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Cryptocurrency and artificial intelligence (AI) companies represent two distinct asset
classes that have garnered significant attention in the financial world. Both offer unique
investment opportunities and are reshaping traditional investment strategies. In this
exploration, we turn to the key differences between these asset classes, analyzing their
characteristics, valuation methods, risks, and potential returns.

Cryptocurrency, often referred to as digital or virtual currency, operates independently of
a central bank. It uses blockchain technology to facilitate secure and decentralized trans-
actions. The most well-known cryptocurrency is bitcoin, but there are thousands of oth-
ers, including ether, Ripple, and Litecoin. In assessing a cryptocurrency, it is important
to understand the characteristics that make it different from other investment assets. For
example, cryptocurrencies operate on decentralized networks, eliminating the need for
intermediaries like banks. Also, as shown in previous chapters, cryptocurrency markets
are highly volatile, experiencing rapid price fluctuations due to factors such as market
sentiment, regulatory changes, and technological developments. Some of this volatility
stems from the coins’ limited supply, leading to scarcity and potential value appreciation.
Lastly, cryptocurrencies have tremendous global accessibility as they can be traded 24/7
across the globe.

stocurrency prices are influenced by market sentiment,
social media trends, and investor speculation.

Fundamental analysis. Some investors analyze the underlying technology, adop-
tion rates, and network activity to assess the long-term value proposition of
cryptocurrencies.

Technical analysis. This is one of the most popular forms of analysis. Traders use
chart patterns, trading volumes, and other technical indicators to make short-term
trading decisions.

The cryptocurrency markets are subject to an intense and critical regulatory
environment, along with legal uncertainties in many jurisdictions. The crypto industry
tends to move much faster than regulators. When regulators finally provide rules and
policy guidance, crypto entrepreneurs often have to backtrack and adapt.

There are security concerns in cryptocurrency wallets and markets. Many hacking
incidents, exchange breaches, and thefts have occurred, which pose significant risks to
investors’ holdings. In addition, these markets have been susceptible to manipulation,
The lack of regulation and oversight fosters manipulation and fraudulent activities.

At this stage in their life cycle, cryptocurrency assets are
a very speculative investment. That is, many seek to profit from short-term price move-
ments rather than from long-term value appreciation. As shown in Chapters 4 and 5,
bitcoin and ether have achieved very high average monthly returns that are much higher
than stock market returns. But while cryptocurrencies offer the potential for high returns,
they also come with high volatility, leading to significant price swings in short periods.
Thus, the price at which an investor buys a cryptoassets is more important than it is for
other asset classes.
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ATl companies use artificial intelligence technologies such as machine learning, natu-
ral language processing, and computer vision to develop innovative products and ser-
vices. These companies operate across various sectors, including health care, finance,
e-commerce, and cybersecurity. They are characterized by innovation through leveraging
cutting-edge technologies to solve complex problems and enhance efficiency and produc-
tivity. AT has diverse applications across industries, including data analysis, automation,
predictive modeling, and personalized recommendations. These applications tend to offer
scalability, allowing companies to process large volumes of data and adapt to changing
business requirements, This process creates valuable intellectual property rights related
to their algorithms, software, and proprietary data sets that need to be protected.

Investors assess Al companies based on their growth poten-
tial, market opportunity, and competitive positioning within the industry. Ana-
Iysts evaluate the revenue growth rates, recurring revenue streams, and customer
acquisition metrics to gauge the company’s financial performance. Future growth
is often dependent on strategic partnerships with industry leaders, research institu-
tions, and government agencies.

Technical analysis. Many Al companies are still in their early business stage and
may not be earning profits. Thus, tools like cash flow analysis are problematic.
Thus, technical analysis is also popular because the stock price and trading volume
is readily available for public firms.

Market sentiment. Al companies have also been greatly influenced by market sen-
timent as investors experience the fear of missing out (FOMO) in the next evolu-
tion of business.

As technology evolves and the need for data exponentially increases, Al com-
panies face challenges related to data privacy, model interpretability, and cybersecurity
vulnerabilities. In addition, the Al industry is highly competitive, with numerous start-
ups and established players vying for market share and talent. Much of this data includes
personal information, and thus Al technologies are subject to regulatory oversight, par-
ticularly in areas such as data protection and ethical use.

Al companies offer the potential for long-term growth as
they capitalize on emerging trends such as automation, digital transformation, and the
Internet of Things (IoT). Investors may assign a premium to companies with disruptive
technologies and first-mover advantages in rapidly evolving markets. Note that large estab-
lished firms often acquire smaller firms and start-ups that show innovative technology or
business solutions to gain access to talent and intellectual property. These smaller firms
get bought out at a premium, leading to significant returns for investors. Consider the
powerhouse Al company NVIDIA Corporation (NVDA). It has become the third-largest
company in the S&P 500 Index and increased nearly tenfold in the past two years. Along
the way, it has acquired many other smaller firms to add to its technological advantages.

