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Marriage of trends: Exchange balance
effects on Bitcoin's price direction

We continue to focus on Bitcoin in many of our reports as it
remains the gateway asset for most if not all investors into the
cryptocurrency space. The way Bitcoin goes, so does the rest

of the price sentiment for cryptoassets. And sure, some tokens
might make a few moves on their own, but the general direction
is pinned to the king of cryptocurrencies. In this In-Depth report,
Copper looks to establish whether or not there are trend lines
that give an accurate picture marrying various metrics from on-
chain exchange reserves, retail accumulation, price and technical
indicators. The report finds significant fundamental support from
trend lines established based on exchange reserve changes.

Drawing trend lines is a fairly arbitrary exercise to begin with.
Whilst linear trends can be drawn against the price data for
different periods of time, looking at full datasets up to current
price movements in such a manner gives little forward insight as
to whether or not what the data is suggesting is accurate. Full
datasets are de facto a moving target. They're valuable, but not
helpful in making any sense of the volatility Bitcoin sees. Linear
trend lines are as good as the period you're zooming in on.

With that in mind, for any forward outlook, periods must be
selective. The fear here, however, is a confirmation bias were
traders might draw lines that visually might “make sense”. The
result of such graphs is nothing short of a Jackson Pollock of
diagonal lines.

How does one select the data points on price charts that can
have some forward insights to market dynamics before the fact?

Time and time again, this research team has highlighted that
Bitcoin is purely a supply and demand asset class. Despite the
soundings of the crypto crowd, Bitcoin isn't programmatically
designed to just go up without enough long-term investors.

But, on the overall, supply and demand dynamics are fairly
transparent. On-chain metrics offer some indication. But
exchange balances have their flaws, of course, as it discounts
investors who are trading on a platform and choose not to self-
custody. And mapping out exchange reserves is also not a simple
matter. Which is why this team uses multiple sources. And we'll
identify some differences that can be quite large.
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1: Exchange reserves increased by 163% from Jan 2017 & 13-March 2020

20

1-Jan-2017 - 13-March-2020

2: Exchange reserves decreased by 21% from 13-March 2020 & 22-Feb-2022

0

13-March-2020 -

22-Feb-2022

Nevertheless, there are two charts that stand out to this research
team for Bitcoin that highlight supply/demand dynamics and
price. These charts are as much proof as someone can establish
that Bitcoin does have fundamental value as far as direction (see
charts above). What needs to be addressed is volatility.

As far as price, we have conducted this very study to establish
whether various metric trends can account for volatility, and
whether or not there are any identifiable patterns.

As previously mentioned, selecting data points to establish a
trend line is an arbitrary exercise. In order to minimize any visual
bias (i.e. drawing a trend line that suits some bullish or bearish
narrative) we highlight the key events that have happened on both
exchange balances (supply/demand) and price cycles.

To start off, our first identifiable point was 12th March 2020 that
came to be known as ‘Black Thursday’ when Bitcoin plummeted
to its low of the year. The reason why this is a very important
data point to consider is that it also coincides with the peak of
exchange reserves looking back at data from as far as we could
from on-chain analytic providers, Cryptoquant and Glassnode.
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This data point proves a simple point; when reserves went down,
prices went up. The 2017 rise to near $20k was more of a ‘bubble’
so to speak until it also hit bottom in 2019 as reserves kept going
up (see charts 1& 2).

It's important to note that on-chain metric providers have an
extremely difficult task of identifying exchange wallets. Data

providers can be more conservative than others in tagging certain

wallets as belonging to exchanges. And exchanges continue to
change their own internal processes for security purposes.

The differences can be fairly major. At one point, there was a 224k
Bitcoin exchange reserve difference between Cryptoquant and
Glassnode with a $3bn value at the time (see chart 3).

Nonetheless, the general direction of both data providers are the
same with peaks and bottoms mirroring one another.

Having identified the first key point as previously mentioned,
establishing the second point(s) that would define a trend line
becomes a lot more difficult.

This is why we've attempted to pinpoint various important
dates that coincide with either a shift in price, bottom and top
cycles, and changes in exchange supply to see whether there is
something telling on what investors are potentially looking at.
(The aforementioned Jackson Pollock but with added supply
dynamics for good measure).

Continuing on this train of thought, exchange supplies reached a
bottom and began to move sideways from 16 November 2020 as
far as data from Cryptoquant is concerned. Interestingly, Bitcoin
has been trading across and below this diagonal for 2022 which
could either indicate a bottom, or in the midst of a reversal cycle
(see chart 4).

