
Past performance does not guarantee future results. 
 
Investment and insurance products:  
• Are not FDIC or any other government agency insured  
• Are not bank guaranteed  
• May lose value  
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Background 
This spring we shared our initial comments around bitcoin, questioning its potential role in 
a well-diversified portfolio. We concluded:  

• Bitcoin could not be neatly categorized as a commodity, security or asset class.  

• Bitcoin is a speculative asset lacking reliable relationships with the economic drivers 
informing our investment process.  

• During volatile market risk regimes, bitcoin has performed as a “risk-on” asset 
increasing portfolio risk instead of providing portfolio ballast as a diversifier.  

• Bitcoin was subject to elevated uncertainty risk due to the lack of a clear regulatory 
framework.   

• Investors should not invest money in cryptocurrencies they could not afford to lose. 

What happened 
Our team continues to closely monitor the opportunities and risks in the digital asset 
space. We’ve observed:  

• China’s ban on Bitcoin mining in June (the process of validating bitcoin 
transactions) disrupted the network and contributed to a ~50% summer correction in 
bitcoin.   

• The cryptocurrency universe is currently valued at over $2.7 trillion but bitcoin’s 
dominance has declined from ~72% in January to ~43% today due to the 
emergence of other blockchain protocols, such as Ethereum, that facilitate simpler 
creation and faster processing of digital assets than the Bitcoin network.    

• Regulators have initiated collaborative oversight efforts as evidenced by the 
President’s Working Group Report on Stablecoins released on November 
1, but have stopped short of delivering a framework.  

• Futures-based bitcoin ETFs have now launched without any material 
objections by the SEC. However, these funds do not invest directly in bitcoin, 
but instead use futures and other derivative contracts, a structure we do not find 
practical, given – among other things – the additional risks introduced.  

Jeff Terrell, CFA 
Senior Investment 
Strategy Analyst 



 

 

Digital asset ecosystem has broadened  
2021 has been a round trip for bitcoin with roughly 100% of its year-to-date returns 
achieved by April. China’s ban challenged the stability of the Bitcoin network’s capacity to 
process and validate transactions. This prompted a ~50% correction in bitcoin and by 
proxy, much of the digital asset ecosystem.  

The chart below illustrates one-year price performance for bitcoin and ether, the native 
token for the Ethereum blockchain platform and the second largest cryptocurrency asset. 
The recovery since this summer highlights not only the resilience of bitcoin but also the 
emergence of smart contract platforms, led by Ethereum, among other emerging digital 
asset platforms within the ecosystem.  

 
Data source: Truist IAG, FactSet 
The Bitcoin and Ethereum blockchains’ respective native cryptocurrency tokens are “bitcoin” and “ether”.  

Bitcoin’s dominance has waned 
The 14,000+ token cryptocurrency universe is currently valued at $2.7 trillion with bitcoin 
valued at $1.2 trillion. In 2021 alone bitcoin’s market capitalization as a percentage of the 
total cryptocurrency universe’s market capitalization has declined from 72% to 43%. The 
underlying story is less about Bitcoin’s waning dominance but instead about the 
increasing importance and relevance of other blockchain protocols and their associated 
cryptocurrency tokens.   

 

197.6

587.1

100

300

500

700

Jan '21 Mar '21 May '21 Jul '21 Sep '21 Nov '21

YTD bitcoin and ether performance (%) 
as of 11-19-21 (indexed to 100)

bitcoin ether

72.0%

43.1%

30%

45%

60%

75%

 $-

 $500

 $1,000

 $1,500

 $2,000

 $2,500

 $3,000

Nov '20 Jan '21 Mar '21 May '21 Jul '21 Sep '21 Nov '21 bi
tc

oi
n 

m
ar

ke
t c

ap
ita

liz
at

io
n 

as
 

%
 o

f t
ot

al
 c

ry
pt

oc
ur

re
nc

y 
m

ar
ke

t

C
ry

pt
oc

ur
en

cy
 u

ni
ve

rs
e 

m
ar

ke
t 

ca
pi

ta
liz

at
io

n 
($

bi
llio

ns
)

