOM) Global Treasuries MSCI ACWI Gold

Annualised Return 86.36% 1.80% -6.63% 3.19% 8.13% 7.40%

Volatility 76.93% 7.11% 12.39% 6.24% 15.70% 14.03%

Sharpe 1.12 0.25 -0.53 0.51 0.52 0.53

Max 12m 
Drawdown

-83.2% -13.5% -53.8% -11.3% -31.5% -23.5%

Beta to Equity 0.43 -0.12 0.44 0.02 1.00 0.14

Figure 3: The instability of risk metrics poses portfolio construction challenges

Source: Schroders, Bloomberg, January 2021.
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Important Information

The views and opinions contained herein are those of the authors as 
at the date of publication and are subject to change and may become 
outdated due to market or regulatory developments. Such views and 
opinions may not necessarily represent those expressed or reflected in 
other Schroders communications. 

This document is intended to be for information purposes only. The 
material is not intended as an offer or solicitation for the purchase or 
sale of any financial instrument or security or to adopt any investment 
strategy. The information provided is not intended to constitute 
investment advice, an investment recommendation or investment 
research and does not take into account specific circumstances of any 
recipient. The material is not intended to provide, and should not be 
relied on for, accounting, legal or tax advice. 

Information herein is believed to be reliable but Schroders does not 
represent or warrant its completeness or accuracy. 

No responsibility or liability is accepted by Schroders, its officers, 
employees or agents for errors of fact or opinion or for any loss 
arising from use of all or any part of the information in this document. 
No reliance should be placed on the views and information in the 
document when taking individual investment and/or strategic 
decisions. Schroders has no obligation to notify any recipient 
should any information contained herein change or subsequently 
become inaccurate. Unless otherwise authorised by Schroders, any 
reproduction of all or part of the information in this document  
is prohibited. 

Any data contained in this document has been obtained from sources 
we consider to be reliable. Schroders has not independently verified 
or validated such data and it should be independently verified before 
further publication or use. Schroders does not represent or warrant 
the accuracy or completeness of any such data. 

All investing involves risk including the possible loss of principal.

Third party data are owned or licensed by the data provider and may 
not be reproduced or extracted and used for any other purpose 
without the data provider’s consent. Third party data are provided 
without any warranties of any kind. The data provider and issuer of the 
document shall have no liability in connection with the third party data. 
www.schroders.com contains additional disclaimers which apply to the 
third party data.

Past performance is not a guide to future performance and may not 
be repeated. The value of investments and the income from them may 
go down as well as up and investors may not get back the amounts 
originally invested. Exchange rate changes may cause the value of 
any overseas investments to rise or fall. This document may contain 
‘forward-looking’ information, such as forecasts or projections. Please 
note that any such information is not a guarantee of any future 
performance and there is no assurance that any forecast or projection 
will be realised. 

European Union/European Economic Area: Issued by Schroder 
Investment Management Limited,1 London Wall Place, London, EC2Y 
5AU. Registered Number 1893220 England. Authorised and regulated 
by the Financial Conduct Authority.

Note to Readers in Australia: Issued by Schroder Investment 
Management Australia Limited, Level 20, Angel Place, 123 Pitt Street, 
Sydney NSW 2000 Australia. ABN 22 000 443 274, AFSL 226473. 

Note to Readers in Canada: Schroder Investment Management North 
America Inc., 7 Bryant Park, New York, NY 10018-3706. NRD Number 
12130. Registered as a Portfolio Manager with the Ontario Securities 
Commission, Alberta Securities Commission, the British Columbia 
Securities Commission, the Manitoba Securities Commission, the 
Nova Scotia Securities Commission, the Saskatchewan Securities 
Commission and the (Quebec) Autorite des Marches Financiers. 

Note to Readers in Hong Kong: Schroder Investment Management 
(Hong Kong) Limited, Level 33, Two Pacific Place 88 Queensway, 
Hong Kong. Central Entity Number (CE No.) ACJ591. Regulated by the 
Securities and Futures Commission. 

Note to Readers in Indonesia: PT Schroder Investment Management 
Indonesia, Indonesia Stock Exchange Building Tower 1, 30th Floor, 
Jalan Jend. Sudirman Kav 52-53 Jakarta 12190 Indonesia. Registered 
/ Company Number by Bapepam Chairman’s Decree No: KEP-04/PM/
MI/1997 dated April 25, 1997 on the investment management activities 
and Regulated by Otoritas Jasa Keuangan (‘OJK’), formerly the Capital 
Market and Financial Institution Supervisory Agency (‘Bapepam  
dan LK’).

Note to Readers in Japan: Schroder Investment Management (Japan) 
Limited, 21st Floor, Marunouchi Trust Tower Main, 1-8-3 Marunouchi, 
Chiyoda-Ku, Tokyo 100- 0005, Japan. Registered as a Financial 
Instruments Business Operator regulated by the Financial Services 
Agency of Japan. Kanto Local Finance Bureau (FIBO) No. 90. 

Note to Readers in People’s Republic of China: Schroder Investment 
Management (Shanghai) Co., Ltd., RM1101 11/F Shanghai IFC Phase 
(HSBC Building) 8 Century Avenue, Pudong, Shanghai, China, AMAC 
registration NO. P1066560. Regulated by Asset Management 
Association of China. 

Note to Readers in Singapore: Schroder Investment Management 
(Singapore) Ltd, 138 Market Street #23-01, CapitaGreen, Singapore 
048946. Company Registration No. 199201080H. Regulated by the 
Monetary Authority of Singapore. 

Note to Readers in South Korea: Schroders Korea Limited, 26th Floor, 
136, Sejong-daero, (Taepyeongno 1-ga, Seoul Finance Center), Jung-gu, 
Seoul 100-768, South Korea. Registered and regulated by Financial 
Supervisory Service of Korea. 

Note to Readers in Switzerland: Schroder Investment Management 
(Switzerland) AG, Central 2, CH-8001 Zürich, Switzerland. Authorised 
and regulated by the Swiss Financial Market Supervisory Authority 
(FINMA). 

Note to Readers in Taiwan: Schroder Investment Management 
(Taiwan) Limited, 9F, 108, Sec.5, Hsin-Yi Road, Hsin-YI District, Taipei 
11047 Taiwan, R.O.C. Registered as a Securities Investment Trust 
Enterprise regulated by the Securities and Futures Bureau, Financial 
Supervisory Commission, R.O.C. 

Note to Readers in the United Arab Emirates: Schroder Investment 
Management Limited, 1st Floor, Gate Village Six, Dubai International 
Financial Centre, PO Box 506612 Dubai, United Arab Emirates. 
Registered Number 1893220 England. Authorised and regulated by 
the Financial Conduct Authority.
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