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Market Update

» The strong momentum in the market continues this week, even
after $1.3 billion got liquidated during the massive sell-off this
weekend.

= The volatility has pushed higher over the past week, leading to a

massive spike in bitcoin’s trading volume. Bakkt Bitcoin Futures
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Crypto Venture Fund Raises $110 The 2020 Rainy Season Is Tougher Than

Million From Universities Ever for China’s Bitcoin Miners

Electric Capital, a San Francisco-based venture fund, The rain has come. The machines are humming. This

said it will use $110 million raised from university should be the best time of the year for China’s bitcoin

endowments and other nonprofits to invest in miners. The monsoon season, generally from June to

cryptocurrencies and related businesses. October, brings excessive rain and thus cheap hydro
electricity.
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IRS-Cl Announces Charges Against
Three Individuals, Including Florida
Teen, In Twitter Hack

Internal Revenue Service - Criminal Investigations (IRS-
Cl) has announced charges against three individuals for
their alleged roles in the Twitter hack that occurred on

July 15, 2020.
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Another green week —

Bitcoin Correlation:

90-day correlation

(weekly changeincluded) S&PSOO

BTC 0.781 -0.0224 0.685 -0.049 0.052 0.186 -0.053

Source: coinmetrics.io

»  The positive sentiment has continued over the past week, and many altcoins
are enjoying strong gains.

Top 3: Percentage Change in Price Over the Last Week

= XRP has quietly been flying and has returned over 40% over the past week.
" Ethereum maintains its strong momentum, growing another 27% this week.

CPR YN $0.312

»  Although the market took a hit over the weekend with over $1 billion in
liquidations on Sunday, the upwards trend has continued this week.

30%

Percentage change

Best Performing Price Last week Last month YTD
XRP 0.312 42.78% 77.17% 59% 20%
Synthetix Network Token 4341 28.60% 76.76% 263%
Chainlink 9.345 27.69% 99.28% 414%

10%
Worst Performing Price Last week Last month YTD
Ampleforth 0.888 -52.42% -52.53% -10%
Elrond 0.021 -17.60% 244.10% 1041% AL~ — BTC ETH — XRP
Crypto.com Coin 0.162 -8.89% -8.89% 369% 0%

Jul 29 Jul 30 Jul 31 Aug 1 Aug 2 Aug 3 Aug 4
Last week of top 50 by market capitalization 2020
Source: cryptowat.ch Source: Digital Assets Data
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Mid Caps returned 35% in July — Small Caps struggle

July has come to an end. The Small Caps Index had some strong months
in the second quarter but has struggled since the giants started moving
in July.

Mid Caps is the winner of July with a monthly return of 35%.

= With BTC and ETH making big moves over the past weeks, the Large
Caps Index has shown strength. The Index ended June down 4% after a
relatively flat month but shifted direction in July and ended the month
up 27%.

= large Caps was lagging other indexes both in the rally before the March
crash, and in the rally in April/May, so this kind of performance from
Large Caps is not observed too often.

= Small Caps ends July with a 12% return and takes a breather after
crushing the other indexes in the first half of 2020.

On a side note, bitcoin’s dominance drops below 60% for the first time in
over a year as altcoins are performing strongly this summers.

Percentage of Total Market Capitalization

'\g;:::t 59.34% 12.62% 1.56% 1.09% 3.99% 0.24% 0.14% 0.45% 0.24% 0.25%
ey, 2.64% 0.00%  0.00% 0.00%
* Weekly change in percentage points Source: Coinpaprika.com

Monthly Performance of Market Capitalization Weighted Indexes
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Sentiment drops down to “Greedy”

The Fear & Greed index has stayed in the “Extreme Greed"” area this past week but dropped down to "Greed” last night. It even touched 80 before the dump this weekend. Investors
should be aware; we usually don't stay in this area too long and it has historically been an indication of a market top getting close. However, last time we pushed above 80 (June 15t '19),
the bitcoin price gained almost 50% in the next 10 days before topping out. Moreover, this indicator was not live during the massive bull run of late 2017.
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Volume approaching

The real BTC daily trading volume* has been growing strongly over the past week and is now approaching
the yearly highs. As bitcoin started moving, we've seen several days with volume above $2 billion. We can
certainly conclude that the almost 3-month long downwards trend has shifted upwards.
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Source: Messari, Skew *as defined by Arcane Research. Read more here.
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Volatility continues up after weekend dump

15%

10%

0%

-5%

-10%

The volatility has pushed further up over the last week, coming as no surprise with the massive sell-off this
weekend, seeing bitcoin drop $1,500 in a few minutes. The 7-day volatility is now approaching 5%. This is
the highest levels since the bitcoin halving in the beginning of May.

