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Executive Summary

In an era defined by fiscal dominance, traditional investment paradigms such as the 60/40 equity-
bond strategy face unprecedented challenges. Rising inflation, positive stock-bond correlations, and
very volatile equity gains signal the end of a decades-long bond bull market.

The MarketVector™ Crypto-Balanced Multi-Asset Index (TOPMDL) reimagines the classic 60/40
framework by integrating a global equity and bond allocation with a strategic 5% allocation to
cryptocurrencies—2.5% Bitcoin (BTC) and 2.5% Ethereum (ETH)—sourced from both equity and
bond weights. This whitepaper outlines the rationale for this revision, leveraging historical data, risk-
return dynamics, and the unique properties of crypto assets to enhance diversification and
performance in a fiscally dominated regime.

Introduction: Navigating Fiscal Dominance

Fiscal dominance is an economic condition where the government's fiscal policy, particularly its
budget deficits and debt management, significantly influences or constrains the central bank's ability
to control inflation and maintain price stability. This concept was first formally explored by
economists Thomas Sargent and Neil Wallace in their 1981 paper, "Some Unpleasant Monetarist
Arithmetic" (Some unpleasant monetarist arithmetic). Their work highlighted how fiscal constraints
can force the central bank to generate seigniorage revenues—profits from issuing currency—
potentially sacrificing inflation control.

We are now in a world of fiscal dominance, a regime reminiscent of the 1940-1975 period, where
government borrowing and spending exert outsized influence over monetary policy and asset
correlations (Figure 1). Since 2020, the rolling 3-year correlation between U.S. large-cap stocks and
20-year government bonds has shifted into positive territory, eroding the diversification benefits
that underpinned the traditional 60/40 strategy.
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Figure 1: Diversification Benefits Decline as Correlations Rise
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Inflation concerns, global economic uncertainty, and expansive fiscal policies have further
challenged the role of bonds as a safe haven, with yields struggling to keep pace with rising prices,
leading to substantial real drawdowns over long time periods. (Figure 2).

Figure 2: Drawdowns

0%
-20%
-40%

-60%

-80%
1926 1931 1936 1941 1946 1951 1956 1961 1966 1971 1976 1981 1986 1991 1996 2001 2006 2011 2016 2021

e Real Drawdowns Stocks e Real Drawdowns Bonds

Source: MarketVector, Ibbotson SBBI Data.


https://www.marketvector.com/?utm_source=marketvector&amp;utm_medium=web&amp;utm_campaign=whitepaper

W MarketVector”

In this context, investors must adapt. The TOPMDL index addresses these challenges by blending a
global 60/40 strategy with a modest allocation to BTC and ETH, capitalizing on their low correlation
with traditional assets and their potential to enhance risk-adjusted returns.

The Evolution of Diversification

The Decline of the Traditional 60/40 Strategy

Historically, the 60/40 strategy—60% equities and 40% bonds—relied on the negative correlation
between stocks and bonds to deliver balanced risk and return. From 2000 to 2020, bonds enjoyed
a "golden era" of negative correlation with equities, acting as a buffer during market downturns
(Figure 1). However, post-2021, this relationship has flipped to a positive correlation, driven by
inflation and fiscal policy shifts. Figure 3 illustrates this "End of an Era," with bond yields peaking at
16% in the 1980s and declining to near-zero levels by 2020, leaving little room for further
appreciation.

Figure 3: Long secular decline in bond yields is over
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This shift necessitates a rethink of diversification strategies. Equities alone cannot shoulder the
burden. It seems likely that increased market volatility and currency depreciation could affect stock
performance, especially for multinational firms, while bonds offer diminished protection. Enter
crypto assets.
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The Case for Crypto Inclusion

Bitcoin and Ethereum, the two largest and most liquid crypto assets, offer compelling attributes for
modern portfolios.

Figure 4: Rolling 90 Day Correlation
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e Low Correlation: Crypto assets have historically exhibited low to no correlation with
equities, bonds, and other traditional asset classes (Figure 4).

e High Return Potential: Annualized returns for BTC and ETH often exceed inflation and rival
growth assets like equities.

e Diversification Benefits: Their unique risk-return profiles broaden the spectrum of public
market opportunities. For investors with a higher risk tolerance, the crypto asset class offers
the potential for greater total returns through liquid instruments that are readily accessible
on exchanges. (Figure 5).

