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True wealth

BITCOIN AND cryptocurren-
cies in general have seen some
intense media coverage in recent
times, so I thought in today’s edi-
tion we discuss cryptocurrencies.

What are cryptocurrencies?

Cryptocurrencies, such as Bit-
coin, emerged around 1999 at the
peak of the dot com boom. Unlike
traditional currencies - there is
no physical currency - no paper or
metal, there is no central bank is-
suing any currency or any one na-
tion that stands behind it. Cryp-
tocurrencies are basically digital
codes made by computers and
stored in a “digital wallet.”

Now, while most people have
heard of Bitcoin, there are more
than 8,000 cryptocurrencies in
circulation as of January 2022!

Bitcoins can be earned in sever-
always -you could buy them using
good old traditional money or mine
them. Mining involves the use of
powerful computers to solve high-
ly complex mathematical puzzles -
sonoteveryone's cup of tea for sure.

What drives its value?

Cryptocurrencies have been
under intense media coverage.
The basic premise around these
digital currencies was that the
age of the traditional currencies
was over. However, this has not
quite materialised.

The price of Bitcoin is tied to
supply and demand. Although
the supply of Bitcoin is (artifi-
cially) limited, that shortage will
morethanlikelybe circumvented
by so many other new cryptocur-
rencies being launched.

Should you consider including
Bitcoin in your Portfolio?

It is important, as with any in-
vestment decision, to link it back
to your goals. As an example, let
us consider the three most com-
mon investor goals and how cryp-
torelates to these:

Investors would like a positive
expected return ie., grow wealth.
Whilst Bitcoin value has increased
itisimportant to remember Bitcoins
do not give you future claim to in-
come or cashflows. If you own a Bit-
coin today, then you will own the
same one Bitcoin years from now.
Your wealth generation outcome is
dependent on the value of Bitcoinin-
creasing and not due to any underly-
ingincome/growth generation.

Reduce uncertainties of the out-
come i.e., help them move forward
ontheirfinancialjourneywith great-
er certainty. Unfortunately, crypto/
Bitcoin has proven to be a very vol-
atile asset and as such unlikely to
dampen volatility in an investor’s
portfolioit couldin factincreaseit.

Liquidity function i.e. cash fund-
ing goal. Cash gives you the confi-
dence of the value that you have will
remain to be able to meet your short-
term needs but given the volatili-
ty with cryptocurrencies where the
price movements of 10-20% daily
are not unheard of, crypto, unfortu-
nately, does not offer that safe haven
of holding value, that provides confi-
dence to investors that they can uti-
liseittofund their short-term goals.

Whileitisahot topic, [ thinkin-
vestors must truly be aware and
consider if this is appropriate for
their situation. As James Oliver so
succinctly put forward on HBO's
Last Week Tonight1 when talking
of cryptocurrency:

“Everything you don't under-
stand about money combined
with everything you don't under-
stand about computers.”

Note: This material is provided for GENERAL INFOR-
MATION ONLY. No account has been taken of the
objectives, financial situation or needs of any par-
ticular person or entity. Accordingly, to the extent
that this material may constitute general financial
product advice, investors should, before acting
on the advice, consider the appropriateness of the
advice, having regard to the investor’s objectives,
financial situation and needs. This is not an offer or
recommendation to buy or sell securities or other
financial products, nor a solicitation for deposits or
other business, whether directly or indirectly.



