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Introduction

 


This book is about experiments I’m conducting
now and a few recently completed.

 


It’s about ideas I’ve read about, studied,
thought about, and decided they were worth an experiment.

 


Ideas, that if the experiment works and I
learn enough from it, I can scale them up. Make them a meaningful
supplement for my family’s nest egg.

 


If you’ve read my other investing books,
you’ll know most of my family’s retirement money is in asset
allocation portfolios (“What is Asset
Allocation?”).

 


Previous experiments convinced me a
properly constructed asset allocation portfolio will protect our
retirement from a market crash. It’ll also allow continuous
growth.

 


But, I’m very curious.

 


I didn’t stop reading or experimenting. Nor,
do I rush out and place bets on every new idea I find. There are
whole classes of ideas that fail to tempt me.

 


I’m not a “trader”. That’s a failed
experiment, completed years ago. I discovered I have no talent for
trading. And, no interest either.

 


Successful traders, work at trading 40 to 80
hours per week. They live under extreme stress. And, they can
become “unsuccessful” in the blink of an eye.

 


I think there are few truly successful
traders.

 


Traders are competing with thousands of
computers. Computers making decisions and placing orders in
nanoseconds.

 


My preferred timescales are in months or
years. Sometimes weeks. But never days, hours or, heaven forbid
minutes.

 


I crossed hundreds of trading ideas off my
list. Amazingly, there’s still a wide variety investing ideas
interesting enough to engage my curiosity.

 


Here are the ones I’m working with now:

 


Blockchain and Cryptocurrencies

 


Non-Accredited Investor Angel Investing

 


Peer to Peer Lending

 


New Platforms for Low-Cost Brokerage
Accounts

 


Active Strategies Pursued through ETFs

 


High Yield Bond Fund (ETF) Ladders

 


DRIP Accounts

 


Pure Speculations

 


These are the broad categories of my current
and recent experiments. Some of these may tickle your curiosity as
well.

 


Enjoy.


Bitcoin, Blockchain, and
Cryptocurrencies

 


What Are They?

 


I lead with blockchain and cryptocurrency
experiments because the technology’s been in the news recently.

 


Every few days, someone asks me what Bitcoin
is. So, I feel compelled to describe it as succinctly as I can.

 


At first, blockchain and cryptocurrency were
all about Bitcoin.

 


There are three things you should know.

 


 


First, Bitcoin:

a) Bitcoin is the first instance of a
blockchain cryptocurrency. It was created and released to the
public in 2009 to compete with modern fiat currencies. “Fiat” means
“by command”. It refers to a
currency without real value except as commanded by the sponsoring
government.

 


b) It was designed to mimic the scarcity of
gold (the only “real” money for the past 5,000 years). The scarcity
of Bitcoin is predetermined. Only 21,000,000 Bitcoins can ever
be “mined”.

 


c) At the same time, it’s an improvement on
gold. It's almost infinitely portable, divisible and hideable.

 


d) Like gold, it has no “intrinsic” value.
Its value is entirely based on scarcity and the willingness of
people to hold it or accept it in fair exchange.

 


e) It is an “open source” software
program. Anyone who can read the programming language can read the
code. However, if someone wants to change the code a large number
of other interested parties must agree to the change.

 


f) It’s also a kind of database. All
bitcoin transactions are recorded in an encrypted form and verified
by the other interested parties. This is the feature they call
“immutable”. Once the verified record is added to the database it
can't be changed or removed. The guarantee is that all those other
interested parties must agree to any change in the software.

 


 


Second, Blockchain:

a) The blockchain is the generic name for the
type of database introduced by Bitcoin.

 


b) Once the idea of blockchain software was
introduced to the world, other programmers started thinking of uses
for the new technology. Many just wanted to create Bitcoin
lookalikes. They want to sell them as “just as good as” or “even
better than” Bitcoin.

 


c) However, some people are building new
applications that promise to solve real problems or create real
efficiencies and value.

 


 


Third, Cryptocurrency:

a) Cryptocurrency is the subset of blockchain
applications that, like Bitcoin, are intended to replace fiat
money. And maybe replace Bitcoin itself.

 


b) There are weaknesses in the Bitcoin
design. By creating a new improved version, the creators of a new
coin (they are also called tokens) hope their coin is recognized as
the better choice. They hope theirs will be recognized as an
improvement on Bitcoin. Along the way, they hope to get rich. Some
have.

 


The pretenders hope to exploit Bitcoin’s
three main weaknesses:

 


1) Bitcoin transactions can take from 60 to
120 minutes to be approved by the many “interested parties”. This
makes Bitcoin impractical for most everyday transactions. I’m not
going to wait 10 minutes at a checkout counter for transaction
approval, let alone 2 hours.

 


2) Bitcoin transactions are charged a fee. A
small fraction of a Bitcoin is taken to pay “the miners” who verify
it. When a Bitcoin was worth $100 the fraction was insignificant.
But, with one Bitcoin worth more than $7,000 as I write this, it’s
not insignificant anymore. This too makes Bitcoin impractical for
everyday transactions.

 


3) Bitcoin was initially thought to be
“anonymous”. It’s since proven somewhat less anonymous than
thought. Transactions can be traced, and black markets are moving
to more anonymous crypto coins.

