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TO BIT OR NOT TO BIT: 
WHAT SHOULD INVESTORS 
MAKE OF BITCOIN MANIA?

Cryptocurrencies such as bitcoin emerged only in the past 
decade. Unlike traditional money, no paper notes or metal 
coins are involved. No central bank issues the currency, and no 
regulator or nation state stands behind it.

Instead, cryptocurrencies are a form of code made by 
computers and stored in a digital wallet. In the case of bitcoin, 
there is a finite supply of 21 million,1  of which more than 16 
million are in circulation.2  Transactions are recorded on a public 
ledger called blockchain.

People can earn bitcoins in several ways, including buying 
them using traditional fiat currencies3  or by “mining” them—
receiving newly created bitcoins for the service of using 
powerful computers to compile recent transactions into new 
blocks of the transaction chain through solving a highly complex 
mathematical puzzle.

For much of the past decade, cryptocurrencies were the 
preserve of digital enthusiasts and people who believe the 
age of fiat currencies is coming to an end. This niche appeal is 
reflected in their market value. For example, at a market value 
of $16,000 per bitcoin,4  the total value of bitcoin in circulation is 
less than one tenth of 1% of the aggregate value of global stocks 
and bonds. Despite this, the sharp rise in the market value of 
bitcoins over the past weeks and months have contributed to 
intense media attention.

What are investors to make of all this media attention? 
What place, if any, should bitcoin play in a diversified portfolio? 
Recently, the value of bitcoin has risen sharply, but that is the 
past. What about its future value?

You can approach these questions in several ways. A good 
place to begin is by examining the roles that stocks, bonds, and 
cash play in your portfolio.

1  Source: Bitcoin.org. 
2  As of December 14, 2017. Source: Coinmarketcap.com. 
3  A currency declared by a government to be legal tender. 
4  Per Bloomberg, the end-of-day market value of a bitcoin 
exceeded $16,000 USD for the first time on December 7, 2017. 

EXPECTED RETURNS
Companies often seek external sources of capital to finance 

projects they believe will generate profits in the future. When 
a company issues stock, it offers investors a residual claim 
on its future profits. When a company issues a bond, it offers 
investors a promised stream of future cash flows, including 
the repayment of principal when the bond matures. The price 
of a stock or bond reflects the return investors demand to 
exchange their cash today for an uncertain but greater amount 
of expected cash in the future. One important role these 
securities play in a portfolio is to provide positive expected 
returns by allowing investors to share in the future profits 
earned by corporations globally. By investing in stocks and 
bonds today, you expect to grow your wealth and enable greater 
consumption tomorrow.

Government bonds often provide a more certain repayment 
of promised cash flows than corporate bonds. Thus, besides 
the potential for providing positive expected returns, another 
reason to hold government bonds is to reduce the uncertainty 
of future wealth. And inflation-linked government bonds reduce 
the uncertainty of future inflation-adjusted wealth.

Holding cash does not provide an expected stream of future 
cash flow. One US dollar in your wallet today does not entitle 
you to more dollars in the future. The same logic applies to 
holding other fiat currencies — and holding bitcoins in a digital 
wallet. So we should not expect a positive return from holding 
cash in one or more currencies unless we can predict when one 
currency will appreciate or depreciate relative to others.

The academic literature overwhelmingly suggests that short-
term currency movements are unpredictable, implying there is 

Bitcoin and other cryptocurrencies are receiving intense 
media coverage, prompting many investors to wonder 
whether these new types of electronic money deserve a 
place in their portfolios.
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no reliable and systematic way to earn a positive return just by 
holding cash, regardless of its currency. So why should investors 
hold cash in one or more currencies? One reason is because it 
provides a store of value that can be used to manage near-term 
known expenditures in those currencies.

With this framework in mind, it might be argued that holding 
bitcoins is like holding cash; it can be used to pay for some 
goods and services. However, most goods and services are not 
priced in bitcoins.

A lot of volatility has occurred in the exchange rates between 
bitcoins and traditional currencies. That volatility implies 
uncertainty, even in the near term, in the amount of future 
goods and services your bitcoins can purchase. This uncertainty, 
combined with possibly high transaction costs to convert 
bitcoins into usable currency, suggests that the cryptocurrency 
currently falls short as a store of value to manage near-term 
known expenses. Of course, that may change in the future if 
it becomes common practice to pay for all goods and services 
using bitcoins.

If bitcoin is not currently practical as a substitute for cash, 
should we expect its value to appreciate?