Figure 5: Risk Return
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Source: MarketVector, Yahoo Finance, Daily returns for US-based investors since August 31, 2015.

As you can see from Table 1, we agree with CoinShares’ definition of BTC as a "non-sovereign store
of value" and ETH as a "tech stock-like growth asset," highlighting their distinct roles versus
traditional investments. With medium but increasing liquidity and strictly limited BTC or deflationary
ETH supply, these assets counter the limitless issuance of fiat-based securities.
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Table 1:

- Digital fssets (BHCOi“) Dig“al fssess (Ethereum] ‘

Ownership in a peer-to-peer  Ownership in a peer-to-peer  Ownership of a

Represents Lending money

monetary/ledger system monetary/ledger system business
Investment Non-sovereign store of Tech Stock/Growth Growth /Real Nominal |
objective value/Growth/Diversification /Diversification Income orminat income
Medium - increasing Medium - increasing Very high High
Remm. At or above inflation At or above inflation Above Inflation  Near Inflation
Potential
Supply Strictly limited Deflationary or zero limitless limitless
Volatility in . . .
Complexity High Very high Average Low
Perpetual Perpetual Perpetual Medium/Long
High Very high T e
Transfer : :
Very low Very low High High

Source: CoinShares, MarketVector.

TOPMDL Index Methodology

Composition
The TOPMDL index revises the 60/40 framework into a globally diversified, crypto-balanced
strategy:

e Global Equities: 57.0% (reduced from 60%)
e Global Bonds: 38.0% (reduced from 40%)
e Bitcoin (BTC): 2.5%

e FEthereum (ETH): 2.5%
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Why 5%? Balancing Reward and Risk

While the Sharpe ratio keeps climbing past 5%, institutional investors care about more than just
maximizing this metric—they prioritize stability and manageable risk. Let’s compare key risk metrics:

e Volatility (Annualized) for different shares of crypto:

@)
@)
)
@)

0%:10.84%

5%:12.52% (15% increase)
10%: 15.84% (46% increase)
20%: 23.44% (116% increase)

e Maximum Drawdown (worst loss):

o

@)
@)
@)

0%: -22.66

5%: -25.64% (13% larger)
10%: -28.97% (28% larger)
20%: -37.44% (65% larger)

At 5%, volatility and drawdowns rise modestly, preserving portfolio stability. Beyond 5%, these risks
escalate faster—e.g., volatility nearly doubles from 10% to 20%, and drawdowns grow significantly,
which could unsettle risk-averse institutions (Table 2).

Table 2: Risk Metrics, Impact of crypto on a global 60/40 strategy

Sharpe Sortino Calmar Gain-Pain Pain-Ratio Max Annualized

Ratio Ratio Ratio Ratio Drawdown Volatility
0% Crypto 0.22 0.30 0.31 0.14 0.53 -22.66% 10.84%
1% Crypto 0.37 0.51 0.38 0.17 0.88 -22.99% 10.95%
2% Crypto 0.51 0.71 0.45 0.19 117 -23.64% 1.19%
3% Crypto 0.64 0.90 0.51 0.21 1.41 -24.33% 1.56%
4% Crypto 0.75 1.07 0.57 0.23 1.62 -24.94% 11.99%
5% Crypto 0.85 1.22 0.62 0.24 1.78 -25.64% 12.52%
6% Crypto 0.93 1.35 0.67 0.25 1.91 -26.35% 13.12%
8% Crypto 1.05 1.56 0.76 0.27 213 -27.62% 14.41%
10% Crypto 114 1.72 0.84 0.28 2.28 -28.97% 15.84%
12% Crypto 1.20 1.84 0.91 0.29 2.37 -30.30% 17.34%
14% Crypto 1.25 1.94 0.98 0.29 2.44 -31.53% 18.84%
16% Crypto 1.29 2.01 1.04 0.30 2.50 -32.78% 20.38%
18% Crypto 1.32 2.06 1.06 0.30 2.53 -34.90% 21.92%
20% Crypto 1.34 2.10 1.07 0.30 2.56 -37.44% 23.44%

