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Skip to headerSkip to main contentSkip to footerMany of us have followed the dramatic rises and precipitous falls of bitcoin, and cryptocurrencies in general, over the past few years. Some may have written them off entirely after 80% declines in 2018, only to see them roar back into investors’ collective consciousness in 2020. Certainly sentiment has
shifted over a short two years — more institutional investors are taking a hard look at crypto, and previous naysayers have softened their views.This all leads to one question: How much cryptocurrency should I own?It goes without saying that this is a hard question to answer. But we can borrow a page from modern quantitative finance to help us
arrive at a potential answer. For years, Wall Street “quants” have used a mathematical framework to manage their portfolios called the Black-Litterman model. Yes, the “Black” here is the same one from the famous Black-Scholes options pricing formula, Fischer Black. And “Litterman” is Robert Litterman, a longtime Goldman Sachs quant.Without
getting into too much detail, the model starts with a neutral, “equilibrium” portfolio and provides a mathematical formula for increasing your holdings based on your view of the world. What’s amazing is that it incorporates not just your estimate about how an investment might grow, but also your confidence in that estimate, and translates those
inputs into a specific portfolio allocation.The Black-Litterman model uses the global market portfolio, meaning all the asset holdings in the world, as its starting point for building a portfolio. This means that, if you don’t have any other views on what investments might perform better or worse, this is the portfolio you should consider holding.In early
2021, the global market for stocks totaled $95 trillion and the global bonds market reached $105 trillion. The cryptocurrency market as a whole was valued at roughly $1 trillion. This means that cryptocurrency represents 0.5% of the global market portfolio.Just as there are plenty of arguments to hold more cryptocurrency, there are also many
arguments to hold less. However, from the model’s standpoint 0.5% should be your starting allocation.This is where the mathematical magic comes into play. For any given growth rate in cryptocurrency (or any investment for that matter), the Black-Litterman model will return the amount you should hold in your portfolio. What’s more, you can
specify your level of conviction in that assumed growth rate and the model will adjust accordingly.In the below chart are the portfolio allocations to bitcoin derived from the Black-Litterman model. This chart can serve as a useful guideline when thinking about how much cryptocurrency you might want to hold.How to use it: Select how much you think
bitcoin will overperform stocks, from +5% to +40%. Each return expectation corresponds to a line on the chart. For example, if you think that bitcoin will outperform stocks by 20%, this corresponds to the purple line. Now, follow the line left or right based on how confident you are. If you're at least 75% confident (a solid “probably”), the purple lines
up with a 4% allocation to bitcoin.One of the most interesting things to note is how high your return estimate needs to be and how confident you need to be in order to take a sizable position in bitcoin. For example, for the model to tell you to hold a 10% allocation you need to be highly confident that bitcoin will outperform stocks by 40% each
year.Also of note, it does not take much to drive the model’s allocation to 0% allocation, i.e., no crypto holdings. If you don’t think that there’s a 50/50 chance that bitcoin will at least slightly outperform, the model says to avoid it entirely.The inputs to the Black-Litterman model tell an interesting story in and of themselves. The main inputs into the
model are global market caps, asset volatility and the correlation between assets.It goes without saying that cryptocurrencies are risky. Over the last five years, bitcoin’s volatility was six times that of stocks and 30 times that of bonds. At its worst, the digital coin saw an 80% drop in value, while stocks were down 20%. Other cryptocurrencies fared
even worse.If an asset is volatile, and one is not able to diversify that volatility away, then investors will require a higher rate of return on that investment, otherwise they will choose not to invest. The fact that bitcoin is so volatile, but has such a small number of investors (relative to stocks or bonds) suggests that many investors still do not see the
potential returns worth the risks. On the other hand, cryptocurrencies are at their core a new technology, and new technologies always have an adoption curve. The story here may be less about expected return versus risk and more about early adoption versus mass appeal.The final ingredient in the model is bitcoin’s correlation with stocks and
