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Key Takeaways

e In 2024, the launch of spot bitcoin exchange-traded products (ETPSs) significantly deepened market
liquidity, signalling a shift toward institutional adoption and improved execution quality in crypto
markets.

e Liquidity metrics such as market depth and execution cost now serve as early indicators of crypto
market cycles, often forecasting capital inflows or risk aversion before price reacts.

e With Ether/bitcoin (ETH/BTC) liquidity spreads offering insight into investor sentiment shifts, savvy
allocators can use these real-time signals to anticipate risk-on versus risk-off rotations in digital assets.

e Related Products WisdomTree Physical Bitcoin, WisdomTree Physical Ethereum, WisdomTree Phys-
ical Solana, WisdomTree Physical XRP Find out more

In financial markets, liquidity is often treated as a secondary variable — a derivative of price action, investor
sentiment, or macro conditions. In crypto, it is the opposite. Liquidity is not the echo; it is the signal.

As the asset class matures and institutional adoption deepens, liquidity is becoming a barometer for market
health, risk appetite, and even macroeconomic turning points. It is no longer just about who is trading—it
is about why capital is moving, where risk is being priced, and how the next market cycle might unfold.

Liquidity signals crypto cycles

Traditional markets benefit from deep order books, regulated venues, and a mature set of standardised
liquidity metrics. Crypto operates on a different landscape: thinner books, fragmented liquidity pools, and
a relentless 24/7 volatility. But this comes with an edge.

Crypto liquidity dynamics are often sharper, more transparent, and arguably more predictive than those in
traditional markets. They react faster, offering early signals of capital inflows and outflows.

Two key metrics anchor this liquidity landscape:
e Market depth—how much capital it takes to move the price.

e Execution cost—slippage and bid-ask spreads, especially on larger trades.

Figure 1: Token liquidity rankings
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Source: Kaiko Research Q1 2025. Excluding wrapped tokens and derivatives. Centralised exchanges only.
Historical performance is not an indication of future performance and any investment may go down in
value.

Bitcoin leads the liquidity rankings and scores the highest across depth and volume metrics:

* 0.1% depth: can absorb significant order flow with minimal price impact.

* 1% depth: offers excellent execution and low slippage on large trades.

* Volume: indicates strong, consistent trading activity.

Where could bitcoin improve:

e More listings on regulated venues would boost accessibility (exchange points).
e Narrower spreads would reduce execution costs even further (spread points).

When order books thicken and spreads tighten, that is often the first sign that capital is returning.
Conversely, when liquidity dries up, it is the canary in the coal mine—a warning that risk appetite is fading
fast.

Liquidity regimes and macro turning points

Crypto liquidity is reflexive. Improved liquidity compresses volatility, attracts institutional allocators, and
drives volume—a flywheel that powers rallies. But the same dynamic works in reverse, exacerbating
drawdowns and panic.

Consider late 2022. Post-FTX, bitcoin liquidity collapsed—spot depth on major exchanges fell over 50%,
hitting levels not seen since 2018. This was not merely a symptom of price declines. It was a leading
indicator of capital flight and counterparty distrust.

Figure 2: Bitcoin 24-hour trading volume, in $bn
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Source: Artemis Terminal, WisdomTree. 13 May 2025. Historical performance is not an indication of
future performance and any investment may go down in value.

Fast forward to 2024. The US launch of spot bitcoin exchange-traded products (ETPs) changed the game.
Inflows drove not only volumes but also deeper books, tighter spreads, and structurally improved market
quality. This was not just institutions kicking the tires, this was meaningful capital deployment, visible in
real-time through the liquidity lens.

Reading the room through liquidity

ETPs are now critical to the crypto liquidity equation. They are not just products, they are infrastructure.
Every inflow into a crypto ETP translates directly into underlying market flows: deepening books, reducing
spreads, and lowering friction for everyone else.

This is where liquidity reveals its full analytical power. It provides granular, real-time insight into capital
positioning and behavioural shifts that traditional markets struggle to capture.

It tells us:

«  Which venues are earning trust through consistent execution quality.

¢ How much capital is still sidelined versus actively at work.
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e Where capital might rotate next, using indicators such as Ether/bitcoin (ETH/BTC) liquidity spreads to
signal risk-on/risk-off moves.

Figure 3: How to interpret ETH/BTC liquidity spreads
Source: WisdomTree. 13 May 2025. BTC = bitcoin. ETH = Ether.

This brings the barometer analogy full circle:

e Spiking crypto ETP inflows? Institutional conviction is rising.

e Tighter spreads on exchanges? Execution risk is falling.

e Improved liquidity in smaller tokens? Risk-on is back.

Liquidity in crypto is not a background condition, it is a leading signal. A behavioural thermometer. A
real-time forecast of investor intent.

Key takeaways

In crypto, liquidity does not just follow demand, it defines it. For allocators and active managers, liquidity
metrics should be front and centre when assessing market conditions and strategy.

Because in this market, liquidity is not just the barometer. It is the weather forecast. And sometimes, it is
the storm warning.
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Important Risks Related to this Article

Important Information

Marketing communications issued in the European Economic Area (“EEA”): This document has
been issued and approved by WisdomTree Ireland Limited, which is authorised and regulated by the
Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA: This document has been
issued and approved by WisdomTree UK Limited, which is authorised and regulated by the United Kingdom
Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as “WisdomTree” (as
applicable). Our Conflicts of Interest Policy and Inventory are available on request.

For professional clients only. The information contained in this document is for your general
information only and is neither an oer for sale nor a solicitation of an oer to buy securities or
shares. This document should not be used as the basis for any investment decision. Investments
may go up or down in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should be based on the
information contained in the appropriate prospectus and aer seeking independent investment, tax
and legal advice.

The application of regulations and tax laws can oen lead to a number of dierent interpretations. Any views or
opinions expressed in this communication represent the views of WisdomTree and should not be construed
as regulatory, tax or legal advice. WisdomTree makes no warranty or representation as to the accuracy of
any of the views or opinions expressed in this communication. Any decision to invest should be based on
the information contained in the appropriate prospectus and aer seeking independent investment, tax and
legal advice.

This document is not, and under no circumstances is to be construed as, an advertisement or any other
step in furtherance of a public oering of shares or securities in the United States or any province or territory
thereof. Neither this document nor any copy hereof should be taken, transmitted or distributed (directly or
indirectly) into the United States.

Although WisdomTree endeavours to ensure the accuracy of the content in this document, WisdomTree
does not warrant or guarantee its accuracy or correctness. Where WisdomTree has expressed its own
opinions related to product or market activity, these views may change. Neither WisdomTree, nor any
ailiate, nor any of their respective oicers, directors, partners, or employees accepts any liability whatsoever
for any direct or consequential loss arising from any use of this document or its contents.
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