Despite dipping below this trend line recently, daily swings to

the high have been above it. More importantly, the +10% dip on
24-Feb-2022 was short-lived only to bounce right back above this
line on the same day.

As far as reserves hitting their lowest are concerned for both
2020 and 2021, the trend line indeed has a few more trading tells
(see chart 5). Prices revisited this line in August and September
before rallying to Bitcoin's all-time-high. Prices also visited this
fundamental trend line for the majority of December and January
2022 before plunging precipitously below it.
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3: Total exchange balances:

vs Glassnode (mn BTC)
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# Date Key point notes Data provider
1 12-Mar-2020 | 2020 Peak Reserves Both

2 16-Nov-2020 | 2020 Bottom Reserves Cryptoquant
3 27-Jul-2021 2021Reserves Peak Both

MAMJJASONDJFMAMJJASONDUIJF

5: BTC/USD (k): High Trendline between 12-Mar-2020 and 27-Jul-2021
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This led us to another two points that could be just as relevant 6: BTC/USD (k): High Trendline between 12-Mar-2020 and 4-Jan-2021

- the two price lows of 2020 and 2021. Whilst Bitcoin has come 70
close to these prices multiple times last year, it never dipped '

below.

Rejection

Whilst the previous trend lines have been drawn up against key
changes and points in time relative to exchange balance supplies, 2 i versal T
a trend line between the two price lows also has a great deal to

say.

Fundamentally, since supplies peaked in 2020, market cycles

have given us a great deal of indication as to price movements. o -
MAMJJASONDJFMAMIJJASONDUJF

Granted, it's extremely volatile. But as exchange reserves

continue to go down (or sideways), price’s will be affected. 7: % Price difference against trend line between two lows (above)
From 4-Jan-2021(Year's low)

The trend line drawn out between the two lows, that of 2020 and
2021, shows that there is important information to its validity, as
we've previously shown in other reports.

While this might seem as a “fair price” for Bitcoin, the reality is
that the cryptocurrency swings above and below it. Effectively,
there is no 'fair price'. But what it can tell us, so long as exchange
reserves continue to go in the downward direction, is whether or
not the cryptocurrency is undervalued, overvalued, and by how
much relative to the trend. Last year’s April peak was north of 70%
away from this line and quickly came down.

As of publishing, Bitcoin's price is -40% from this trend line, its
lowest since the start of 2021 (see chart 7). If one was to take our

previous drawn trendline assessing the 2020 balance lows (see 8: % Price difference against trend line between 2020 & 2021 peak reserves
chart 4), perhaps indeed the bottom is in. After all, supplies are From 27-Jul-2021
now ever so slightly moving downwards once again looking at

Cryptoquant’s data (see chart 3).

In consideration of the trend line drawn between the peak
reserves of 2020 and 2021 (chart 5), the percentage price
difference shows to be almost reflective of one another on the
upper and lower bound (see chart 8).

Relative to that trend line, Bitcoin hit a whopping -46% from

the price. Again, this line was drawn against the peak exchange
reserves, both fundamental data points that are important in any
analysis as it indicates how much and at what price levels people
are selling at.

Caveat: All lines will be in an upward direction with some more than others. We're not arguing that markets are bullish. It does however
answer the simple equation that prices go up as supplies go down - and the supply on exchanges continues to downtrend albeit only slightly.

Reversals can happen at any time.
NB: Data providers continuously update their exchange wallets. As such, this is the best information at this point in time.
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9: Trend lines: BTC/USD (k): 13-Mar-2020 up to 31-Dec-2022

13-Mar-2020 & 16-Nov-2020

13-Mar-2020 & 27-Jul-2021
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(See table on p3)

When all is said, we've highlighted three key trend lines, none of
which random. We've added a fourth price trend line (see chart 9)
that also signified the bottom following the overnight geopolitical
crisis in Europe. What these lines are effectively telling us about
Bitcoin's price movements is that there are two key influences

to market prices. Firstly, fundamental data married with price
movement signals potentially true supply/demand bottoms. And
secondly, algorithmic investors trade along price trends. This
was also an assessment made by Sam Bankman-Fried, FTX CEO
recently. The numerous market cycles happening since last year,
all the while reserves down trending, helps quantify the subject
matter. There is symmetry within the chaotic swings.

Whilst the trend lines do have significance, the general bullish
sentiment has us question and explore the potential downside
risks too.