SUPPLY AND DEMAND
The price of a bitcoin is tied to supply and demand. Although 

the supply of bitcoins is slowly rising, it may reach an upper 
limit, which might imply limited future supply. The future supply 
of cryptocurrencies, however, may be very flexible as new 
types are developed and innovation in technology makes many 
cryptocurrencies close substitutes for one another, implying the 
quantity of future supply might be unlimited.

Regarding future demand for bitcoins, there is a non-zero 
probability5  that nothing will come of it (no future demand) and 
a non-zero probability that it will be widely adopted (high future 
demand).

Future regulation adds to this uncertainty. While recent 
media attention has ensured bitcoin is more widely discussed 
today than in years past, it is still largely unused by most 
financial institutions. It has also been the subject of scrutiny 
by regulators. For example, in a note to investors in 2014, 
the US Securities and Exchange Commission warned that any 
new investment appearing to be exciting and cutting-edge 
has the potential to give rise to fraud and false “guarantees” 
of high investment returns.6  Other entities around the world 
have issued similar warnings. It is unclear what impact future 
laws and regulations may have on bitcoin’s future supply and 
demand (or even its existence). This uncertainty is common with 
young investments.

All of these factors suggest that future supply and demand 
are highly uncertain. But the probabilities of high or low future 
supply or demand are an input in the price of bitcoins today. 
That price is fair, in that investors willingly transact at that price. 
One investor does not have an unfair advantage over another 
in determining if the true probability of future demand will be 
different from what is reflected in bitcoin’s price today. 

5 Describes an outcome that is possible (or not impossible) to occur.
6 “Investor Alert: Bitcoin and Other Virtual Currency-Related Investments,” SEC, 7 May 2014.
7 Investors should discuss the risks and other attributes of any security or currency with their advisor prior to making any 
investment.

WHAT TO EXPECT
So, should we expect the value of bitcoins to appreciate? 

Maybe. But just as with traditional currencies, there is no 
reliable way to predict by how much and when that appreciation 
will occur. We know, however, that we should not expect to 
receive more bitcoins in the future just by holding one bitcoin 
today. They don’t entitle holders to an expected stream of 
future bitcoins, and they don’t entitle the holder to a residual 
claim on the future profits of global corporations.

None of this is to deny the exciting potential of the 
underlying blockchain technology that enables the trading 
of bitcoins. It is an open, distributed ledger that can record 
transactions efficiently and in 
a verifiable and permanent 
way, which has significant 
implications for banking and 
other industries, although 
these effects may take some 
years to emerge. 

When it comes to 
designing a portfolio, a 
good place to begin is 
with one’s goals. This 
approach, combined with 
an understanding of the 
characteristics of each 
eligible security type, provides a good framework to decide 
which securities deserve a place in a portfolio. For the securities 
that make the cut, their weight in the total market of all 
investable securities provides a baseline for deciding how much 
of a portfolio should be allocated to that security.

Unlike stocks or corporate bonds, it is not clear that bitcoins 
offer investors positive expected returns. Unlike government 
bonds, they don’t provide clarity about future wealth. And, 
unlike holding cash in fiat currencies, they don’t provide 
the means to plan for a wide range of near-term known 
expenditures. Because bitcoin does not help achieve these 
investment goals, we believe that it does not warrant a place in 
a portfolio designed to meet one or more of such goals.

If, however, one has a goal not contemplated herein, and you 
believe bitcoin is well suited to meet that goal, keep in mind the 
final piece of our asset allocation framework: What percentage 
of all eligible investments do the value of all bitcoins represent? 
When compared to global stocks, bonds, and traditional 
currency, their market value is tiny. So, if for some reason an 
investor decides bitcoins are a good investment, we believe their 
weight in a well-diversified portfolio should generally be tiny.7 

Because bitcoin is being sold in some quarters as a paradigm 
shift in financial markets, this does not mean investors should 
rush to include it in their portfolios. When digesting the latest 
article on bitcoin, keep in mind that a goals-based approach 
based on stocks, bonds, and traditional currencies, as well as 
sensible and robust dimensions of expected returns, has been 
helping investors effectively pursue their goals for decades.
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Source: Dimensional Fund Advisors LP.

The opinions expressed are those of the author and are subject to change. The commentary above pertains to bitcoin cryptocurrency. Cer-
tain bitcoin offerings may be considered a security and may have different attributes than those described in this paper. Dimensional does 
not offer bitcoin.

