Bitcoin: Balancing on-chain tailwinds
with macro headwinds

Monthly Bitcoin Macro Investor — January 2025



https://etc-group.com/
https://etc-group.com/

Bitwise

Formerly ETC Group

ETC Group Research

ETC Group Research

The ETC Group Research team analyses blockchain datasets, along with macroeconomic
and geopolitical issues, to demystify digital asset markets and technologies, creating actionable
insights for investors, traders, financial service professionals and crypto enthusiasts.

Authors

- André Dragosch, PhD

} Head of Research

Ayush Tripathi

Research Analyst

Contacts

research@etc-group.com

For research related inquiries you
can reach out to us via email

etc-group.com

Visit site to find more research reports
as well as our regular Crypto Minutes.

Disclosures

About ETC Group

ETC Group bridges the gap between digital assets and
traditional financial markets by creating institutional-grade
exchange traded products that provide access to the digital
asset and blockchain ecosystem.

Our team consists of financial services professionals and
entrepreneurs, with experience spanning both the worlds of
digital assets and regulated markets. Our single goal is to
manufacture financial products with integrity that address the
concerns many investors have in trading novel asset classes.

As the first German-domiciled Crypto ETP issuer, we
launched the world’s first centrally cleared bitcoin exchange
traded product (ETP) on Deutsche Borse XETRA, the largest
ETF trading venue in Europe, and have since been at the
forefront of digital asset management innovation. In 2021
Eurex derivatives exchange launched Europe’s first bitcoin
futures contract based on our physical bitcoin ETC, BTCE.
Additionally, we have recently brought to market Europe’s first
Metaverse ETF, in collaboration with securities firm HANetf.

As a company, our core values are set around customer-
centric innovation, in order to foster the creation of investment
solutions that help meet our clients' financial goals.


mailto:research@etc-group.com
https://etc-group.com/

Bitwise’

Formerly ETC Group

Table of Content

Chart of the Month
Performance

Macro Environment
On-Chain Developments
Bottom Line

Appendix

Cryptoasset Market Overview
Cryptoassets & Macroeconomy
Cryptoassets & Multiasset Portfolios

Cryptoasset Valuations
On-Chain Fundamentals

André Dragosch 2025-01-07

ETC Group Research

16
21
22

22
26
28
35
38

Page 1/ 47



Bitwise’ ETC Group Research

Formerly ETC Group

Bitcoin: Balancing on-chain
tailwinds with macro headwinds

Monthly Bitcoin Macro Investor — January 2025

Your top-down guide to the most important macro themes for
Bitcoin & Cryptoassets

= Performance: In December 2024, crypto markets faced macroeconomic
headwinds, including profit-taking, reduced institutional exposure, and tightening
financial conditions driven by US Dollar appreciation and revised Fed policies,
which weighed on Bitcoin and altcoins despite ongoing on-chain support. While
short-term risks persist, long-term bullish factors like the Bitcoin Halving and
potential strategic reserves support forecasts of significant price appreciation, with
Bitcoin expected to outperform traditional assets through 2025 and beyond.

= Macro: The December FOMC meeting resulted in a 25 bps rate cut but signalled
higher-than-expected future rates, tightening financial conditions despite efforts to
ease them, posing risks to Bitcoin and traditional markets due to declining global
liquidity and a strong dollar. Meanwhile, inflation pressures and weak labour market
indicators highlight economic fragility, with Bitcoin's performance remaining tied to
traditional markets like the S&P 500, which may face downside risks from growth
repricing.

= On-Chain: Despite macroeconomic headwinds, strong on-chain demand from
ETFs, corporate treasuries, and retail participants has created a significant Bitcoin
supply deficit. While some on-chain activity has cooled, key metrics like reduced
exchange balances and rising hash rates signal ongoing resilience.
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Chart of the Month
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Performance

ETC Group Research
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US Dollar

The performance in December was characterised by a reduction in exposure towards
year-end and elevated profit-taking by long-term bitcoin holders. This might be related
to rebalancing trades of institutional investors who reduce exposure to take profits and
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bring back their cryptoasset allocations to neutral.