More analysis is required to confirm whether or not exchange
balances do indeed play a significant role in established whether
Bitcoin is under of overvalued. Calling a price bottom in such a
volatile asset is precarious at best. But we can see whether or not
the fundamentals line up.

Bitcoin has clearly traded exponentially since 2020 price bottom
and peak reserves. Exchange reserves dropped 18% from its ‘Black
Thursday’ bottom till the start of 2021. That resulted in a near 10x
price increase. On the other hand, from 2021 to date, reserves
have dropped only another 4%. Prices still saw large swings.

Looking at price levels at different reserve levels can't explain
volatility, the differences can be quite massive at face value (see
charts 11, 12). What we do see however is fundamentally sound
price direction. And current reserve levels appear to be on the
lower-bound of the potential wide-range spectrum.
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10: Exchange reserve % change between dates Cryptoquant
13-Mar-2020 & 31-Dec-2020

1-Jan-20218& 22-Feb-2022
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11: Glassnode: BTC/USD Price Min Max against exchange reserves (mn BTC)
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12: Cryptoquant: BTC/USD Price Min Max against exchange reserves (mn BTC)
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Since 2021, there have been fourteen significant price cycles for
Bitcoin (see table). A look at on-chain Bitcoin accumulation by
small investors holding between 0.1-1BTC shows that nearly 50k
Bitcoins have been added. That would equate to the equivalent of
14% of the Bitcoin block rewards minted during that period. Not a
small number for small investors, and certainly a picture into what
might be happening on centralized exchanges too. Retail remains
an important factor.

But the data also suggests that there is a good deal of misfire in
timing market swings. These addresses added a whopping 40%
of the total additional Bitcoins during bear cycles. The biggest
addition in these addresses came during Bitcoin's all-time-high
cycle whilst markets where heading down (see chart 13).

More revealing however is the reality that these investors are
either jittery or might have little left to invest. In the 2021 cycles
when Bitcoin hit just under $30k (cycles 1& 9), these addresses
bought up almost 24k Bitcoins. In the January 2022 cycle, when
Bitcoin dropped to just under $33k, a mere 126 Bitcoins were
added to these addresses. These investors once again seem to
have mistimed markets and added an additional 6k BTC during the
latest bear cycle.

The data also reveals that the majority of the accumulation by
these investors came at a price point between $47-48k (see chart
14). Ultimately this could suggest that many investors could be
under water, depending on how much they've averaged in, and at

what time.

One of the more interesting trends is the near non-stop downhill
trend of supplies on spot market exchanges (see chart 15
overleaf). Month-on-month supplies on key exchanges dropped
an average of 1% since 2020. Only 30% of the time did these
wallets see an increase.

The relevance of this cannot be understated. Whilst overall
exchange reserves are critically important, large investors are
more than likely to seek their placement on regulated spot
exchanges.

The other side of the coin, derivative markets, can blur lines as
traders might be moving their Bitcoin into these platforms to
use as collateral and the use of higher leverage than available to
them on spot markets. Several reserve level spikes happened on
derivative exchanges in the various market cycles.
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Bitcoin Price Cycles since 2021
Cycle # Start Date Price ($)  Sentiment Turn
1 22/01/2021 28732 Bull
2 21/02/2021 58367 Bear
3 28/02/2021 43016 Bull
4 13/03/2021 61788.45 Bear
5 25/03/2021 50305 Bull
6 14/04/2021 64899 Bear
7 25/04/2021 47044.01 Bull
8 10/05/2021 59592.2 Bear
9 20/07/2021 29301.56 Bull
10 07/09/2021 52944.96 Bear
1 21/09/2021 39600 Bull
12 10/11/2021 69000 Bear
13 24/01/2022 32933.33 Bull
14 10/02/2022 45855 Bear
15 24/02/2022 34333.2 Bottom in?

13: Increase/decrease of addresses holding 0.1-1BTC (k BTC)
Bull market

Cycle as per table above

14: (k) Number of Bitcoin addedd in addresses holding 0.1-1BTC vs price

Accumulation in 1k Increments per bar
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Many traders and algo's look to technical indicators to develop
their strategies. While Technical Analysis (TA) holds a mixed bag
of success in indicating price reversals and further discounts
actual fundamentals, the reality is that they are deployed by
investors.

It's important to understand that indicators such as these are only
as powerful as how many people believe it. Bordering on ‘Group
Think’, various indicators have some success so long as a lot of
other people are sharing the same vision at the time.

The most popular, the Relative Strength Index (RSI), is likely to be
a part of traders strategy. Copper has looked into this topicin a
past report (read here).

