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Executive Summary 
Hyperliquid, once positioned as the breakthrough decentralized perpetual exchange of the 2024 
halving cycle, now confronts an existential crisis mirroring the conditions that preceded FTX's 
collapse in November 2022. The platform recorded net capital outflows exceeding $430 million 
in the week of December 18, 2025—the third-largest weekly withdrawal in its history—while 
assets under management (AUM) collapsed from $6 billion to $4 billion in just three 
months[1][2][3]. The HYPE token has plummeted 60% from its all-time high of $59.31 in 
September, trading near $24 with predictions of further deterioration to $19.46[4][5][6]. 

Bitcoin's confirmed entry into a bear market cycle, combined with Hyperliquid's complete 
absence of regulatory compliance infrastructure and centralized validator architecture, creates a 
double-threat scenario that could trigger platform failure within 12-18 months. This report 
examines the confluence of capital flight, competitive displacement, regulatory exposure, and 
systemic vulnerabilities that position Hyperliquid as a cautionary case study in how unregulated 
derivatives platforms fail under stress. 
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I. The Capital Exodus: A Pattern of Structural 
Decline 

Market Share Collapse 

Hyperliquid's market dominance has evaporated with extraordinary speed. The platform 
controlled approximately 80% of perpetual futures DEX market share in May 2025, declining to 
an estimated 20% by early December—a 60-percentage-point collapse in seven months[7]. 
Competitors Lighter (27.7%) and Aster (18%) have systematically captured market share 
through aggressive incentive programs and superior product infrastructure[8][9]. 

 
More recent analysis indicates Hyperliquid maintains approximately 62-63% of open interest, 
yet this figure obscures the dramatic velocity of market share loss[10][11]. Trading volume share 
fell from 71% in May to 38% by October 2025, demonstrating accelerating competitive 
erosion[12]. 

Assets Under Management Trajectory 

The AUM decline from $6 billion (mid-September 2025) to $4 billion (mid-December 2025) 
represents a 33% contraction in just 90 days[2][3][13]. The December 18-25 weekly outflow 
of $430 million constitutes approximately 10% of remaining platform liquidity—a withdrawal 
rate that would trigger emergency measures at any regulated financial institution[2][14]. 
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This capital flight pattern exhibits characteristics of a confidence shock rather than normal 
market-driven rebalancing. The timing aligns precisely with: 

• Intensifying competitive pressure from Lighter and Aster 

• HYPE token price deterioration below psychological support levels 

• Confirmation of Bitcoin bear market cycle 

• Increased institutional investor rejections due to compliance concerns 

The FTX Precedent 

FTX experienced $6 billion in withdrawals over 72 hours before declaring bankruptcy in 
November 2022—approximately 547 days after the May 2020 Bitcoin halving[15][16]. 
Hyperliquid currently operates approximately 1,650 days after the same halving, positioning 
it in a similar cyclical context where bear market dynamics initiate capital concentration and 
platform failures[17][18]. 

 

II. Bitcoin's Bear Market: The Macroeconomic 
Trigger 

Demand Exhaustion Confirmed 

CryptoQuant's December 2025 analysis definitively confirms Bitcoin has entered a bear 
market cycle, with demand growth collapsing since October 2025[19][20]. The 
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cryptocurrency has breached its 365-day moving average of approximately $98,172—a 
technical deterioration that historically precedes extended bear markets[19][20][21]. 

Three critical demand drivers have been exhausted: 

• Spot ETF inflows: Turned net negative in Q4 2025, with approximately 24,000 BTC 
(approximately $2.12 billion) exiting institutional ETFs[20][21] 

• Corporate treasury allocations: Peaked in 2024; no new major corporate Bitcoin 
purchases in Q4 2025 

• Post-election positioning: The November 2024 U.S. election eliminated a major 
demand catalyst[20] 

Perpetual Futures Market Signals 

Perpetual contract funding rates collapsed to their lowest levels since December 2023, 
signaling capitulation among leveraged traders[20]. Funding rates—which measure the cost 
of maintaining leveraged long positions—typically turn negative during bear markets, 
creating a structural headwind for perpetuals platforms[20]. 

Only 22.1% of investors currently expect the Federal Reserve to cut rates at the January 2026 
FOMC meeting, indicating market expectations for prolonged monetary tightness[20]. 

Bear Market Severity Projections 

CryptoQuant projects a potential cycle low of $56,000—a 55% decline from Bitcoin's October 
2025 peak—representing approximately 36% additional downside from December 2025 
levels[21]. If Bitcoin follows historical patterns from the 2022-2023 bear market (which 
lasted 376 days), the current downturn could persist through late 2026[18][22]. 

