
 

 
 

 
 

 

 

 

market notes: 
NFTs are NOT 
FOR TOURISTS 

July 22, 2022 

NFTs  a re  a l l  a round  
us  –  and  they  a re  
here  to  s tay .  
Tomorrow,  they  wi l l  
be  t rans format ive  
for  proper ty  r i gh t s ,  
b roaden ing  the  
va lue  o f  ownersh ip .  
Today ,  NFTs  a re  
sc ra tch ing  the  
sur face ;  a  proof  o f  
concept ,  focused  on  
bu i ld ing  
communi t i e s .  NFTs  
won' t  be  monkey ing  
a round  for  long… 

Sa rah  Schroeder ,  PM,  
One  R ive r  Dig i t a l  
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1. In serious conversations about digital assets and blockchain technology, bring up NFTS and you might be 
greeted with rolled eyes, audible sighs, and other visible signs of dismay. After all, it’s hard to be 
particularly impressed by JPEGs – a file format that was first introduced in the early 1990s. And yet, despite 
the primitive format, NFTs saw a surge of interest and activity last year (Figure 1). This year’s decline in 
NFT transactions marks a counterbalance, a cooling. It is an opportune moment to reflect on how NFTs 
took off in the first place, and where they might take us next. 

2. Start with the simplest manifestation, a humble JPEG. Is it art? Oxford’s English dictionary suggests yes; art 
is defined as “the expression or application of human creative skill and imagination, typically in a visual 
form.” New York’s MoMA is at least open to the possibility, and Sotheby’s seems to agree. As far as modern 
art goes, NFTs are certainly not the first to be controversial. Pablo Picasso’s early cubist work Les 
Demoiselles d’Avignon offended artistic sensibilities of the time; Henri Matisse openly considered the 
painting to be hideous. Truly, beauty is in the eye of the beholder. 

3. The beholders are one of the beautiful things about NFTs today. Despite their controversy, NFTs create 
communities. And for the most prominent of these communities, membership doesn’t come cheap. Much 
like the broader art world, the divide between those who can consume it publicly versus those who own 
it privately is wide. Cross the barrier and you find yourself in an exclusive group of individuals with 
common interests. This doesn’t speak to the economic value of NFTs, but it might be a credible argument 
for their utility. Private membership clubs are long-standing traditions, with members benefiting from the 
network and resources of their shared community. NFTs are an ultra-modern version. 

4. Today the art and community aspects of NFTs might be the most well-defined use cases. Ultimately, both 
are built on the idea of underlying property ownership – and that is where the potential applications for 
NFTs are far more expansive. Property ownership is also the core of the technology. An NFT isn’t strictly 
art, or strictly a JPEG, or strictly anything, other than a record of ownership. Records of ownership have 
all kinds of real utility. 

5. It seems natural to have digital (read: intangible) ownership records of intangible goods. We see this 
already in gaming applications. In-game purchases of loot packs and other game add-ons existed long 
before NFTs. Now, ownership of those items is fluid in a way that was not previously possible. Under the 
old paradigm, a gamer would invest significant time and capital unlocking features that would be 
accessible to that individual. Ownership was immutable, available to no one else. Enter the NFT. Now the 
products of one gamer’s time and labor can be transferred to another, for the right price. 

6. Take this idea and extend it into the music industry, a space that’s been transformed by the transition from 
tangible to intangible consumption. Recording artists and studios were once compensated by sales of 
physical albums. That model has largely been supplanted by royalties from streaming services. The next 
iteration is for artists to derive their compensation from selling the royalties, rather than the music. For 
fans, this creates a new way of having a real economic stake in an artist. For creators, it offers a path 
towards independent production. Royal is already hard at work making this a reality, with backing from 
major artists like Nas and The Chainsmokers. 

