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Key Takeaways

e Cryptoassets like Bitcoin and Ethereum paused in July after
Blackrock-ETF hype in June, while the XRP ruling boosted
altcoins significantly, leading to an 80% outperformance, but the
crypto markets quieted in the summer with lower volumes and
volatility.

¢ Falling inflation helps Bitcoin and Cryptoassets, but improved
labor data and stretched sentiment in traditional financial
markets may limit short-term gains.

e Limited short-term upside for BTC due to elevated sentiment,
positioning, and weak on-chain activity, while altcoins have
outperformed BTC, but market breadth has weakened compared
to the beginning of the year.
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Performance Review
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Cryptoassets overall posted a positive performance in July but with large performance
divergences within the market. On the one hand, it appears as if Bitcoin and Ethereum
took a breather after the Blackrock-ETF induced euphoria in June that led to exuberant
sentiment and positioning within crypto markets.

On the other hand, a major positive catalyst for other altcoins was the US judge’s ruling
that XRP’s parent company Ripple Labs Inc did not violate federal securities law by
selling XRP tokens on public exchanges. This ruling was seen as a landmark legal victory
for the cryptocurrency industry that sent the value of XRP and other altcoins soaring.

As a result, performance dispersion among cryptoassets has stayed at elevated levels in
July. An increase in dispersion means that cryptoasset performances are increasingly
driven by coin-specific factors in contrast to systematic factors.

However, July was also characterized by a rather calm market environment as implied
volatilities for Bitcoin options reached an all-time low. It seems as though the crypto
markets have entered the summer holiday season with lower transfer volumes and
volatility. In fact, especially August and September are historically the months that
exhibit the lowest monthly performances for Bitcoin as we have pointed out here.

July was also characterized by an increase in altcoin outperformance vis-a-vis Bitcoin. In
the month of July, 40% of our tracked altcoins managed to outperform Bitcoin. However,
at some point, that percentage reached 80% on a monthly basis due to the XRP ruling.
Seen from this perspective, it appears as if this ruling was also a catalyst for a wider
“altseason”, i.e. a structural outperformance of altcoins vis-a-vis BTC (see also our Chart-
of-the-Month).
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In general, among the top 10 major cryptoassets, XRP, Solana, and Dogecoin have been
the main outperformers.

Likewise, our own passive DDA products have performed accordingly in July:

DDA Product Performance Overview (%)

Year-to-Date 1 month 3 months 6 months 12 months
DDA Physical Bitcoin ETP 81.4 11.6 53 814 48.5
DDA Physical Ethereum ETP 54.2 -0.6 0.3 542 79.7
DDA Physical Apecoin ETP -40.3 -30.9 -48.4 -40.3 -50.3
DDA Crypto Select 10 ETP
DDA Absolute Return Multi Strategy T 3.9 0 7T -0.7
DDA Smart Beta Diversified Strategy 64.9 11.4 29 64.9 39.5

Source: Bloomberg, Deutsche Digital Assets; all information are subject to change; past performance not indicative of future returns

July was characterized by very low volatility overall, which is not a favorable environment
for absolute return strategies, which suffered a little. The beta programme did better and
slightly outperformed its benchmark thanks to the court ruling on XRP and the
subsequent performance of certain altcoins.

Traditional financial assets also performed positively in July as global equities continued
to rally on the back of a weak Dollar despite ongoing monetary tightening and rate hikes
by both the Fed and the ECB.

Bottom Line: Major cryptoassets such as Bitcoin and Ethereum took a breather in July
after the Blackrock-ETF induced euphoria in June. In contrast, the XRP ruling sent the
values of XRP and other altcoins soaring which overall contributed to a large
performance dispersion in July. Altcoin outperformance also increased and even
reached 80% at some point during the month of July. However, it seems as though
the crypto markets have entered the summer holiday season with lower transfer
volumes and volatility.