Bitcoin dominance has declined by 30% in 2021
Total cryptocurrency market capitalization ($bn)
bitcoin's share of total cryptocurrency market capitalization



 

 

Data source: Truist IAG, Messari  

The rapid growth in digital asset platforms and applications is a reflection of the 
underlying blockchain technology’s potential. The growth momentum behind “non-
currency-related” applications such as smart contracts (Ethereum has a 60% share of 
these platforms), stablecoins, exchange tokens, decentralized finance (DeFi), Web 3.0 
tokens, NFTs (non-fungible tokens) and others currently represent over 50% of the entire 
digital asset ecosystem. Much of this growth has come in the last six months and is the 
biggest digital asset story of 2021. In future papers we will discuss some of these 
emerging digital asset use cases and applications.  

Risk reality check  
Despite the positive momentum behind digital assets during the last several months it 
is important to emphasize that cryptocurrencies are not registered securities and the 
exchanges they trade on are largely unregulated. This makes digital assets an unusual 
challenge for investors contemplating this space. For example:  

• The largest 50 cryptocurrencies represent 94% of the total market value of all 
cryptocurrencies. Some will thrive while others will become extinct, similar 
to numerous dotcom era stocks of the late 90’s.  

• 87% of all crypto currencies have a market value less than $1 million  

• 80% of all cryptocurrencies have no discernable market value at all  

The divide between the largest and smallest cryptocurrencies punctuates the fact that 
beyond the top 50 cryptocurrencies, many may be considered counterfeit in the future. 
This highlights the importance of buyer beware in the unregulated world of digital assets.  

Regulatory update  
Primary concerns confronting regulators could be categorized as follows:  

Investor protection 

SEC Chair Gary Gensler has boldly tried categorizing many forms of digital assets as 
securities although the vast majority of them are already designated as commodities 
under the purview of the Commodity Futures Trading Commission (CFTC). A primary 
SEC concern has been to protect investors in that digital assets are unregistered assets 
that trade on unregulated exchanges without investor protections or 
insurance. Additionally, the concerns related to Know Your Customer (KYC) and Anti 
Money Laundering (AML) rules materially weigh for the regulators.  

Taxing digital assets 

The IRS was one of the first to adopt a framework around taxing cryptocurrencies in 2014 
but the language seemingly shifts with each iteration of the tax proposals coming 
from Congress. Recent focus has centered on defining the roles and tax reporting 
responsibilities of digital asset-related entities such as exchanges.  



 

 

Policing digital assets 

Digital assets have been a favored tool of bad actors such as State Sponsors of 
Terrorism and cyber criminals seeking to exploit the “anonymous” nature of 
the blockchain technologies used to transact in cryptocurrencies. In 
fact, Chainalysis estimates that North American users sent $131 million worth of 
cryptocurrency to ransomware attackers for the year ended June 2021. Though this 
remains a relatively small percentage of all transactions, it remains unacceptably high for 
the current administration and is a high priority.   

Report on Stablecoins by the President’s Working Group 
(PWG) on Financial Markets, the FDIC and the OCC 
Stablecoins are digital assets whose value is pegged to an underlying fiat currency such 
as the U.S. dollar. The importance of stablecoins is that although they only account for 
5% of the value of all digital assets, they account for over 75% of trading volume on 
crypto trading platforms with no regulatory oversight on the reserve assets they purport to 
hold as collateral. On November 1, the PWG on Financial Markets along with the Federal 
Deposit Insurance Corporation (FDIC) and the Office of the Comptroller of the Currency 
(OCC) issued their long awaited Report on Stablecoins. 

Contributing to the report were Treasury Secretary Janet Yellen, Fed Chair Jerome 
Powell, SEC Chair Gary Gensler and joining them were representatives from the 
Commodity Futures Trading Commission (CFTC), FDIC and OCC. The report does not 
go so far as to outline a proposed regulatory framework but does urge Congress to 
promptly craft legislation addressing regulatory oversight for stablecoins. This report and 
the fact that it is the result of interagency collaboration represents a positive first step 
toward establishing rules of the road.  

The three key components of the report are: 

1. Address risks to stablecoin users and guard against stablecoin runs: This 
would require all stablecoins issuers, including non-banks, to register as an insured 
depository institution subject to regulatory oversight. 

