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The Ethereum blockchain enabled withdrawals of staked ether (ETH) and accrued rewards in April 2023,
unlocking the potential for ether holders to earn a passive income through staking. Following this important
development, WisdomTree activated staking in its physically-backed ether exchange-traded product (ETP),
WisdomTree Physical Ethereum (ETHW) on 21 August 2023. This means that investors can easily access
ether and receive staking rewards via ETHW.

Before outlining this in more detail, and highlighting what it means for investors, let’s recap the basics.

Ethereum network validators run software in their computers and are expected to be online 24/7. Each
validator must deposit 32 ETH in a smart contract to be able to participate in the verification process. The
maximum effective balance is 32 ETH, which means that if a validator has more than 32 ETH in a smart
contract, they do not earn more rewards or are not selected more often to propose a block. This also means
that compounding rewards is currently not possible. The Ethereum foundation is considering an initiative
EIP-7251 (Ethereum improvement proposal) at the moment, and the acceptance of this proposal could
increase the maximum effective balance from 32 to 2048 ETH2. The proposal suggests that the minimum
amount required to stake ETH would remain at 32 ETH, but the maximum effective balance could increase
to 2048 ETH meaning that compounding ETH rewards might be possible.

Where does staking yield come from?

In a proof-of-stake consensus mechanism, ‘consensus’ is reached when staking participants validate the
blockchain’s transactions. On the Ethereum blockchain, each round of validation takes 6.4 minutes and
bundles 32 blocks of transactions. These bundles are called epochs and transactions become irreversible
once two more epochs are added to the blockchain. During the transaction validation process, validators
are randomly grouped into committees of 128 members and assigned a particular block.

Inside each committee, one member of the group is randomly chosen to propose a new block of
transactions and the remaining members vote on the proposal and ‘attest’ that the transactions are valid.
Once a majority of the committee has attested the new block, it is added to the blockchain. After this,

the proposer receives their base ETH reward (proposer reward), and the attesters receive the remaining
portion of the base reward (attester reward). Attesters only receive their full amount of the reward if they
respond within 6.4 - 12.8 minutes (which corresponds to 1 epoch and a second chance to attest during
the subsequent epoch)3. If a staker/validator acts dishonestly their staked funds can be slashed4. If the
validator does not respond for 4 epochs, an ‘inactivity leak’ mechanism is activated to very gradually reduce
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the balance of the staked ether . In addition, to proposer and attester rewards, a validator may also be
chosen to participate in ‘sync committees’, where they can generate sync committee rewards but these
fees are relatively infrequent.

In addition to these consensus rewards, a validator can generate rewards from execution-related tasks.
These execution rewards include tips/priority fees (not the same as ‘gas’ or transaction fees), which users
pay to incentivise validators to include their transaction to the next block, or maximum extractable value
(MEV) fees, where the validator uses certain block-building software to rearrange or reorder transactions
in a block. MEV block-building can also be outsourced to a third party.

Total number of validators and staked ETH has risen 37% in six months

Following the Shanghai upgrade in April 2023, there was a significant uptick in the number of new validators
but since then this number has moderated. However, the total number of validators continues to rise

and in late August 2023 there were 750,926 validators6 with over 24 million ETH staked on the network
(worth $39.8 billion). This translates to approximately 20% of ETH in circulation (total ETH issuance is
approximately 120 million). These numbers are up approximately 44% since February 2023.

Figure 1: Ethereum: ETH 2.0 total number of validators (14 day moving average)
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and any investments may go down in value.

Strong interest in staked ETH continues

The activation queue on Ethereum has been steadily increasing. In late August 2023, there were 58,994
pending validators7 in the activation queue, which translates to approximately 8% of total ETH validators.
This means that it could take up to a month to process these activations. The exit queue, however, had less
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than 100 validators on the exit queue8. There was a spike in exits right after the staked ETH withdrawals
were enabled as there was natural churn among staking service providers. Kraken, particularly, exited at
that point due to a settlement with the US Securities and Exchange Commission (SEC).

Figure 2: Ether deposits and withdrawals

Source: Nansen.ai, August 2023. Historical performance is not an indication of future performance and any
investments may go down in value.

No need to handle private keys or wallets with WisdomTree Physical Ethereum

WisdomTree Physical Ethereum is a physically-backed exchange-traded product (ETP) that gives investors
exposure to Ethereum without having to deal with managing private keys, wallets or other aspects of
self-custody and enabling management of all assets in one place.

Following our commitment and proven track record of innovation and delivering institutional-grade prod-
ucts, WisdomTree has worked closely with its custodian to activate staking in its physically-backed

ether ETP, WisdomTree Physical Ethereum on 21 August 2023. It has implemented a transparent and
risk-managed approach to staking with 75% of staking rewards passed on to investors via increasing the
coin entitlement of the ETP.

WisdomTree Physical Ethereum

Investing in ether via an ETP allows investors to experience the benefits of traditional financial infrastruc-
ture and product structuring and the WisdomTree Physical Ethereum provides investors with a simple,
secure and cost-efficient way to gain exposure to the price of ether and receive staking rewards.
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1 Source Ethereum.org.