 

III. Regulatory Exposure: Operating in a Compliance 
Vacuum 

MiCA Non-Compliance Strategy 

Hyperliquid's explicit decision to forgo Markets in Crypto-Assets Regulation (MiCA) licensing 
represents a catastrophic strategic miscalculation[23]. While the platform blocks users from the 
United States, Ontario, and sanctioned jurisdictions, it operates across 180+ countries without 
Know Your Customer (KYC) or Anti-Money Laundering (AML) protocols[23][24]. 

This compliance vacuum has created institutional reluctance: 63% of institutional investors have 
rejected or reconsidered fund commitments to Hyperliquid, specifically citing KYC/AML 
deficiencies[25][26][27]. 
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Geographic Restrictions Offer No Protection 

The global enforcement actions of 2025 demonstrate that geographic restrictions provide 
negligible protection from determined regulators[25]: 

• Canada (FINTRAC): C$176.9 million penalty against Cryptomus for AML failures 

• United Kingdom (FCA): Lawsuit against HTX for unlawful promotion 

• Dubai (VARA): Fines against 19 unlicensed crypto firms 

• India (FIU-IND): Notices issued to 25 exchanges for operating without mandatory 
registration 

Hyperliquid's 3.6 million monthly visitors—distributed across the UK (10.25%), Singapore 
(6.68%), Hong Kong (5.88%), and France (5.22%)—place it squarely within the enforcement 
perimeter of multiple sophisticated regulatory jurisdictions[24]. 

MiCA's Derivatives Classification 

MiCA and MiFID II regulations classify crypto perpetual futures as financial instruments 
subject to traditional derivatives oversight—substantially stricter than crypto-asset 
frameworks[28]. Platforms offering these products to EU citizens require authorization 
regardless of claimed domicile. France's Autorité des Marchés Financiers (AMF) issued 
guidance indicating that platforms like Hyperliquid fall within the Crypto-Asset Service 
Provider (CASP) authorization perimeter if actively serving French/EU clients[29]. 

The U.S. CLARITY Act 2025 mandates AI audit obligations, mandatory human intervention 
mechanisms, and explicit provisions for enforcement shutdowns of non-compliant protocols[30]. 

Lazarus Group Exposure: A Regulatory Flashpoint 

North Korean Lazarus Group hackers allegedly tested Hyperliquid's systems in December 2024, 
triggering $250+ million in emergency outflows[31][32][33][34]. North Korean hacker activity 
on crypto platforms has become a priority enforcement area, with U.S. government agencies 
increasingly coordinating with international partners to disrupt DPRK's crypto-enabled sanctions 
evasion[33][34]. 

Any platform enabling North Korean actors—even inadvertently—faces severe regulatory 
consequences, including potential designation as a primary money laundering 
concern[32][33]. 
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IV. Architectural Vulnerabilities: Extreme 
Centralization Masquerading as Decentralization 

Validator Concentration 

Hyperliquid operates with as few as four validators according to multiple credible reports, with 
more generous estimates placing the count at 16[35][36][37][38]. This concentration represents 
extreme centralization risk incompatible with claims of decentralized operation[37][38][39]. 

A two-thirds consensus requirement means that: 

• With 4 validators: 3 could authorize malicious transactions 

• With 16 validators: 11 could authorize unauthorized transactions 

MetaMask security researcher Taylor Monahan warned: "These validator requirements create a 
single point of failure that contradicts the fundamental premise of decentralized 
finance"[39][40]. 

Geographic and Jurisdictional Concentration 

Hyperliquid has not publicly disclosed validator geographic distribution, which security experts 
identify as a critical vulnerability[35][40][41]. The absence of jurisdictional diversity means that 
regulatory action targeting a single geography could disable the network. 

Monahan further noted that validators allegedly operate from devices also used for social 
media, video calls, and personal functions—security practices she characterized as negligent 
given the platform's billions in assets under management[40]. 

Manual Intervention Capabilities 

Hyperliquid's documented capacity for manual intervention in market operations undermines any 
claim to true decentralization: 

• March 2025: Manually froze JELLY trading during market manipulation 

• November 2025: Paused withdrawals during POPCAT manipulation attack 

• December 2025: Manual intervention during whale incidents 

These actions demonstrate that Hyperliquid retains the centralized control mechanisms that 
enabled both catastrophic mistakes and intentional malfeasance—precisely the vulnerabilities 
that enabled FTX's fraud[41][42][43]. 
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V. Market Manipulation Losses: $49.8 Million in 
Eight Months 
Hyperliquid's Hyperliquidity Provider (HLP) vault suffered approximately $49.8 million in 
cumulative losses throughout 2025 from increasingly sophisticated market manipulation 
incidents[44][45][46][47][48]: 

