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Unlocking of Staked Ether Expected to Create a Benchmark Yield for the Digital       

Assets Industry

Since the Ethereum network underwent a transition in the way it validates transactions

from proof-of-work (PoW) to proof-of-stake (PoS) in September 2022, it has been possible

for validators to stake Ether (ETH) in a smart contract, but it has not yet been

possible to withdraw the staked ETH or earned rewards. A new upgrade to the Ethereum

network called the Shanghai Upgrade, or Ethereum Improvement Proposal EIP-4895, is

expected to change this in early April 2023. 

We believe this upgrade will be significant for the industry, as it creates a yield

against which all other token yields can be benchmarked. Although the staking and

withdrawal of rewards have been enabled by many other tokens, Ethereum remains the most

widely adopted smart contract blockchain and has more than double the number of total

developers compared with any other blockchain network.1 Because Ethereum accounts for 19%

of the total crypto market and has a $204 billion market cap,2 the asset is fairly liquid

and arguably remains one of the favorite assets to own among institutional investors,

along with Bitcoin. 

Will Unstaking Create Unusual Selling Pressure on ETH?

Currently, the amount of ETH that has been staked on the PoS Beacon chain is more than

16.7 million ETH or more than $27 billion via over 520,000 validators.3 This is only

approximately 14% of the total ETH in circulation, which is a much lower staking ratio

than with many other tokens, where the ratio is more typically 40%–98%.4 It is estimated

that 65% of staked ETH tokens are already liquid,5 as many validators have issued staked

ETH tokens that can be used for decentralized finance (DeFi) applications, etc. The

largest ETH validator is a liquid staking pool provider, Lido Finance, with more than

30% market share, followed by centralized exchanges Coinbase, Kraken and Binance.6 Of

centralized exchanges, Coinbase and Binance have offered staked ETH tokens and, hence,

liquidity to ETH stakers.

When the Beacon chain came alive in December 2020, an estimated 2 million ETH was staked7

on the chain with an average ETH price of $600,8 and these ETH stakers, along with some

other early investors, are now in profit. While some of them might be under pressure due

to tumultuous crypto price changes last year, significant pricing pressure may not come

from this group. These investors are likely to be “true believers” in Ethereum as they

took the risk of investing early while not having any firm visibility into when staking

rewards could be collected. In addition, we estimate that close to 70% of ETH stakers

invested in 2021 and early 2022, and these investors are still underwater. Hence, a

majority of these investors may not exit at a loss.

Will Unlocking Create a Situation Where One Validator Could Control >50% of          

Ethereum Blockchain Transaction Validations?

WisdomTree BLOG ARTICLE

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

https://wisdomtree.com/blog/glossary#ethereum
https://wisdomtree.com/blog/glossary#proof-of-work
https://wisdomtree.com/blog/glossary#proof-of-stake
https://wisdomtree.com/blog/glossary#blockchain
https://wisdomtree.com/blog/glossary#cryptocurrency
https://wisdomtree.com/blog/glossary#market-capitalization
https://wisdomtree.com/blog/glossary#bitcoin
https://wisdomtree.com/blog/glossary#beacon-chain


It may be hard to believe that will be the case, as exiting the Beacon chain will be

managed by a staged process. Two types of withdrawals will be possible once the

withdrawal of ETH and associated staking rewards is enabled. The first option includes a

partial withdrawal, where a validator withdraws the staking reward but leaves the staked

ETH untouched. There is an estimated 1 million ETH in accumulated staking rewards9 so

far, amounting to $1.7 billion in potential selling pressure at a current ETH price of

$1,656.10 Because ETH’s daily average volume is about $13 billio11, it may be unlikely

that this will be a major threat to ETH’s price, particularly considering that this exit

flow is likely to take place over days or weeks. 

