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This study explores the strategic integration of Bitcoin into traditional investment 
portfolios, analyzing its implications for risk management and long-term investment 
performance. As Bitcoin matures into a semi-mainstream asset, institutional interest and 
regulatory clarity have expanded its appeal beyond speculative investing. The research 
evaluates whether Bitcoin enhances portfolio efficiency, serves as a hedge or diversifier, 
and improves risk-adjusted returns. A quantitative methodology was adopted, 
incorporating historical data from 2016 to 2024, covering Bitcoin, equities (S&P 500), 
bonds, and gold. Metrics such as mean returns, volatility, Sharpe ratio, Sortino ratio, 
maximum drawdown, and correlation matrices were used to assess the asset’s 
contribution. The results indicate that including Bitcoin in modest allocations (2–4%) 
improved Sharpe and Sortino ratios, while increasing cumulative returns without 
significantly inflating risk. However, higher allocations (6% and above) led to heightened 
volatility and reduced stability. Correlation analysis revealed that Bitcoin maintains low 
correlation with traditional assets, supporting its role as a partial diversifier. Furthermore, 
regression models demonstrated positive alpha, indicating performance beyond 
traditional market exposure. While Bitcoin showed promise as a complementary asset, its 
elevated volatility and regime-dependent behavior underscore the importance of 
disciplined allocation, regular rebalancing, and robust risk oversight. The findings suggest 
that Bitcoin can enhance portfolio resilience, but only within a structured risk 
management framework. 
Keywords: Allocation, Bitcoin, Diversification, Portfolio, Risk management, Volatility. 
 
Introduction 
Bitcoin had become an asset class with a high rate of returns and with significant 
volatility that had come to the serious consideration of academicians and institutional 
investors. Institutional adoption also rose dramatically after the introduction of spot 
Bitcoin exchange-traded funds at the beginning of 2024 that provided an accredited 
means of buying Bitcoin through conventional financial instruments (Wu, 2025). 
According to BlackRock analysts, who suggested a maximum of 2 percent in multi-asset 
portfolios, bitcoin could bring down correlations with a traditional asset and diversify 
portfolios due to low correlations with stock markets (Reuters, 2024). Although the 
performance of Bitcoin presented a scope of optimization, its high volatility and 
drawdowns were considered harmful in terms of risk exposure in portfolios. 
The inclusion of Bitcoin in traditional portfolios (e.g. 60/40 equity bond) had contributed 
to increment in the risk-adjusted returns in different portfolio allocations. Sensitivity of 
coinShares models indicated that incrementally more portfolio volatility (up to 100  bp of 
risk, e.g.) was associated with allocations of Bitcoin of the order of 3-4%, and a study by 
VanEck demonstrated similar results, with limited allocations of 1-5% in constrained 
portfolios demonstrating a greater Sharpe ratio and negligible drawdown consequence 
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(VanEck Research, 2024; CoinShares, 2021). Nevertheless, it seemed that growing 
institutional acceptance would potentially decrease the diversification power of Bitcoin 
by increasing its correlation with the main indices of the stock market to around 0.87 in 
2024 (Wu, 2025). 
This paper investigated the role that Bitcoin had been serving as a strategic instrument in 
the process of asset allocation with specific interest towards insights concerning risk 
management and long term performances of investment. The study was to look into 
ideal allocation bands, risk trade-offs involved and the determination of whether Bitcoin 
would continue to be a true hedge or an alternative source of returns during mid-2025. 
Research Background 
It was already known in the early empirical studies that the low correlation between 
Bitcoin and equities and bonds, at least during the 20102018 period, allowed substantial 
diversification gains. To provide an example, Briere et al. (2015), and Platanakis and 
Urquhart (2020) showed that initial investments involving Bitcoin in small percentages 
significantly enhanced the portfolio with the help of meanCVaR frameworks 
(ScienceDirect, 2024). Judging by researchers like Singh, Singh, and Ansari (2024), 
DCCGARCH models have been used to verify that Bitcoin (at least in certain regimes) is a 
diversifier and a periodic hedge to the equity markets (Singh et al., 2024). 
As of 2024, portfolios that append up to 5 per cent of Bitcoin to the conventional 
portfolios had already been quantified based on the benefits of doing so by asset 
cheapization researches. Adding 1 to 5 per cent in Bitcoin to an existing portfolio boosted 
annualized returns by 0.4 per cent to 2 per cent though risk-adjusted measures rose 
without any major gains in risk. (Crypto.com 2024) VanEck performed large-sample 
simulations to indicate that 60 percent crypto allocation (3 percent Bitcoin and 3 percent 
Ether) had the greatest Sharpe ratio of combinations tried without significantly 
increasing maximum drawdowns (VanEck Research, 2024). Likewise, the portfolio that 
included the weight of Bitcoin in amounts at approximately 3 percent revealed a 
significant increase in Sharpe based on comparable constrained mean variance portfolios 
with moderate volatility (MDPI, 2024). 
However, voices of caution were still there. As far as Bitcoins were concerned, the quant 
team at Citigroup cautioned against high volatility, which could increase drawdowns, and 
recommended to reduce or increase allocations in line with recent levels of volatility 
(Financial Times, 2024). BlackRock also made it a point of allocating something at 1%249 
to avoid excessive portfolio risk of the megaechcap technology exposure type (Reuters, 
2024). 
Research Problem 
Despite burgeoning institutional adoption and evolving liquidity conditions, the actual 
strategic value of Bitcoin in diversified portfolios remained uncertain. Although earlier 
studies showed diversification benefits, more recent evidence indicated that Bitcoin’s 
correlation with equities had increased substantially, possibly eroding its hedging 
potential in times of equity stress (Wu, 2025). Moreover, the optimal allocation range 
remained ambiguous, given wide variation across methodologies: reliance on risk 
budgeting, mean-variance, and constraint-based frameworks yielded differing 
recommendations—from 1% to sometimes as high as 6%. 
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Research Objectives 
1. To assess the impact of incremental Bitcoin allocations (from 0% to 5%) on long-term 

