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Market Insights for Week Ending Nov 3, 2017 
 
 

Tell me what Bitcoin is again? 
 
I am sure you have heard about Bitcoin over the past year.  If you haven’t, you most 
likely will in the foreseeable future.  What once started as an off-the-wall investment 
idea has now made its way into the mainstream.  Currently, 1 Bitcoin could be 
exchanged for $7,249, assuming no transaction fees.  Below is a chart of the price of 
1 Bitcoin in US dollars going back to 2014.  
 

 
 
 
As you can see, anything that generates a cumulative return of approx. 767% over close to 4 years is 
going to garner some attention.  So while it is easy to talk about the price of Bitcoin, it is a little more 
difficult to explain exactly what Bitcoin “is”.  While a few paragraphs may not tell the complete story, it 
is enough to better explain what Bitcoin is and if it should be considered as a viable investment option. 
 
What is it? 
 
Bitcoin is the most popular form of cryptocurrency.  It is a digital token (with no physical backing) that 
can be sent electronically from one user to another, anywhere in the world.  Users create an account 
that has a unique string of characters (a wallet), similar to a bank account number except there is no 
other information provided, so all transactions are done without name or identity.  Every transaction is 
recorded on a long ledger and the ledger is maintained by about 9,500 computers worldwide. 
 
The technology behind the recording of transactions is where we start to see what the future may look 
like.  Blockchain technology is the foundation of Bitcoin and other cryptocurrencies.  Think of the digital 
system that records the transactions as one long chain or ledger.  As groups of transactions reach a 
certain size, they are put into a block and added to the chain, hence the term blockchain.  While there 
are many unique features of blockchain, one stands out as noteworthy: 
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The chain can’t be altered or changed in any way because the computers that monitor the network 
would recognize the change and disregard it.  Put another way, there is no centralized point of control 
for the network.  Therefore, the ability to hack, steal, or alter the chain is extremely difficult and gives a 
fully transparent recording of transactions in real time.  In a world in which cyber security is a constant 
concern, blockchain technology could be an important step in eliminating it completely. 
 
Why do we care? 
 
First and foremost, HCM isn’t considering adding Bitcoin in any way to client portfolios.  You can see 
from the price chart above that while some consider this a currency, price movements of that 
magnitude, either up or down, put it squarely in the speculative category.  Even though the price 
moves similarly to other investments where supply and demand dictates which direction it goes, many 
have probably invested blindly and not taken time to understand what Bitcoin is and how it works.  
They simply see an astronomical move higher and have a desire to try and hop on the ride.   
 
However, we are trying to better understand blockchain technology and how that could present 
investment opportunities in the future.  While internet stocks followed a similar trajectory in the late 90s 
and earlier 2000s, those that tried to understand how the technology would drive the next generation 
of opportunities were rewarded.  Those that simply hopped on the ride and invested in any tech stock 
that was going up were ultimately reminded that a fool and his money are quickly parted. 
 
 
Weekly Focus – Think About It  
 
“It is the mark of an educated mind to be able to entertain a thought without accepting it.” -Aristotle 
 
 
Market Activity 
Performance last week for the four major asset classes were: 
 U.S. Stocks – Russell 3000 (IWV) – Gain of .18% 
 Developed Foreign Markets (EFA) – Gain of .91% 
 Emerging Markets (EEM) – Gain of 1.42% 
 Fixed Income (AGG) – Gain of .44% 

 
 (Note: performance is based on the change in net asset value) 
 
 
Tax Reform Updates 
 
 

“Taxes are what we pay for a civilized society.” 
 
U.S. Supreme Court Justice Oliver Wendell Holmes’s statement is engraved on the front of the 
Internal Revenue Service building in Washington, D.C. Some people agree with the sentiment. Others, 
well, don’t.   
 
It’s likely the tax plan proposed by House Republicans last week had all of them talking, regardless of 
position on the opinion spectrum. Some of the changes suggested in the proposal include: 
 
Reducing current marginal income tax brackets from seven to four (12, 25, 35, and 39.6 
percent). The New York Times reported, “While the lowest income rate would increase, typical 
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families in the existing 10 percent bracket would most likely be better off because of a larger child tax 
credit and an increase in the standard deduction.” 
 
Repealing the Alternative Minimum Tax.  The Tax Policy Center says the AMT “primarily affects 
well-off households, but not those with the very highest incomes.” It is also more likely to hit taxpayers 
with large families, those who are married, and those who live in high-tax states. 
 
Increasing the standard deduction to $12,000 for individuals and $24,000 for married couples, while 
eliminating personal exemptions (the $4,050 exemptions you claim for yourself, your spouse, and your 
dependents). 
 
Repealing state and local tax deductions.  Those in favor believe that states with low taxes are 
essentially subsidizing states with higher income taxes.  Some see this measure as an attack against 
higher tax (e.g. “Blue”) states.  Republicans from these higher income states may have a hard time 
getting on board with this repeal.     
 
Reducing (and eventually eliminating) estate taxes.  Under the new proposal, the estate exemption 
(currently set at $5.49 million for individuals and $10.98 million for couples) will double, and then be 
repealed in 2024.  The estate tax repeal may be unpopular as it is seen as a tax break for the ultra-
wealthy.  Those in favor of the repeal point to fairness, as the assets in the estate have already been 
taxed, and to the burden that inheritors of family farms or businesses may face when trying to keep the 
farm or business in the family through multiple generations.       
 
Setting the corporate tax rate at 20 percent.  Lowering the corporate tax would hopefully spur 
growth, and encourage US companies to bring operations back to the United States, and give 
companies the opportunity to increase wages.   
 
Eliminating medical expense deductions. The Hill explained, “Under current law, the IRS 
allows individuals to deduct qualified medical expenses that exceed 10 percent of a person’s adjusted 
gross income for the year. The bill would repeal that itemized deduction, effective in 2018.” 
 
As anticipated, each proposed change has a constituency strongly in favor, and vehemently opposed.     
 
HCM will continue to provide updates about proposals in The Tax Cuts and Jobs Act.   
 
 
Eye on the Week Ahead 
 
President Trump will continue his tour of Asia with a trip to China.  Discussion should center on 
increased friction over North Korea’s nuclear program along with the existing and future economic 
relationship between the US and China.  Debates about the Tax proposals will continue.   
 
 
Disclaimer 
Any tax or other advice contained in this document, including any attachments, is not intended and cannot be used for the 
purpose of avoiding penalties under Internal Revenue Code. No action should be taken on any information contained in this 
message without first consulting with your tax/legal advisors regarding the tax/legal consequences for your particular 
circumstances. 
 
Additional Notes: 

• The Standard & Poor’s 500 (S&P 500) is an unmanaged group of securities considered to be representative of the 
stock market in general. 

• Opinions expressed are subject to change without notice and are not intended as investment advice or to predict 
future performance. 
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• Past performance does not guarantee future results. 
• You cannot invest directly in an index. 
• Consult your financial professional before making any investment decisions. 

 
• • • 

 
 
 

 