 


Developers must solve the first two of these
weaknesses. They will either change Bitcoin or
adopt a replacement cryptocurrency. Displacement of fiat money
will not be a serious threat until the weaknesses are
overcome.

 


 


Blockchain Experiment #1 – GBTC

 


I started learning about Bitcoin, blockchain,
and cryptocurrencies in 2014. At the time, Bitcoin was trading
between $300 and $700 per coin. Only a year before it had been less
than $100.

 


It was way too volatile for comfort and I
didn’t understand it, so I sat on my hands. But, I kept reading and
learning about blockchain.

 


Eventually, in 2016, I discovered “Bitcoin
Investment Trust” ticker symbol GBTC.

 


“The Motley Fool” investing advisory website
describes the “Bitcoin Investment Trust” (ticker symbol GBTC)
this way.

 


“… trust acts as a bitcoin fund of sorts,
offering up the opportunity to bet on bitcoin by buying its shares.
The trust owns bitcoins on its investors' behalf, entrusting them
to the cryptocurrency custody service Xapo to keep them safe. Each
share currently represents ownership of approximately 0.092
bitcoin, an amount that will slowly decrease over time as
management fees are charged to the fund.”

 


I decided to include GBTC as one of my
speculations. Generally, when I speculate in my retirement account
I do so with only a small fraction of the total value. I start with
a position size of just over $1,000. How much more depends on the
stock price. I buy enough shares to take the position over $1,000
and no more.

 


When I bought GBTC the price was $76 per
share.

 


Over the next six months, the price crept
upward towards $100. Then, in early 2017 it popped to over
$800.

 


I was shocked. I was skeptical. I sold a bit
less than half of my position.

 


That repaid my original investment and then
some. From that point on I was, as they say, “playing with the
house’s money.” So, if it fell to zero, I wouldn’t feel too
bad.

 


Of course, what actually happened was the
prices keep creeping up until late 2017. Then it popped
again, to over $2,000 per share.

 


Since I was “playing with the house’s money”,
I decided to let it ride. Then one day in December it crashed from
over $2,500 to less than $1,900.

 


I didn’t know why it crashed, but I knew
Bitcoin futures started trading on a major exchange about a week
earlier. I also knew at least 14 companies had filed with the SEC
(Securities and Exchange Commission) to create Bitcoin or
blockchain ETF’s (Exchange Traded Funds).

 


The potential competition with GBTC seemed
like a possible reason for the crash. It seemed a good reason to
bail out.

 


I sold out the rest of the position at $1,830
per share. I no longer own GTBC shares and I have no plan to buy
more.

 


This experiment ended with a net profit of
more than $15,000.

 


My blockchain and cryptocurrency experiments
moved to actual coins and tokens.

 


 


Bitcoin (BTC), Ethereum (ETH), and Litecoin
(LTC)

 


In August 2017, before I sold out my GBTC
position, I’d learned enough about blockchain and cryptocurrencies
to conclude I should own some. But only a small amount.

 


I didn’t trust the new cryptocurrency
exchanges. I’d heard about the catastrophic failure of the Japanese
exchange, Mt Gox. A lot of people lost a lot of money there.

 


Coinbase is the largest exchange as I write
this. It’s built up a high trust level. So, I opened an account at
Coinbase (link).

 


Many prominent people say Bitcoin and all
cryptocurrencies (cryptos) are frauds. They claim all are
Ponzi schemes, without value. They are solutions to problems
that don’t exist.

 


These same people say Bitcoin and the other
cryptos will soon “go to zero”. Like a bankrupt company, their
value will crash. The “bubble” will burst.

 


Others say cryptos will displace fiat
currency as international reserves.

 


They predict cryptos will become the cash
preference of the “unbanked” billions in the undeveloped world.

 


In undeveloped countries, most people first
interact with computers and the Internet through mobile phones.
They bypass laptops and landline phones. Mobile phone
infrastructure is cheaper than laying thousands of miles of
cable.

 


These people think the value of cryptos will
go from hundreds of billions of USD today to trillions of USD in a
few years.

 


Warren Buffett once said, “Never ask your
barber if you need a haircut.” Good advice. There’s a problem with
applying it to the crypto market though. Both sides have a strong
vested interest in their public opinions.

 


The “prominent” people are heavily invested
in the existing banking infrastructure. The “others” are heavily
invested in cryptos. So, what should I believe?

 


My clue came when I read JP Morgan bank was
developing its own cryptocurrency. At the same time, their CEO was proclaiming all cryptos
frauds.

 


Cryptos are backed by nothing. They solve no current problems. They are
extremely volatile and may, in fact, experience one or more major
crashes in price.

 


They also have the potential to change the
way banking is done. To disrupt banking more than online shopping
is disrupting brick and mortar retail stores.

 


Cryptos could “go to zero”. Their value could
also go to trillions of US dollars.

 


So, I concluded I should own a little, just
in case they “go to trillions”.
But only a little, just in case they “go to zero”.

 


When I opened my account, Coinbase traded
only Bitcoin (BTC), Ethereum (ETH), and Litecoin (LTC). I decided
to dollar cost average into all three.

 


Investing a small amount of money ($26) each
week. I rotate weekly which coin I buy. I keep my investments in
each coin roughly the same, the amount
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