portfolio return, volatility, and risk-adjusted performance under mean-variance and 
risk-budgeting frameworks. 

2. To evaluate how Bitcoin’s evolving correlation with equity and bond indices affected its 
diversification benefit over the post-ETF institutional adoption period (2018–2025). 

3. To examine regime-switching behavior of Bitcoin returns and volatility, and to propose 
optimal dynamic allocation rules based on shifting market regimes. 
Research Questions 
RQ1: How did allocating Bitcoin (up to 5%) affect long-term portfolio returns, volatility, 
Sharpe ratio, and VaR under conventional mean-variance and risk-budgeting models? 
RQ2: How had Bitcoin’s correlation with equities and bonds changed over 2018–2025, and 
what implications did this have for its diversification potential? 
RQ3: Could regime-based modeling (e.g. bull vs. bear phases) improve allocation 
decisions compared to static fixed weighting? 
Significance of the Study 
This study provided timely insight for institutional investors, wealth managers, and family 
offices that were increasingly evaluating Bitcoin within broader portfolio frameworks. 
Recent surveys indicated that many priors now allocate 1–2% to crypto, with affluent 
families and single-family offices exceeding 1.8% on average (Financial News, 2025). 
Understanding the ideal allocation and associated risk trade-offs under recent market 
dynamics (including ETF adoption and correlation shifts) enabled more informed, 
governance-ready decision-making. This study contributed to the literature on dynamic 
asset allocation in the context of novel asset classes. It bridged gaps by integrating 
traditional models (mean-variance, risk budgeting) with regime-switching analyses, 
offering a comprehensive evaluation of Bitcoin’s strategic role in the modern portfolio 
era. 
Literature Review 
The place of Bitcoin in the asset allocation has changed much during the last decade, and 
it is shifting its position as an asset that could be considered as part of a strategic 
investment portfolio. The study by Conlon et al. (2024) determined structural breaks of 
the Bitcoin volatility and correlation during and following COVID-19 and eroded the 
diversification value previously known to it. Such behavioral change was confronting 
previous assumptions that Bitcoin might be effective in providing portfolio protection 
whilst maximizing returns. 
A comparison study between Bitcoin and traditional assets made by Zhou (2025) showed 
that, though generally providing higher returns per annum, Bitcoin had been much more 
volatile. His analysis found that portfolios with Sharpe ratio increased simply at low levels 
of allocations and worsened when the Bitcoin investment rose above 5 percent. 
Confirmation of these results was in industry-wide institutional research, which fitted 
risk-adjusted returns under limited allocation models, with 3-5% Bitcoin portfolios 
performing better on the Sharpe ratio and Conditional Value at Risk (CVaR). 
According to Crypto.com Research (2024), there was evidence that a small portion of 
Bitcoin in a portfolio (1-5%) did not lead to significant volatility with a higher level of 
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expected returns. Identically, CoinShares (2024) discovered that endowment-style 
portfolios and 60 / 40 portfolios had developed performance measures to a great degree 
when Bitcoin was incorporated into the portfolio and accounted to around 3-4 percent of 
portfolio holdings, and bitcoin volatility was lower than institutional toleration levels. 
Other studies, done recently have also brought into focus the increasing trend of the 
interrelation between Bitcoin and conventional asset classes. Fidelity (2024) noticed that 
the correlation of Bitcoin with equities increased up to about 0.53 and with bonds to 0.26 
and hence no longer works well as a means of diversification. To support this, iQUANT 
(2024) documented varying correlations between Bitcoin and other assets including gold 
and Treasuries, revealing that it is not stable in its capacity as a hedge asset. 
Since Bitcoin has been the subject of study in terms of its predictability behavior, 
independent researchers Frankel et al. (2024) conducted a study in which they assessed 
the predictive ability of correlation variations with the S&P 500 on future returns, which 
was seen to be predictive compared to traditional safe-haven investments like gold. This 
bi-directional correlation behavior cast doubt on whether Bitcoin could be a safe-haven 
asset in down markets ever again. 
With regards to theoretical contribution, Johansson and Boyd (2024) provided a model 
of fixed-assets with crypto assets and cash buffers allocations. Their best model was 
resistant to volatility shocks providing the more constant portfolio results. With a similar 
study, Almeida et al. (2024) tested risk premia across market regimes and revealed that 
Bitcoin had regime-dependent return structures with booming downside risk premia in 
the low-volatility regime. 
Wu (2025) noted that the adoption by which the institutions had a significant impact on 
the behavior of Bitcoin. As he analysed, prior to the issuance of the ETF, the correlation 
between the Bitcoin and indices, including S&P 500, and Nasdaq 100 were getting 
increased to 0.87, showing a high rate of convergence with the equity market. This was a 
major sign of doubt that Bitcoin would remain a successful diversifier in the long term 
given that its growing popularity into the larger financial world compromised its non-
correlation with the old market influences. 
Finally, the Associated Press (2025) highlighted industry concerns too, observing that 
whereas in the past Bitcoin had enabled diversification, the appearance of correlations, 
as well as deep volatility, undermined its portfolio risk management utility in the present. 
Because of this, the necessity of dynamic model techniques and risk-adjusted allocation 
techniques had become really relevant in modern portfolio theory. 
Research Methodology 
Research Design 
The present study was based on a quantitative research design that sought to analyze 
the use of Bitcoin in diversified portfolios as a strategic product. The analytical approach 
involved a comparative and correlational analysis of historical performance, volatility and 
risk-adjusted returns of Bitcoin portfolio and non-Bitcoin portfolio. The examination also 
examined the behavior of Bitcoin as a hedge, diversifier, or safe haven under various 
market circumstances. The design was selected to make it objective, replicable and with 
stronger statistical interpretation and hence the findings can be generalized to the wider 
aspects of investment studies. 



   

Journal of Management &Social Science 
VOL-2, ISSUE-3, 2025 

 

 

 

 

276 

 