In fact, we have continued to observe that crypto hedge funds further decreased their
market exposure to Bitcoin in December 2024 to yearly lows based on data provided by
NilssonHedge and our own analyses. Overall crypto ETP exposure was also reduced in
December in particular towards year-end where we saw 2 consecutive negative
outflow weeks on aggregate globally.

Another important catalyst for the recent price action in December has been the FOMC
meeting on the 17 1 /18 1" of December 2024. Although the Fed cut the Fed Funds
Target Rate by 25 bps, the Fed also revised its Summary of Economic Projections (aka
“dot plot”) to only include 2 additional rate cuts in 2025, less than previously
telegraphed and also less than anticipated by traditional financial markets.

As a result, long-term US Treasury bond yields have continued to increase, and the
Dollar has continued to appreciate in December. This has also led to a further tightening
in financial conditions as measured by the Goldman Sachs US Financial Conditions
Index.

This has generally weighed on Bitcoin and crypto markets since an appreciation of the
US Dollar generally leads to a contraction in global money supply as highlighted in our
previous Bitcoin Macro Investor report in December 2024.

While on-chain metrics continue provide a tailwind and to support our Bitcoin supply
deficit investment hypothesis, the latest macro developments imply that macro factors
are increasingly becoming a headwind for bitcoin and cryptoassets (Chart-of-the-
Month).

We are generally observing a divergence between increasing macro headwinds but
also ongoing on-chain tailwinds for Bitcoin.

It is quite likely that the recent deterioration in monetary policy expectations combined
with the ongoing US Dollar appreciation and increasing Eurozone sovereign risks
(France) could lead to a repricing in global growth expectations to the downside as well.
In this context, the latest macro developments in China, in particular, the steep decline in
Chinese long-term bond yields, also points towards increasing Chinese and global
recession risks.

A repricing in global growth expectations tends to coincide with a decline in cross asset
risk appetite which tends to affect cryptoasset sentiment negatively as well.

However, our main investment hypothesis remains that on-chain factors should
continue to provide a tailwind at least until mid-2025 due to the lagged positive
effects emanating from the Bitcoin Halving.
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Special factors like the potential establishment of a Strategic Bitcoin Reserve in the US
and other nations should also provide a positive tailwind.

We reiterate our predictions that Bitcoin should reach 200k USD by the end of 2025
and potentially 1M USD by the year 2029 which is why we think that any macro-
related sell-off in the short term could be an attractive opportunity to increase exposure
to bitcoin and other cryptoassets.

It is also worth highlighting the full-year 2024 performances of cryptoassets. Although
December was a rather weak performance month for Bitcoin and cryptoassets, overall
performances were very decent: Bitcoin and other cryptoassets outperformed every
other major traditional financial asset in 2024 by a very wide margin.
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Cross Asset Performance (MtD)
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A closer look at our product performances for the full year of 2024 also reveals that
the Bitwise Physical Bitcoin ETP (BTCE) was one of the best performing products in
2024 although the Bitwise Physical XRP ETP (GXRP) also performed very well.
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Bitwise Europe Product Performance Overview (%)
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Please note that we are still transitioning from ETC Group product names to Bitwise
following the recent acquisition. We have also launched a new Bitwise Solana
Staking ETP. Read more about this launch here.

A point that is worth highlighting in December is that as BTC traded lower, most altcoins
also underperformed and became more correlated to BTC as well.

Our Altseason Index implies that only 10% of our tracked set of major altcoins managed
to outperform BTC monthly. This decline in altcoin outperformance also coincided with
a steep decline in performance dispersion among cryptoassets as evidenced by our
Crypto Dispersion Index.

Bottom Line: In December 2024, crypto markets faced macroeconomic headwinds,
including profit-taking, reduced institutional exposure, and tightening financial
conditions driven by US Dollar appreciation and revised Fed policies, which
weighed on Bitcoin and altcoins despite ongoing on-chain support. While short-
termrisks persist, long-term bullish factors like the Bitcoin Halving and potential
strategic reserves support forecasts of significant price appreciation, with Bitcoin
expected to outperform traditional assets through 2025 and beyond.

Macro Environment
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Major macro focus in December was the FOMC meeting on the 18 " of December
2024.

The Fed reduced its target rate by 25 bps as expected which was the 3™ consecutive
rate cut since September 2024. Nonetheless, traditional financial markets reacted
negatively at first as the accompanying forward guidance was hawkish.

