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This summer, the Ethereum blockchain—the second-most-valuable blockchain in the 
world after Bitcoin—will go through a massive technological upgrade called “The Merge.”

The Merge will reshape the blockchain’s “consensus mechanism,” the core piece of 
technological code that allows the Ethereum blockchain to process transactions and stay 
in sync around the globe. Akin to a car’s engine, this is the most important part of any 
blockchain, and the stakes of the upgrade are high.

Assuming the upgrade occurs on schedule and is successful, The Merge will 
fundamentally transform Ethereum and its native coin ETH, making them (we believe) 
significantly more appealing to a wide swath of institutional investors. 

The upgrade will have three primary impacts:

1. ENERGY CONSUMPTION

The Merge will reduce Ethereum’s energy consumption by more than 99%.

Its current consensus mechanism relies on a concept called “proof-of-work,” which 
entails thousands of computers completing massive computing challenges to 
ensure the network’s integrity. This is the same approach used by Bitcoin.

Proof-of-work consensus mechanisms are well established and have strong 
security guarantees, but solving the computing challenges requires significant 
amounts of energy.

The Biggest News in Crypto This Year ... 
and Why Diversification Is Increasingly Important

IN THIS ISSUE, WE DISCUSS:

>> This summer, Ethereum—the second-largest constituent of the Bitwise 10 Large Cap 
Crypto Index—will go through a major technological upgrade. It is hard to overstate 
the importance of this development.

>> The upgrade will reduce Ethereum’s energy consumption to less than 1% of what 
it uses today, cut the issuance of new ETH by 75-90%, and create a mechanism for 
long-term investors to earn up to 8-12% yields while holding ETH.

>>  The upgrade is a reminder that crypto is a dynamic and competitive market, and that 
having diversified exposure to the space is critical.

NOTES FROM THE CIO  |  April 5, 2022

NOTE: This edition of Notes from the CIO borrows from and extends an analysis 
recently published by two members of Bitwise’s growing Research team, 
Anais Rachel and Gayatri Choudhury. To read their original piece, click here; to 
sign up to be alerted to new columns written by Bitwise’s analyst team, email           
investors@bitwiseinvestments.com with the subject line “Analyst Columns.” 
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As part of The Merge, Ethereum will switch to a new consensus mechanism based 
on a system called “proof-of-stake,” which replaces the computing arms race with a 
process whereby long-term Ethereum investors can post (or “stake”) ETH as collateral 
to ensure the network’s integrity. Many newer blockchains rely on proof-of-stake 
consensus mechanisms, although none of these blockchains are as large as Ethereum.

Ethereum’s improved ecological footprint may attract institutional investors concerned 
about Bitcoin’s carbon intensity. It could also provide a new impetus to diversify in 
crypto for the many institutions that have historically been bitcoin-only. 

In other words, The Merge could be the event that brings institutions into the crypto 
market beyond bitcoin.

2. REDUCED ISSUANCE

In all blockchains, the people who help secure the network are paid for their effort. 
Typically, most of this payment comes in the form of newly minted crypto issued by 
the network itself: i.e., bitcoin miners are issued new bitcoin by the Bitcoin blockchain. 
This creates a natural “issuance rate,” which varies between blockchains for a variety of 
reasons.

The current issuance rate of the Ethereum blockchain is a little over 4% per year. But 
because proof-of-stake allows participants to validate transactions at far lower cost 
than proof-of-work, you don’t need to pay out as much ETH to compensate them as you 
would, say, a bitcoin miner. As a result, The Merge is expected to reduce the issuance 
rate by 75-90%.

History suggests that a sharp reduction in new issuance could have a significant 
impact. Every four years, for instance, the rate of new bitcoin issuance is cut in half in 
closely monitored events called “halvings.” Many investors attribute bitcoin’s cyclical 
bull markets to this halving effect.

The Merge is like two halvings at once. 

3. A MAJOR YIELD OPPORTUNITY

The final impact of The Merge is that it will create an opportunity for long-term ETH 
investors to earn a yield of up to 8-12% by participating in the proof-of-stake process.