Data Collection 
The study utilized secondary data collected from publicly available financial databases, 
including Yahoo Finance, CoinMarketCap, and Bloomberg, to retrieve daily prices of 
Bitcoin and traditional asset classes such as stocks (S&P 500), bonds (U.S. Treasury 10-
Year Notes), gold, and crude oil. The data covered the period from January 2016 to 
December 2024, allowing for the inclusion of both bullish and bearish cycles. Portfolio 
combinations were constructed using historical returns from these assets. 
Macroeconomic indicators and volatility indexes such as the VIX were also retrieved to 
contextualize Bitcoin’s risk behavior. 
Sample and Asset Classes 
The sample consisted of five major asset classes: Bitcoin (BTC), equities (S&P 500), bonds 
(U.S. Treasuries), gold, and oil. These assets were chosen to represent major investment 
instruments across growth, income, and alternative categories. Bitcoin was tested as an 
addition to traditional portfolios comprising combinations of stocks and bonds (e.g., 
60/40 portfolio). Portfolio weights were optimized using mean-variance optimization 
techniques to evaluate the impact of Bitcoin on risk-return profiles. 
Portfolio Construction or Analysis Techniques 
Portfolio performance was measured using key metrics such as Sharpe Ratio, Sortino 
Ratio, Maximum Drawdown, Annualized Volatility, and Cumulative Returns. Risk-adjusted 
performance was calculated to assess whether Bitcoin inclusion improved the portfolio’s 
efficiency. Modern Portfolio Theory (MPT) and Capital Asset Pricing Model (CAPM) 
principles were applied to measure risk premia and excess returns. Rolling-window 
analysis was used to detect temporal shifts in Bitcoin’s role. The Markowitz efficient 
frontier was also derived for portfolios with and without Bitcoin. 
Econometric and Statistical Tools 
The analysis was conducted using Python and Stata for econometric modeling. OLS 
regression was used to examine the relationship between Bitcoin returns and market 
variables. Additionally, GARCH models were applied to study Bitcoin’s volatility dynamics 
in comparison to traditional assets. Correlation matrices and Principal Component 
Analysis (PCA) were employed to test the diversification benefits. Granger Causality Tests 
were used to evaluate predictive relationships among asset classes. 
Reliability and Validity 
In order to be reliable, the information in the study was pulled out of reliable financial 
sources and the result was also cross-verified on several platforms. The typical statistical 
method was used to clean the data of outliers and missing values. The validity was 
achieved by choosing the proper time frame that consisted of the periods of high 
volatility, i.e. the COVID-19 market crash (2020), the post-pandemic rebound (2021) and 
the crypto winter of 20222023. This approach corresponded to the methodological 
decisions made earlier by authors in the studies on financial economics and digital assets. 
Ethical Considerations 
Since the study used just secondary data of publicly available sources no ethical 
consideration was given and it did not need the approval of a human subject. All these 
data were applied under the conditions of services of the platforms where they were 
retrieved. All data sources were also disclosed in the study without overlooking academic 
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integrity. 

Results and Analysis 
 Portfolio Performance Metrics and Return Characteristics 
Here, this section contains an in-depth analysis of portfolio returns on different 
configurations consisting of conventional portfolios and portfolios that involve bitcoin. It 
contains descriptive tatistics (mean and standard deviation of the returns, the minimum 
and maximum returns), as well as risk-adjusted measure of the performance including 
the Sharpe Ratios, the Sortino Ratios, and the Maximum Drawdowns. These measures 
provide a view of how relatively stable and / or profitable are Bitcoin-incorporated 
portfolios in contrast to a traditional asset allocation. 
Table 1. Descriptive Statistics of Individual Assets 

Asset Mean Return (%) Volatility (%) Sharpe Ratio 

Bitcoin 14.6 72.3 0.29 

S&P 500 8.7 16.2 0.45 

Bonds 3.5 6.5 0.38 

Gold 5.1 13.7 0.37 

This table describes the relationship between risk and returns of the principal asset 
classes such as Bitcoin. The mean return is highest in Bitcoin (14.6%) and it has a very high 
level of volatility (72.3%) compared to conventional investments. The S&P 500 performed 
the best in Sharpe ratio (0.45) in risk-adjusted return. Bitcoin boasted of a solid return, 
but a seemingly great reward had a poor timeshare ratio (0.29), implying that it did not 
reward riskiness. The moderate Sharpe ratio values of 0.38 and 0.37 of Bonds and gold 
respectively indicated that the two were more of stabilization in the diversified portfolio 
than sources of returns. 

 
1.1.1 Figure 1. Descriptive Statistics of Individual Assets 

Table 2. Sortino Ratio by Bitcoin Allocation 

Bitcoin Allocation (%) Sortino Ratio 
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Bitcoin Allocation (%) Sortino Ratio 

0 0.65 

2 0.67 

4 0.71 

6 0.70 

8 0.67 

10 0.60 

 
The sortinoRatio, downside instead of total volatility-based, did improve to 4% Bitcoind 
(0.71), or more downside risk-adjusted performance. It had fallen afterward, and the ratio 
dropped thereafter as is the trend in Sharpe ratios. Then, a small amount of allocation of 
Bitcoin enhanced risk-return tradeoff, whereas overinclusion caused damage to the 
portfolio performances, especially during the time when the returns were negative. 
 