In conclusion, cryptocurrency and Al companies represent two distinct asset classes
with unique characteristics, valuation methods, risks, and potential returns. While cryp-
tocurrency offers speculative investment opportunities with high volatility, Al companies
present long-term growth prospects driven by technological innovation and indusiry-
specific applications. Investors should carefully assess their risk tolerance, investment
objectives, and market dynamics when considering exposure to these asset classes.
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right-hand side of the figure. The most common crossover averages used by traders are the
9- and 21-day MA combination or the 50- and 200-day MA combination. In the figure, the
Golden Cross occurs when the 200-day MA is crossed from below by the 50-day MA, which
suggests upward momentum turning to a bull market, so we would buy the crypto fund.

The advantages of the Golden Cross are that it is a great indicator to filter out market
noise and volatility as well as its ability to provide insights to suggest a trader’s entry and
exit points. Further, this strategy may offer great payoff ratios on trades. On the other
hand, the disadvantages are that a trader may get whip-sawed if there is a quick reversal,
which might potentially lead to very large losses if risk mitigation has not been imple-
mented. Moreover, there may be long periods when the trader is out of the market and not
trading while waiting for a Golden Cross formation to happen.

The third trading strategy is the relative strength index (RSI) strategy, which is a popu-
lar momentum-based technical analysis oscillator that measures the relative magnitude
of recent changes in price to determine the strength of the market and signal overbought
and oversold conditions. Figure 13.12 illustrates the trading strategy. The RSI strategy
considers any value over 70 to be overbought, a sell signal, while any value under 30 is
considered oversold, a buy signal. There are many ways to use the RSI to trade; however,
there are two main ways people trade using the RSI.

Method 1. Buy low relative strength, sell high relative strength. This means that
the trader buys when the RSI < 30 and sells when the RSI > to 70. This is the
most popular method. However, a trader must use it with caution because if the
price is volatile, moving up and down frequently, there may be losses.

Method 2. Trade relative strength divergence patterns. When the RSI is below 30
percent but there are rising RST lows, the trader will buy when the RSI crosses
back above the 30 percent line. In the other direction, the trader will sell declining
RST highs when the RST crosses back below the 70 percent line.

The reasoning behind this strategy is shown in Figure 13.13, for a rising RSI lows
divergence pattern. The RSI lows are increasing even as price is decreasing, which is a
directional divergence signaling a future reversal to upward momentum. So, one would
buy when the RST crosses back above 30 percent. Finally, an additional trading strategy
is the use of candlestick patterns to determine the state of the stock price, between bullish
(rising), bearish (declining), and sideways or continuation.

A momentum osciilator
that measures the speed
and change of price
movements, used to
identify overbought or
oversold conditions.
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If the current PE is lower than the future PE, we anticipate greater earnings growth,
indicating a potential price increase based on the expected future earnings.

Consider NVIDIA (NVDA), a company providing hardware to the Al sector. The
question arises whether the company is overbought or if there is still upside poten-
tial. As of September 24, 2024, NVDA’s current price was $120.87 with a current PE
(PECUeny of 56.75. A future one-year PE (PEF"™) estimate of 65 means the projected
future price is calculated as $120.87 x (65/56.75) = $138.44, Based on these metrics,
NVDA is expected to experience further growth, indicating significant upside poten-
tial for the future one-year target. Note that NVIDIA has conducted six stock splits over
the life of the firm, but the June 10, 2024, split was a massive 10:1 split, which gave
every shareholder 10 shares for every one they owned. This also changed the price
from $1,200 to $120. Refer to https:/finance.yahoo.com/quote/NVDA/ for the current
stock price.

Now, we explore a hypothetical scenario where the future PE is 40. In this case, the
future price would be $120.87 x (40/56.75) = $85.19. This suggests that the current
price for NVIDIA is considerably overbought and expensive. While NVIDIA remains
a strong Al company, its current price is inflated relative to its earnings. This discrep-
ancy does not indicate a problem with NVIDIA’s business operations but rather suggests
that, in this hypothetical scenario, the price has outpaced earnings, necessitating time
for alignment.

The second valuation model focuses on R&D relative to revenue growth, This model
assesses the extent to which R&D investment contributes to revenue growth. While it
would be ideal to have specific data on R&D in Al we can still utilize overall R&D as a
proxy. The model operates as follows:

Revenue growthl,| = Constant + a * Revenue growth; f +  + R&D} + ¢,

In this model, Revenue growth), | represents the revenue growth for company j at time
t + 1, while Revenue growth;*F indicates the revenue growth for the S&P 500 Index at
time ¢, with o and  being parameters to estimate. Then, &, represents the unobservable
error term. If § is greater than 0 and statistically significant, it indicates that R&D sig-
nificantly contributes to revenue growth. Moreover, the higher the value of f, the more
innovative the company is.