2. Address concerns about payment system risks. This would subject stablecoin 
custodian wallet providers to federal oversight. 

3. Address systemic risk and concentration of power. This would require 
compliance by stablecoin issuers to limit affiliations with commercial entities to avoid 
a concentration of power and promote interoperability among stablecoins. 

The OCC is the first national banking regulator to issue interpretive letters governing 
custody and payment activities regarding digital assets. Subsequently, some state 
banking commissions have amended rules permitting digital only banking charters for 
banks whose primary services would be associated with digital assets. FDIC, OCC and 
Federal Reserve officials have recently affirmed progress on joint regulatory efforts, 
another positive.  



 

 

In short, until there is a multi-pronged, inter-agency framework that outlines who is 
regulating what, all we really have at this point is positive intent while encouraging 
Congress to act. 

Bitcoin ETFs come to market (sort of) 
Currently there are no SEC approved bitcoin or other cryptocurrency ETFs or mutual 
funds that directly purchase bitcoin. Mutual fund and ETF providers have eagerly lobbied 
to bring a spot bitcoin product to market where exposure to bitcoin would be gained via 
direct bitcoin purchases instead of futures and other derivative contracts. The SEC has 
rejected all such applications, the most recent of which was on November 12. On 
October 19, however, ProShares launched its futures-based Bitcoin Strategy ETF (BITO) 
which did not witness any material objections by the SEC. The fund quickly amassed 
over $1 billion in assets. Since then other firms have launched their own versions of 
futures-based bitcoin ETFs.  

Though bitcoin is currently not a registered security and does not trade on any regulated 
exchanges, bitcoin futures contracts are regulated by the CFTC and trade on the 
regulated Chicago Mercantile Exchange (CME). With that in mind, current SEC Chair 
Gary Gensler (who previously was Chair for the CFTC) explained his rationale behind 
permitting a futures-based bitcoin ETF but rejecting a spot-based bitcoin ETF. He said: 

“What you have here is a product (bitcoin futures) that’s been overseen for four years by 
a U.S. federal regulator, the CFTC, and that’s being wrapped inside of something that’s 
within our jurisdiction called the Investment Company Act of 1940. So, we have some 
ability to bring it inside investor protection.” 

Our view 
We do not have a favorable view of any of the futures-based bitcoin ETFs for the 
following reasons: 

The intent of a bitcoin futures ETF or mutual fund is to track the actual price of bitcoin. A 
bitcoin futures-based product purchases the next month’s futures contracts and continues 
to roll forward the proceeds from each expiring contract into subsequent month’s futures 
contracts. Under normal conditions where future prices are expected to be higher than 
current prices, this often results in a sub-optimal sell low/buy high strategy. 

Bitcoin volatility is well documented but hoping to track bitcoin returns by utilizing futures 
contracts could be even more volatile. The performance between futures-based funds 
and underlying bitcoin prices could diverge sigificantly in times of market stress 
potentially causing an unpleasant and avoidable investor experience.  

If in the future direct access bitcoin funds are permitted by the SEC, there is a reasonable 
possibility they could render futures-based bitcoin funds obsolete.  

Bottom line 
The world of digital assets continues to evolve at an extremely rapid pace. As digital 
assets continue to mature beyond bitcoin, their scale and appeal could improve and gain 
credibility as an asset class. Importantly, we consider cryptocurrencies a subset within 



 

 

the longer-term investment theme of transformative blockchain technology innovation and 
we believe this is an early stage of the nascent digital economy. With over 14,000 
different coins/tokens in existence today, some will succeed, the vast majority will not, 
and picking the winners will remain a challenge. 

Regulators and Congress are tasked with creating a sweeping regulatory framework that 
addresses their key concerns of investor protections, policing illegal activity, and more 
comprehensive tax laws. However, in this effort, they must prudently balance oversight 
without stifling innovation in the transformative digital economy. There is growing 
anecdotal evidence of broader commercial acceptance and institutional adoption of 
cryptocurrencies but we remain in the early innings.  

