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Since our last update on crypto currencies in June, a lot has transpired and then again 
nothing has changed. Most notably, the market price of crypto currencies has risen 
significantly. Since June, the quoted price of Bitcoin has moved from approximately 
US$2,500 to a recent peak close to US$18,674 on December 18, 2017, more than a 
sevenfold return. The question that anyone considering purchasing Bitcoin should ask 
themselves is: Why has this supposed currency changed in relative value so much in such a 
short period of time? 
 
Let's re-visit our thoughts on crypto-currencies from June: 
 
Although it is true that the Blockchain technology that underlies crypto-currencies has many 
potential applications in banking, retail transactions and securities trading, we have a 
number of key concerns regarding the legitimacy of these "currencies" as investment 
vehicles, including: 
 
1. By definition, a currency is a medium of exchange that is in general use and acceptance 
or that has prevalence. The crypto-currencies are only exceptionally used as a medium of 
exchange (most predominantly on black markets), are not in general use, nor are they 
generally accepted. At this time, there are few companies that will accept crypto-currencies 
as payment and a number of countries where it is still illegal to do so. Although we do agree 
that the number of businesses accepting crypto currencies is increasing, acceptance is 
increasing at a very measured, even glacial, pace. 
 
2. These "currencies" have been given their values primarily by speculative demand; they 
are not backed by physical assets or sovereign governments. Aside from speculation, 
demand is driven by their minimal adoption for use as a substitute for legal tender. Crypto-
currencies have dangerously high volatilities. For instance, on June 12, 2017, Bitcoin 
plummeted by more than 16% in a matter of hours. Much of the price volatility is a result of 
pure speculation, from investors trying to make a quick buck off of the next big thing and not 
from inherent value.  
 
3. While it is possible for a crypto-currency purchase to generate a 10% return in a day, it is 
equally possible for the value to decline 10% the next day. Profits and losses are a virtual 
random walk generated primarily from speculation.  
 
Recently, both CBOE Global Markets, Inc. (CBOE) and the CME Group (CME) have both 
commenced trading options/futures on Bitcoin. These markets will allow individuals or 
institutions to take a long or short position in the underlying cryptocurrency. These financial 
instruments should aid in increasing the volatility in an already volatile position. The CBOE 
contract is targeted at smaller transactions at 1 Bitcoin per contract, while the CME contract 
is targeted at much larger transactions at 5 Bitcoins per underlying contract. Oddly enough, 
during the tulip craze in the Netherlands, cash-settled futures were introduced in 1636.  
In February 1637, the market crashed. 
 
Until the adoption and applications of crypto-currencies for real world purposes becomes 
more tangible, we will continue to view these "currencies" as highly speculative. It would be 
unwise and irresponsible to consider these as investments. Caveat Emptor.  
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However, with that being said, should a client have a position in a crypto-currency and has experienced a large unrealized 
gain, portfolio management prudence still applies. Existing positions should be managed to realize some levels of gains, 
extract initial capital and manage downside risk should the market implode. The adage of "No one ever lost money taking 
profits" applies here.  
 
Many holders believe that profits in crypto-currency trading gains/losses are not taxable by the federal authorities. This is 
in fact false as all profits are taxable. In Canada, the Canada Revenue Agency (CRA) has issued a notice to crypto-
currency holders advising them to report their gains and losses. For more specific tax information on your individual 
situation, please contact your local tax authority. 
 
To conclude, other than the price, has anything really changed? – Absolutely not! The volatility remains a key feature of 
Bitcoin's valuation, which is driven by a combination of high demand and low supply. If this is to be an actual currency or 
medium of exchange, it needs wider adoption and higher price stability. 
 
Another key functional problem with Bitcoin as a currency is its transaction handling. There are two problems: the first is 
capacity and the second is the length of time to confirm a transaction. According to Wikipedia, the Bitcoin network's 
theoretical maximum capacity sits between 3.3 and 7 transactions per second. Visa claims that its network, VisaNet, is 
capable of processing 56,000 transaction messages a second. Mastercard claims a 39,000 transaction per second 
processing capacity. Blockchain.com, a website specializing in all things Bitcoin, reports that as of December 19, 2017, it 
takes an average 78 minutes to confirm a Bitcoin transaction. This major stumbling block would have to be remedied 
before wide spread adoption is even contemplated. 
 
Furthermore, there are rival crypto-currencies that function equally well if not better than Bitcoin. One of the better known 
alternate crypto-currencies is Ethereum, which can support roughly 15 transactions per second. While this is not enough 
to rival a Visa or Mastercard, it is better than Bitcoin. Certainly the concept behind Bitcoin – an electronic medium of 
transaction – makes sense. But these transaction statistics are not going to work in the real world: How long do you want 
to wait to leave the store with your goods?  
 
