Market Notes:
Digital Isn't
Tech and Tech
Isn't Digital

Digital is young and
volatile, but durable,
too – analogous to
tech stocks in their
early days. These are
uncomfortable but
common features in
maturing spaces, and
indicative of the
developmental
progress still to
come.
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1.

An analogy is like a flashlight in a dark room. Analogies let us borrow from spaces we already know and
use that as a starting point for exploring something new. But a flashlight beam gives only a limited field of
view. It takes more than that to illuminate a whole room.

2.

Right now, we are seeing this limited field of view play out in conversations around tech and digital. Much
is made of the similarities. Technology stocks are generally considered growth-oriented, forward-looking,
innovative, risky. It’s not a stretch to say digital assets exhibit those characteristics, too. In both categories,
there are products that haven’t been profitable – some that haven’t been profitable yet, and some that may
never be.

3.

Much of the recent dialogue around similarities between tech and digital has focused on market
performance. Media headlines blatantly draw parallels: “Crypto Trades Like Big Tech”, “Tech Stock Rally
Lifts Cryptos”, “What Crypto’s Increasing Correlation with Tech Stocks Means for Investors”. Steep selloffs
in tech and digital since the end of March have added fuel to the fire. And fair enough – the selloffs have
been newsworthy. Since March 31, the Nasdaq has fallen by 20%. Bitcoin has declined about 35%. The
One River Digital Core Index ($ORDCI) fared a little worse, with a decline of 40%. These are all big,
negative numbers, but don’t let that fool you – tech and digital aren’t as similar as you may think.

4.

Go one layer deeper than the returns and look at volatility; it’s outsized for digital. It’s no secret that
bitcoin and other digital assets have displayed wild swings in pricing. For bitcoin and the One River Digital
Core Index, daily volatility in 2021 measured 4.1% and 4.7%, respectively. Daily volatility for the Nasdaq
last year was only 1.1%, by comparison. A similar story is playing out so far this year. From January 1
through mid-May, digital assets have realized 1.5x to 2.0x as much volatility as the Nasdaq (Figure 1).

5.

The volatility in digital makes the returns a wild ride. Recently it’s been part of the pain, but take a broader
view, and it’s a pleasure. For a moment, imagine if tech had shown the same volatility as digital assets this
year. So far in 2022, the Nasdaq is down about 27%. Its losses size up to 43% if we normalize the Nasdaq’s
returns to realize the same volatility as the One River Digital Core Index (our representation of the digital
space). When the return adjustment is based on 2021 volatility, Nasdaq losses are larger still. Those
normalized numbers start to mirror digital (Figure 2). However, digital assets are up more than 5x from
their March 2020 lows versus about 0.7x for the Nasdaq. Digital’s compensation for volatility looks
comparatively bright.

6.

Even with such promising potential, it is hard to get away from the idea that digital assets are so risky. It
is important to remember that digital is still young. Even bitcoin, the most geriatric digital asset, is barely
a teenager at thirteen. The One River Digital Core Index’s most youthful constituent is only about a year
old. The whole lot of $ORDCI constituents average out to only 6.7 years old. In comparison, the age of
Nasdaq constituents averages out to about 38.8 years old. At this point, tech stocks are suburban dads –
middle-aged enough to be responsible, comfortable even, and likely to recycle (ideas). Digital is still a
toddler on a tear. Arguably, digital today is more comparable to the tech industry of 20-30 years ago than
its present iteration.

7.

It’s been so long since tech was that young, we’ve forgotten what it was like. Go back a few decades and
the tech services we take for granted now as reliable products were decidedly unstable. Gmail launched
in 2004 and remained in beta development until 2009. Even after the beta label was removed, the product
wasn’t fully baked; major outages continued intermittently. This is where digital sits today on the timeline.
Products are at various stages of development and testing, improvements are underway. Ethereum’s merge
is still on the horizon, Solana struggles with outages, transaction times on many networks are slow.
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Remember when we used to be able to use the internet or the phone, but not both? Developmental progress
in digital is a sure sign that where we are today is not a terminal state.
8.

There may be less forgiveness now for hiccups in digital than for tech in its early days. That is partly
because we are spoiled by how developed tech has become, and our expectations are anchored there.
But it’s also that the stakes are much higher now – literally. Unlike tech, early digital adopters have real
economic capital at stake. A hack, network outage or de-pegging of an algorithmic stablecoin means
someone, somewhere is paying a price – via abnormally high gas fees or a loss in asset value or both. In
contrast, early Gmail users didn’t lose money during outages; when a family member picked up the phone
you lost your dial-up internet connection, not your shirt.

9.

For tech and digital, there is a thematic difference in the direction of the winds these days, too. Interest
rates matter a lot for tech companies, whose profitability and projected cash flows are mostly out in the
future and discounted accordingly. The higher the rates, the bigger the discount, the bigger the headwind
– and central banks are moving rates in that direction. For layer-one digital, interest rates don’t matter in
the same way. We’re not discounting cash flows over here. But we are paying attention to government
bodies, and the executive order in March has provided a tailwind. There is growing support for digital
development. Looking ahead, the threat of competition from digital for tech and other industries is very
real.

10. Swing the flashlight around a bit and suddenly it’s easier to see in the dark. The differences between tech
and digital are at least as numerous as the similarities. This early, we may still only have a glimpse into
the darkness, but intuitively we know there’s much more to see. Don’t hang onto the flashlight and the
analogies for too long – just for long enough to find your way to the light switch. Then, when you’re ready,
light up the room.
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Figure 1: Realized Volatility in Tech versus Digital

Source: Bloomberg, Coin Metrics, One River Digital Calculations.

Figure 2: Year-to-Date Cumulative Returns in Tech versus Digital

2022-2050 Long Term CBO Projections

Source: Bloomberg, Coin Metrics, One River Digital Calculations.
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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
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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
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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.

TREND VOLATILITY COMPRESSION

October 1987 Performance:

slower to react to market reversals. This would benefit
the management company because it reduces either
the amount

The analysis above suggests that some CTAs have
made changes that ultimately make their strategies
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