The updated Summary of Economic Projections (aka “dot plot”) showed that the
median projected Fed interest rate for the year 2025 moved from 3.375% in September
to 3.875% in December. So, the Fed communicated a higher prevailing interest rate than
previously anticipated and pencilled in less rate cuts.

The Fed appears to be stuck between a rock and a hard place as financial
conditions have continued to tighten since the Fed embarked on a rate cutting
cycle in September.

For instance, the Dollar Index has been moving up and US Treasury yield have also
continued move higher despite 3 consecutive Fed rate cuts since September.
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US 10 yr yield vs US Dollar

Financial conditions have tightened since
the Fed has started cutting rates
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We have already highlighted the negative effect of a strong Dollar on global money
supply growth in our previous monthly report already. Dollar appreciations tend to be
bearish for Bitcoin because of global money supply contracts when the US Dollar
appreciates and vice versa.

This continues to be a major macro risk for Bitcoin going into 2025.
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One of the major reasons for this decline in liquidity is the ongoing decline in global
central bank liquidity despite ongoing efforts to decrease key interest rates.

As far as the US is concerned, the major reason for the ongoing decline in central bank
liquidity is the ongoing “Quantitative Tightening” that is induced via the continued
reduction of the Fed's US Treasury and MBS holdings on its balance sheet.

This has been somewhat cushioned by declines in both the Reverse Repos and the
decline the Treasury General Account (TGA) that have technically added to the Fed's
net liquidity provision. However, the recent rise in Reverse Repos towards the year-end
has also led to a significant decline in Fed net liquidity as well.
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However, the ongoing decline in Fed net liquidity is also an ongoing macro risk for
Bitcoin and traditional financial markets as well.

Bitcoin vs Fed Net Liquidity
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Meanwhile, high-frequency indicators for US consumer price inflation have started to re-
accelerate again based on the US inflation rate tracker provided by Trueflation to the
highest level since April 2024.

In other words, the Fed either risks to “kill” the current economic recovery via even
tighter financial conditions if they don't provide liquidity more aggressively or risk a re-
acceleration in inflation rates in 2025 et seqg.
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Moreover, US labour market conditions remain relatively weak as evidenced by high-
frequency indicators like the decline new job postings on Indeed or the ongoing decline
in the LinkUp 10,000 index.

What is more is that an analysis by the Philadelphia Fed concludes that recent growth in
state employment payrolls (a major driver of recent overall jobs growth) in the first half
of 2024 have proven to be illusive and job growth appears to be lower than previously
expected in the vast majority of US states:

— “According to the early benchmark (EB) estimates
conducted by the Phily Fed, employment was lower in 25 states,
higher in two states, and lesser changes in the remaining 23
states and the District of Columbia.”

In general, our in-house macro factor model also implies that global macro
conditions have been weakening over the past couple of weeks which is also our
Chart-of-the-Month:
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This has generally been related to a deterioration in the monetary policy factor and the
US Dollar factor which have turned into a macro headwind more recently. Furthermore,
the recent rise in French sovereign risks has led to a deterioration in the Eurozone Risk

factor as well. Only global growth expectations continue to be a macro tailwind for the
time being.

However, latest high-frequency indicators out of China like the Chinese 10-year
Treasury yield point to a pronounced deceleration in Chinese growth momentum, and
by derivation, global growth momentum.
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In the context of global growth expectations, the risk appears to be more tilted to the
downside since traditional financial assets already reflect a relatively benign global
growth picture.

For instance, this can be observed in the large divergence between cyclicals and
defensives stocks but also in the fact that the S&P 500 has been rallying despite no
material improvement in leading indicators like the ISM Manufacturing Index. In other
words, traditional financial markets have already priced in the “soft landing” scenario to
avery large extent.

ISM Manufacturing vs S&P 500
US stocks are already pricing in a pretty benign growth picture
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The reason why that is relevant for Bitcoin and other cryptoassets is the fact that both
Bitcoin and Ethereum still remain highly correlated with the performance of the S&P

500.