Source: MarketVector, backtested daily returns for US-based investors since August 31, 2015.
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The Sweet Spot at 5%

The 5% allocation delivers a substantial Sharpe ratio increase (0.22 to 0.85, a 0.63 gain) with
moderate risk increases. Compare this to 10%, where the Sharpe ratio rises to 1.14 (an additional 0.29
from 5%), but volatility and drawdowns jump more sharply. The first 5% captures most of the risk-
adjusted return benefit (68% of the gain from 0% to 10%), making it efficient.

Beyond Numbers: Practical Considerations

Institutional investors face constraints like liquidity, regulatory limits, and internal policies. A 5%
allocation is small enough to fit within these boundaries while diversifying the strategy. Our research
highlights 5% as optimal—simulations suggest it maximizes risk-adjusted returns before volatility
becomes excessive.

Supporting Metrics
e Sortino Ratio (downside risk-adjusted return): 0.30 at 0% vs. 1.22 at 5%—a huge
improvement.

e Calmar Ratio (return over max drawdown): 0.31 at 0% vs. 0.62 at 5%—better resilience.

The 5% crypto allocation is sourced proportionally from equities (3.0%) and bonds (2.0%), preserving
the strategy’s balanced structure while introducing diversification. The global 60/40 strategy
incorporates international equity and bond indexes (e.g., EFA, EEM, BNDX), ensuring exposure
beyond U.S.-centric assets. The crypto part is represented by HODL and VETH.

Figure 6: Component Weights
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Source: MarketVector, ETF weights at rebalancing.
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Rebalancing

The strategy is rebalanced quarterly to maintain target weights, harnessing the power of systematic
rebalancing to capture gains and manage volatility. This disciplined approach mitigates the risk of
overexposure to crypto’s high volatility while locking in returns.

Supporting Evidence: Crypto’s Impact on Risk and Return

Historical Performance

Figure 7 demonstrates the impact of adding BTC and ETH to a 60/40 strategy: Total Return
Comparison
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Source: MarketVector, backtested daily returns for US-based investors since August 31, 2015.

Table 3:
Annualized Sharpe Ratio Annu?!ized Max
Return Volatility Drawdown
0% Crypto 7.00% 0.22 10.84% -22.66%
2% Crypto 10.65% 0.51 11.19% -23.64%
5% Crypto 15.97% 0.85 12.52% -25.64%

Source: MarketVector, backtested daily returns for US-based investors since August 31, 2015.
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A 5% Crypto allocation more than doubles the annualized return while maintaining manageable
volatility. While TOPMDL opts for BTC and ETH specifically, these results underscore crypto’s
potential to enhance risk-adjusted returns.

Drawdowns and Resilience

Bitcoin’s history includes significant drawdowns, yet its bull market cycles show diminishing returns
over time suggesting maturing stability. ETH, with its programmable blockchain, complements
BTC’s store-of-value narrative, diversifying within the crypto allocation.

Figure 8: Maximum Drawdowns
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Source: MarketVector, backtested daily returns for US-based investors since August 31, 2015.

Bitcoin and Ethereum have historically experienced significant drawdowns, often exceeding 50%,
highlighting their inherent volatility. However, these sharp declines have typically been followed by
rapid and pronounced recoveries compared to traditional asset classes. The speed and magnitude
of these recoveries are critical for investors, as they underline crypto assets' resilience and their
capacity for strong performance rebounds. Due to their low and sometimes negative correlations
with equities and bonds, crypto assets effectively diversify the TOPMDL strategy's overall
drawdown risk, particularly during periods of heightened market volatility or economic uncertainty.
The disciplined quarterly rebalancing within TOPMDL further enhances this diversification benefit
by systematically capturing gains during crypto recovery phases, effectively managing volatility and
maintaining target allocations.

1
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Figure 9: Delta Rolling 3M Sharpe annualized
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Source: MarketVector, backtested daily returns for US-based investors since August 31, 2015.

