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Digital assets have not escaped the liquidity crunch initiated by the COVID-19 panic. 

Crypto markets have only become financialised in the last couple of years, so the

current panic environment is the first stress test for assessing crypto’s reaction when

traditional assets undergo sudden falls of historic proportions.

These last few days are proof that crypto markets can collapse with every other risky

asset in time of intense stress. Markets dislocations and very low liquidity were

visible on all assets across the board from treasuries and gold to equities and digital

assets. It such extreme conditions it can be expected that no asset is immune.

We’ll probably witness a change in the crypto narrative from now on, as many believed

cryptos to be a hedge against such events. Now, daily behaviour is one only part of the

picture. We’ll be able to better assess crypto’s market reaction on longer time frames

in the coming months, once the situation in traditional asset classes settles and

possibly bounces back.  

 

What Happened on Crypto Markets?

 

Most of the largest digital assets are down 25-35% on the 12th of March, and down

more than 50% from year-to-date (YTD) highs.

 

The YTD performance is still relatively “normal” on crypto standards, with some

assets still having a positive YTD performance.

 

WisdomTree INSIGHT ARTICLE

WisdomTree.com   +44 (0) 207 448 4330



 Source: WisdomTree, CoinGecko. Excluding stablecoins. As of 13 March 2020, 9:00 UTC.

Historical performance is not an indication of future performance and any

investments may go down in value.

 

Bitcoin (BTC) price went from a high a little over $10,400 on the 13th of February

to just under $3,800 on the 13th of March around 2:00 UTC (Binance spot market).

(This low is not visible on the chart as it shows daily data points at 9:00 UTC).

 

Source: WisdomTree, CoinGecko. Excluding stablecoins. As of 13 March 2020, 9:00 UTC.

Historical performance is not an indication of future performance and any

investments may go down in value.

 

Digital assets have shown that they can fall like the rest of the risky assets in

times of intense stress, i.e. they become highly correlated to one another.

Notice how the average pairwise correlation1 shot up during the last few days, and

even more so on the 12th of March to 0.9.
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Largest 10 are the same as in Figure 1.

Source: WisdomTree, CoinGecko. Excluding stablecoins. As of 13 March 2020, 9:00 UTC.

Historical performance is not an indication of future performance and any

investments may go down in value.

 

 

Why did the market fall by this extent?

 

Trading is still dominated by retail investors. Less sophisticated investors are more

prone to fear and greed behaviour and were probably prone to intense panic selling as

the price was dropping quickly. Furthermore, large amounts of digital assets have been

sent to exchanges to be traded, as shown in the chart in figure 4. Other exchanges also

show a large net inflow on that day.

 

Figure 4: Net BTC flows to Binance, in BTC

Source: TokenAnalyst. As of 15 March 2020. 

Historical performance is not an indication of future performance and any

investments may go down in value.

 

 

Furthermore, the derivatives market has become much more active than the spot market

over the past couple of years. These leveraged positions get liquidated in the case of

strong inverse movements. This tends to create a cascade effect were liquidations add to

the selling pressure, sending the price lower, prompting more liquidations, etc… USD
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loans backed by BTC have suffered a similar fate and have been liquidated, which

mechanically added to the selling pressure.

 

 

Source: Skew. As of 12 March 2020. BitMEX one of the leading exchanges in the derivative market. XBTUSD: bitcoin-

USD market.

Historical performance is not an indication of future performance and any

investments may go down in value.

 

 

1 Pairwise correlation refers to the correlation of all possible pairs amongst the 10

selected assets.

 

 

Related blogs

+ Why Blockchain matters

 

 

Related products

+ WisdomTree Bitcoin

View the online version of this article here.
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https://www.wisdomtree.eu/en-gb/blog/2020-02-11/why-blockchain-matters
https://www.wisdomtree.eu/en-gb/products/ucits-etfs-unleveraged-etps/cryptocurrency/wisdomtree-bitcoin
https://www.wisdomtree.eu/en-gb/blog/2020-03-17/crypto-markets-hit-by-physical-selling-pressure-and-liquidation-of-synthetics-leveraged-positions


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 offer for sale nor a           

solicitation of an offer 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 after          

seeking independent investment, tax and legal advice. 

The application of regulations and tax laws can often lead to a number of            

different 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 after 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 offering 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 affiliate, nor any of their respective officers,

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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