Macro & Markets Commentary

Markets have been pricing a turnaround in Fed monetary policy since October, when US
inflation numbers peaked. In fact, the Fed did not deliver the proverbial “pivot” but
markets “pivoted” anyway with the cyclical decline in inflation.

Traditional financial markets seem to be following a 1970s style playbook, when US
equities continued to rallye (despite deteriorating earnings) with a fall in inflation
numbers that limited a further rise in yields.
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1970s Playbook?
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Note that this inverse relationship between the stock market, on the one hand, and both
yields and inflation, on the other hand, led almost to a “lost decade” in US equities
between 1973 and 1982, when the S&P 500 did not make new highs (sustainably). The
inflation-adjusted performance was clearly negative throughout that period.

However, within the current environment, it is quite likely that US inflation numbers will
continue to decline on account of the falling money supply growth that usually leads
inflation by more than a year. In fact, our own forecast implies that there is high
probability of deflation (i.e. negative inflation rates) in the US over the coming months.
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US CPI Inflation VAR-Forecast DDA
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In turn, financial markets could be supported by falling inflation readings and further
downside in yields.

So far, the fall in inflation has led to a significant improvement in financial conditions (as
measured by the GS US Financial Conditions Index) as well as monetary policy (as priced
by financial markets) which has clearly provided a tailwind for both traditional financial
markets and cryptoassets.

Monetary Policy Pricing vs GS US Financial Conditions

PCA 2

07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24
Date

&
(paual\u! ‘GJOOS-Z) suonIpuo) ‘ul4 SN <

‘Monetary Policy Pricing' (PC2) — GS US Financial Conditions

Source: Bloomberg, Deutsche Digital Assets

Deutsche Digital Assets GmbH
e GroRe Gallusstrafte 16-18, 60312 Frankfurt am Main, Germany e Phone: +49 172 7840349 e Email: research@deutschedigitalassets.com




The risk, of course, is that monetary policy stays tight leading to a renewed tightening in
overall financial conditions. The recent central bank actions by both the Fed and ECB
who raised rates a further 25 bps point in that direction.

As far as Bitcoin and cryptoassets are concerned, monetary policy still appears to be the
most dominant macro factor now. This can be seen in the following chart that shows the
%-age of variation in the price of Bitcoin explained by different macro factors:
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What is more is that leading job market indicators have significantly improved in the last
months since January 2023 when US job cut announcements compiled by Challenger,
Gray & Christmas appear to have peaked. This implies that yields could stay “higher for
longer” despite the continuing fall in inflation rates.
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USA: Leading employment data point to improving labor market DDA
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Since January this year, alternative labour market data such as job cut announcements,
layoffs as well as so-called WARN notices all have decreased. This appears to have
been anticipated by financial markets already.

In fact, traditional financial markets appear to price a very sanguine macro growth

outlook already judging by our own measure of global growth expectations priced into
financial markets:

Growth Pricing vs ISM New Export Orders DDA
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Moreover, traditional financial markets are already overextended in terms of positioning
and retail sentiment. For instance, the NAAIM Exposure Index that represents the
average exposure to US equity markets reported by its members already implies an
allocation of 99.05% of its members — the highest level since November 2021. At the
same time, retail investor bullish sentiment has reached the highest level since April
2021 according to data compiled by AAII.

Stretched positioning and sentiment in traditional financial assets is likely a limiting
factor in the short term for cryptoassets as well.

One of the major reasons for the positive performance in traditional assets is the fact
that economic data have significantly surprised to the upside in recent months. For
instance, the Citi Economic Surprise Index for the US has reached the highest level since
March 2021.

