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Cryptocurrency has been the lead story over the last several months, evidenced by the dramatic price 
changes in Bitcoin. This momentum has only been magnified by sentiment generated from Elon Musk 
and Cathie Woods of ARK Investment. Investors who bought Bitcoin on January 1, 2020, and held until 
December 31, 2020, would have realized a 305.46% return. Investing in Bitcoin on January 1, 2021, 
through May 19, 2021, investors would have realized a 34% return. 

With yesterday’s meltdown in several cryptocurrency prices, the latest drawdown of -
50% (peak to trough) ranks near the significant drawdown of -70% during 2017. In our view, the 
appropriate way to manage this highly volatile asset is to provide a mechanism that systematically 
truncates the large drawn-down in performance that is likely to continue to occur into the future. A 
risk-managed approach incorporating trend-following momentum and the acceleration of that 
momentum are two such conditions that must be met before we invest in Bitcoin or any other large-
cap cryptocurrency. If conditions are not met, the portfolios will hold short-term U.S. Treasuries.  This 
investment approach also allows investors to better optimize financial outcomes over time without 
torpedoing the total investment portfolio. The market needs to focus on a “risk-on,” “risk-off” 
approach to manage the excessive volatility and increasing higher correlation to equities.

Bitcoin Major Performance Drawdowns

Source: Coinbase
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The Palladiem/IDX Tactical Crypto Currency index seeks to accomplish just that. Since June of last year, we 
have been managing client assets with this “risk-managed” approach and have thoroughly back-tested 
prior periods through various market cycles. The advantage to this highly disciplined approach is that we 
have reduced the annualized risk of volatility by over 50% vs. just holding a long-only position in Bitcoin. In 
the last 31 days, the strategy has been invested in short-term treasuries, avoiding the 50% drawdown in 
the performance of holding long-only Bitcoin. 

The challenge with Crypto Currency as an investment has been its extreme volatility and nebulous value 
proposition. While we are firm believers that there is value behind major cryptocurrencies from Bitcoin to 
Ethereum and Litecoin, each value proposition is different. The underlying technology of Blockchain 
networks and Web3 are the future of the internet. We are still in the early stages of this new technology, 
and it's changing very rapidly. As this occurs, the challenge for investors is managing cryptocurrency in an 
investment portfolio when there continues to be a high risk of a significant drawdown in performance. 
That performance appears to be correlated to other risky assets, such as equity. 

Palladiem/IDX Cryptocurrency Tactical Index vs. Bitcoin

Long-Only Bitcoin – A Very Crowded Trade
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Disclosures

Disclosures: Unless otherwise noted, performance information is hypothetical and NET of all associated fees and sales and trading expenses that an
investor might incur (1.85%). Its not possible to invest directly into an index. Hypothetical or model performance results have certain limitations including,
but not limited to: hypothetical results do not take into account actual trading and market factors (such as liquidity disruptions, etc.). Simulated
performance assumes frictionless transaction costs and no lag between signal generation and implementation. Simulated performance is designed with
the benefit of hindsight and there can be no assurance that the strategy presented would have been able to achieve the results shown. There are
frequently large differences between hypothetical performance results and actual results from any investment strategy. While data was obtained from
sources believed to be reliable, IDX Insights, LLC and its affiliates provide no assurances as to its accuracy or completeness.
The statements contained herein are based upon the opinions of Palladiem LLC (Palladiem) and the data available at the time of publication and are
subject to change at any time without notice. This communication does not constitute investment advice and is for informational purposes only, is not
intended to meet the objectives or suitability requirements of any specific individual or account, and does not provide a guarantee that the investment
objective of any model will be met. An investor should assess his/her own investment needs based on his/her own financial circumstances and
investment objectives. Neither the information nor any opinions expressed herein should be construed as a solicitation or a recommendation by
Palladiem or its affiliates to buy or sell any securities or investments or hire any specific manager. The information contained herein has been obtained
from sources that are believed to be reliable.
It is important to remember that there are risks inherent in any investment and that there is no assurance that any investment, asset class, style or index
will provide positive performance over time. Diversification and strategic asset allocation do not guarantee a profit or protect against a loss in declining
markets. All investments are subject to risk, including the loss of principal. For more information about Palladiem, as well as its products, fees and
services, please refer to Palladiem’s Form ADV Part 2, which may be obtained through your financial advisor or by writing to Palladiem.

Cryptocurrency trading can lead to large and immediate financial losses. Transactions in cryptocurrency may be irreversible, and, accordingly, losses due
to fraudulent or accidental transactions may not be recoverable. The nature of cryptocurrency may lead to an increased risk of fraud or cyber-attack.

Palladiem, LLC – 900 West Valley Rd., Suite 900, Wayne, PA 19807 – 484-320-8809 - info@palladiem.com - www.palladiem.com

©2021 Palladiem LLC . Palladiem has sole discretion to change allocations to styles and vehicles at any time.
Palladiem LLC is a Registered Investment Adviser. Approved for End Client Use.
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