This material is not to be construed as investment advice or a recommendation to buy or sell any security or currency. Investing involves 
risks including possible loss of principal. Stocks are subject to market fluctuation and other risks. Bonds are subject to increased risk of loss 
of principal during periods of rising interest rates and other risks. There is no assurance that any investment strategy will be successful. 
Diversification does not assure a profit or protect against loss.

WHAT YOU CAN LEARN
FROM YOUR TAX RETURN

ALINA LAMY
MORNINGSTAR

Your tax return and its supporting documents can supply 
valuable intelligence about your investments. You can see what 
your financial assets and your investment habits are actually 
costing you (or maybe saving you) from a tax standpoint. When 
reviewing your tax return take note of the following line items. 

LINE 8 OF YOUR 1040: INTEREST INCOME 
You can see the raw dollar amounts of your interest income 

on line 8 of your 1040 form. Line 8a shows taxable interest 
income, or ‘interest,’ and line 8b shows tax-exempt interest 
income, generally from municipal bonds. If you have a high 
level of taxable interest income, make sure that you’re paying 
attention to asset location and have assessed whether taxable 
bonds and money markets, rather than municipals, are truly 
the better bet for your taxable savings, once the tax effects are 
factored in. 

Part I of Schedule B provides specific details on how much 
interest income various securities have delivered. If you have 
paltry levels of income from a smattering of cash accounts, see 
if you can consolidate them into a single, higher-yielding option. 
If you didn’t receive a 1099 from financial institutions where you 
know you hold cash, don’t be alarmed; it’s (highly) possible that 
your interest was less than $10, so the institution doesn’t need 
to send you a 1099. You’re technically still required to report 
that interest, however; you should be able to find the amount by 
going online.

LINE 9 OF YOUR 1040: DIVIDEND INCOME 
Line 9a shows the total amount of ordinary dividends you 

received last year; those that count as qualified--meaning 
that they’re subject to more-favorable tax treatment--are on 
line 9b. As with taxable interest above, take a hard look at 
any investments, such as REITs, that are paying nonqualified 
dividends that you’re being taxed on; those investments are 
better housed in a tax-sheltered account such as an IRA, if 

possible. Even if you don’t own a dedicated real estate fund, 
you may end up with substantial REIT investments if you have a 
large position in a value-oriented equity fund or equity-income 
fund. In a similar vein, some of your dividend-focused mutual 
funds may hold investment types like convertibles and preferred 
stocks to boost their income; income from those securities 
doesn’t typically qualify for the favorable qualified-dividend 
treatment. Part II of Schedule B depicts dividends received from 
all sources last year. 

LINE 13 OF YOUR 1040: CAPITAL GAIN (OR LOSS) 
If one of your fund holdings made a big capital gains 

distribution last year, have you considered whether that fund 
might be a better fit in a tax-sheltered account? Additionally, 
selecting the specific share identification method of cost-
basis accounting can help you exert a higher level of control. 
Managing those capital gains distributions is especially 
important if you fall into the 20% capital gains bracket for single 
filers earning more than $413,200 per year in 2015 (the 20% rate 
kicks in for married couples filing jointly who earned more than 
$464,850 in 2015). 

LINE 25 OF YOUR 1040: HEALTH-SAVINGS ACCOUNT 
DEDUCTION 

Have you evaluated whether a health-savings account, used 
in conjunction with a high-deductible healthcare plan, or HDHP, 
is a good fit for you? For those who are relatively healthy and 
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have cash on hand to cover out-of-pocket expenses that might 
arise until they hit the maximum for the year, HSAs can serve as 
supplemental savings vehicles. You’ll enjoy tax benefits on your 
contributions, and the money in your HSA will roll over from 
one year to the next. In retirement, any unused monies can be 
withdrawn tax-free to cover qualified healthcare costs. Yes, the 
HSA/HDHP combination can be a bit more of a hassle than being 
covered by a traditional healthcare plan, but healthy higher-
income workers, in particular, stand to benefit from having an 
HSA.

LINE 32 OF YOUR 1040: IRA DEDUCTION 
Many investors reflexively assume a Roth IRA is the way to 

go. But if you are closing in on retirement, haven’t saved much, 
and can deduct your contribution, funding a traditional IRA 
may be a better bet than putting money into a Roth. If you’re 
not contributing to a company retirement plan, you can deduct 
your traditional IRA contribution regardless of income level. 
Single filers earning less than $71,000 in 2015 who are covered 
by a company retirement plan can make at least a partially 
deductible contribution to a traditional IRA for the 2015 tax 
year. Married couples filing jointly who are eligible to contribute 
to a company retirement plan can make at least a partially 
deductible IRA contribution if they earn less than $118,000. You 
can deduct your IRA contribution for the 2015 tax year as long 
as you make it before April 18. (Use that deadline as a motivator 
to put at least some money to work since the market has fallen 
a bit.) 

