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Key Takeaways

e The key components for Ethereum basis trade are already available in liquid, transparent and easily
accessible form.

e For Ethereum basis trade, investors also need to consider staking return that they will achieve on long
spot side of the trade.

e Related Products WisdomTree Physical Bitcoin, WisdomTree Physical Ethereum Find out more

Earlier this year, we published ‘How to smooth returns when investing in cryptocurrencies: The basis trade’,
which focused on Bitcoin basis trade. In summary, we outlined that investors had a unique opportunity to
enjoy a free lunch by capitalising on crypto market inefficiencies.

As such unique opportunities tend not to last too long (especially after the launch of US-domiciled Bitcoin
ETFs that gathered more than USD 10 billion shortly after going live), we thought it was worth exploring
whether there was scope for basis trade with Ethereum.

Basis trade

To implement basis trade, investors simultaneously take a long position in the spot market and a short
position in futures contracts. By exploiting the price differential between spot and futures, investors aim to
generate positive returns independent of the underlying asset’s price movement. The key idea behind this
trade is that the future price converges towards the spot price as the futures contract approaches maturity.
It is interesting to note that during February 2021 — May 2024 period Bitcoin offered more opportunities
for basis trade than Ether. This is because the curve was backwardated:

e 33% of the time for Ether

e 229% of the time for Bitcoin

Figure 1: Periods where ether futures traded above the spot price
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and any investments may go down in value.

Figure 2: Spread between front contract and spot prices converges
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Source: WisdomTree, Bloomberg. Historical performance is not an indication of future performance
and any investments may go down in value.

Assumptions

To set up the scene, we are using the same assumptionsl as what we had for the Bitcoin basis trade:
e Use WisdomTree Physical Ethereum ETP for the spot with a notional of 100%

* Hold trade until futures expiration

Then, every month:

* Close short exposure in a futures contract that expires

*  Short the next contract on the curve

e Ensure dollar exposure is the same on the long and short legs at rebalance

e In case the futures price is lower than the spot price, remain in cash (assumed at 0%)

For the Ethereum trade, it is important to note that staking increases spot returns. For this analysis, we
assume that the ETP achieves a staking return of 0.56% per annum. This figure is based on the following

assumptions:
* An Ethereum staking return of 3% per annum
» 25% of ETP staked with a 75% of staking return passed to investors via coin entitlement

For the avoidance of doubt, there are many ways a basis trade could be implemented. As such, the above
assumptions and actions could be changed to fit an investor’s strategy and investment approach.
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Risks
It is important to remember that basis trade exposes investors to the following risks:

e The future’s price does not converge to the spot price before the position is closed

* The future’s price diverges from the spot before the position is closed

In the case of the former, the return would be reduced. In the case of the latter, the return would be negative.
That is, the investor would experience a loss.

Results

After running a backtest analysis for the February 2021 — May 2024 period, we observed interesting results.
Specifically, the strategy was not invested 33% of the time (backwardated curve), had a positive return

51% of the time, and a negative return 15% of the time. Moreover, the average mean return was 1.4% on
positive trades and -1.1% on negative trades, with a 3.9% maximum return and a -3.5% minimum return.

Monthly risk statistics highlight annualised volatility of 4.3% and a Sharpe ratio of 1.5.

Source: WisdomTree, Bloomberg. Annualised implied carry between the second and front contracts.
Historical performance is not an indication of future performance and any investments may go down in
value.

Conclusion

While Bitcoin basis trade had slightly more attractive backtest results, investors may find it beneficial

to start exploring Ethereum basis trade as no free lunch lasts too long (i.e. Ethereum basis trade will
disappear). The key components for Ethereum basis trade are already available in liquid, transparent and
easily accessible form:

e WisdomTree Physical Ethereum ETP for long spot trade
e CME Ethereum futures for short futures trade

Of course, all investors need to make sure they fully understand basis trade mechanics and choose
instruments and implementation strategies that are most appropriate for them.

1 Of course, we replaced Bitcoin with Ethereum, where required.
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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 Borse Xetrain 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 WisdomTreeVas
website: https: //www.wisdomtree.eu/en-ch/resource-library/prospectus-and-regulatory-reports

For investors in Monaco
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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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