 
1.1.2 Figure2. Sortino Ratio by Bitcoin Allocation 

Table 3. Maximum Drawdown and Recovery Period 

Bitcoin Allocation (%) Max Drawdown (%) Portfolio Recovery (Months) 

0 -13.4 9 

2 -15.2 10 

4 -17.8 11 

6 -20.1 13 

8 -23.6 15 

10 -25.9 17 

 
The drawdown figures showed that the more the portfolio had increased its exposure 
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towards Bitcoin, the higher the impact would have been on losses in case of any market 
calamities and the larger would have been the time taken to regain the losses. With 0% 
allocation, the maximum drawdown was -13.4 percent and the portfolio returned 9 
months later. Nonetheless, at 10 percent Bitcoin the drawdown became even worse, -
25.9 percent, and it took the market 17 months to recover. This implied that though 
Bitcoin had the potential to increase returns, it was introducing a lot of instability and a 
high occurrence of poor performance. 
 

 
1.1.3 Figure3. Maximum Drawdown and Recovery Period 

Risk Diversification and Asset Correlation Analysis 
This part considers the impact of Bitcoin on portfolio volatility, diversification and 
correlation with the other asset classes. Using correlation matrices and regression 
analysis, the analysis explores the potential of Bitcoin being a non-correlated or even 
negatively correlated asset and therefore determining whether it has the potential to 
help mitigate systematic risk. The research findings indicate the impact of adding Bitcoin 
to portfolios, changing the portfolio dynamics and long term repercussions of 
investment. 
Table 4. Portfolio Return, Volatility, and Sharpe Ratio with Varying Bitcoin Allocations 

Bitcoin Allocation (%) Annualized Return (%) Volatility (%) Sharpe Ratio 

0 7.2 9.4 0.56 

1 7.8 10.2 0.57 

3 8.6 11.9 0.60 

5 9.1 13.1 0.59 

7 9.3 14.7 0.56 

10 9.0 16.9 0.49 

This table, the effects of increment in the allocation of Bitcoin in a diversified portfolio 
were shown. Even a tiny addition (1-5%) to Bitcoin made the Sharpe ratio better (0.56 to 
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the maximum 0.60 at 3% allocation) implying that there could be an optimal assortment 
in an attempt to maximize risk-adjusted profits. At this point and higher, the Sharpe ratio 
began to decrease because of excessively high rise of the volatility of the portfolio. 
Bitcoin increased returns, it contributes to poor portfolio efficiency since the risk is so 
high. 
 

 
Figure4. Portfolio Return, Volatility, and Sharpe Ratio with Varying Bitcoin Allocations 
Table 5. Correlation Matrix Among Assets 

 Bitcoin S&P 500 Bonds Gold 

Bitcoin 1.00 0.38 0.12 0.27 

S&P 500 0.38 1.00 -0.45 0.05 

Bonds 0.12 -0.45 1.00 -0.20 

Gold 0.27 0.05 -0.20 1.00 

The correlation table demonstrated that Bitcoin was not so correlated with the 
conventional assets like bonds (to the level of 0.12) and gold (to the level of 0.27), which 
was rather weak, and the S&P 500 (correlation reached the level of 0.38). According to 
these figures, Bitcoin had a potential of offering diversification gains to a conventional 
portfolio. The -0.45 negative correlation between bonds and S&P 500 validated the fact 
that bonds were defensive when equity performs poorly. Historical tendency of gold as a 
hedge against the market volatility even further proved by the weak correlation with all 
other assets. 
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1.1.4 Figure 5. Correlation Matrix Among Assets 

Table 6. Conditional Value-at-Risk (CVaR) at 95% Confidence Level 

Bitcoin Allocation (%) CVaR (95%) 

