Bitcoin - A New Asset Class? - Part 2 of a 2 Part Series

In part one of the series, we examined the evolution of Bitcoin and its historical performance. This week, as promised, we will explore how portfolio managers
and investors can use Bitcoin in a portfolio context. Before we look at scenarios, let us look at how the crypto currency performed over the last two weeks.
At the time when published our last article, February 12, 2021, the crypto traded at US$47,251.90. Since that time the price of the coin went all the way up to
US$57,355 and back down to US$47,230 yesterday, March I, 2021, almost where it was two weeks ago. Not quite a roller coaster, but you get the point.

Now back to the matter at hand. For investors who are comfortable taking on a bit more risk, an investment in Bitcoin might be appropriate. However, with
that said, those who view Bitcoin as the 'Redeemer’ in a time of high uncertainty and low interest rates, should remain careful.

Given Bitcoin’s great surge over the last three years, it should come as no surprise to find that the inclusion of Bitcoin in a traditional 60:40 (equity/bond) port-
folio would have increased the overall portfolio returns. However, a complete assessment can only be done if its impact on the overall risk of the portfolio is
evaluated, in addition to its return enhancement properties. Therefore, to evaluate the impact of Bitcoin on a diversified portfolio, factored on a risk and re-
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2014, as it would have been very difficult for portfolio managers to allocate
to Bitcoin before that period. The end date of the review is September 30,
2020.

The analysis shows that adding Bitcoin to a portfolio has historically had a
TABLE 2. CONTRIBUTION OF A 2.5% BITCOIN ALLOCATION TO A TRADITIONAL PORTFOLIO USING

significant positive impact on long-term portfolio returns on both an abso-
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portfolio versus 10.32% without. As a result, the Sharpe ratio improved souce: Biwise Asset Management
from 0.54 to 0.75. The Sharpe ratio is defined as the measure of the risk-
adjusted return of a financial portfolio and is used to help investors understand the return of an investment compared to its risk. Therefore, the higher Sharpe

ratio, in our example, suggests that the portfolio would have improved with the inclusion of the crypto currency.
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The positive impact of Bitcoin’s addition over the period is notable and unsurprising since it captures a period during which Bitcoin’s price appreciated substan-
tially. Part one would have highlighted this. To evaluate Bitcoin’s contribution to a portfolio over variable performances, a rolling-period analysis to simulate
different holding periods over all possible time frames instead of point-in-time analysis was used. Using a quarterly rebalancing frequency and allocating to
Bitcoin proportionally from the stock and bond side of the portfolios, we found that a 2.5% allocation to Bitcoin has a win rate or likelihood of positive returns
in a diversified portfolio of 100% for holding periods of three-years, 97% for two-years periods, and 74% for one-year periods since 2014.

Over each of the three durations, the portfolio impact has been both significant and skewed on the positive side. For example, the median impact of a 2.5% al-
location to Bitcoin on a 60/40 portfolio over a three-year period has been to increase total returns by 14.65%. Negative impacts, when and where they have
occurred, have been limited. Again, similar to the point-in-time analysis, this positive impact came without a significant rise in portfolio volatility. So, we see
again that although Bitcoin in and of itself is very volatile, its positive impact on returns has outweighed its negative contribution to risk, leading to significant
increases in risk adjusted returns as measured by the Sharpe ratio. This is also evident in the 41% on average boost in the portfolio’s Sharpe ratio when there
was a 2.5% allocation to Bitcoin over a three-year holding period.

To conclude, we understand that crypto currency is a highly volatile asset class, but when compared to other traditional asset classes, the risk-reward ratio
makes it more digestible. The asset's scarcity, growing popularity, and demand continues to drive the price higher, raising the asset's medium to long-term re-
turn outlook. Even if this comparison appears to be as optimistic as it appears, there is no guarantee that Bitcoin will boost a portfolio's risk-adjusted returns in
the future to the same extent it did in the past.