7. Go broader than music and think about intellectual property (IP); that most intangible of goods. Patent 
holders and artists license their IP and collect fees on usage. But licensees may misestimate or underreport 
actual usage, or simply infringe. What if NFTs served as access points to proprietary information and a 
record of product movement? This could greatly simplify, and even automate, the collection of licensing 
fees. Complex global supply chains need not pose such a challenge for geographically specific IP 
enforceability. The full history of rights ownership and utilization would be discoverable and verifiable. 
More optimistically, digitized and decentralized records of IP ownership could alleviate the need for 
regional patent and trademark offices. 

8. Let’s not neglect the physical world while exploring the realm of possibilities. Imagine NFTs as a record 
of ownership of physical property. This would be the title to your car or a land deed, just digitized. It 

https://www.moma.org/magazine/articles/658
https://www.sothebys.com/en/digital-catalogues/natively-digital-a-curated-nft-sale
https://www.pbs.org/wgbh/cultureshock/flashpoints/visualarts/picasso_a.html
https://nftpricefloor.com/
https://royal.io/
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simplifies fractionalized ownership and creates interesting opportunities. A timeshare is effectively 
fractional ownership of a vacation house. What if your NFT can unlock the door? 

9. Fractional ownership democratizes access and unlocks the potential for diversification without onerous 
capital commitments. Purchasing a pair of Michael Jordan’s game-worn sneakers might no longer be out 
of the question. Even if you have the cash to buy a Picasso, perhaps you’d rather buy an NFT that confers 
partial ownership of a diversified fine-art collection – especially if that NFT grants you access rights to the 
pieces in accordance with your ownership share. 

10. There’s a catch. Ownership has limited or no real value in the absence of credible systems for enforcement. 
Property rights today are provided through legal channels and governmental power. On-chain solutions 
for documenting property ownership and providing access rights only work so long as enforcement is still 
conferred. It is a reminder that we are still early. The technology and supporting systems are still under 
development. All the more reason to remain optimistic about where we are headed. It won’t just be JPEGs 
for long. 

Figure 1: Weekly NFT Sales by Category 
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Disclaimer 
This communication, including any attachments, is 
intended only for the use of the addressee and may 
contain information that is confidential or otherwise 
protected from disclosure. Any unauthorized use, 
distribution, modification, forwarding, copying or 
disclosure is strictly prohibited. If you have received this 
communication in error, please delete this message, 
including any attachments, and notify the sender 

immediately. The information and any disclosures 
provided herein do not constitute a solicitation or offer to 
purchase any security or other financial product or 
investment and is not intended as investment, tax, or legal 
advice. Unless otherwise noted, all information is 
estimated, unaudited and may be subject to revision 
without notice. Past results are not indicative of future 
results.
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Slower Trend: Implications for Crisis Alpha – 
1987 Case Study 
We performed the same exercise for 1987 to study a 

faster risk-asset selloff event. In October 1987 the S&P 

500 declined by -20.47% on “Black Monday” and 

ended the month down -21.76%. Consistent with our 
analysis over multiple simulated paths, longer Trend 

signals are more likely to generate negative returns in 

a fast reversal. The fast nature of the selloff during 

October 1987 would have generated losses of -24.8% 

for the Current Trend Industry Model signals. As we 
will present later, of that -24.8% gross monthly return, 
-19.8% was generated on Black Monday alone.

October 1987 Performance: 

Pre 2008 
Signals Current Trend Industry Model Signals 

Moving Average Plans 10x30 10x40 10x50 20x60 20x80 20x100 50x150 50x200 50x250 75x225 75x300 75x375 100x300 100x400 200x400 

October 1987 Return 5.7% 9.7% 6.6% 6.8% 2.8% -8.4 -25.9% -26.7% -21.4% -21.5% -20.1% -21.4 -18.8% -20.1% 0.0% 

Combined Signals 
October 1987 Return 

9.6% -24.8%

TREND VOLATILITY COMPRESSION 

The analysis above suggests that some CTAs have 

made changes that ultimately make their strategies 

slower to react to market reversals. This would benefit 

the management company because it reduces either 
the amount  
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