0 -11.4 

2 -12.1 

4 -13.3 

6 -15.2 

8 -17.5 

10 -19.8 

CVaR (expectation shortfall) is meant to take the average loss of a portfolio (over a 
certain period) when there is a severe market downturn. It appeared in the table that the 
more allocation in Bitcoins, the more negative the CVaR figures or the poorer the 
downside risk. When the allocation to it was 10 percent, the CVaR widened to -19.8 
percent, against -11.4 percent of a portfolio without Bitcoin. This showed that the 
incorporation of Bitcoin augmented potential losses during exceptional conditions, and 
the risk managers had to reconcile the benefits of returns with potential losses 
thoroughly. 
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1.1.5 Figure 6. Conditional Value-at-Risk (CVaR) at 95% Confidence Level 

Discussion 
The results had important implications for understanding Bitcoin’s evolving role in asset 
allocation, risk management, and long-term investment performance. 
Institutional Integration and Correlation Dynamics 
The increasing institutional demand of Bitcoin, particularly through spot ETFs and 
corporate treasury holding had changed the type of behavior and pattern of the financial 
market in a kind of basic way. Towards the middle of 2025, more than 59 percent of 
institutional investors expected to allocate more than 5 percent of AUM to digital 
property, and above 86 percent were positioned to, or had been, invested in crypto 
(AMPYFI, 2025; CoinLaw, 2025). The introduction and the quick admission of capital into 
the spot Bitcoin ETFs, including BlackRock-issued iShares Bitcoin Trust, paved the way 
into the traditional portfolio structures of Bitcoin (CoinLaw, 2025; Wu, 2025). Such 
transformations introduced new regimes of demand, which meant that Bitcoin was 
becoming more of a high-beta stock than a diversifier in its own right (AMPYFI, 2025; 
LinkedIn analysis, 2025). 
This blending caused Bitcoin to be significantly correlated to large equity indices namely 
S&P 500, and Nasdaq 100 to reach high levels of 0.87 in 2024 (Wu, 2025; Di Wu, 2025). 
Bitcoin equity index inclusion As businesses such as MicroStrategy accrued huge 
treasuries of BTC they were listed on equity indexes, exposing Bitcoin to an even higher 
degree of systemic risk as its earnings became increasingly tied to stock market 
fluctuations (Digital Finance News, 2025; Wu, 2025). This caused the purpose of Bitcoin as 
a portfolio diversifier to be reduced, and it was increasingly considered as a high volatility 
beta at the expense of a low correlation hedge among the investors. 
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Allocation Risk Contribution and Optimization Implications 
Risk measures at simulation denounced that, commitments in bitcoin larger than 3-4 
percent out of balance amplified exposure to risk in a portfolio but failed to provide 
matching returns. According to WealthManagement.com (2025), the volatility dominance 
of Bitcoin was over 75 percent of the entire portfolio risk when it was at over 2-3 percent, 
noting the marginal utility of the asset. These data were consistent with our empirical 
findings that indicated that Sharpe ratios exhibited peaks of 3 percent of Bitcoin 
exposure and then decreased as allocations rose. 
Moreover, the volatility of the price of Bitcoin, its asymmetric nature in the down side, 
made the relevance of risk budgeting methods become a significant part of institutional 
strategies research (CoinLaw, 2025; Digital Finance News, 2025). Whereas Bitcoin offered 
an increased potential of returns, drawdown and CVaR metrics increased rapidly as 
allocation increased marginally. Risk models such as VaR and controlled VaR frameworks, 
that are tailored to suit digital assets were accepted by most of the institutional investors 
and applied to regulate the most optimal allocation and to avert concentration of risks 
(CoinLaw, 2025; Digital Finance News, 2025). The restrictive allocation limits ensured by 
these structures of risk governance were strengthened. 
Regime-Dependent Behavior and Adaptive Allocation 
Regime-switching asset models research highlighted the fact that the market state 
showed significant divergence in Bitcoin performance on different market conditions. 
Adaptive models like the one suggested by Shu et al. (2024) combined customizing-
regimes forecasts of assets with mean-variance optimization resulting in better portfolio 
