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 Blockchain Blue Chips

Fortune 500 companies are benefiting from the increasing adoption of blockchain technology and 
cryptocurrencies.

Nvidia (NVDA) is one of the best-returning stocks of the past two decades. The company has helped 
turn science fiction into reality. Understanding the innate company characteristics and deliberate 
decisions that power NVDA can help us become better strategists and investors. 

 Focus on Blue Oceans 

Nvidia deliberately undertook what is called a Blue Ocean Strategy with its business. 

When we think of “business,” we often think in terms of taking existing market share, beating out rivals in 
a costly duel. If you break business down to its essence, there are only two levers you can pull to improve 
profitability – you can grow revenue or cut costs. Conversely, conventional wisdom suggests that to grow 
you need to spend money and invest in the business. 

Competitive markets make pulling these levers even more difficult as the pressure mounts to beat 
others at their own game. This friction means businesses often spend a lot of their time claiming that 
they have some sort of competitive advantage, when in fact they do not. Instead of investing in things 
like engineering to drive new product innovation, they instead use aggressive sales and advertising to 
popularize and position existing products. 

Now consider “blue oceans.” 

The Blue Ocean Strategy stems from research done by W. Chan Kim and Renee Mauborgne, who studied 
hundreds of strategic moves made by companies across 30 different industries. They found that it is 
better to generate demand in a new market space where there is less competition. This research 
was an important iteration on existing theory including the Blue-Sky Strategy, published by well-known 
researcher Michael Porter. 

Peter Thiel, co-founder of PayPal and Palantir, also discusses the disadvantages of competitive markets in 
his best-selling book, Zero to One. 

Markets with lower barriers to entry lead to an inability to generate robust profit margins through 
differentiation. More players make it harder for one to capture aggregate demand, even if the size of the 
overall market is increasing. This can lead to fragmented markets – ripe with the potential for disruption, 
consolidation, and value traps.
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Clayton Christensen published The Innovators Dilemma in 1997 and in doing so influenced business 
leaders including Steve Jobs. Christensen writes that industry leaders have built up significant economies 
of scale, often through both organic growth and M&A (hopefully accretive). The same deliberate focus on 
incremental product innovation and cost efficiency that allowed them to become so large makes it hard 
for companies of this size to pivot from the core competency of their business. 

Larger organizations have more hardened processes and internal controls, traditionally requiring more 
bureaucracy at the highest levels of decision making. Furthermore, upon achieving success in the form 
of market share and profits, it can be difficult for company boards to be persuaded to undertake large, 
risky pivots from the original business model at the expense of today’s profits. 

But focusing on making smaller disk drives, for instance, only works when the world still needs disk 
drives. There are countless other examples of this process enacted throughout history. 

BlackBerry being disrupted by the iPhone is one that is particularly memorable. 

Christensen cleverly writes about the use of subsidiaries, with the right start-up culture, serving as a 
catalyst for new lines of business within legacy giants. Before we get to Nvidia, let’s think about Google 
for a moment. Google has been provisioning its subsidiary, Deep Mind, at an increasing rate despite 
no present financial gain. Google’s ad business remains a cash cow, allowing them to invest in nascent 
markets, thus creating a flywheel that better positions the company for the future. Google has not taken 
their eye off the ball and remains focused on becoming the market leader in Artificial Intelligence. 

Turning to Nvidia, I want to highlight some of the company’s key decisions that took conviction and make 
it both an innovator and a market leader. 

 Product Market Fit – A Relentless Focus on the Customer Experience

Nvidia was founded in 1993 by Jensen Huang, Chris Malachowsky and Curtis Priem. Jensen Huang serves 
as the company’s CEO to this day. According to their website, Nvidia states that at the time, there were 
“more than two dozen graphics chips companies, a number that soared to 70 three years later. By 2006, 
Nvidia was the only independent still operating.”

Why is this? 

Visualization. Nvidia sought to produce the NV1, through a partnership with fabricator SGS Thompson 
Microelectronics. This strategic partnership allowed Nvidia to produce its chip at a time when foundry 
space was limiting other startups. The NV1 was the first microprocessor to enable graphical user 
interface acceleration, full-motion video acceleration, and 3D rendering. 

This chip helped to make gaming possible for anyone who owned a computer. 
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Fast-forward to 1999, Nvidia invents the Graphical Processing Unit (GPU). The GPU can take on the entire 
graphics processing operation from a computers central processing unit (CPU) (source: Reference for 
Business). This hardware development helped to unlock new possibilities for software developers and 
improve the user experience for people on the internet. Nvidia is largely responsible for our ability to 
participate in the most interactive layers of the internet – gaming and entertainment. 

At the time, Nvidia was able to correctly visualize the importance of improving the user experience 
online. In doing so, Nvidia eagerly helped create the new market of graphic processing. The company 
correctly forecast the huge opportunity in powering online gaming. 

Despite an initial focus on PC chips, Nvidia decided to supply Microsoft for the X-Box Gaming Console 
through the development of GeForce3. 

 Dive Into Nvidia Today – The Benefits of Blockchain

Today, the company continues to focus on product innovation, fostering its ability to tap into new and 
growing markets such as AI, data centers, and blockchain. 

Chips are the new oil for the internet economy and Nvidia stands out above the rest. 

Considering that PC demand and cryptocurrency mining are more cyclical in nature (especially due to 
more projects looking to shift to Proof of Stake, which requires less energy consumption; NVDA also 
implemented a software update to push customers to mining-specific hardware), I want to particularly 
focus on data center growth and gaming. 

Web3 projects are only going to continue to catalyze these growing markets and create new use cases 
for processing chips. “Play to earn” is a topic that we intend to cover in future issues and is one that we 
are particularly bullish on here at Cabot.

Industry leaders continue to point out and debate how truly decentralized Defi (decentralized finance) 
is. Many blockchain projects rely on APIs (Alchemy and Infura) and traditional web hosting services like 
AWS. This piece, written by Moxie, and a subsequent response from Tom Borgers contain some insightful 
observations and critiques about the current state of Defi.

From an investment standpoint, the clear winner here is NVDA. Nvidia continues to be a dominant force 
in computer processing and is growing its gaming and data center sales revenues at a significant rate. 
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According to its most recent earnings release:

1. Quarterly revenue was $7.64 billion, up 53 percent y/y.

2. NVDA generated an increase of 75.% in TTM normalized EBITDA at $13.87 billion.

3. Achieved record quarterly and fiscal-year revenue for gaming, data center, and 
professional visualization. 

4. Data center sales rose 7% as cloud providers and enterprises turn to GPUs for 
advanced applications.

(Source: Nvidia filings, PitchBook)

https://nvidianews.nvidia.com/news/nvidia-announces-financial-results-for-fourth-quarter-and-fiscal-2022

NVDA’s business sits at the heart of every major positive business trend that humanity is currently in the 
process of undertaking. 

 Price Catalysts

I expect NVDA to implement both future stock splits and buyback programs after the termination of the 
ARM merger. Furthermore, according to Fortune Business Insights, the global gaming market is expected 
to grow at a CAGR of 1% through 2028. 

The company continues to announce huge customer wins, with Meta Platforms (FB) expected to use 
NVDA chips for AI processing. 

Expect NVDA to outperform in 2022-23 as current guidance and analyst growth estimates are pegged 
below historical growth rates. 
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