Another type of withdrawal is a full exit, where an investor exits both the staking

reward and the staked ETH deposit. To counteract the potential instability of the

network during the exit period, the Ethereum blockchain has imposed limits on these

exits. The network is programmed to limit exits to seven validators per epoch, which is

6.4 minutes, and this means that a maximum of 1,575 validators can exit the network per

day.12 As there are more than 520,000 validators in total, the limited number of daily

exits may not destabilize the blockchain and/or enable malicious attacks.

With Staking Services under Threat in the U.S., Should They Be Considered          

Securities?

In February 2023, Kraken was sued by the Securities and Exchange Commission (SEC) for

failing to register the offer and sale of its Staking-as-a-Service program as a security

in the U.S. Kraken chose to settle this charge, end all of its on-chain staking services

for U.S. clients and pay a $30 million fine. Kraken is the third-largest validator of

ETH transactions and has approximately 9% market share of the 16.7 million ETH locked in

a smart contract network.13 Kraken’s exit from the U.S. will force investors to find an

alternative way to stake ETH, which may benefit liquid staking providers, such as Lido

Finance and Rocket Pool.

There appears to be some confusion in the market around how staking products should be

viewed, and it could be the case that not all staking products should be viewed in the

same way. Some may argue that all “yield,” “earn,” “annual percentage yield” and

“staking” products should probably be treated as securities. According to publicly

available information, Kraken’s staking program offered an annual fixed yield, paid

twice a week,14 and this was different from the actual yield and frequency of payment

made by the underlying Ethereum protocol.

If all staking programs are viewed as securities, it may harm digital asset market

participants like Coinbase, which serves as the second-largest individual ETH validator

and derived 11% of its net revenues from staking activities (not just Ether tokens,

though) in Q3 2022, according to their public company financial reporting documents.15

Staking can be a high-margin business; hence, the potential impact on the profitability

of digital market participants like Coinbase may be even greater. In fact, digital asset

market participants like Coinbase may argue that its staking service should not be

viewed as a security because it does not comingle client funds and it pays the same

reward as the underlying blockchain minus a transparent fixed fee.

 

 

1 Source: Electric Capital, Developer Report 2022.

2 Source: CoinMarketCap, 2/17/23.

3 Source: Beaconcha.in, 2/17/23.

4 Source: Defi Llama, Stakingrewards.com.

5 Source: Nansen.

6 Source: Nansen.

7 Source: CryptoQuant.
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9 Source: Stakingrewards.com.

10 Source: Bloomberg, 2/17/23.

11 Bloomberg, 2/17/23.

12 Source: Ethereum.org.

13 Source: Nansen.

14 Source: support.kraken.com.

15 Source: Coinbase, Q3 2022 financials

Important Risks Related to this Article

This material is for informational purposes only and contains the opinions of          

the author, which are subject to change, and should not 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. This material is not intended to provide            

investment recommendations and is not an official statement of WisdomTree. This

material represents an assessment of the environment discussed at a specific         

time and is not intended to be a forecast of future events or a guarantee of              

future results. Readers of this information should consult their own financial         

advisor, lawyer, accountant or other advisor before making any financial        

decision.

This material and all information contained in it or otherwise related to this       

material should not be relied on and is not a substitute for the skill, judgment

and experience of the user, its management, employees, advisors and/or clients         

when making investment and other business decisions. All information is        

impersonal and not tailored to the needs of any person, entity or group of            

persons. None of the information constitutes an offer to sell or a solicitation

of an offer to buy any security or other asset, financial product or other            

investment vehicle or any trading strategy. 

Information provided by WisdomTree regarding digital assets, crypto assets,       

blockchain networks or technology providers should not be considered or relied         

upon as investment or other advice, as a recommendation from WisdomTree,         

including regarding the use or suitability of any particular digital asset,         

crypto asset, blockchain network or technology provider, or any particular        

strategy. WisdomTree is not acting and has not agreed to act in an investment            

advisory, sub-advisory, fiduciary or quasi-fiduciary capacity to any advisor,       

end client or investor and has no responsibility in connection therewith, with          

respect to any digital assets, crypto assets or blockchain networks, or         

otherwise.