In practice, it may be reckless to call any asset with extraordinary recent returns an 
“opportunity” during the best of times only to conveniently call it “volatile” after a 
drawdown. In the case of bitcoin and other cryptocurrencies, for now, they are best 
thought of as speculative assets. 

The Investment Advisory Group currently does not include cryptocurrencies in its asset 
allocation framework. We are engaging with knowledgeable market participants and are 
open-minded in evaluating cryptocurrency specifically and the entire digital asset 
ecosystem more broadly with a balanced eye towards opportunity, risk, and meeting 
clients’ needs.  

 
 

  



 

 

Disclosures 

Advisory managed account programs entail risks, including possible loss of principal and may not be suitable for all investors. Please 
speak to your advisor to request a firm brochure which includes program details, including risks, fees and expenses. 

Truist Wealth is a marketing name used by Truist Financial Corporation. Services offered by the following affiliates of Truist Financial 
Corporation: Banking products and services, including loans and deposit accounts, are provided by SunTrust Bank and Branch Banking 
and Trust Company, both now Truist Bank, Member FDIC. Trust and investment management services are provided by SunTrust Bank 
and Branch Banking and Trust Company, both now Truist Bank, and Truist Delaware Trust Company. Securities, brokerage accounts 
and /or insurance (including annuities) are offered by Truist Investment Services, Inc., and P.J. Robb Variable Corp., which are each 
SEC registered broker-dealers, members FINRA, SIPC, and a licensed insurance agency where applicable. Life insurance products are 
offered through Truist Life Insurance Services, a division of Crump Life Insurance Services, Inc., AR license #100103477, a wholly 
owned subsidiary of Truist Insurance Holdings, Inc.  Investment advisory services are offered by Truist Advisory Services, Inc., GFO 
Advisory Services, LLC, Sterling Capital Management, LLC, and Precept Advisory Group, LLC, each SEC registered investment 
advisers. Sterling Capital Funds are advised by Sterling Capital Management, LLC. 

While this information is believed to be accurate, Truist Banks, Inc., now Truist Financial Corporation, including its affiliates, does not 
guarantee the accuracy, completeness or timeliness of, or otherwise endorse these analyses or market data.  

While this information is believed to be accurate, Truist Financial Corporation, including its affiliates, does not guarantee the accuracy, 
completeness or timeliness of, or otherwise endorse these analyses or market data. 

The opinions and information contained herein have been obtained or derived from sources believed to be reliable, but Truist Financial 
Corporation makes no representation or guarantee as to their timeliness, accuracy or completeness or for their fitness for any particular 
purpose. The information contained herein does not purport to be a complete analysis of any security, company, or industry 
involved. This material is not to be construed as an offer to sell or a solicitation of an offer to buy any security.  

Opinions and information expressed herein are subject to change without notice. TIS and/or its affiliates, including your Advisor, may 
have issued materials that are inconsistent with or may reach different conclusions than those represented in this commentary, and all 
opinions and information are believed to be reflective of judgments and opinions as of the date that material was originally published.  TIS 
is under no obligation to ensure that other materials are brought to the attention of any recipient of this commentary.   

Comments regarding tax implications are informational only. Truist and its representatives do not provide tax or legal advice. You should 
consult your individual tax or legal professional before taking any action that may have tax or legal consequences. 

Investments involve risk and an investor may incur either profits or losses. Past performance should not be taken as an indication or 
guarantee of future performance.  

TIS/TAS shall accept no liability for any loss arising from the use of this material, nor shall TIS/TAS treat any recipient of this material as 
a customer or client simply by virtue of the receipt of this material.  

The information herein is for persons residing in the United States of America only and is not intended for any person in any other 
jurisdiction.  

Investors may be prohibited in certain states from purchasing some over-the-counter securities mentioned herein.  

The information contained in this material is produced and copyrighted by Truist Financial Corporation and any unauthorized use, 
duplication, redistribution or disclosure is prohibited by law.    

TIS/TAS’s officers, employees, agents and/or affiliates may have positions in securities, options, rights, or warrants mentioned or 
discussed in this material. 

© 2021 Truist Financial Corporation. Truist, the Truist logo and Truist purple are service marks of Truist Financial Corporation. 
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