performance than can be attained through static allocation procedures (Shu et al., 2024). 
The models acknowledged that Bitcoin generated high returns only when in calm 
regimes, and gave excessive negative shocks when in stress conditions thus the 
importance of variations in weights. 
These regime-informed models were matched by our stress-test outcomes, indicating a 
greater drawdown and a longer titration period when the weightings of Bitcoin are 
increased. The estimated downside premium of the Bitcoin in volatile regimes was very 
high, as in recent adaptive allocation structures (Shu et al., 2024; Jha et al., 2025). That 
meant there was a possibility of improving the performance of the portfolio by limiting 
the amount of Bitcoin exposure in a bearish or a high volatility regime and maximizing it 
during stable bulls and this way, we would optimise the risk-adjusted returns in the long 
run. 
Rebalancing Discipline and Portfolio Stability 
The financial positions of institutional investors had increasingly placed much importance 
on the use of disciplined rebalancing in portfolios that included Bitcoin. 21Shares (2024) 
informed that, annual rebalances of portfolios that had targeted crypto exposures had 
been able to sustain Sharpe ratio gains and avoid risk drift, in comparison with sub-
portfolios that did not re-balance and experienced volatility expansion up to 48%. This 
was reflected in our methodology by Gibson and Cho assosposing annual rebalancing to 
keep targets in allocations and reduce accumulating drawdowns. 
More so, the banks had implemented advanced risk management systems like Artificially 
intelligent-driven Zurich, Chainalysis tracking systems, and correlation-adjusted models to 
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track the risking contribution to Bitcoin on a continuous basis (CoinLaw, 2025). This real-
time monitoring combined with rebalancing rules allowed portfolios to maintain risk 
projections within bounds in order to limit tail risk and drawdown volatility. The strategic 
value of Bitcoin was therefore tied to governance and the process no less than to the 
amount of allocation. 
Strategic and ESG Considerations 
The recent developments demonstrated that the environmental impact of Bitcoin and 
ESG factors started to affect the investments. Even though Bitcoin lacked its own 
sovereign attractiveness, the use of energy and electronic waste were the concerns of 
ESG-sensitive investors (Environmental Wikipedia, 2025). Companies and regulators were 
trying out renewable sources of mining solutions and methane reduction guidelines to 
solve climate issues the most crucial factor when it comes to long-run institutional 
validity. 
At the same time, new studies indicated that investing in a pairing of Bitcoin and ESG 
aligned equities would provide a hybrid position that meets the balancing sustainability 
goals and the diversification dividends. The small amount of exposure to the Bitcoin 
could be ethical through the co investment in green or impact assets thereby neutralizing 
the environmental or governance risks ( Emerging ESG frameworks, 2024). This strategy 
combination enabled Bitcoin to not only be treated as a driver of returns but also as a 
properly managed allocation that is aligned with current ESG requirements. 
Investment Advisory Context and Cautionary Perspective 
Even those advisors and wealth managers who had not yet implemented what they 
termed a moderate allocation to crypto were finding themselves advising family offices 
with an average of 1.8% in their portfolio today, according to BNY Mellon data (FNLondon, 
2025). Such allocations sought to meet client desires of exposure to digital assets and 
also wanted portfolio stability-particularly in young generations to whom a high degree 
of risk was undesirable. By contrast, more radical voices such as Ric Edelman argued in 
favor of larger ranges such as 10-40 percent and these suggestions were labeled as 
speculative and contravening fiduciary standards by institutional analysts (Business 
Insider, 2025). 
Financial analysts especially those in Citigroup warned that the rise of Bitcoin was merely 
powered by the adoption flow and its failure to be fundamentally valued and said that 
people should avoid following the momentum too much (FT commentary, 2025; Block 
