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The Ethereum network experienced an update in mid-September 2022. The update, called “the merge,” involved
transitioning the network’s consensus mechanism to proof-of-stake. 

The Ethereum network has been running two blockchains since April 2022. The two blockchains are the original
blockchain, using a proof-of-work consensus mechanism, and the “beacon” chain, which implements proof-of-stake. This
has allowed people to stake their ether for some time now. However, they haven’t been able to unstake their ether yet. 

This will eventually change, the first step is the two chains coming together to form one—hence “merge”—on the path
to the next step, termed the “Shanghai hard fork.” This update will allow staked ether to be unstaked.

If you want to learn more about consensus mechanisms, you can learn more here.

What does the shift to proof-of-stake mean for Ethereum?

A new business model with proof-of-stake

First, new ether is now distributed to those who stake their ether holdings to validator nodes on the network. On

average, these nodes already generate a yield of 4% per annum, which is a different business model from miners1. This
economic incentive structure differs from the previous network, where miners received new ether. 

There is already an industry around managing staking to maximize performance and revenue from validator nodes. The
main questions going forward will be:

1. Who holds the (most) ether?
2. Who runs the nodes? 
3. Who can run the nodes most efficiently?

ESG considerations of Ethereum

Next, a narrative shift has emerged around ESG. Proof-of-work requires energy to power the computers that solve
difficult math problems. Proof-of-stake requires less energy, which some claim makes it more “ESG-friendly.” This could
lead institutional investors to view the digital asset space differently.

Key risk considerations of the Ethereum merge

In terms of risks going forward, some of those who previously generated revenue from mining and trading using
Ethereum have “hard forked” the network in an attempt to preserve their revenue stream, which is now cut off under the

new network2. This revenue stream can be sizable and historically varied by approximately half a billion U.S. dollars each

month during 20223. As a reminder, splits like this have happened in the past. We can look back to Ethereum Classic
[ETC] and Bitcoin Cash [BCH] as general references. While potentially disruptive and somewhat confusing for non-
technical people, the forked chains have not historically performed particularly well. 

To learn from the past, we also need to look to the future

Open-source software is constantly evolving as developers make changes to it over time. This means that the codebase
is different now than it was a few years ago, and it will continue to change in the future. Investors need to think through
the implications of these changes—both the good and the bad—to take advantage of opportunities while managing any
risks.

WisdomTree BLOG ARTICLE

WisdomTree.com  1-866-909-WISE (9473)

https://wisdomtree.com/-/media/1261d5dd93924ea5906fbd1ac0271266.ashx
https://wisdomtree.com/blog/glossary#esg
https://wisdomtree.com/blog/glossary#bitcoin
https://wisdomtree.com/blog/glossary#open-source


Reach out to our team at crypto@wisdomtree.com if you’re an advisor and curious about how this shift could change
how you perceive digital cryptocurrencies and this new asset class, Ethereum, or client conversations.

 

 

1 https://www.stakingrewards.com/
2 https://twitter.com/ethereumpow
3 https://www.theblock.co/data/on-chain-metrics/ethereum/ethereum-miner-revenue-monthly

 

Benjamin Dean is an employee of WisdomTree UK Limited, a European subsidiary of WisdomTree Asset Management
Inc.’s parent company, WisdomTree Investments, Inc.

For standardized performance and the most recent month-end performance click here NOTE, this material is intended
for electronic use only. Individuals who intend to print and physically deliver to an investor must print the monthly
performance report to accompany this blog.

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click here to obtain a WisdomTree ETF prospectus which contains investment objectives,
risks, charges, expenses, and other information; read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign investing involves currency, political
and economic risk. Funds focusing on a single country, sector and/or funds that emphasize investments in smaller
companies may experience greater price volatility. Investments in emerging markets, currency, fixed income and
alternative investments include additional risks. Please see prospectus for discussion of risks.

 

Past performance is not indicative of future results. This material contains the opinions of the author, which are subject to
change, and should not to be considered or interpreted as a recommendation to participate in any particular trading
strategy, or deemed to be an offer or sale of any investment product and it should not be relied on as such. There is no
guarantee that any strategies discussed will work under all market conditions. This material represents an assessment of
the market environment at a specific time and is not intended to be a forecast of future events or a guarantee of future
results. This material should not be relied upon as research or investment advice regarding any security in particular. The
user of this information assumes the entire risk of any use made of the information provided herein. Neither WisdomTree
nor its affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal advice. Investors seeking tax or legal
advice should consult their tax or legal advisor. Unless expressly stated otherwise the opinions, interpretations or findings
expressed herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and
may not be used as a basis for or component of any financial instruments or products or indexes. None of the MSCI
information is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind
of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an
indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on
an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of
its affiliates and each entity involved in compiling, computing or creating any MSCI information (collectively, the “MSCI
Parties”) expressly disclaims all warranties. With respect to this information, in no event shall any MSCI Party have any
liability for any direct, indirect, special, incidental, punitive, consequential (including loss profits) or any other damages (
www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom, Tripp Zimmerman, Michael
Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel,
Ryan Krystopowicz, Jianing Wu, and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

ESG  : An acronym for environmental, social and governance, ESG standards quantify the degree to which a company is
socially responsible. &nbsp.

Bitcoin (the currency)  : A digital currency (also called a cryptocurrency) created in 2009, which is operated by a
decentralized authority as opposed to a traditional central bank or monetary authority.

Open Source  : Open source refers to a software program or platform with source code that is readily accessible and
which can be modified or enhanced by anyone. Open source access grants users of an application permission to fix
broken links, enhance the design, or improve the original code.
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