Another risk associated with Bitcoin investment is increased competition from other crypto currencies, which
may result in lower Bitcoin demand and a price decline, wiping out all previous gains. However, unlike most
other crypto currencies, Bitcoin is now accepted through a range of payment channels, but its exchange for real
goods or services is restricted. Bitcoin is also unregulated by central banks or governments, and some countries
have outright banned it, especially given the security concerns surrounding cybercrime and other illegal activi-
ties.

Is it worthwhile to invest in Bitcoin? Yes, indeed. When compared to traditional strategies, investors can be
much more effective when investing in this asset class, but it is important that they fully understand the risks

and develop a portfolio that suits their risk appetite and desired return.
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Global Diversified Income ]$13.9378 -1.53%
Global Equity J$15.2306 9.22%
Global Fixed Income ]$12.8464 571%
Global Money Market (US$) US$10.6707 3.56%
Global Fixed Income (US$) US$10.9331 5.55%
Local Money Market J$11.1777 4.66%

Global Money Market | Local Money Market Global Fixed | Fund

Fund Fund obal rixXed Iincome runds

Objective To preserve capital whilst To preserve capital whilst To achieve an attractive total

providing US dollar (US$) providing Jamaican Dollar return through capital injection and

money market returns (J$) money market returns income growth. This is offered

through two separate Funds:
(i) A Jamaican dollar (J$) and
(i) A US dollar (US$) fund.

Strategy To invest in local and global BERERTNEEANETE RN GRIIEIN  To invest in regional, sovereign
money market instruments [T E S AT ST 1S debt securities, local and
for safety, liquidity and for safety and liquidity and international corporate bonds.

yield. yield

Global Diversified
Income Fund
To provide long-term
investment growth through
exposure to a diversified

range of asset classes.

To invest in fixed income,

high dividend yielding stocks,

REITs and structured products

YTD Growth :
(Estimated Yearly

Rate

Income)

0.70% 2.07%

1.16% 0.00%

1.50% 5.32%
0.49% 3.55%
-0.73% 4.67%

1.33% 4.28%

Global Equity Fund

To provide long-term capital
growth and risk

diversification.

To invest in the shares of
local and international
companies which offer
strong growth possibilities

and consistent income

With a suite of six investment portfolios, each with a distinct financial profile, JN Mutual Funds offers a premium opportunity for investors to align their personal financial

strategy with their goals, time horizons and risk profile.
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Disclaimer: All information contained herein is obtained by JN Fund Managers Limited’s Global Investment Research Unit from sources believed to be accurate and reliable. All opinions
expressed are based on the Research Analyst’s judgment as of the date of the report. As such, no warranty is made, expressed or implied by JN Fund Managers Limited in any form what-
soever as to the accuracy, timeliness or completeness of information contained in this report. JN Fund Managers Limited is therefore not liable for any actions taken in reliance on infor-
mation contained herein.

JN Fund Managers Limited’s Global Investment Research Unit does not provide investment advice that considers the circumstances and objectives of the parties who receive this report. It
is therefore recommended that before making any investment decision, investors seek the advice of a JN Fund Managers Limited Investment Advisor.

This report does not represent an offer to buy or sell, or solicitation of an offer to buy or sell the securities mentioned. Past performance is not necessarily an indication of future perfor-
mance. Estimates of future performance are based on assumptions that may not be realized. Additional information not available in this research report may be available upon request.

JN Fund Managers Limited is a multifaceted organization with, investment banking, investment management, fund administration and brokerage business lines. JN Fund Managers Limited
may therefore conduct investment banking or other business activities with some of the companies and countries covered by the Company’s Global Investment Research Unit.

JN Fund Managers Limited may invest in and trade the securities covered in this report for its own proprietary account and/or on behalf of its clients. J]N Fund Managers Limited’s trading

activity in these securities may be contrary to the recommendation(s) indicated in this report .



