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their brevity prior to
central banking. The
lessons from that
history are
applicable to digital
today. Regulatory
response to the new
technologies and the
ability for the
ecosystem to adjust
to the landgrab will
be the greatest test
in the period ahead.
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1.

“Panic occurred, as it was during a time of economic recession, and there were numerous runs. The panic
eventually spread throughout the nation when many entered bankruptcy. The primary causes of the run
included a retraction of market liquidity and a loss of confidence among depositors, exacerbated by
unregulated side bets at bucket shops.”

2.

The Wiki summary of the 1907 Panic could also describe the current state of digital asset markets. The
behavioral instinct of the market then is applicable today. Leverage, greed, and fear. The stock market was the
speculative vehicle of choice back then. Leverage was backed by shares and rapid deflation led to margin calls
that could not be met. Selling begets selling. The velocity of collateral in the system slowed abruptly.
Depositors wanted their money back. Cash was King in a deflationary world, and it was safest under the
mattress.

3.

“If people keep their money in the banks, everything will be all right.” J.P. Morgan made a rare statement to
the press, having narrowly averted a systemic crisis across banks, trusts, and the stock exchange by providing
credit lines to worthy borrowers. Overnight audits in the Morgan library – a must-see museum today where
this history lives – determined who had appropriate collateral to survive and who would be left insolvent.
Much like today, the entities that made it through to the other side were those whose risks were responsibly
sized.

4.

Hype cycles expose fault lines in the microstructure of the nascent industry. As if the volatility of digital assets
were not sufficient, investors sought higher returns through leveraged vehicles such as yield enhancement
strategies. Like the stock market leverage that exacerbated the Panic of 1907, leverage in digital assets
amplified the hype in this cycle.

5.

Without a lender of last resort or a J.P. Morgan to bring together strong hands, adjustments are immediate. It
is ordinary for the value of digital asset technologies to vary greatly from boom to bust, and the recent decline
in digital asset markets is not unprecedented. Coming from higher market capitalization meant that it impacted
a larger investor base, was more noticed, and will elicit policy responses. We see three key themes.

6.

First, winners and losers will need to integrate into a regulatory framework whose mandate is to clear a path
for innovation to flourish. Consistent with the theme of mapping to historical periods, the industrial revolution
is a suitable benchmark. A framework for property rights – a highly controversial deviation from the caste
system – was the key accelerator towards innovation. Countries that adopted property rights won, as it gave
confidence to innovators to build knowing their value-add would be safeguarded. Adoption was what
distinguished the United Kingdom (Figure 1). Today, regions will have one of two reactions to the latest
downturn in digital assets – told-you-so versus take-ground. Countries focused on the former will be at a severe
competitive disadvantage in the future.

7.

Second, stablecoin and custodial services entering the mainstream will set the tone of the regulatory response.
Through the downturn in digital asset markets, fiat-based stablecoin assets stayed relatively stable. Morgan
could have only hoped for such an outcome in 1907. Digital dollars are not fleeing the system; investors are
fleeing risk. The cost of attracting those digital dollars to intermediaries has surged as investors are sorting
good bank from bad bank. But they are still in the digital ecosystem. And policy can use this opportunity to
bring stablecoin into the regulatory mainstream, with clear guidance on custody rules within it. If the United
States doesn’t move, others will be seen with the introduction of a Euro stablecoin.

8.

Third, cooperative risk management will emerge. Just as US dollar stablecoin was borne to overcome banking
constraints to a growing digital ecosystem, strong hands will emerge to bring more clarity. There can be no
digital central bank in the modern sense. However, a collective can be formed to provide capital that is used
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for collateralized lending in times of stress, allowing for more differentiation between strong and weak players
and avoiding bad money driving out the good. New entities and tools will emerge, and they will find a domicile
that is welcoming to innovation. After all, it was the panic of 1907 that led to rapid reforms and ultimately the
creation of the Federal Reserve system.
9.

For now, with no lender of last resort, bank runs and market panics will be the norm. So how does the vicious
cycle end? That’s all about the macro. Every downturn aims to resolve imbalances built in exuberant
expansions. Inflation is the target in this cycle, and recession is the core ingredient to tame it. But there are
deeper issues that stretch across generations. Two decades of increasingly interventionist policy guarded
against downside risk and elevated asset prices at the expense of ever-deeper government obligations. The rise
in asset valuations is to the benefit of the current generation while debts are left to future ones to resolve.

10. Digital technologies and decentralized autonomous organizations can realign incentives. It is not to say that
digital assets are the only mechanism. It is just a very effective one, harkening back to the cooperative structures
of banking and insurance. Digital is disruptive to traditional companies, which will be pushed to realign
incentives and may struggle to do so. To cast digital technologies in a demeaning light and not respond to their
potential power, is a more natural first response than adoption. Change is difficult, uncomfortable, and
inevitable. Times of distress provide a natural catalyst to expedite the cycle. We keep moving to survive.
To be added to the market note list, please email Sebastian.Bea@oneriveram.com
Figure 1: Number of Acts in UK Parliament on Property Rights

Source: Lessons for Today from Past Periods of Rapid Technology Change (here).
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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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