bonds. Below you can see that bitcoin has some correlation with both stocks and bonds, meaning that when stocks go up (or down), bitcoin may do so as well. The lower the correlation, the greater the diversification an asset provides to your portfolio. Bonds have a low correlation with stocks (1.5%), which makes them a good ballast against turbulent
markets. Bitcoin’s correlation is higher (23.7%), meaning that it can provide some diversification benefit to a portfolio, but not to the same degree as bonds.While we aren’t able to tell you if bitcoin will be the next digital gold, this mathematical model can help you think about what kind of allocation to crypto might be appropriate for you and what
assumptions about risk and return might be underlying it.This article was written by and presents the views of our contributing adviser, not the Kiplinger editorial staff. You can check adviser records with the SEC or with FINRA.Head of Investments, AltruistKiplinger's Weekly Earnings CalendarstocksCheck out our earnings calendar for the
upcoming week, as well as our previews of the more noteworthy reports.July 22, 2022Your Guide to Roth ConversionsSpecial ReportTax BreaksA Kiplinger Special ReportFebruary 25, 2021Planning to Retire in the Next 3-5 Years? What to Consider TodayretirementAs you inch closer to retirement, here are three big-picture things you need to think
through to be financially and emotionally prepared.July 26, 2022Don’t Panic About Interest Rate Increases: Look to Profit Insteadinterest ratesHere’s how to adjust accordingly to protect your investment portfolio during these times of rising interest rates.July 27, 2022Don’t Name Your Estate as Your IRA BeneficiaryIRAsIt may sound like it makes
sense, and it might be easier than picking a person (or two) to name, however there are some serious downsides to naming yo...July 27, 2022Red Flags in Hiring (or Dating!) the Wrong Peoplepersonal financeThe trusting people who consistently pursue the wrong job candidates or always seem to end up dating bad apples may have a few weaknesses
in common.July 26, 2022Planning to Retire in the Next 3-5 Years? What to Consider TodayretirementAs you inch closer to retirement, here are three big-picture things you need to think through to be financially and emotionally prepared.July 26, 2022 Reflecting the key recommendations of Curriculum for Excellence, Scottish Heinemann Maths
provides a programme of activities and gives advice on how to use the materials to help make your children successful, confident learners. This complete reference pack provides outstanding planning support, exceptional teacher resources and motivating pupil materials.The SHM Answer Book provides answers to the Textbook, Extension Textbook,
Assessments, Pupil Sheets and Home Activities. Part of the Scottish Heinemann Maths series Publisher/Imprint Heinemann Isbn/Ean 0435179861 / 9780435179861 Format Paperback / softback Availability 4 in stock Need More ? County of Pub United Kingdom Dimensions 206 x 292 mm, 240 grams 68 pages Readership Primary & Secondary
Education (US: Elementary & High School) Learn More We have stock available for immediate despatch, and should this not cover your order, if more stock isn’t already on the way, it will be ordered immediately to cover your order. This typically takes 1-2 weeks, depending on availability from the publisher. Cookies are used to provide, analyse and
improve our services; provide chat tools; and showyou relevant content on advertising. You can learn more about our use of cookies hereAre you happy to accept cookies? We use cookies and similar tools that are necessary to enable you to make purchases, including those used by approved third parties (collectively, "cookies") for the purposes
described below. You can learn more about how we (plus approved third parties) use cookies and how to change your settings by visiting the Cookies notice. The choices you make here will apply to your interaction with this service on this device. Essential We use cookies to provide our services, for example, to keep track of items stored in your
shopping basket, prevent fraudulent activity, improve the security of our services, keep track of your specific preferences (such as currency or language preferences), and display features, products and services that might be of interest to you. Because we use cookies to provide you our services, they cannot be disabled when used for these purposes.
Show less Show more Performance and Analytics ON OFF If you agree, we will use cookies to understand how customers use our services (for example, by measuring site visits) so we can make improvements. We use cookies to conduct research and diagnostics to improve our content, products and services, and to measure and analyse the
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