Even if you can’t deduct your IRA contribution or make a Roth 
contribution because you earn too much, the backdoor Roth 
IRA is still an option. True, the president’s budget proposal for 
fiscal-year 2017, released in early 2016, included a provision that 
would effectively put an end to the maneuver. But for now, at 
least, high-income earners can get money into the Roth column 
by funding a traditional nondeductible IRA (there are no income 
limits on contributions) and converting to Roth a while later. 
Just be sure you don’t have a lot of traditional IRA assets that 
have never been taxed, and remember to file form 8606, which 
documents your nondeductible IRA contribution. 

LINE 50 OF YOUR 1040: RETIREMENT-SAVINGS 
CONTRIBUTION CREDIT 

Single filers with incomes of up to $30,500 in 2015 and 
married couples filing jointly with incomes under $61,000 in 
2015 can take advantage of a credit for their contributions to 
IRAs and company retirement plans. The lower your income, 
the larger the credit you’re eligible for which is up to $1,000 for 
individuals and $2,000 for married couples. A credit, in contrast 
with a deduction, is especially valuable in that the credit amount 
is deducted directly from your bottom-line tax bill. Note that this 
credit is in addition to--not instead of--allowable deductions for 
contributions to traditional IRAs and 401(k)s. Form 8880, which 
you’ll need to fill out and attach to your 1040 form (not 1040EZ) 
to claim the credit, provides more details on how to calculate it. 

LINES 1-4 OF SCHEDULE A (ITEMIZED DEDUCTIONS): 
DEDUCTIONS FOR MEDICAL AND DENTAL EXPENSES 

Whereas taxpayers under age 65 can deduct only those 

medical and dental expenses that exceed 10% of their adjusted 
gross incomes, taxpayers or their spouses who are older than 
age 65 currently have a lower threshold: qualified medical and 
dental expenses that exceed 7.5% of their AGIs are deductible. 
Note that that threshold for deductible medical and dental 
expenses will jump to 10% for taxpayers over 65 at the end of 
2016. If you’ve found that you’ve come close to the deductible 
threshold but have fallen short, you may be able to bunch 
together expenses (such as elective procedures) in a single year 
to take advantage of deductibility.

LINE 23 OF SCHEDULE A (ITEMIZED DEDUCTIONS): 
DEDUCTIONS FOR OTHER EXPENSES

Are you doing a complete accounting of your investment-
related costs? Some of these expenses are deductible, such as 
dollar amounts paid to financial advisors, and some are not, 
such as mutual fund expense ratios. 

FORM 6251 
This is the form you use to determine whether you owe the 

Alternative Minimum Tax and if so, how much. On it, you can 
see the specific line items that affect whether you’re subject to 
the tax. Those with a big share of their portfolios in municipal 
bonds should keep an eye on line 12, which depicts income 
distributions from private-activity bonds; these distributions are 
not subject to the regular tax, but they are subject to the AMT. 
Such investors may want to consider muni funds that explicitly 
avoid AMT-subject bonds. Bear in mind, however, that private-
activity bonds may have higher yields than other municipals, so 
you may be sacrificing a higher yield for lower tax costs. 

Exercising incentive stock options (line 14) is one of the key 
ways to bump yourself into the AMT zone. An accountant who’s 
well versed in the ins and outs of stock options can help you 
strategize to reduce the tax burden.

LINE 12B OF YOUR W-2: RETIREMENT-PLAN 
CONTRIBUTIONS 

Here, you’ll find your contributions to your employer’s 
retirement plan for the preceding tax year. Take note of the 
dollar amount--if you didn’t contribute the maximum amounts 
of $18,000 (for those under age 50) or $24,000 (over age 50) for 
2015, see if you can swing a higher contribution rate in 2016. 
(Contribution limits remain the same in 2016 as they were in the 
prior year.) 

Alongside Box 12b you’ll see a letter denoting your 
contribution type. The notation ‘D,’ ‘E,’ or ‘G’ indicates that you’ve 
made pretax (traditional) contributions to a 401(k), 403(b), or 
457 plan, respectively, whereas the letters ‘AA,’ ‘BB,’ and ‘EE’ 
denote Roth contributions. Whether you expect your tax rate 
to be higher or lower in retirement is the main determinant of 
whether to go with Roth or traditional contributions; if you’re 
not sure, most plans will allow you to split your contributions 
between the two account types.