Daily Return
30-Day Volatility

——7-Day Volatility

BTC-USD Volatility
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Source: cryptowat.ch
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Lowest physical delivery in 2020 on Bakkt

Bakkt BTC Delivery
350 $2.5 “
S
= BTC Futures Delivery on Bakkt for July couldn't be a =
bigger contrast to what we saw in June. 300 62.0 =
=  The amount of BTC contracts held to expiry 250
crashed down 74% in July, to 58 BTC. This is the
lowest amount held to expiry so far in 2020
200 $1.5
= While delivery in USD terms went to a new all-time et
high above $2 million in June, the July delivery was o0
only slightly above $0.5 million. 150 $1.0
= This was indeed a disappointing month for Bakkt 100 230 203 221
BTC delivery, as the trend had been moving upwards
since April. 143 $0.5
sc /s B BB = = = B
=  However, the trading activity on Bakkt tells a 15 7 -
completely different story, highlighted on the - | 8
next page. 0 —— $0.0
Oct 19 Nov 19 Dec 19 Jan 20 Feb 20 Mar 20 Apr 20 May 20 Jun 20 Jul 20
. I BTC usb
Source: Intercontinental Exchange
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Activity on Bakkt to new highs - in volume

Bakkt Bitcoin Futures
$160 $30
= While the physical delivery slowed down on Bakkt $140
last month, the trading activity has blown through $25
the roof lately.
$120
= The total open interest (Ol) jumped to $24 million $20
last week, an increase of almost 550% from the lows £ $100 €
on July 16th, when the July contracts expired. & @
e i
. This.increase came with a massive spike in daily g $80 $15 g
trading volume, as Monday and Tuesday last week 9 €
both had a volume above $120 million. > <
S 360 g
= The new all-time high of $132 million was more than $10
200% higher than the old record of $42 million from
May 11th, $40
= No one can deny that the institutional demand for $5
bitcoin exposure has seen a sentiment shift after $20
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Source: Skew.com Open Interest MVolume
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CME: Record breaking Open Interest on futures contracts

= The open interest on CME has soared through its
former highs and is currently at $850 million.

» Traders on CME tend to invest in the front month
contracts, meaning most of the exposure is in the
futures contract closest to expiry.

= After the July-August rollover, most of the open
interest is now found in August contracts. The
August contracts currently holds an open interest of
50,375 BTC ($564 million).

=  CME currently holds 16.8% of the total open
interest in the BTC futures market, this is a
record high dominance for CME.

» The sharp rise in open interest at CME is a clear
indication of increased institutional demand for
bitcoin.

Millions ($)

Open Interest CME
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Source: Skew (Aug 3)
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$1.3 billion worth of open interest evaporated
30 minutes of turbulence in the crypto markets

Change in Open Interest - BTC futures (Aug 2nd)

B =
-$7.02
-$10.65 $
-$41.84
$69.58 -$66.47

=  As the BTC price fell from $12,100 to ~$10,500 in 30
minutes during the weekend, many traders saw their
positions getting liquidated.

= Unsurprisingly, BitMEX and OKEx saw the largest drop in 0
total open interest in BTC futures, as one would expect
given their dominance in the futures market.
-20
=  Binance was hit the hardest in terms of relative loss in
open interest, as its open interest fell 16% during the
crash.

20
$10.64

$3.79 .
[ |

Millions ($)

= In total $1.3 billion worth of open interest was liquidated
across all crypto pairs during the correction, with BTC
futures accounting for $735 million of the fall. -60

= A total amount of $460 million was liquidated on OKEx
and $456 million on Huobi across all crypto pairs.

-80
= Kraken and Bitfinex differed from the other exchanges as -$86.75
the open interest actually increased during the turbulent
24 hours of Sunday. -100
Arcane
-$104.77 Research
= These events highlights the dangers of adding leverage to
the mix to an already heated market. -120
BitMEX OKEx Huobi Binance Bybit CME FTX Deribit Kraken Bitfinex
Source: bybt.com
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Highest weekly close in one year — What's next?

. . . i i H 15000.00

= The bitcoin price managed to close last Bitcoin / U. S. Dollar, TW, Coinbase
week above the important $10,500 level. 14000.00
13000.00

= This could potentially be a new support
level, and Sunday'’s price dump saw the
price drop down to exactly this level $11,500
before it got bought up.

12000.00

» Coincidental or not, flipping $10,500 l !#+ Tf ----------------------------- +I -------------------- '*+ --------------------------------------- 10000.00
faser
" h

from resistance to support is a clear *
bullish technical signal. .

9000.00
I 4 T 8000.00
=  We're now trading just above $11,000 - +
and the bulls are looking for a weekly T 7000.00
close above $11,500.
6000.00
= Another retest of the $10,500 level is not + + 5000.00
unlikely in the coming weeks, and bears
are hoping for a weekly close below for 4000.00
more downside.
3000.00
Vol 400K
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Source: Tradingview, Coinbase
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Premiums on september futures push higher

BTC September 2020 Futures Contracts - Annualized Premium Rates (Historically)

24%
Last week, the futures premiums soared amidst the 20%
BTC rally. The trend has continued this week, as BTC
has risen further.
16%
» CME contracts are currently trading at a larger
premium than the retail exchanges, as the
September premium has increased from 129
2.05% to 2.76% over the last week. ?