Any correction in the S&P 500 related to a repricing in global growth expectations
could therefore be negative for the performance Bitcoin and other cryptoassets.
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Bottom Line: The December FOMC meeting resulted in a 25 bps rate cut but
signalled higher-than-expected future rates, tightening financial conditions despite
efforts to ease them, posing risks to Bitcoin and traditional markets due to declining
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global liquidity and a strong dollar. Meanwhile, inflation pressures and weak labour
market indicators highlight economic fragility, with Bitcoin's performance remaining
tied to traditional markets like the S&P 500, which may face downside risks from
growth repricing.

On-Chain Developments

While macro factors have turned into a net headwind more recently, on-chain factors
have continued to provide a very significant tailwind for Bitcoin.

The BTC supply deficit has continued to intensify in December as evidenced by the
continuing reduction in on-exchange balances and decline in liquid supply.

Key to this development has been the almost relentless demand coming from US spot
Bitcoin ETFs but also the acceleration in the corporate treasury adoption of Bitcoin.
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Bitcoin vs On-Exchange Balances
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This is particularly important in the context of significant distributions by both long- and
short-term holders of BTC in December. In fact, the distribution of bitcoins by long-term
holders was the 3™ highest on record and the highest in USD-terms.

André Dragosch

2025-01-07

22
Date

ETC Group Research

3400000

3200000

) saoueleg abueyox3-uQ

w
o
(=]
o
o
o
o

(0La

2800000

Page 17 / 47



Bitwise’ ETC Group Research

Formerly ETC Group

Bitcoin LTH-Realized Profit
Bitcoin Long-term Holder (LTH) Realized Profit
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The continued decline in overall exchange balances implies that buying volumes were
still able to absorb the amount of selling coming from whales and long-term holders of
bitcoin.

For instance, net inflows into US spot Bitcoin ETFs in December alone have exceeded
the new production of bitcoins by a factor of approximately 3.7x. BTC holdings by
corporate treasuries have also increased significantly last month. Microstrategy's
(MSTR) BTC purchases alone (~59.7k BTC) have exceeded the level of new production
by a factor of 4.3x.
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BTC Production and ETF NEt Flows

553717

400,000

Flow (in BTC)

211266

200,000

50966
13884
§ B — 2356 2282 J

1 Day 5 Days 30 Days Since ETF Launch
Time Period

B BTC Supply W ETF Net Flow

Source: Bloomberg, Glassnode, Bitwise Europe; Data as of 2025-01-05

In general, demand for bitcoins also continues to outpace supply distribution judging by
the apparent demand metric which estimates the demand based on changes in overall
supply and illiquid supply. Although this metric has recently decelerated, it still supports
the view of an ongoing demand overhang/supply deficit in the market.

Moreover, we saw an increase in retail participation in December which were
accompanied by a solid increase in BTC hash rate as well.

Contrary to the negative picture painted by the current macro environment, on-
chain factors have continued to provide a positive tailwind for Bitcoin and other
cryptoassets.
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That being said, we are generally observing that on-chain data have been cooling down
somewhat: Active addresses have declined from the recent highs in November and
accumulation activity is rather low apart from the 100 BTC — 1000 BTC cohort which
represents mostly ETF and corporate treasury demand.

Bottom Line: Despite macroeconomic headwinds, strong on-chain demand from
ETFs, corporate treasuries, and retail participants has created a significant Bitcoin
supply deficit. While some on-chain activity has cooled, key metrics like reduced
exchange balances and rising hash rates signal ongoing resilience.
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Bottom Line

= Performance: In December 2024, crypto markets faced macroeconomic
headwinds, including profit-taking, reduced institutional exposure, and tightening
financial conditions driven by US Dollar appreciation and revised Fed policies,
which weighed on Bitcoin and altcoins despite ongoing on-chain support. While
short-term risks persist, long-term bullish factors like the Bitcoin Halving and
potential strategic reserves support forecasts of significant price appreciation, with
Bitcoin expected to outperform traditional assets through 2025 and beyond.

= Macro: The December FOMC meeting resulted in a 25 bps rate cut but signalled
higher-than-expected future rates, tightening financial conditions despite efforts to
ease them, posing risks to Bitcoin and traditional markets due to declining global
liquidity and a strong dollar. Meanwhile, inflation pressures and weak labour market
indicators highlight economic fragility, with Bitcoin's performance remaining tied to
traditional markets like the S&P 500, which may face downside risks from growth
repricing.