2 Source Ethereum.org.

3 Source https://ethereum.org/en/developers/docs/consensus-mechanisms/pos/attestations/

4 Source Slashing: some or all of the staked ETH can be lost. On Ethereum, slashing is automatic for
double signing and serious downtime.

https://www.wisdomtree.com/gb/insights/blog/staking-enables-ether-holders-to-earn-passive-income
WISDOMTREE


https://www.wisdomtree.com/gb/products/digital-assets/wisdomtree-physical-ethereum
https://www.wisdomtree.com/gb/products/digital-assets/wisdomtree-physical-ethereum
https://www.wisdomtree.com/gb/products/digital-assets/wisdomtree-physical-ethereum
https://www.wisdomtree.eu/en-gb/blog/2023-06-05/post-upgrade-review-whats-next-for-ethereum
https://www.wisdomtree.eu/en-gb/blog/2022-09-19/ethereum-merge-complete-whats-changed
https://www.wisdomtree.eu/en-gb/blog/2022-09-15/the-ethereum-merge-and-its-consequences
https://www.wisdomtree.eu/en-gb/blog/2022-09-15/the-ethereum-merge-and-its-consequences
https://www.wisdomtree.eu/en-gb/blog/2022-08-23/the-secret-tool-that-institutional-investors-use-to-protect-digital-assets-from-hacks
https://www.wisdomtree.com/gb/products/digital-assets/wisdomtree-physical-ethereum

WISDOMTREE BLOG
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8 Source Validatorqueue.com
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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. Past performance is not a reliable indicator of future performance.
Any historical performance included in this document may be based on back testing. Back testing
is the process of evaluating an investment strategy by applying it to historical data to simulate
what the performance of such strategy would have been. Back tested performance is purely
hypothetical and is provided in this document solely for informational purposes. Back tested data
does not represent actual performance and should not be interpreted as an indication of actual or
future performance.The value of any investment may be aected by exchange rate movements. Any
decision to invest should be based on the information contained in the appropriate prospectus and
aer seeking independent investment, tax and legal advice. These products may not be available
in your market or suitable for you. The content of this document does not constitute investment
advice nor an oer for sale nor a solicitation of an oer to buy any product or make any investment.

An investment in exchange-traded products (“ETPs”) is dependent on the performance of the underlying
index, less costs, but it is not expected to match that performance precisely. ETPs involve numerous risks
including among others, general market risks relating to the relevant underlying index, credit risks on

the provider of index swaps utilised in the ETP, exchange rate risks, interest rate risks, inflationary risks,
liquidity risks and legal and regulatory risks.

The information contained in 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 in the United States or any
province or territory thereof, where none of the issuers or their products are authorised or registered for
distribution and where no prospectus of any of the issuers has been filed with any securities commission
or regulatory authority. No document or information in this document should be taken, transmitted or
distributed (directly or indirectly) into the United States. None of the issuers, nor any securities issued

by them, have been or will be registered under the United States Securities Act of 1933 or the Investment
Company Act of 1940 or qualified under any applicable state securities statutes.

This document may contain independent market commentary prepared by WisdomTree based on publicly
available information. Although WisdomTree endeavours to ensure the accuracy of the content in this
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document, WisdomTree does not warrant or guarantee its accuracy or correctness. Any third party data
providers used to source the information in this document make no warranties or representation of any
kind relating to such data. 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.

This document may contain forward looking statements including statements regarding our belief or
current expectations with regards to the performance of certain assets classes and/or sectors. Forward
looking statements are subject to certain risks, uncertainties and assumptions. There can be no assurance
that such statements will be accurate and actual results could dier materially from those anticipated

in such statements. WisdomTree strongly recommends that you do not place undue reliance on these
forward-looking statements.

WisdomTree Issuer X Limited The products discussed in this document are issued by WisdomTree Issuer
X Limited (the “Issuer”). Investors should read the prospectus of the Issuer before investing and should
refer to the section of the prospectus entitled “Risk Factors” for further details of risks associated with an
investment in the securities oered by the Issuer.

Securities issued by the Issuer are direct, limited recourse obligations of the Issuer alone and are not
obligations of or guaranteed by any of Swissquote Bank Ltd (“Swissquote”), Coinbase Custody Trust
Company LLC (“Coinbase”), any of their ailiates or anyone else or any of their ailiates. Each of Swissquote
and Coinbase disclaims all and any liability whether arising in tort, contract or otherwise which it might
have in respect of this document or its contents otherwise arising in connection herewith.

The product discussed in this document is an unregulated ETP, approved to trade on the SIX Swiss
Exchange in Switzerland, Euronext Paris, Euronext Amsterdam and the Deutsche Bdrse Xetra in Germany.
Cryptocurrencies are a high-risk investment and may not be suitable for all types of investor. Prospective
investors should be aware that the price of the underlying asset(s) by which the securities are secured can
demonstrate higher volatility than other asset classes and consequently the value of the securities may be
extremely volatile. You must ensure that the nature, complexity and risks associated with cryptocurrencies
are suitable for your objectives in light of your circumstances and financial position.

For Investors in Switzerland: This document constitutes an advertisement of the financial product(s)
mentioned herein.

In Switzerland, this communication is only targeted at Qualified Investors. The prospectus and the
key investor information documents (KID) are available from WisdomTreeVss websitdittps: //www.wis-
domtree.eu/en-ch/resource-library/prospectus-and-regulatory-reports

For Investors in Monaco: This communication is only intended for duly registered banks and/or licensed
portfolio management companies in Monaco. This communication must not be sent to the public in Monaco.
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