*= The premium rates at the retail exchanges
have also risen over the last week, indicating 8%
that the bullish sentiment remains strong,
despite the volatile price action over the

weekend. %
Premium Rates for BTC Futures Contracts 0%
CME
CME 2.76%
-4% Other platforms
Other platforms 2.25% Average CME

- - - - Average Others
-8%
23 Apr 30 Apr 7 May 14 May 21May 28 May 4Jun 11Jun 18Jun 25Jun 2Jul 9Jul 16Jul 23Jul 30Jul

Source: CME, Bitmex, Deribit, FTX, Kraken Other platforms: Average of Bitmex, Deribit, FTX & Kraken
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Spike in funding rates as BTC rallies

Historical Funding Rates

= As bitcoin rallied last Monday, the futures market 0.16%
saw a sudden increase in its funding rates. BTC rallies from
0.14% $9,900 to
P $11,200 in 24hrs

* The funding rate is the tool that reassures that the

price of the perpetual swap is kept close to its 0.12%
underlying asset.
0.10%
=  When the perpetual contract is trading above the 0.08%
BTC spot price, the funding turns positive and long
trades pay a fee while short trades receive a rebate. 0.06%
0.04%

= This week the funding rates have soared. On
Binance they reached 0.14% at its peak, as investors
sought to get leveraged exposure to the upside. 0.02%

. \/W/\/\M
» Following the weekend correction in BTC, the

funding rate has fell towards its normal state at -0.02%
around 0.01%.

-0.04%
» This is a healthy sign in the market, as it indicates
that the market is stabilizing, and the leveraged -0.06%
longs are on a decline. 15 Jul 17 Jul 19 Jul 21 Jul 23 Jul 25 Jul 27 Jul 29 Jul 31 Jul 2 Aug 4 Aug

OKEx BitMEX Binance Average Funding Rate (BitMEX, OKEx and Binance)

Source: BitMEX, OKEx, and Binance
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Ethereum fees climbs further
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* The Ethereum transaction fees keep on ramping up and
have now surpassed the highs of July 2018.

* The 7-day average ETH fees have only been higher
once, during its January 2018 peak.

*  The daily transaction fees surpassed $2 million on
Monday August 3™ with a median transaction fee of
$0.82.

* Inthe last report, we assigned the growth in the trading
fees to the increased activity in DeFi. The last week has
seen further developments in DeFi as the total value
locked currently sits at $4.3 billion, up 19.5% since last
week.

» However, the Twitter user Mitchell Moos recently shed
light on an ongoing Ponzi scheme on Ethereum, which
might also explain the sharp rise in the ETH fees.

= Mitchell found that the transaction volumes of the
Ponzi scheme are much larger than those seen in
DeFi, and highlighted the correlation between rising
gas prices and transaction count of the Ponzi
scheme.

Millions

ETH Daily Fees (7 day average)
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Bitcoin on-chain scalability vastly improved since 2017

= The blockchain activity on Bitcoin is approaching
the high levels of December 2017. Active
addresses are at its highest since January 2018,
while the daily transaction count is also ramping
up, yet the trading fees are significantly lower than
in 2017.

= So what's happening? The answer is complicated.
But in general, two main factors have increased
the scalability:

The implementation and adoption of SegWit

Digital Signature data typically accounts for 65 percent
of the space in a transaction. SegWit removes this data
from the transaction, enabling more transactions per
block. Since the SegWit activation of August 2017, the
SegWit adoption has risen to around 50% of all
transactions.

Batching of transactions

Following the frenzy of 2017, many exchanges began
batching transactions. A report published in May 2018
found that approximately 12 percent of all transactions
on the blockchain involved batching, while 40 percent
of all outputs and 30-60 percent of all raw BTC output
value involved batching.

SegWit Usage

SegWit Usage vs Transaction Fee
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Source: Blockchair, Glassnode and Tradingview
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Disclaimer

. “The Weekly Update” (the report) by Arcane Research is a report focusing on cryptocurrency, open blockchains and fintech. Information published in the report aims to spread knowledge about developments in the market for
cryptocurrencies. All content that is published is for informational purposes only and no content is intended to be a recommendation for making financial transactions or investments. We do not provide financial advice and
are not responsible for readers losses in the market.

*  Thereport is sponsored by Crypto.com. Under the agreement, Arcane Research has full editorial freedom and is fully responsible for the content.

*  We have made every reasonable effort to ensure that the information in the report is accessible, accurate and up-to-date, but subject to technical problems, errors and inaccurate information may occur.

. Investing in cryptocurrency and technology companies involves considerable risk. To understand the risk you are exposed to, we recommend that you perform your own analyzes and seek advice from an independent and
approved financial advisor before deciding to take action. Investments also have tax consequences that you must take responsibility for investigating and living.

»  Wedisclaim any responsibility for expenses, losses (both direct and indirect) or damage arising from, or in any way related to, the use of information in this report. In other words, users are fully responsible for their own
investment activities.

*  Arcane Research is a department within Arcane Crypto AS, org. 994 608 673, and can be contacted at research@arcane.no or tbj@arcane.no
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