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CFTC PROGRESS PROVIDES A TAILWIND FOR
PERP DEXS, HYPE'S RESERVE INCOME
BUYBACKS KICK IN, RATE VOL MAY BE NEARING
A PEAK
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At risk of sounding like a broken record, the tactical setup remains unresolved.
Crypto bounced from Friday’s reversal into Sunday/Monday morning, but the
majors gave back much of those gains throughout the day. I remain optimistic that
we see a lot of the recent fear in markets recede in short order, but it is worth being
cognizant of the tension at play. Altcoin open interest continues to build and
breadth continues to expand, and the risk is that a prolonged period of choppy
price action in the majors and elevated rate volatility eventually creates a washout
farther out on the risk curve.
We continue to receive positive headlines from the agencies despite the lack of a
Clarity Act. The CFTC issued an advance notice of proposed rulemaking aimed at
creating a fit-for-purpose federal framework for crypto exchanges, including a path
for retail leveraged, margined, or financed trading under a single federal regime.
This is great to see.
The market appears to be reading that as constructive for perp DEXs. HYPE and
LIT both outperformed today, potentially reflecting speculation that centralized
exchanges could increasingly integrate decentralized perp markets, similar to what
we recently saw with Kraken. I broadly agree with this view. It is as simple as a
build vs. buy argument. Perp DEXs offer off-the-shelf liquidity and infrastructure for
crypto exchanges wishing to offer their customers leveraged trading. If that model
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expands, it could pull incremental volume onto venues like Hyperliquid and, by
extension, support demand for HYPE.

Source: TradingView

HYPE experienced a more tangible fundamental tailwind. We saw the first buyback
funded by the float income Hyperliquid receives from its stablecoin arrangement
with Circle and Coinbase, with roughly $8.2M of buybacks on Sunday, as shown in
the data below. If the stablecoin base persists around current levels, and assuming
short-term interest rates remain around current levels, that reserve income should
amount to >$200M per year, creating a meaningful recurring source of buybacks
and burns for HYPE.
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Source: Blockworks

Rate volatility remains the main near-term overhang. MOVE is up more than 40%
over the past 21 trading days. That is not quite the same magnitude as what we
saw at the outset of the war in Iran, but it is still a sizeable move. As we have been
discussing, these types of spikes have historically created significant potential
energy for BTC, and once rate volatility begins to roll over, it is often followed by a
rally in the broader crypto complex. My base case remains that we get that
resolution over the next week or two.
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There are at least a few early signs that peak stress may be getting closer. Crude
flows through the Strait of Hormuz have recovered to roughly 80% of pre-war
levels, which could be an early indication of easing geopolitical pressure. At the
same time, rate-sensitive areas such as utilities and small caps have managed to
hold up over the past couple of days despite higher yields. Neither is conclusive,
but both are worth watching as potential signs that some of the rate-related risk
has already been absorbed.
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Source: Bloomberg
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Source: Bloomberg, Artemis, Fundstrat
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Source: Bloomberg, Artemis, Fundstrat
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