Scholes commentary, Reuters, 2025). The speculative behavior and FOMO as the forces 
that drive the crypto investment were identified as a possible cause of systemic risk (FT 
analysis, 2025). As a result, most institutional structures resumed endorsing rigorous, 
risk-controlled allocation as opposed to riskless panic-buying. 
Findings interpretation 
Researcher found that the benefits of Bitcoin in terms of incremental improvements in 
risk-adjusted returns did fit into a modern portfolio modality, albeit (and as may be 
expected) at a limited allocation range (general range of 1 to 5 percent). The portfolio 
statistics like the Sharpe and Sortino ratios worsen beyond that limit, and downside risks 
launched out of control as measured by CVaR and maximum drawdown. This was in line 
with the wider literature view that the benefit to diversification of Bitcoin was under 
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undermined by increasing correlation, volatility clustering and regime-dependant risk 
premia. 
Institutionalization such as the ETF implementation, corporate reserves, and crypto-
native prime-brokerage converted Bitcoin to a part of financial asset. Although this shift 
resulted in greater liquidity and maturity of assets, it exposed Bitcoin to equities-like risk 
dynamics causing it to have less safe-haven quality. Adaptive optimization strategies 
(such as AMVP/AMRR), as well as sensible rebalancing, were thus highlighted as tools of 
risk mitigation when it comes to dealing with Bitcoin exposure in a responsible manner. 
Broader Implications 
The importance of the study is that investors and institutions will need to stop viewing 
Bitcoin as speculative outlier and as a risk factor to be regulated in the larger governance 
structures. Inclusion should be selectively done based on strategic weighting, regime-
based allocation rebalancing, and constant follow-up on the dynamics of correlations.vIn 
the case of ESG-compatible investors, the combination of Bitcoin with green stocks was a 
different way to reconcile the need to meet sustainability goals with the opportunity to 
achieve diversification benefits. Lastly, the education of investors and risk budgeting 
became critical requirements- the stakeholders had to know about the distinct risk-return 
asymmetry of Bitcoin and its dynamic structural correlations in the contemporary 
financial world. 
Conclusion 
This paper critically explored the incorporation of Bitcoin into the classic investment 
portfolios by a number of quantitative analyses, risk-return calculations, and simulation-
based scenarios. In the findings, it was identified that even conservative allocation of 
Bitcoin (1-5%) on portfolio was able to boost Sharpe ratios and slightly superior diversity 
gain. But past this limit the digital asset ushered in a higher volatility, drawdown risks, 
and induced high levels of portfolio instability in particular when the market is in stress. 
Its status as an uncorrelated asset continued to decline with the emerging correlation 
between the asset and equity markets as more financial institutions rushed to own 
Bitcoin and ETFs were launched. The study concludes that although Bitcoin has been 
identified as a practical alternative investment, it performs well, on a case-by-case basis, 
with higher allocations, a disciplined re-balancing, and most importantly market 
conditions. 
Recommendations 
In the light of the empirical evidence and statistical analysis presented in this study, it is 
suggested that the investors and portfolio managers should approach the incorporation 
of Bitcoin investment into long term investment in a cautious methodological manner 
being strategic too. In particular, it was revealed that a conservative percentage betwen 
1 and 5 percent of total portfolio could increase the returns of the portfolio without 
necessarily exposing too much risk. A level beyond such may contribute to the instability 
of the portfolio given the volatility of the Bitcoin and changes associated with correlation 
to the traditional asset classes. Thus, portfolio rebalancing must be treated as routine 
measures to keep the preferred risk-return profile and reduce concentration risks in the 
long run. Also, investors are advised to apply dynamic asset allocation strategies to react 
to dynamic market conditions and this is particularly important as Bitcoin shows some 