Consequently, the only thing driving the value of Bitcoin is supply and demand. Right now people are buying and holding 
on to their Bitcoin. In order to do that, they are paying high fees for the privilege, and risking the loss of their Bitcoin either 
through hacking or through forgetting the password for their digital wallet (remember there is no such thing as a physical 
Bitcoin – even if there are pictures on the internet!). People are holding on hoping that a greater fool will come along and 
pay them an even higher price for their Bitcoin. That game works, until it doesn't. Let us leave you with a picture: 
 

Bitcoin and the Nasdaq - Almost 20 years on do we get a different outcome? 

       
Source: Bloomberg Finance L.P.  

The green line traces what has been referred to as the Great Bubble of Nasdaq in the late 1990s over the course of its 
final year. The black line (Bitcoin) works backward from December 20, 2017 to December 20, 2016. Both lines are re-
based to a level of 1 at the start. If Nasdaq was the "Great Bubble", what is Bitcoin?  
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Important Information 

The statements and statistics contained herein are based on material believed to be reliable, but are not guaranteed to be accurate or complete. This 

report is for informational purposes only and is not an offer or solicitation with respect to the purchase or sale of any investment fund, security or other 

product. Particular investment, trading, or tax strategies should be evaluated relative to each individual’s objectives. [Graphs and charts are used for 

illustrative purposes only and do not reflect future values or future performance.]This document does not provide individual financial, legal, investment or 

tax advice. Please consult your own legal, investment and tax advisor. All opinions and other information in this document are subject to change without 

notice. The Toronto-Dominion Bank and its affiliates and related entities are not liable for any errors or omissions in the information or for any loss or 

damage suffered. 

TD Waterhouse Canada Inc. and/or its affiliated persons or companies may hold a position in the securities mentioned, including options, futures and 

other derivative instruments thereon, and may, as principal or agent, buy or sell such securities. Affiliated persons or companies may also make a 

market in and participate in an underwriting of such securities. 

Certain statements in this document may contain forward-looking statements (“FLS”) that are predictive in nature and may include words such as 

“expects”, “anticipates”, “intends”, “believes”, “estimates” and similar forward-looking expressions or negative versions thereof. FLS are based on current 

expectations and projections about future general economic, political and relevant market factors, such as interest and foreign exchange rates, equity 

and capital markets, the general business environment, assuming no changes to tax or other laws or government regulation or catastrophic events. 

Expectations and projections about future events are inherently subject to risks and uncertainties, which may be unforeseeable. Such expectations and 

projections may be incorrect in the future. FLS are not guarantees of future performance. Actual events could differ materially from those expressed or 

implied in any FLS. A number of important factors including those factors set out above can contribute to these digressions. You should avoid placing any 

reliance on FLS. 

Research Report Dissemination Policy: TD Waterhouse Canada Inc. makes its research products available in electronic format. These research 

products are posted to our proprietary websites for all eligible clients to access by password and we distribute the information to our sales personnel who 

then may distribute it to their retail clients under the appropriate circumstances either by email, fax or regular mail. No recipient may pass on to any other 

person, or reproduce by any means, the information contained in this report without our prior written consent. 

Analyst Certification: The Portfolio Advice and Investment Research analyst(s) responsible for this report hereby certify that (i) the recommendations 

and technical opinions expressed in the research report accurately reflect the personal views of the analyst(s) about any and all of the securities or 

issuers discussed herein, and (ii) no part of the research analyst's compensation was, is, or will be, directly or indirectly, related to the provision of 

specific recommendations or views expressed by the research analyst in the research report. 

Conflicts of Interest: The Portfolio Advice & Investment Research analyst(s) responsible for this report may own securities of the issuer(s) discussed in 

this report. As with most other employees, the analyst(s) who prepared this report are compensated based upon (among other factors) the overall 

profitability of TD Waterhouse Canada Inc. and its affiliates, which includes the overall profitability of investment banking services, however TD 

Waterhouse Canada Inc. does not compensate its analysts based on specific investment banking transactions. 

Corporate Disclosure: TD Wealth represents the products and services offered by TD Waterhouse Canada Inc. (Member – Canadian Investor 

Protection Fund), TD Waterhouse Private Investment Counsel Inc., TD Wealth Private Banking (offered by The Toronto-Dominion Bank) and TD Wealth 

Private Trust (offered by The Canada Trust Company).  

The Portfolio Advice and Investment Research team is part of TD Waterhouse Canada Inc., a subsidiary of The Toronto-Dominion Bank.  

Trade-mark Disclosures: “TD Securities” is the trade name which TD Securities Inc. and TD Securities (USA) LLC jointly use to market their 

institutional equity services. TD Securities is a trade-mark of The Toronto-Dominion Bank representing TD Securities Inc., TD Securities (USA) LLC, TD 

Securities Limited and certain corporate and investment banking activities of The Toronto-Dominion Bank. 

All trademarks are the property of their respective owners.  

® The TD logo and other trade-marks are the property of The Toronto-Dominion Bank. 


