
Bitcoin, and Blockchain, 
and Weed – Oh My!
SHOULD INVESTORS PAY ATTENTION TO THESE NEW, VOLATILE INDUSTRIES?

S T EPH EN RO G ER S ,  IN V E S T MEN T  S T R AT EG IS T

Recent weeks and months have seen extreme, short-term price gains in stocks offering exposure to new 

high-growth, but risky, industries –  particularly legalized recreational marijuana use, crypto-currencies 
(e.g., bitcoin), and the technology underlying the crypto-currencies: blockchain.   Continued...

INSIGHTS PRESENTED BY THE INVESTMENT STRATEGY GROUP



 INSIGHTS PRESENTED BY THE INVESTMENT STRATEGY GROUP    |   02    

Many seasoned investors view these recent developments 
as proof we have entered the mania stage of the stock 
market bull cycle – similar to the final, rapid explosion 
upward of the 1990s dot-com bubble. Witness the 183% 
gain in shares of Long Island Ice Tea Corp., when in 
December it rebranded itself Long Blockchain Corp. in 
an apparently desperate, but so far successful, ploy to 
boost market capitalization to avoid a threatened 
NASDAQ delisting. 

Yet many individual investors, growing tired of hearing 
about enormous gains from the media and their friends, 
are predictably asking whether it’s too late to get in. 
For many, it’s a textbook manifestation of FoMO – the 
fear of missing out. Perhaps in recognition of the inherent 
risks of investing directly in such highly volatile, speculative 
ventures, clients who normally invest in established 
investment products are also asking how they can gain 
exposure through traditional channels. 

The managers of traditional equity mutual funds are 
generally driven by fundamental analysis and evaluation 
of business risks, looking for quantifiable investment 
return opportunities at sensible prices. Their aim is 
to deliver risk-adjusted returns appropriate to each 
fund’s mandate.

So, while there are undoubtedly some companies in 
the current crop of high-growth darlings that will develop 
attractive business models and grow into the sky-high 
expectations of today’s investors, history has shown us 
that investing in hot growth stocks at inflated prices 
usually ends badly. Consider these aspects of the 
current mania.

• Extreme volatility. Canopy Growth Corp., a major 
producer of medical marijuana, lost over half its 
market value in the first half of 2017 before recovering 
later in the year. And as recently as December 2017, 
the price of a bitcoin plunged by almost 40% in less 
than five days.

• Uncertain regulation. Unlike most other investment 
vehicles, crypto-currencies are not regulated by 
governments or banks. If money is lost in a bitcoin 
transaction, redress is probably impossible. And 
although the parameters of marijuana’s legalization 
are becoming clearer in many jurisdictions, the 
political risk remains very high. In Canada, many 
provincial premiers continue to push for delays to 
the July 1, 2018, legalization deadline, in order to 
address issues that arise (and if it were to be delayed 
beyond the Liberal government’s current mandate, 
it could be completely off the table.) In the U.S., 
Attorney General Jeff Sessions began the new year 
by rescinding policy that allowed for expansion of 
legal marijuana without federal intervention.

• Valuation difficulties. Many experts, including Jamie 
Dimon, the CEO of JPMorgan, have expressed doubts 
about crypto-currencies because they are not backed 
by tangible assets. If global bankers don’t understand 
the phenomenon, what chance does a retail investor 
have? Valuing a crypto-currency investment is 
especially difficult because there is nothing there 
to analyze. Many cannabis stocks, without clarity 
on issues like regulation, pricing, or market size, 
have surged on questionable projections that remind 
one of the “price-per-eyeball” valuations of some 
dot-com disasters.

• Prone to criminal activity. Due to the lack of 
government control, crypto-currencies like bitcoin 
attract criminal activity. Furthermore, the high 
volume of misinformation and lack of clarity brings 
a high risk of fraud. Many national securities 
regulators, including, in January 2018, the U.S. 
Securities and Exchange Commission, have 
issued warnings of crypto-currency scams.

For now, most emerging players in these fledgling 
industries remain far too speculative for the risk 
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profiles of retail investor portfolios. That doesn’t mean 
they should be completely ignored. Often, the underlying 
product or technology will have a lot more staying 
power than the countless companies that enter the 
space early. 

Most major banks have invested considerable resources 
into understanding blockchain and applying the 
technology to their operations (including Dimon’s 
JPMorgan). These investments may have significant 
impact on profitability and competitiveness in the long 

term. Legalized marijuana has implications not just for 
existing pharmaceutical companies, but for technology, 
real estate, consumer products, and other areas.

Portfolio managers are constantly researching and 
monitoring developments not just of existing players, 
but also of the emerging players that are presenting 
attractive opportunities. At this point in time, however, 
individual investors should stick to their long-term, 
diversified investment plan. 

This commentary is published by Investors Group. It is provided as a general source of information. It is not intended to provide investment advice or as an endorsement of any 
investment. Some of the securities mentioned may be owned by Investors Group or its mutual funds, or by portfolio managed by our external advisors. Every effort has been 
made to ensure the material contained in the commentary is accurate at the time of publication, however Investors Group cannot guarantee the accuracy or the completeness 
of such material and accepts no responsibility for any loss arising from any use or reliance on the information contained herein. ©Investors Group Inc. (01/2018)