Here is a hypothetical example. Regression analysis results of a company’s revenue
growth relative to the revenue growth of the S&P 500 Index is:

Revenue growth], = 0.2 + 0.6 * Revenue growth;*" + 0.00075 * R&D) + ¢,

In this case, the baseline revenue growth is 0.2 or 20 percent. Moreover, an a = 0.6
means the overall economy (as measured by the S&P 500 companies), which reflects
macroeconomic growth, positively impacts the growth of the company. Notice that
a < 1, which means that for every 1 percent growth of the S&P 500 revenue, the com-
pany will grow by less than 1 percent, namely, 0.6 percent.

Important to this analysis, § = 0.000753, indicating that for every $1 of R&D invest-
ment, revenue grows by 0.00075 percent. Therefore, if the company invests $1,000, rev-
enue growth next year will be 0.75 percent. While one might perceive f# as small, it is
influenced by the scale of the R&D variable. If the R&D investment is in millions of
dollars, g would increase accordingly.

The final step involves assessing the company’s connection to Al. We use the Google
Trends model to gauge its association with Al technology. Using NVIDIA’s sales revenue,
its position as one of the leading Al companies is certain. To gauge this connection,
examine the correlation between the Google Trends index and NVIDIA’s stock price, serv-
ing as a proxy for the company’s arttachment to Al technology.
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discounted cash flow (DCF) - The value of an invest-
ment based on its expected future cash flows. p. 238
exchange traded funds (ETFs) - An investment that pools
a group of securities and issues a stock representing the
portfolio that can be traded like an individual stock. p. 2517
exponential moving average (EMA) - A moving aver-
age that places a greater weight on the most recent data
points and less weight on the oldest data points. p. 247
fundamental analysis - Evaluating a stock’s intrinsic
value by examining related economic, financial, and
other qualitative and quantitative factors. p. 233

Golden Cross - A chart pattern where a short-term moving
average crosses above a long-term moving average. p. 248
Hull moving average (HMA) - A moving average that uses
weighted moving averages to create a smoother line. p. 247
intrinsic value - The perceived and/or computed true
value of an investment asset. p. 234

long position - Investment position in which the inves-
tor owns the asset and obtains value when its price
increases. p, 242

moving average (MA) - A widely used indicator in tech-
nical analysis that smooths out price data to create a sin-
gle flowing line, helping to identify trends. p. 245

net profit margin - Financial ratio that measures a com-
pany’s profit as a percentage of its revenue. p. 237
overbought - A security believed to be trading at a
level above its intrinsic value due to high purchasing
demand. p. 248

oversold - A security believed to be trading at a level
below its intrinsic value due to high selling supply. p. 248
PEG ratio - The price/earnings-to-growth ratio measures
how expensive a stock is relative to its growth rate. p, 237
price-to-earnings (P/E) ratio - A popular ratio used for
assessing relative value of a company. p. 236

put/call ratio - This ratio measures the proportion
between all put options and all call options purchased on
any given day to determine investor sentiment. p. 238

relative strength index (RSI) - A momentum oscillator
that measures the speed and change of price movements,
used to identify overbought or oversold conditions. p. 249
Renko chart - A price chart that consists of bricks to
highlight price trends. p. 245

return on assets (ROA) - ROA measures the profitabil-
ity of a business in relation to its total assets. p. 237
return on equity (ROE) - ROE measures the profitability
of a business in relation to its shareholders’ equity. p. 237
risk management - A process of determining the risks
that exist in an investment and then mitigating those
risks. p. 233

sentiment indices - Graphical or numerical indicators
designed to show how a population feels about the market
or economy. p. 238

short position - An investment position created when
a trader sells a security first with the intention of repur-
chasing it or covering it later at a lower price. p. 242
support and resistance levels - Price levels where a stock
frequently reverses direction, used to identify potential
entry and exit points. p. 242

technical analysis - The study of statistical trends from
trading activity, such as price movement and volume, to
predict future price movements. p. 233

technical indicators - Mathematical calculations based
on the price and/or volume of a security to predict the
future price trend. p. 238

volume-weighted moving average (VWMA) - A mov-
ing average that incorporates both historical prices and
volumes. p. 247

weighted average cost of capital (WACC) - A represen-
tation of a firm’s blended cost of capital across all capital
sources, including common shares, preferred shares, and
debt. p. 238

weighted moving average (WMA) - A moving average
that assigns a larger weighting to more current data points
since they are more relevant. p. 246

13.1 Describe the main characteristics of fundamental
analysis.

13.2 List and describe the forms of non-fundamental
analysis.

13.3 Describe how fundamental analysis differs from
technical analysis.

13.4 How are support and resistance lines used for a
robust trading strategy?

13.5 What is a candlestick chart and how is it used in

technical analysis?

13.6 What is moving average (MA)? What types of

MAs are available, and how do they differ?

13.7 How is trading volume used to interpret price
breakouts?

13.8 Explain the Golden Cross trading strategy.
13.9 Explain the RSI trading strategy.

13.10 What are the current Al-oriented ETFs and how
do their portfolio holdings differ?
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