Figure 9 provides further insight by displaying the delta of the rolling 3-month annualized Sharpe
ratio over time, measured as the difference between a global 60/40 strategy without crypto and
one with a 5% crypto allocation. The graph reveals that this relationship is asymmetric, with increases
in the Sharpe ratio occurring more frequently and at a greater magnitude than decreases.
Additionally, as the crypto market matures, both the upside and downside variations in the ratio are
stabilizing. This trend highlights the growing integration of crypto into traditional portfolios,
reinforcing its role not only as a diversification tool but also as a means of enhancing risk-adjusted
returns while contributing to overall portfolio resilience and long-term stability.

Fligure 10: Return Distribution Shows Positive Skewness
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Source: MarketVector, backtested daily returns for US-based investors since August 31, 2015.
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Figure 10 presents the return distributions for strategies with different crypto allocations, clearly
illustrating the tangible impact crypto inclusion has on overall performance. Specifically, adding a
modest 5% crypto allocation shifts the distribution curve, increasing the likelihood of higher returns
without significantly affecting the frequency or severity of negative returns. This shift has important
implications for portfolio construction, as it indicates that crypto allocations, even modest ones, can
enhance the asymmetric return profile—minimizing downside exposure while simultaneously
capturing upside potential.

Fiscal Dominance and Crypto’s Role

In a fiscally dominated world, traditional assets face structural headwinds:

e Bonds: Positive correlations with equities reduce their hedging power
e Equities: Face increased volatility
o Inflation: Erodes real returns across both asset classes.

BTC and ETH counter these trends. BTC’s fixed supply positions it as an inflation hedge, while ETH’s
deflationary mechanics (post-Ethereum 2.0) enhance its scarcity. Their decentralized nature
insulates them from fiscal policy distortions, offering a non-sovereign alternative in a regime where
government debt dominates.

Conclusion

The TOPMDL index represents a forward-looking evolution of the 60/40 strategy, tailored for a
world of fiscal dominance. By integrating 2.5% BTC and 2.5% ETH into a global equity-bond
framework, it leverages crypto’s low correlation, high return potential, and resilience to enhance
diversification and performance. Historical data confirms that small crypto allocations can boost
risk-adjusted returns without undue volatility, making TOPMDL a compelling solution for modern
investors. As fiscal dominance reshapes markets, this crypto-balanced approach offers a path to
navigate uncertainty and seize opportunity.

Please see our index website for the specific methodology of our indexes here.

13
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Contact

info@marketvector.com

Martin Leinweber, CFA

mleinweber@marketvector.com

Martin Leinweber works as the Director of Digital Asset Research and Strategy at MarketVector
providing thought leadership in an emerging asset class. His role encompasses product
development, research, and communication with the client base of MarketVector. Before joining
MarketVector, he worked as a Portfolio Manager for equities, fixed-income, and alternative
investments for almost 20 years. Martin was responsible for the management of active funds for
institutional investors such as insurance companies, pension funds, and sovereign wealth funds at
the leading German quantitative asset manager Quoniam. Previously, he held various positions at
one of Germany's largest asset managers, MEAG, the asset manager of Munich Re and ERGO.
Among other things, he contributed his expertise and international experience to the establishment
of a joint venture with the largest Chinese insurance company PICC in Shanghai and Beijing. Martin
is co-author of “Asset-Allokation mit Kryptoassets. Das Handbuch “(Wiley Finance, 2021). It’s the
first handbook about integrating digital assets into traditional portfolios. He has a Master of
Economics from the University of Hohenheim and is a CFA Charter holder.