= On-Chain: Despite macroeconomic headwinds, strong on-chain demand from
ETFs, corporate treasuries, and retail participants has created a significant Bitcoin
supply deficit. While some on-chain activity has cooled, key metrics like reduced
exchange balances and rising hash rates signal ongoing resilience.
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Appendix

Cryptoasset Market Overview
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Ethereum Performance
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Altseason Index
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Bitcoin vs Crypto Dispersion Index
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Cryptoassets & Macroeconomy

Macro Factor Pricing
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How much of Bitcoin's performance can be explained by macro factors?

Rolling partial R*2 of macro factors to Bitcoin
120-days rolling window
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Cryptoassets & Multiasset Portfolios

Multiasset Performance with Bitcoin (BTC)

500

400

Performance

~ 60/40 — 1% BTC — 25% BTC — 5% BTC

Cumulative Return (%) 236.7 279.8 363.3 551.3
Annual Return (% p.a.) 10.5 127 16.1 219
Volatility (% p.a.) 10.4 10.5 11 12,5
Sharpe Ratio 0.86 1.04 128 1.52

Sortino Ratio 11 1.33 1.66 2,04

Max Drawdown (%) 15.2 157 16.4 214

Source: Bloomberg, Bitwise Europe; Monthly rebalancing; Sharpe Ratio was calculated with 3M USD
Cash Index as assumed risk-free rate; BTC allocation is taken out of equity allocation of 60%, bond
allocation remains at 40%; Past performance not indicative of future returns.
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Rolling correlation: S&P 500
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Rolling correlation: Bund Future
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Rolling correlation: Gold
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Rolling correlation: Dollar Index (DXY)
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Cross Asset Correlation Matrix
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Volatility of Various Assets Over Time
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Cryptoasset Valuations

Bitcoin: Price vs Composite Valuation Indicator
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Bitcoin: Composite Valuation Indicator
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Bitcoin: Valuation Metrics
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On-Chain Fundamentals

Bitcoin: Price vs Network Activity Index
Bitcoin: Price vs Network Activity Index
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Bitcoin: Closing Price
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Bitcoin's supply scarcity is more pronounsed that during the last cycle
Bitcoin's supply scarcity is more pronounced than during the last cycle
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Bitcoin Long-term Holder (LTH) Dashboard
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Bitcoin Short-term Holder (STH) Dashboard
Bitcoin Short-term Holder (STH) Dashboard
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Bitcoin: Price vs Average Accumulatio Score

L] L
Bitcoin: Price vs Average Accumulation Score BltVVlse®

100000 1

75000 1
8 Accumulation Score
S 2
.9 40
m 30

50000

25000

2023 2024 2025
Date

Source: Glassnode, Bitwise Europe

Source: Glassnode, Bitwise Europe

André Dragosch 2025-01-07 Page 43/ 47



Bitwise’ ETC Group Research

Formerly ETC Group

Bitcoin Accumulation Score
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Halving events have led to significant price appreciatios in the past

Bitcoin: Halving Event Performance
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Bitcoin: Steady increase in scarcity will provide a tailwind for price appreciations

Bitcoin: Halving Supply Shock Model
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Important Information

The information provided in this report is for informative purposes only and does not constitute investment advice, a recommendation or solicitation to conclude
a transaction. This document (which may be in the form of a research report, marketing brochure, press release, social media post, blog post, broadcast
communication or similar instrument — we refer to this category of communications generally as a “document” for purposes of this disclaimer) is issued by
ETC Issuance GmbH (the “issuer”), a limited company incorporated under the laws of Germany, having its corporate domicile in Frankfurt, Germany. This
document has been prepared in accordance with applicable laws and regulations (including those relating to financial promotions). If you are considering
investing in any securities issued by ETC Group, including any securities described in this document, you should check with your broker or bank that securities
issued by ETC Group are available in your jurisdiction and suitable for your investment profile.

