
Crypto as an Asset Class

Central Question:

Does crypto belong in a professional portfolio – and if so, how much?

Learning Objectives:

Evaluate crypto against standard asset class criteria

Interpret return, volatility, and Sharpe ratio data

Explain why 1–5% BTC improves portfolio efficiency

Assess institutional adoption via spot ETFs (as of
2024–2025)

Course Context

Finance meets cryptoeconomics:

Today: portfolio theory lens

Risk-adjusted returns, not just price

Institutional-grade framework

Condensed 30-min version. Full lecture available separately.
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Does Crypto Qualify as an Asset Class?
Criterion Description Bitcoin 2024

Distinct risk/return Different drivers from equities/bonds Pass: low avg. correlation
Sufficient liquidity Tradable at scale without large im-

pact
Pass: $30B+ daily volume

Institutional access Regulated vehicles, custody solutions Pass: 11 spot ETFs (Jan
2024)

Portfolio benefit Improves Sharpe or reduces risk Pass: +Sharpe at 1–5% (as
of 2024)

Most major institutional frameworks (Fidelity, BlackRock, Grayscale) now include Bitcoin in their asset class taxonomy. (Source: Grayscale “Crypto in Diversified Portfolios” 2025; Fidelity Digital
Assets 2024)
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Bitcoin Annual Returns: High Variance, High Upside
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Source: CoinGecko historical price data

Bitcoin Annual Returns 2015-2024 (USD)
Positive year
Negative year

Bitcoin annual returns 2015–2024. Three years with losses (−73%, −65% in 2018/2022) vs. seven positive years including three >100% years. (Source: CoinGecko; Fidelity Digital Assets 2024)
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Volatility: Crypto is Different in Kind, Not Just Degree
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Sources: Fidelity Digital Assets; BlackRock iShares; CME Group (2025)

Annualised Realised Volatility by Asset Class (Q1 2025)

Annualised volatility 2020–2024. ETH 70%, BTC 54% vs. Gold 15%, S&P 500 10.5%, Bonds 5%. The asymmetric volatility profile makes position sizing critical. (Source: CoinGecko; SSGA 2025;
Bloomberg 2024)
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Risk-Adjusted Returns: Sharpe Ratios 2015–2024
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Sources: Fidelity Digital Assets; stoic.ai Bitcoin vs S&P 500 Analysis (2025)

Sharpe Ratio by Asset Class (2020-2024)

10-year Sharpe ratio (as of 2024): BTC 0.96 leads all major assets. High absolute volatility is more than compensated by even higher excess returns over the measurement window. (Source:
CoinGecko; Fidelity Digital Assets 2024; Bloomberg)
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Low Correlation: The Diversification Case
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BTC-gold ≈6%, BTC-bonds ≈ −12% (as of 2024 average). Near-zero correlations with traditional assets provide genuine diversification. Correlations spike during market stress (March 2020,
2022 bear). (Source: arxiv 2501.09911; Fidelity Digital Assets 2024)
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Optimal BTC Allocation: The 1–5% Sweet Spot

What the data shows:

Peak portfolio Sharpe at ≈5% BTC

Even 1% allocation improves risk-adjusted return

Beyond 10%, volatility drag dominates

Consensus range (Grayscale, SSGA): 1–5%

Why the improvement?

Asymmetric upside profile

Low avg. correlation with rest of portfolio

Annual rebalancing captures volatility premium

Practitioner Consensus (as of 2025)

BlackRock/Aperio: 1–2% for mixed portfolios

Grayscale: up to 5% for risk-tolerant mandates

SSGA: 2–4% BTC+ETH combined

Key caveat: position sizing depends on mandate

(Source: Grayscale “Crypto in Diversified Portfolios” 2025; SSGA “Bitcoin and Gold for Retail Portfolios” Sep 2025; BlackRock 2024)
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The ETF Revolution: 11 Years in the Making

Key milestones:

2013 First BTC ETF application (Winklevoss)
– rejected

Oct 2021 ProShares BITO (futures-based)
approved

Jan 2024 SEC approves 11 US spot BTC ETFs

Jan 2024 $4.6B first-day trading volume

Jul 2024 US Ethereum spot ETFs begin trading

Dec 2024 BTC ETF AUM surpasses gold ETF AUM

SEC’s 3 Conditions

Surveillance-sharing agreements

Regulated institutional custodian

Evidence vs. manipulation

Result: $164B AUM in 18 months – fastest ETF ramp in history (as

of Jun 2025).

