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Verdict

The market views the reflation trade as valid based on the 71% rate cut probability and the DXY
breakdown below 99, regarding $70,841 as a new support level for Bitcoin as an institutional asset.
Participants are positioning based on liquidity expansion expectations and supply limit narratives
amid dollar weakness, treating ETF outflows as temporary profit-taking. This optimism relies on
experiences from Nov 2024 and May 2025, where uptrends resumed after outflows.

However, collected evidence suggests significant cracks in market optimism. First, Bitcoin's 3-month return of
-21.24% and drawdown from peak of -26.91% (bearish territory) contrast sharply with Nasdaq's -3.85% (slight
correction), showing Bitcoin is being repriced as the most vulnerable risk asset rather than a reflation
beneficiary. Second, with the VIX rising +27.41% in one month to 23.75 (anxiety zone), Bitcoin's 6-month return
of -35.34% and -43.21% from peak confirm it acts as a high-beta risk asset, not 'digital gold,' during VIX spikes.
Third, kk_precedent's 'Bitcoin View' (2026-02-02, DOWN) points out Bitcoin's weakness despite global liquidity
expansion, warning against the simple logic of explaining price solely through liquidity. Fourth, solid 213k
jobless claims mean the Fed has little reason to rush cuts, making the 71% probability likely an over-
expectation. Crucially, DXY's 1-month rebound of +1.74% to 99.32 suggests the dollar weakness narrative is
slowing, weakening the core premise of the reflation trade.

Action: Strengthen monitoring of the gradual underweighting in Bitcoin spot ETF positions; enhance risk
management for potential further downside if the $70,000 level is breached.

Invalidation: If Bitcoin spot ETFs record weekly net inflows of over $500 million for two consecutive weeks.

Macro Picture

Regime: transition
Key Themes: Spot ETF Net Outflows vs Long-term Accumulation, Monetary Policy Pivot Expectation (71%
Probability), DXY Breakdown below 100 and Reflation Concerns

Dominant Narrative: Bitcoin is testing its support at the $70,841 level as an institutional asset, with the market
expecting a liquidity rally driven by a 71% probability of a Fed rate cut. However, recent spot ETF net outflows
reaching up to $348 million per day and profit-taking by whales are clashing with the 'supply shortage' scenario,
leading to a deepening wait-and-see phase.

Reality: The Dollar Index (DXY) has fallen to 99.32, creating a tailwind in terms of currency value, but the VIX index
has risen to 23.75, heightening volatility concerns across risk assets. Considering the 10Y-2Y spread has normalized
to 0.59 and jobless claims (ICSA 213,000) remain stable, there is a persistent risk that robust real economy data
could actually slow the Fed's pace of monetary easing.

Hypotheses

A (Market Right)

The reflation trade reflected by the 71% rate cut expectation and the DXY breakdown below 99 is justified; ETF
outflows are merely short-term profit-taking, and the $70,841 level has established a new downside support for
Bitcoin as an institutional asset.




As the DXY breaks below 100 and the dollar weakness phase begins in earnest, Bitcoin has historically been the primary beneficiary
of dollar liquidity expansion. The normalization of the 10Y-2Y spread (0.59) creates a favorable environment for risk assets by easing
recession fears. The $348 million ETF outflow is minimal compared to cumulative inflows in H2 2024, and since narrative-driven
uptrends resumed after temporary outflows in previous cases (Nov 2024, May 2025), whale selling is part of a healthy correction.
Even if the Fed does not actually cut rates, the liquidity expectation itself acts as a self-fulfilling mechanism supporting asset prices.

B (Market Wrong)

The market has excessively priced in liquidity pivot expectations; while robust employment data justifies the
Fed's continued tightening, record ETF outflows and a rising VIX suggest a risk of downside repricing for Bitcoin
from the $70,000 level.

The stability of jobless claims at 213k and the normalization of interest rate spreads mean the Fed has no reason to rush, making the
71% cut probability an over-expectation detached from real economy reality. The $348 million daily ETF outflow is a signal of risk
reassessment by institutional capital rather than simple profit-taking; similar outflow-VIX rise combinations in Jan-Feb 2025 led to
10-15% corrections. If the Bitcoin-Nasdaq correlation increases at a VIX level of 23.75, the 'digital gold' narrative is neutralized,
exposing Bitcoin to broad risk-asset sell-off pressure.

Key Question: Will Bitcoin spot ETF net outflows continue over the next 2-4 weeks with cumulative outflows exceeding $1
billion, or will they reverse to inflows, reconfirming the institutional accumulation narrative?

Tensions

A real discrepancy exists where robust employment indicators and real economy data could slow the pace of easing,
contrary to the 71% Fed rate cut expectations.
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Narrative: Preemptive liquidity inflow reflecting a 71% probability of a pivot-driven rally
Reality: Low jobless claims (213k) and spread normalization providing justification for t
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While the narrative of institutional long-term accumulation and supply shortage persists, actual record ETF net
outflows and whale profit-taking are putting pressure on supply and demand.
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Narrative: Continuous institutional capital inflow through spot ETFs and semi-annual supply
Reality: Spot ETF net outflows of up to $348 million per day and spreading sell-off senti

BTC

The currency hedge function is emphasized due to the falling Dollar Index, while the rising VIX and surging oil prices
categorize Bitcoin as a risk asset.

0.60

Narrative: Reflation trade following the DXY breakdown below 100 and its value as digital g
Reality: Strengthening risk-off sentiment due to VIX rising to 23.75 and concerns over re
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