This is for informational purposes only and should not be consid-
ered tax or financial planning advice. Please consult with a financial 
or tax professional for advice specific to your situation. This article 
contributed by Christine Benz, Director of Personal Finance with 
Morningstar.



5www.obsfs.com

HOME BIAS AND
GLOBAL DIVERSIFICATION

DECEMBER 2017
Dimensional Fund Advisors

By pursuing a globally diversified approach to investing, one doesn’t have to attempt to pick winners to achieve a rewarding 
investment experience.

Every day we enjoy the benefits of an interconnected world. We might start our day with a cup of coffee that originated in South 
America, check our email on a smartphone designed in California and manufactured in Taiwan, then shower and change into 
clothes woven from Egyptian fabrics before driving a German-made car or riding in a French-built train to work. 

As consumers, we rarely think twice about the benefits of access to the cornucopia of goods the global market has to offer. 
Yet, as investors, we will often concentrate our portfolios in favor of our home market at the expense of global diversification. For 
example, while US stock markets represent just over 50% of the value of global equity markets, many US investors tend to allocate 
around 70% of their equity assets to domestic stocks.1  This phenomenon, which can be observed across countries around the 
world, is known in the investment community as “home-country bias.”

Given that certain frictions may be associated with investing abroad, a home-country bias may make sense for an investor in 
certain cases. For example, for tax-deferred investors in the US, foreign dividend tax withholdings may present a disadvantageous 
tax drag on international investments. In general, however, neglecting the benefits that global diversification has to offer may 
increase risks and decrease the investment opportunity set.

As Exhibit 1 illustrates, 13 different developed countries (out of 21) had the best-performing equity market in a given calendar 
year for the 20 years ended in December 2016, and no country had the best-performing market for more than two consecutive 
years.

1 Willis Towers Watson, Global Pension Assets Study 2017.

EXHIBIT 1: EQUITY RETURNS OF DEVELOPED MARKETS
ANNUAL RETURN (%)

In US dollars. 
Source: MSCI developed markets country indices (net dividends). MSCI data © MSCI 2017, all rights reserved.
Indices are not available for direct investment. Index performance does not reflect expenses associated with the 
management of an actual portfolio. Past performance is not a guarantee of future results.
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This trend was also observable in emerging markets. As Exhibit 2 illustrates, 13 different emerging market countries (out of 20) 
had the best-performing market in a given year, and no country had the best-performing market in consecutive years.

This data shows that it is difficult to know which markets will outperform from year to year. By holding a globally diversified 
portfolio, investors are instead well positioned to capture returns wherever they occur. 

Due to the recent positive performance of international stocks, investors today may be less worried about a global approach to 
investing than they may have been in the past. Over the last several years, however, strong performance in the US equity markets 
has led some market participants to question the value of holding a globally diversified portfolio. In different market environments, 
and as sentiments about global diversification and its value ebb and flow, it is helpful to remember that history has not shown any 
one market around the world to be a consistent outperformer. 

Clearly, attempting to pick only winning markets in any given period is a challenging proposition. By pursuing a globally 
diversified approach to investing, one doesn’t have to attempt to pick winners to achieve a rewarding investment experience. 
By expanding the investment opportunity set beyond their domestic stock market, investors can help increase the reliability of 
outcomes. Thus, investors can be confident that a globally diversified portfolio will hold the best (and worst) performing countries 
each year.

EXHIBIT 2: EQUITY RETURNS OF EMERGING MARKETS
ANNUAL RETURN (%)

In US dollars. 
Source: MSCI emerging markets country indices (gross dividends). MSCI data © MSCI 2017, all rights reserved.
Indices are not available for direct investment. Index performance does not reflect expenses associated with the 
management of an actual portfolio. Past performance is not a guarantee of future results.

Source: Dimensional Fund Advisors LP.

Indices are not available for direct investment. Their performance does not reflect the expenses associated with the management of an 
actual portfolio. Past performance is not a guarantee of future results. Diversification does not eliminate the risk of market loss. 
There is no guarantee investment strategies will be successful. Investing involves risks including possible loss of principal. Investors should 
talk to their financial advisor prior to making any investment decision.
 
All expressions of opinion are subject to change. This article is distributed for informational purposes, and it is not to be construed as an 
offer, solicitation, recommendation, or endorsement of any particular security, products, or services. Investors should talk to their financial 
advisor prior to making any investment decision.

Dimensional Fund Advisors LP is an investment advisor registered with the Securities and Exchange Commission.
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