Jonas Weber

jweber@marketvector.com

Jonas Weber is an emerging expert in digital assets and investment strategies. As a Digital Asset
Analyst at MarketVector, he excels in generating innovative index ideas, conducting in-depth
research, and supporting client communications. Before joining MarketVector, Jonas honed his
skills as a working student in Investment Consulting. At Lurse AG, a pension consultancy firm, he
was instrumental in developing new investment strategies and analyzing the risk and performance
of model portfolios. His collaboration with Lurse AG also extended to his master’s thesis, which he
completed summa cum laude, focusing on various investment strategies and deriving optimal
guarantee levels.
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IMPORTANT DEFINITIONS AND DISCLOSURES

Copyright © 2025 by MarketVector Indexes GmbH (‘MarketVector’) All rights reserved. The MarketVector family of indexes
(MarketVector™, Bluestar®, MVIS®) is protected through various intellectual property rights and unfair competition and
misappropriation laws. MVIS® is a registered trademark of Van Eck Associates Corporation that has been licensed to
MarketVector. MarketVector™ and MarketVector Indexes™ are pending trademarks of Van Eck Associates Corporation.
BlueStar®, BlueStar Indexes®, BIGI® and BIGITech® are trademarks of MarketVector Indexes GmbH.

Redistribution, reproduction, and/or photocopying in whole or in part are prohibited without written permission. All
information provided by MarketVector is impersonal and not tailored to the needs of any person, entity, or group of persons.
MarketVector receives compensation in connection with licensing its indexes to third parties. You require a license from
MarketVector to launch any product that is linked to a MarketVector™ Index to use the index data for any business purpose
and all use of the MarketVector™ name or name of the MarketVector™ Index. The past performance of an index is not a
guarantee of future results.

It is not possible to invest directly in an index. Exposure to an asset class represented by an index is available through
investable instruments based on that index. MarketVector does not sponsor, endorse, sell, promote, or manage any
investment fund or other investment vehicle that is offered by third parties and that seeks to provide an investment return
based on the performance of any index. MarketVector makes no assurance that investment products based on the index will
accurately track index performance or provide positive investment returns. MarketVector is not an investment advisor, and
it makes no representation regarding the advisability of investing in any such investment fund or other investment vehicle. A
decision to invest in any such investment fund or other investment vehicle should not be made in reliance on any of the
statements set forth in this document.

Investments into cryptocurrencies and/or digital assets are subject to material and high risk including the risk of total loss.
The calculated prices may not be achieved by investors as the calculated price is based on prices from different trading
platforms. Furthermore, an investment into cryptocurrencies and/or digital assets may become illiquid depending on the
trading platform or investment product used for the specific investment. Investors should carefully review all risk factors
disclosed by the relevant trading platform or in the product documents of relevant investment products.

Prospective investors are advised to make an investment in any such fund or other vehicle only after carefully considering
the risks associated with investing in such funds, as detailed in an offering memorandum or similar document that is prepared
by or on behalf of the issuer of the investment fund or other vehicle. The inclusion of a security within an index is not a
recommendation by MarketVector to buy, sell, or hold such security, nor is it considered to be investment advice.

All information shown prior to the index launch date is simulated performance data created from backtesting ("Simulated
past performance”). Simulated past performance is not actual but hypothetical performance based on the same or
fundamentally the same methodology that was in effect when the index was launched. Simulated past performance may
materially differ from the actual performance. Actual or simulated past performance is no guarantee for future results.

These materials have been prepared solely for informational purposes based upon information generally available to the
public from sources believed to be reliable. No content contained in these materials (including index data, ratings, credit-
related analyses and data, model, software, or other application or output therefrom) or any part thereof (Content) may be
modified, reverse-engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval
system, without the prior written permission of MarketVector. The Content shall not be used for any unlawful or unauthorized
purposes. MarketVector and its third-party data providers and licensors (collectively “MarketVector Parties”) do not
guarantee the accuracy, completeness, timeliness, or availability of the Content. MarketVector Parties are not responsible
for any errors or omissions, regardless of the cause, for the results obtained from the use of the Content. THE CONTENT IS
PROVIDED ON AN “AS [S” BASIS. MARKETVECTOR PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED
WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A
PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS, OR DEFECTS, THAT THE CONTENT’S
FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR
HARDWARE CONFIGURATION. In no event shall MarketVector Parties be liable to any party for any direct, indirect,
incidental, exemplary, compensatory, punitive, special, or consequential damages, costs, expenses, legal fees, or losses
(including, without limitation, lost income or lost profits and opportunity costs) in connection with any use of the Content
even if advised of the possibility of such damages.
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