Looking at the RSl at the top and bottom during cycles seen since
2021, shows that market participants are quicker to enter and exit
positions than the traditional ‘oversold’ or ‘overbought’ thresholds
would suggest (see chart 16 & 17).

The data shows that towards the bottom, there is a great deal
more ‘fear of missing out’ with investors going back in. And
towards the top, market participants are more than happy to exit
positions taking profits, even if the indicator would suggest there
is still room to grow.

The study has been able to establish several important market
trend lines that coincide either with fundamental shifts or market
algorithmic price strategies.

The key finding, really, is that Bitcoin traders and investors will
have to use different metrics to establish whether they are
entering the market at an opportune time or not.

As far as the data shows, Bitcoin's exponential price movements
can happen with small changes in overall exchange reserves - the
maximum available for sale at the time.

Investors will need to continue looking at these levels and
potential changes in trends when taking a position, long or short.

We would like to emphasize again that Bitcoin is as pure a supply
and demand asset class as they come. Everything is for sale at the
right price.
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15: % Change in spot market reserves (Source: Cryptoquant)
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16: Daily RSl on Cycle Bottom (see table p6)
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17: Daily RSl on Cycle Top (see table p6)
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Data Sources
CoinAPI - CryptoQuant - Glassnodes
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Disclaimer

THE INFORMATION CONTAINED WITHIN THIS COMMUNICATION IS FOR INSTITUTIONAL CLIENTS, PROFESSIONAL AND SOPHISTICATED
MARKET PARTICIPANT ONLY THE VALUE OF DIGITAL ASSETS MAY GO DOWN AND YOUR CAPITAL AND ASSETS MAY BE AT RISK

Copper Technologies (Switzerland) AG (“Copper”) provides various digital assets services (“Crypto Asset Service"”) to professional and
institutional clients in accordance with the Swiss Federal Act on Financial Services (FinSa) of 15 June 2018 as amended and restated from
time to time.

This material has been prepared for informational purposes only without regard to any individual investment objectives, financial situation,
or means, and Copper is not soliciting any action based upon it. This material is not to be construed as a recommendation; or an offer to
buy or sell; or the solicitation of an offer to buy or sell any security, financial product, or instrument; or to participate in any particular
trading strategy in any jurisdiction in which such an offer or solicitation, or trading strategy would be illegal. Certain transactions, including
those in digital assets, give rise to substantial risk and are not suitable for all investors. Although this material is based upon information
that Copper considers reliable, Copper does not represent that this material is accurate, current, or complete and it should not be relied
upon as such. Copper expressly disclaims any implied warranty for the use or the results of the use of the services with respect to their
correctness, quality, accuracy, completeness, reliability, performance, timeliness, or continued availability. The fact that Copper has made
the data and services available to you constitutes neither a recommendation that you enter into a particular transaction nor a
representation that any product described herein is suitable or appropriate for you. Many of the products described involve significant
risks, and you should not enter into any transactions unless you have fully understood all such risks and have independently determined
that such transactions are appropriate for you. Any discussion of the risks contained herein with respect to any product should not be
considered to be a disclosure of all risks or complete discussion of the risks which are mentioned. You should neither construe any of the
material contained herein as business, financial, investment, hedging, trading, legal, regulatory, tax, or accounting advice nor make this
service the primary basis for any investment decisions made by or on behalf of you, your accountants, or your managed or fiduciary
accounts, and you may want to consult your business advisor, attorney, and tax and accounting advisors concerning any contemplated

transactions.

Digital assets are considered very high risk, speculative investments and the value of digital assets can be extremely volatile. A
sophisticated, technical knowledge may be needed to fully understand the characteristics of, and the risk associated with, particular
digital assets.

While Copper is a member of the Financial Services Standard Association (VQF), a self-regulatory organization for anti-money laundering
purposes (SRO) pursuant to the Swiss Federal Act on Combating Money Laundering and Terrorist Financing (AMLA) of 10 October 1997 as
amended and restated from time to time. Business conducted by us in connection with the Crypto Asset Service is not covered by the
Swiss depositor protection scheme (Einlagensicherung) or the Financial Services Compensation Scheme and you will not be eligible to
refer any complaint relating to the Crypto Asset Service to the Swiss Banking Ombudsman.

Itis your responsibility to comply with any rules and regulations applicable to you in your country of residence, incorporation, or
registered office and/or country from which you access the Crypto Asset Service, as applicable.

COPPEer.Co Setting the Institutional Standard for Digital Assets


https://www.omfif.org/
Joe Davine

Joe Davine
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