Incident Date Loss Details 

JELLY 
manipulation 

March 
2025 

$13.5M Trader manipulated token price to liquidate 
$6M short, platform manually delisted JELLY 

ETH whale 
incident 

March 
2025 

$4.0M Triggered emergency withdrawals; 
approximately $130M+ flowed out in 
subsequent week 

XPL 
manipulation 

August 
2025 

$4.9M Four-wallet coordinated attack inflated price 
200%, netting manipulators $46M while 
short sellers lost $60M 

POPCAT attack November 
2025 

$4.9M Trader withdrew $3M USDC, opened $26M 
leveraged longs, posted fake $20M buy wall 

Whale loss December 
2025 

$22.5M Most recent incident that sparked institutional 
scrutiny 

TOTAL 2025 $49.8M Escalating pattern of exploitation 
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Risk Design Flaws 

These incidents collectively expose fundamental design flaws: 

• Mixed vaults: HLP vault exposes users to systemic risk 

• Unlimited position sizes: Enable manipulation attacks 

• Isolated oracle system: Lacks external price references to anchor token values[48] 

• Liquidation mechanisms: Insufficient safeguards against coordinated 
attacks[42][45][46][48] 

Arthur Hayes, former BitMEX CEO, delivered a damning assessment: "HYPE cannot handle JELLY. 
Let's stop pretending that Hyperliquid is decentralized"[41]. 

Blockchain investigator ZachXBT highlighted Hyperliquid's inconsistent governance: "Hyperliquid 
intervenes only when its own interests are at stake...but claims helplessness in other 
incidents"[48]. 

 

VI. Competitive Displacement: Market Share 
Evisceration 

Lighter's Emergence 

Lighter, despite not yet launching a token, recently topped perpetual futures DEX 
leaderboards[8][9][50]. The platform's focus on low-latency, gas-efficient trading has attracted 
professional traders seeking alternatives to Hyperliquid's increasingly unreliable execution 
environment[9][50]. 

Aster's Rapid Growth 

Aster's growth has been fueled by high leverage offerings and its association with Binance's 
ecosystem[9][51]. While the platform faces its own challenges with upcoming token unlocks and 
community dissatisfaction, it has successfully captured 18-25% market share in under 12 
months[8][9]. 

HIP-3 Protocol: A Double-Edged Sword 

Hyperliquid's response—the HIP-3 protocol enabling permissionless market creation and 
Builder Codes allowing third-party front-ends to capture revenue—may paradoxically 
accelerate platform decline[52][53][54]. 
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While HIP-3 generated $10.8 million in builder fees and $12.6 million in referral fees, it 
creates structural risks[52]. As one-third of users now complete transactions through third-
party front-ends, these builders gain bargaining power that could "squeeze Hyperliquid into a 
low-margin wholesale execution track"[53]. The platform risks becoming commoditized 
infrastructure—mere order-matching pipes—while front-end aggregators capture user 
relationships and premium pricing[53]. 

 

VII. The HYPE Token: Structural Decline 

Price Deterioration 

The HYPE token collapsed 60% from its $59.31 September all-time high to approximately $24 
in December 2025, with analysts predicting further deterioration to $19.46[55][56]. Trading 
below all major moving averages (MA3, MA5, MA10, MA21, MA50, MA100, MA200), HYPE 
exhibits characteristics of an asset in structural decline[56]. 

The Fear & Greed Index registers "Extreme Fear" at 20, indicating capitulation among retail 
investors[56]. 

USDH Stablecoin Status 

The proposed USDH stablecoin—which would channel 95% of reserve interest into HYPE 
buybacks—was awarded to Native Markets rather than Paxos in September 2025[57][58][59]. 
While this mechanism could theoretically generate an additional $191 million annually in 
HYPE buybacks if USDH replaces USDC usage on Hyperliquid, adoption remains uncertain 
in an environment of eroding platform credibility[57]. 

Long-term Price Pressure 

TokenMetrics forecasts $48-$70 for 2026[60], while Cryptopolitan projects $108-$137[61]. 
These forecasts assume "continued innovation in the perpetual futures space and 
Hyperliquid's ability to maintain its competitive edge against emerging platforms"—
assumptions that recent months have systematically invalidated[62]. 
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VIII. The FTX Comparison: Historical Patterns of 
Platform Failure 

Structural Similarities 

Both FTX and Hyperliquid achieved market dominance through technological innovation and 
aggressive growth strategies. Both operated in regulatory gray zones, minimizing compliance 
costs to maximize competitive advantage. Both experienced sudden liquidity crises triggered by 
confidence shocks. Both face(d) the double threat of bear market dynamics and regulatory 
pressure. 