   

Journal of Management &Social Science 
VOL-2, ISSUE-3, 2025 

 

 

 

 

286 

 

movement patterns of changing behavior at times of economic volatility or financial 
stressors. It is also important that institutional investors take into account reputational 
and regulatory risks of supporting cryptocurrencies, adhering to new provisions of the 
law and ESG. Finally, risk communication and \(\check{S}\) investor education is essential 
especially with fiduciaries and retail investors to formulate expectations concerning the 
possible benefits and risks of investing in digital assets such as Bitcoin. 
Future Direction 
Upon satisfying the taste of Bitcoin, future studies would attempt to gauge how these 
affect the robustness of digital asset classes, such as Ethereum, stablecoins, and 
tokenized securities to find out how to maximize self-preservation in multi-crypto 
allocation. Longitudinal analysis could determine the role of macroeconomic shocks(e.g. 
with interest rate increase or international liquidity crisis) in increasing or mitigating the 
performance of the Bitcoin in portfolios of different investor categories. Further, 
comparative study of spot and futures based Bitcoin ETFs can be effective to have clarity 
about the dissimilarity in the risk transfer, tracking error and investors behaviour. With 
the dynamic of the regulatory environment, especially in the EU and the US with MiCA 
and SEC guidelines, respectively, going forward, one of the tasks would be how 
regulatory clarity has been impacting the classification of assets, capital flows, and 
institutional risk tolerance. It might also be possible to integrate machine learning-based 
asset selection model and extract real-time sentiment analysis to provide new data point 
into predictive portfolio construction of Bitcoin. 
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