Let’s recap a little bit:

e Fall in inflation has led to an easing in financial conditions (as priced by financial
markets) despite ongoing Fed tightening

¢ Risk: Renewed tightening in financial conditions

 Inflation will continue to fall based on money supply growth w/ rising probability of
deflation

e Leading employment data point to an improvement in the labor market and
economic data have generally surprised to the upside — “higher for longer” more
likely

e Traditional financial markets are already pricing a sanguine macro growth outlook
and equities appear to be stretched with respect to positioning and sentiment

Bottom Line: Falling inflation rates are likely going to continue to provide a tailwind
for Bitcoin & Cryptoassets as it implies a less hawkish monetary policy. However,
improvement in labor market data suggests “higher for longer” which could worsen
financial conditions down the road again. Worsening financial conditions would be
net negative for Bitcoin as well. Moreover, traditional financial markets already price a
sanguine macro growth outlook and appear to be stretched in terms of sentiment and
positioning. This could limit further upside in the short term.
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On-Chain Analytics

It appears as if cryptoassets are somewhat “stuck in a rut” for the time being. The
Blackrock ETF-induced rally has faded and the XRP-induced reduction in regulatory
uncertainty was only short-lived so far. Besides, the summer months of July, August, and
September usually exhibit below-average returns for Bitcoin as we have shown here.
The market is clearly waiting for new catalysts while sentiment and positioning in the
crypto markets still appear to be elevated as we have pointed out in our latest “Crypto
Market Pulse” report (here).

Apart from that, on-chain activity was generally quite low over the last weeks. For
instance, the volume of transfers on the Bitcoin blockchain is currently close to multi-
year lows. In addition, both exchange inflows and outflows sharply declined last month.
Coins have been leaving exchanges on a net basis and balances have dropped to their
lowest point since February 2018. But there is little doubt that the rate of change of
these net outflows has slowed considerably.

Since short-term Bitcoin investors have a tendency to transmit more coins in losses to
exchanges than gains, there appears to be some downward pressure at the present.
More than 1% of short-term investors' balances are currently being sent to exchanges in
a single day, which is a sizable amount.

Such liquidations could be caused by a number of variables, such as general
macroeconomic difficulties or even seasonal liquidity requirements because of the
summer holiday season. Many of these short-term holders tend to be large wallets in
excess of 1000 BTC (ie “whales).

The recent development in whale net exchange flows is somewhat of a concern for
markets. The 1-month change in whale net exchange deposits has reached an all-time
high recently. Although some on-chain analysts attribute this to short-term ‘wallet
reshuffeling’, the amount of coins that has flown onto exchanges still represents
potential selling pressure and therefore a downside risk.
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Bitcoin: Price vs BTC Whale Net Flow Volume
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On a positive note, long-term Bitcoin investors don't seem to be selling off more of their
holdings. More particular, only 0.0002% of long-term investors' holdings are now being

sent to exchanges. The majority of the coins sent in the first place are ones that have
been profitable.

However, looking at transfer volumes by different wallet cohorts reveals that average

accumulation score across all wallet cohorts has also declined significantly and remains
at the lowest levels year-to-date.

Bitcoin: Price vs Average Accumulation Score
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These observations imply that further upside for BTC appears to be somewhat limited in
the short-term because elevated sentiment, positioning and weak on-chain activity.

Meanwhile, XRP’s ruling appears to have served as a catalyst for a broad-based
outperformance in altcoins vis-a-vis Bitcoin. On a monthly basis, 40% of our tracked
altcoins managed to outperform BTC. However, at some point during last month, altcoin
outperformance even reached 80% vis-a-vis BTC.

Altseason Index
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In general, that being said, market breadth for altcoins seems to be deteriorating from
the high breadth levels we have seen at the beginning of the year.

The majority of our tracked set of altcoins is below their respective 200-day moving
average, i.e. is currently in a general downtrend. Moreover, only 1/5 of tracked altcoins is
currently above their short-term 20-day moving average.
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Altcoin Trends
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In general, altcoin outperformance goes hand in hand with an increase in crypto
dispersion, i.e. Bitcoin and altcoins are generally trading up during “altseason” with
altcoins outperforming Bitcoin. Broader altcoin outperformance is usually a sign of

increasing risk appetite and broader altcoin underperformance a sign of increasing risk
aversion.

Thus, the above mentioned metrics could be sign that overall market risk appetite within
cryptoasset markets is still rather cautious.

