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Key Takeaways

e Crypto indexing requires structural adaptation: unlike equities, crypto lacks standardised dis-
closure, consolidated price data, or deep liquidity. Index builders must define clear data sources,
exchange eligibility and integrity standards to produce trustworthy benchmarks.

e Design begins with purpose: whether market-wide, factor-tilted, or thematic, every crypto index
should start with a clearly stated investment objective linked to its taxonomy, spanning categories like
payments, smart contracts, or decentralised finance (DeFi).

e Eligibility filters protect integrity: institutional indices use quantifiable thresholds — such as market
capitalisation, liquidity, and operational history — alongside qualitative oversight to ensure only scal-
able, durable and transparent assets are included.

« Weighting and rebalancing define outcomes: market-cap weighting overexposes mega caps like
bitcoin and Ether, while capped or sector-neutral methods provide diversification and resilience.
Quarterly rebalancing typically offers the best balance between responsiveness and cost.

« Governance and transparency build trust: the credibility of a crypto index rests on its governance,
not performance. Clear rules for forks, migrations and delistings — and transparent methodologies —
create replicable and auditable benchmarks for institutional investors.

e Related Products WisdomTree Physical CoinDesk 20, WisdomTree Physical Crypto Mega Cap, Wis-
domTree Physical Crypto Mega Cap Equal Weight, WisdomTree Physical Crypto Altcoins Find out
more

Crypto index construction has evolved from a niche exercise into a core discipline of institutional digital
asset investing. The challenge is not simply to mirror the market, but to engineer transparent, rules-based
frameworks that make this asset class investable with confidence.

Why crypto index construction is different

Traditional equity indices are built in a world of structured disclosure, consistent accounting and deep
liquidity. They can focus primarily on weighting and rebalancing because implementation risks are minimal.
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Crypto lives in a different universe. Even the definition of market capitalisation is contested. Circulating
supply depends on how locked, staked, or treasury-held tokens are treated. Price feeds differ across ex-
changes and no single consolidated tape exists. Market capitalisation becomes interpretive, not absolute.

Independent venues vary widely in transparency and oversight, forcing index designers to define eligible
exchanges, reference rates and data integrity standards. Liquidity quality matters as much as volume, as
thin or synthetic trading can distort metrics. Quality institutional indices prioritise verified spot activity and
exclude unreliable venues.

Figure 1: Altcoin’s 90-day annualised volatility tends to exceed 60%

The structural volatility of crypto markets requires regular rebalancing and careful control of concentration.
With fragmented liquidity, inconsistent regulation and rapid token turnover, an index built on the logic of an
S&P 500 is not possible.

Yet lessons from other asset classes apply. Fixed income warns against size bias. Commodities remind
us to weight by liquidity and production. Effective crypto indices must adapt dynamically, balancing
transparency, concentration control and regulatory awareness.

Defining the investment objective
Every robust index begins with a clear purpose, linking the investment goal directly to the methodology.
Three broad index archetypes dominate digital assets:

* Market indices: capture the overall growth of the digital asset market.
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» Factor-tilted indices: overweight based on developer activity, network usage and lower volatility.

e Thematic indices: focus on specific narratives, such as decentralised finance (DeFi), meme coins and
Layer-1 ecosystems.

Objectives rest on a transparent taxonomy. A broad beta index might span categories such as payments,
smart-contract platforms, and DeFi, whereas a thematic DeFi index should include only genuine DeFi
protocaols.

Each design comes with trade-offs:

* Broad exposure means higher risk and turnover.

« Diversification reduces concentration but can dilute exposure to top performers.
* Low turnover saves costs but risks lagging innovation.

Being explicit about these compromises allows investors to align allocations with their strategic objectives.

Universe selection and eligibility

Once the objective is clear, the challenge becomes translating theory into investable reality, defining which
assets make the cut and why.

Institutional investors expect scalable, liquid and durable assets. Minimum thresholds help exclude
short-lived or illiquid projects:

» Market capitalisation: ensures meaningful scale.
» Trading volume: confirms liquidity and tradability.

e Operational history: filters transient or speculative tokens.

Figure 2: Institutional screening in practice: CoinDesk 20 index eligibility
criteria

Source: CoinDesk 20 Index Methodology. April 2025. The Index Committee reserves the right to relax
the eligibility criteria if an insufficient number of digital assets qualify. Reference Rate = constituent price
calculated using CoinDesk Benchmark Rates.

Quantitative filters must be complemented by qualitative oversight. Index committees may adjust thresh-
olds if too few assets qualify, but such decisions must be disclosed transparently.

Further operational standards strengthen credibility. For example, all constituents must be:
e Supported by tier 1 custodians with proven security and compliance practices.

e Approved for trading and listing by leading European venues.

Index weighting methodologies
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Weighting transforms a basket of tokens into an investment vehicle. The method chosen must align with
the stated objective.

Figure 3: Comparing weighting methodologies: balancing realism, diver-
sification and stability

Source: WisdomTree. October 2025.

Pure market-cap weighting often over-represents mega caps and underexposes emerging assets. Smarter
hybrids such as capped or sector-balanced approaches, offer greater resilience and a more representative
market signal.

Rebalancing and reconstitution

If design is theory, maintenance is practice. The ongoing challenge is striking the right balance between
responsiveness and stability.

e Monthly rebalancing: highly responsive but operationally costly.

e Quarterly: the most practical balance.

* Semi-annual: cost-efficient but slower to reflect innovation.

Indices must also establish rules-based responses for disruptive events unique to crypto markets such as:
e Hard forks or chain splits.

e Token migrations to new blockchains.

e Governance breakdowns or project failures.

* Exchange delistings or liquidity collapses.

Pre-defined governance ensures that indices respond predictably under stress and preserve integrity
during market shocks.

Risk management and governance

Crypto risk is multi-dimensional: beyond price swings, it includes liquidity, operational, and regulatory risk.
Managing it demands structured, proactive frameworks.

Core mechanisms include:

< Diversification and liquidity controls: concentration caps, stress testing and scenario analysis to
maintain balance.

e Governance and compliance: regulatory screens, clear migration rules and independent oversight
committees.

» Data integrity: reference rates and update frequencies that accurately reflect 24/7 crypto markets.
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Robust governance, not performance, is the ultimate foundation of institutional trust. When methodologies
are rules-based and transparent, investors can replicate exposures and benchmark outcomes confidently.
When they are discretionary or opaque, credibility erodes quickly.

Performance analysis and backtesting

Crypto baskets have historically delivered extraordinary annualised returns relative to equities, but with
proportionate volatility.

Figure 4. Side-by-side performance comparison

The combination of strong upside potential and sudden drawdowns highlights the need for robust back-
testing.

Methodologies should:

e Include delisted and failed assets to eliminate survivorship bias.
e Account for forks and token migrations, ensuring continuity of asset histories.
e Use complete datasets, not selective or exchange-specific samples.

Without these controls, backtests risk overstating returns and understating risk, undermining investor
confidence.

Conclusion
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In crypto, methodology determines outcomes. Transparent, rules-based design is the backbone of credi-
bility, liquidity, and performance.

The future of digital asset benchmarks lies in those that capture market growth responsibly, balancing
innovation with oversight. As institutional adoption accelerates, crypto index design will increasingly define
how capital enters and stays in this new asset class.
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Important Risks Related to this Article

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 oer for sale nor a solicitation of an oer 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 aer seeking independent investment, tax
and legal advice.

The application of regulations and tax laws can oen lead to a number of dierent 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 aer 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 oering 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
ailiate, nor any of their respective oicers, 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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