Exchange-traded commodities/cryptocurrencies, or ETPs, are a highly volatile asset and performance is unpredictable. Past performance is not a reliable
indicator of future performance. The market price of ETPs will vary and they do not offer a fixed income. The value of any investment in ETPs may be affected
by exchange rate and underlying price movements. This document may contain forward-looking statements including statements regarding ETC Group’s belief
or current expectations with regards to the performance of certain asset classes. Forward-looking statements are subject to certain risks, uncertainties and
assumptions, and there can be no assurance that such statements will be accurate and actual results could differ materially. Therefore, you must not place
undue reliance on forward-looking statements. This document does not constitute investment advice nor an offer for sale nor a solicitation of an offer to buy
any product or make any investment. An investment in an ETC that is linked to cryptocurrency, such as those offered by ETC Group, is dependent on the
performance of the underlying cryptocurrency, less costs, but it is not expected to match that performance precisely. ETPs involve numerous risks including,
among others, general market risks relating to underlying adverse price movements and currency, liquidity, operational, legal and regulatory risks.

ETC Issuance GmbH, incorporated under the laws of Germany, is the issuer of any securities described in this document, under the base prospectus dated 21
November 2023, supplemented from time to time, and approved by BaFin.

Any decision to invest in securities offered by ETC Group (including products and amounts) should take into consideration your specific circumstances after
seeking independent investment, tax and legal advice. You should also read the latest version of the prospectus and/or base prospectus before investing and in
particular, refer to the section entitled ‘Risk Factors’ for further details of risks associated with an investment. These prospectuses and other documents are
available under the “Resources” section at etcgroup.com. When visiting this website, you will need to self-certify as to your jurisdiction and investor type in
order to access these documents, and in so doing you may be subject to other disclaimers and important information.

IF YOU ARE IN THE UK, US, OR CANADA

Information contained in this document is not, and under no circumstances is to be construed as, an advertisement or any other step in furtherance of a public
offering in the United States or Canada, or www.etc-group.com any state, province or territory thereof, where neither the issuer nor its products are authorised
or registered for distribution or sale and where no prospectus of the issuer has been filed with any securities regulator. Neither this document nor information in
it should be taken, transmitted or distributed (directly or indirectly) into the United States.

This document does not constitute an invitation or inducement to engage in investment activity. In the UK, this document is provided for information purposes
and directed only at investment professionals (as defined under the Financial Services and Markets Act 200 (Financial Promotion) Order 2005 as amended
from time to time). It is not intended for use by, or directed at, retail customers or any person who does not have professional experience in matters relating to
investments. Neither the Issuer nor its products are authorised or regulated by the Financial Conduct Authority.

PUBLICATIONS & SOCIAL MEDIA DISCLOSURE

Social media posts (including, but not limited to, LinkedIn and Twitter) of ETC Group and its subsidiaries (“Social Media”) are not, and should not be considered
to be recommendations, solicitations or offers by ETC Group or its affiliates to buy or sell any securities, futures, options or other financial instruments or other
assets or provide any investment advice or service. ETC Group makes all reasonable efforts to ensure that the information contained on social media is
accurate and reliable; however, errors sometimes occur. You should note that the materials on social media are provided “as is” without any express or implied
warranties. ETC Group does not warrant or represent that the materials on social media are accurate, valid, timely or complete.

RISKS OF CRYPTOCURRENCIES

Cryptocurrencies are highly volatile assets and are known for their extreme fluctuations in prices. While there is potential for significant gains, you are at risk of
losing parts or your entire capital invested. The value of the ETCs is affected by the price of its underlying cryptocurrency. The price of cryptocurrencies can
fluctuate widely and, for example, may be impacted by global and regional political, economic or financial events, regulatory events or statements by regulators,
investment trading, hedging or other activities by a wide range of market participants, forks in underlying protocols, disruptions to the infrastructure or means
by which crypto assets are produced, distributed, stored and traded. The price of cryptocurrencies may also change due to shifting investor confidence in
future outlook of the asset class. Characteristics of cryptocurrencies and divergence of applicable regulatory standards create the potential for market abuse
and could lead to high price volatility. Amounts received by Bondholders (i) upon redemption of the Bonds in USD, in cases where Bondholders are prevented
from receiving cryptocurrency for legal or regulatory reasons; or (i) upon sale on the stock exchange depend on the price performance of the relevant
cryptocurrency and available liquidity.

For a detailed overview of risks associated with cryptocurrencies and specifically associated with the ETCs, please refer to the prospectus and base
prospectus available at the issuer’s website at www.etc-group.com
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