Bottom Line: These observations imply that further upside for BTC appears to be
somewhat limited in the short-term because of elevated sentiment, positioning and
weak on-chain activity. Altcoins managed to outperform Bitcoin lately but market
breadth has clearly weakened compared to the beginning of the year.
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Appendix: Cryptoasset Market Overview

Global Cryptoasset Market Caps 20
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Ethereum vs Bitcoin Relative Performance
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Cryptoassets & Macroeconomy

Macro Factor Pricing DDA
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Cryptoassets & Multiasset Portfolios

Multiasset Performance with Bitcoin ek
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Cross Asset Correlation Matrix DDA
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Cryptoasset Valuations

Bitcoin: Price vs Composite Valuation Indicator DDA
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Bitcoin: Composite Valuation Indicator DIZA Biiooin: Valualion Medics
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Cryptoasset On-Chain Fundamentals
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Bitcoin vs On-Exchange Balances DDA Bitcoin: On-Exchange Balances by Exchange DDA
3250000 1000000
60000 /

VoW A

a0 \ ‘
A S W

20000 ’bmd

(=

3]
5 500000 f v

BTC/USD
(D18) seouejeg abueyox3-uQ

2500000 250000 /N‘V’
A

[ s 2250000 0 e

19 20 21 22 23 18 19 20 21 22 23
Date Date

Bitcoin — Total On-Exchange Balances Coinbase - Binance

Source: Glassnode Source: Glassnode

U@ Deutsche Digital Assets GmbH

e GroRe GallusstraRe 16-18, 60312 Frankfurt am Main, Germany e Phone: +49 172 7840349 e Email: research@deutschedigitalassets.com



mailto:research@deutschedigitalassets.com

Bitcoin vs llliquid Supply

Bitcoin vs Supply Last Active +1yr
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Bitcoin: Price vs Network Activity Index
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YDA

Bitcoin: Closing Price
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Bitcoin vs adjusted Spent Output Profit Ratio

DDA

Bitcoin: Closing Price
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Bitcoin vs Net Unrealized Profit/Loss
DDA

Bitcoin: Closing Price
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Bitcoin: Price vs Average Accumulation Score DDA
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Bitcoin vs Stock-to-Flow (S2F) Model DA
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Source: Coinmetrics, Deutsche Digital Assets; Past performance not indicative of future returns.
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Disclaimer

In no event will you hold Deutsche Digital Assets GMBH, its subsidiaries or any affiliated party liable for any direct or
indirect investment losses caused by any information in this report. This report is not investment advice or a
recommendation or solicitation to buy any securifies.

Deutsche Digital Assets GMBH is not registered as an investment advisor in any jurisdiction. You agree to do your own
research and due diligence before making any investment decision with respect to securities or investment opportunities
discussed herein.

Our articles and reports include forward- looking statements, estimates, projections, and opinions which may prove to be
substantially inaccurate and are inherently subject to significant risks and uncertainties beyond Deutsche Digital Assets
GMBH's confrol. Our articles and reports express our opinions, which we have based upon generally available
information, field research, inferences and deductions through our due diligence and analytical process.

Deutsche Digital Assets GMBH believes all information contained herein is accurate and reliable and has been obtained
from public sources we believe to be accurate and reliable. However, such information is presented “as is,” without
warranty of any kind.

l@ DEUTSCHE DIGITAL ASSETS

About Deutsche Digital Assets

Deutsche Digital Assets is the trusted one-stop-shop for investors seeking exposure to crypto
assets. We offer a menu of crypto investment products and solutions, ranging from passive to
actively managed exposure, as well as financial product white-labeling services for asset
managers.

We deliver excellence through familiar, trusted investment vehicles, providing investors the
quality assurances they deserve from a world-class asset manager as we champion our
mission of driving crypto asset adoption. DDA removes the technical risks of crypto investing by
offering investors trusted and familiar means to invest in crypto at industry-leading low costs.

Contact Us

Deutsche Digital Assets GmbH

60312 Frankfurt, Germany