(Source: SEC Approval Order, January 10, 2024; The Block ETF tracker; BlackRock Jan 2026)
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US Spot Bitcoin ETF: $0 to $164B in 18 Months
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Nov 7 2024: Trump election
$1.37B single-day inflow

Dec 2024: BTC ETF surpasses
gold ETF AUM

Sources: The Block ETF tracker; BitBo.io; Bloomberg (2025)

US Bitcoin Spot ETF Total AUM (Jan 2024 to Jun 2025)
BTC Spot ETF AUM (total)
Gold ETF AUM reference (~$85B)

BTC spot ETFs surpassed combined gold ETF AUM (GLD+IAU ≈$85B) in Dec 2024 – a milestone that took gold ETFs 20 years to reach. (Source: The Block; BitBo.io; Bloomberg 2025)
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Correlation Regimes: Structural Change Post-ETF
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90-Day Rolling Correlation: Bitcoin vs S&P 500 (2019-2025)

BTC / S&P 500 (90-day rolling)
Moderate correlation threshold (0.5)

90-day rolling BTC/S&P 500 correlation rose from near-zero (2019) to 0.50–0.75 by 2025 as institutional adoption deepened. Portfolio models must use dynamic rather than static correlation
assumptions. (Source: arxiv 2512.12815; CoinDesk Jan 2025)
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Verdict: Asset Class Status Earned, With Caveats

The case FOR crypto exposure:

Best 10-year Sharpe among major assets (BTC: 0.96)

Low average correlation with stocks and bonds

Regulated spot ETF access via institutional custodians

2024: $164B ETF AUM signals mainstream adoption

Key caveats:

Extreme volatility: drawdowns >65% possible

Rising correlation during market stress

Short track record vs. equities/bonds

Regulatory and custody risk remain

Practitioner consensus: 1–5% allocation, annual
rebalancing, institutional-grade custody.

(Source: Grayscale 2025; Fidelity Digital Assets 2024; BlackRock 2024). “Not a question of IF, but HOW MUCH” – BlackRock Digital Assets 2024.
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Crypto Meets Institutional Finance

Portfolio

Management

Asset allocation & risk

Portfolio theory applied to digital assets

Bitcoin

ETF Market

$164B AUM, 2025

Regulated access for institutions

Efficient

Frontier

1-5% BTC allocation

Sharpe improvement at small weights

Images: portfolio theory, Bitcoin ETF launch, efficient frontier with crypto. Replace tikz placeholders with actual images before publication.
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Check Your Understanding (Q1–Q5)
Q1. What was Bitcoin’s approximate annual return in 2017?
A) 36% B) 125% C) 1,335% D) 303%

A: C (1,335%) – Bull run to ≈$20k; extraordinary but not representative.

Q2. Which metric best captures risk-adjusted performance?
A) Absolute return B) Drawdown C) Sharpe ratio D) Volume

A: C (Sharpe ratio) – Excess return per unit of volatility; allows cross-asset comparison.

Q3. Bitcoin’s 10-year Sharpe ratio (2015-2024) vs. S&P 500 (0.65) is approximately?
A) 0.30 B) 0.58 C) 0.65 D) 0.96

A: D (0.96) – Despite high volatility, excess returns more than compensated.

Q4. What is the BTC-gold 5-year correlation (approximate)?
A) ≈6% B) ≈25% C) ≈50% D) ≈75%

A: A (≈6%) – Near-zero, despite the “digital gold” narrative.

Q5. At what BTC portfolio weight does the Sharpe ratio peak?
A) 1% B) 10% C) ≈5% D) 15% A: C (≈5%)
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Check Your Understanding (Q6–Q10)
Q6. When did the SEC approve the first US spot Bitcoin ETFs?
A) October 2021 B) March 2023 C) January 10, 2024 D) July 2024

A: C (January 10, 2024) – After 11 years and >20 rejected applications.

Q7. What was the first-day trading volume of US spot BTC ETFs?
A) $0.5B B) $1.2B C) $2.8B D) $4.6B
A: D ($4.6B) – Record-breaking institutional demand on launch day.

Q8. BTC ETF AUM surpassed gold ETF AUM (GLD+IAU ≈$85B) in:?
A) January 2024 B) July 2024 C) December 2024 D) June 2025

A: C (December 2024) – Took BTC ETFs 11 months; took gold ETFs 20 years.

Q9. Which institution published an “80%+ of institutional investors” digital asset interest survey?
A) Grayscale B) Coinbase C) Fidelity Digital Assets D) SSGA

A: C (Fidelity Digital Assets) – 2024 institutional investor survey.

Q10. A futures-based BTC ETF (e.g., BITO) has which key disadvantage vs. a spot ETF?
A) Roll cost 5–8%/year B) No tracking of BTC price C) No liquidity D) Higher custody risk A: A (Roll cost)
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