Timeline Analysis 

• FTX: Collapse occurred 547 days after May 2020 Bitcoin halving 

• Hyperliquid: Currently 1,650 days after same halving 

• 2022-2023 bear market: Terra-Luna collapse (May 2022) initiated cascade; 
bankruptcies included BlockFi, Voyager, Three Arrows Capital, and FTX[63][64][65] 

• Current bear market: Confirmed December 2025; historical patterns suggest 376-day 
duration extending through late 2026[22] 

Differentiation and Risk 

The critical distinction: FTX was a centralized exchange where Sam Bankman-Fried fraudulently 
diverted customer deposits. Hyperliquid operates as a decentralized perpetual exchange where 
users maintain self-custody, providing some protection against outright theft. 

However, Hyperliquid's centralized validator model and documented willingness to intervene 
manually in market operations suggests it possesses the centralized control capabilities that 
enabled FTX's fraud. The $49.8 million in HLP vault losses—while substantially smaller than 
FTX's $8 billion shortfall—occurred over just eight months and demonstrate an escalating 
pattern of exploitation[64][65][66]. 

Industry experts have explicitly raised the FTX comparison. Crypto analyst Linda Chen warned: 
"Hyperliquid may be on track to become FTX 2.0"[41][67]. 
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IX. Strategic Options and Survival Calculus 

The Compliance Path 

Implementing KYC/AML protocols across 180+ countries while maintaining decentralized 
operations presents extraordinary technical and operational challenges. MiCA licensing in 
Europe and comparable authorizations in other jurisdictions would require: 

• Multi-jurisdictional legal counsel 

• Extensive compliance infrastructure 

• Ongoing regulatory reporting (costs potentially exceeding $500M+ annually) 

• Substantial validator set expansion with geographic/jurisdictional diversity 

• Open-sourced code to demonstrate genuine decentralization 

Downside: Compliance would undermine the core value proposition that attracted 
Hyperliquid's initial user base—permissionless access without KYC requirements. 

The Non-Compliance Path 

Maintaining current operations while accepting regulatory exclusion faces severe challenges. 
Continued market share erosion to compliant competitors suggests Hyperliquid's unregulated 
positioning provides diminishing competitive advantage. As DeFi derivatives mature and 
traditional finance increasingly integrates blockchain technology, the market may bifurcate 
between regulated institutional platforms and marginal unregulated venues[28][30]. 

 

X. Hypothesis: The Coming Consolidation 
Primary Hypothesis: Hyperliquid will not survive the current bear market as an independent, 
unregulated platform operating under its current business model. The confluence of capital 
flight, market share erosion, regulatory pressure, architectural vulnerabilities, and 
macroeconomic deterioration creates conditions for one of three outcomes within 12-18 
months: 

1. Acquisition by a Regulated Entity (35% probability): A centralized exchange or 
financial institution acquires Hyperliquid's technology and user base, implementing 
comprehensive KYC/AML compliance and regulatory licensing. The HYPE token would 
likely be discontinued or restructured. 

2. Regulatory Shutdown/Enforcement Action (40% probability): Coordinated action by 
multiple regulatory jurisdictions—potentially triggered by a major exploit, Lazarus 
Group activity, or systematic enforcement against unlicensed derivatives platforms—
forces Hyperliquid to cease operations. 
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3. Zombie Platform Survival (25% probability): Hyperliquid continues operations with 
substantially reduced scale, serving a niche market of regulatory arbitrage users. AUM 
stabilizes below $1 billion, market share drops below 10%, and HYPE token trades at 
$5-10. 

Secondary Hypothesis: The bear market timeline will determine survival prospects. If Bitcoin 
establishes a bottom above $70,000 and crypto markets recover by Q2 2026, Hyperliquid 
could stabilize and persist as a second-tier platform. If the bear market extends through 2026 
with Bitcoin testing $56,000 or lower as CryptoQuant projects, Hyperliquid will face terminal 
liquidity pressure consistent with the 2022-2023 pattern that eliminated platforms like Celsius, 
Voyager, and Three Arrows Capital[63][65]. 

 

Conclusion 
Hyperliquid's predicament represents the intersection of two existential threats: deteriorating 
market conditions that drain liquidity from leveraged platforms, and regulatory pressure that 
eliminates access to institutional capital. The platform's $430 million weekly outflow, 60% token 
price collapse, market share evisceration from 80% to 20%, $49.8 million in manipulation 
losses, and complete absence of regulatory compliance collectively suggest an institution in 
terminal decline[2][7][55][66]. 

The coming months will determine whether Hyperliquid represents the rare platform that 
navigates successfully through multiple simultaneous crises, or whether it joins FTX, Luna, 
Celsius, and Three Arrows Capital in the pantheon of crypto's most spectacular failures. 
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