There are risks associated with investing, including the possible loss of principal.

Crypto assets, such as bitcoin and ether, are complex, generally exhibit extreme price

volatility and unpredictability and should be viewed as highly speculative assets.

Crypto assets are frequently referred to as crypto “currencies,” but they typically

operate without central authority or banks, are not backed by any government or issuing

entity (i.e., no right of recourse), have no government or insurance protections, are

not legal tender and have limited or no usability as compared to fiat currencies.

Federal, state or foreign governments may restrict the use, transfer, exchange and value

of crypto assets, and regulation in the U.S. and worldwide is still developing.

Crypto asset exchanges, liquidity providers, networks, protocols, settlement facilities,

service providers and other participants in the digital asset ecosystem, and/or crypto

assets related to the foregoing, may stop operating, permanently shut down or experience

issues due to security breaches, fraud, insolvency, market manipulation, market

surveillance, KYC/AML (know your customer/anti-money laundering) procedures, non-

compliance with applicable rules and regulations, regulatory investigations or orders,
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technical glitches, hackers, malware or other reasons, which could negatively impact the

price of any cryptocurrency traded on such exchanges or reliant on a digital asset

ecosystem participant or otherwise may prevent access or use of the crypto asset.

Crypto assets can experience unique events, such as forks or airdrops, which can impact

the value and functionality of the crypto asset. Crypto asset transactions are generally

irreversible, which means that a crypto asset may be unrecoverable in instances where:

(i) it is sent to an incorrect address, (ii) the incorrect amount is sent or (iii)

transactions are made fraudulently from an account. A crypto asset may decline in

popularity, acceptance or use, thereby impairing its price, and the price of a crypto

asset may also be impacted by the transactions of a small number of holders of such

crypto asset. Crypto assets may be difficult to value, and valuations, even for the same

crypto asset, may differ significantly by pricing source or otherwise be suspect due to

market fragmentation, illiquidity, volatility and the potential for manipulation.

Crypto assets generally rely on blockchain technology, and blockchain technology is a

relatively new and untested technology that operates as a distributed ledger. Blockchain

systems could be subject to internet connectivity disruptions, consensus failures or

cybersecurity attacks, and the date or time that you initiate a transaction may be

different than when it is recorded on the blockchain. Access to a given blockchain

requires an individualized key, which, if compromised, could result in loss due to

theft, destruction or inaccessibility. In addition, different crypto assets exhibit

different characteristics, use cases and risk profiles.

Mirva Anttila is an employee of WisdomTree UK Limited, a European subsidiary of

WisdomTree Asset Management Inc.’s parent company, WisdomTree, 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

Ethereum  : A decentralized, open-source blockchain with smart contract functionality.

Ether is the native cryptocurrency of the platform.

Proof of Work (PoW)   : A system that requires a not-insignificant but feasible amount

of effort in order to deter frivolous or malicious uses of computing power, such as

sending spam emails or launching denial of service attacks.

Proof of Stake (PoS) : The Proof of Stake (PoS) concept states that a person can mine

or validate block transactions according to how many coins they hold

Blockchain  : a distributed ledger system in which a record of transactions made in

cryptocurrencies are maintained across computers linked in a peer-to-peer network

Cryptocurrency : a digital or virtual currency that is secured by cryptography, which

makes it nearly impossible to counterfeit or double-spend.

Market Capitalization   : Market cap = share prices x number of shares outstanding.

Firms with the highest values receive the highest weights in approaches designed to

weight firms by market cap.

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.

Beacon chain : The Beacon Chain was the name of the original proof-of-stake blockchain

that was launched in 2020. It was created to ensure the proof-of-stake consensus logic

was sound and sustainable before enabling it on Ethereum Mainnet.

Staking-as-a-Service : A platform that acts as an intermediary, uniting a blockchain's

consensus mechanism and cryptocurrency holders who wish to participate in the network.
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