This is a major difference between proof-of-work and proof-of stake blockchains. 
Proof-of-work mining involves expensive hardware and significant electrical demands, 
making it inaccessible to most investors. Participating in a proof-of-stake consensus 
mechanism is much easier, with the primary requirement being a willingness to lock up 
your position for long periods of time.

The exact yield from staking ETH will depend on the number of people who participate 
and the level of transaction fees on the Ethereum blockchain, but that yield is expected 
to be high.

In today’s inflationary environment, the ability to earn an 8-12% yield while holding an 
investment with high growth potential may be attractive to yield-starved institutional 
investors.

One additional benefit is that the availability of a steady yield can help institutions 
conduct more traditional valuation analyses on ETH, with some early attempts from 
firms like Coinbase pointing to prices above $5,000. (As of this writing, ETH was 
trading around $3,500.)

The Merge could be the event that 
brings institutions into the crypto market 
beyond bitcoin.

In today’s inflationary environment, 
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https://www.bitwiseinvestments.com/
https://www.coinbase.com/institutional/research-insights/research/market-intelligence/eth-staking-post-merge-yield-estimates-and-risk
https://www.coinbase.com/institutional/research-insights/research/market-intelligence/eth-staking-post-merge-yield-estimates-and-risk
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Taken individually, each of these changes—lower energy consumption, reduced new issuance, 
or a new yield source—would be a massive story for Ethereum. Combined, however, they are 
transformative and will likely make Ethereum a focus asset in the year to come.

THE RISING IMPORTANCE OF DIVERSIFICATION IN CRYPTO

Ethereum’s upgrade is exciting news for Ethereum investors, and Bitwise offers an 
Ethereum-only fund for investors who are interested in gaining professionally managed 
exposure to ETH.

But the upgrade raises a bigger point for long-term investors: It is increasingly important 
to take a diversified approach to crypto.

The long-term return of any crypto asset is influenced by multiple factors, including 
factors that impact the crypto industry as a whole and factors that are specific to 
individual crypto assets. Regulation, for instance, tends to have an industry-wide impact, 
while events like The Merge often impact only one asset directly. Historically, industry-
wide factors have been the more dominant as the crypto industry has been in the early 
stages of development. But as crypto matures, we expect the power of idiosyncratic 
factors to grow. For instance, we expect The Merge to directly influence the shape of 
returns for Ethereum in the coming year but to have little impact on bitcoin or other 
assets. 

Some investors will take this as a signal to take an active approach, choosing assets at 
uniquely exciting phases of development. But as we scan the largest assets in the space, 
many—if not most—have interesting idiosyncratic developments. Among a few we’re 
monitoring beyond Ethereum:

• Bitcoin, the largest asset in the Bitwise 10 Large Cap Crypto Index, is in sharper focus 
around the world as investors grapple with inflation and wonder what role a non-
sovereign currency has in a world where economies are being weaponized.

• Solana, the third-largest asset in the Bitwise 10, has surged recently after Coinbase 
(the largest crypto brokerage) added support for Solana ecosystem tokens and 
OpenSea (the largest NFT platform) added support for Solana-based NFTs. 
Together, the two trends should help Solana establish itself further as a leading 
competitor to Ethereum.

• Avalanche, the fifth-largest asset in the Bitwise 10, is up 200% in the past year 
and significantly in the past week, thanks to the creation of a $290 million venture 
development fund and brewing excitement around a technological development 
called “subnets,” which could make the Avalanche blockchain more flexible for 
customized uses than competitors.

• Polkadot, the sixth-largest asset in the Bitwise 10, is now the most widely held 
crypto asset by hedge funds as of Q4 2021, is seeing significant adoption of its 
novel technology called “parachains,” and is rapidly becoming an emerging force in 
the DeFi space.

• Aave, the second-largest asset in the Bitwise Decentralized Finance Crypto Index, 
returned 96.59% over the last month after a significant upgrade to its blockchain 
attracted investors to its lending service.

Taken individually, each of these 
changes—lower energy consumption, 
reduced new issuance, or a new yield 
source—would be a massive story for 
Ethereum. Combined, however, they 
are transformative.

https://www.bitwiseinvestments.com/
https://bitwiseinvestments.com/crypto-funds/ethereum/
https://www.wsj.com/articles/bitcoin-demand-booms-in-ukraine-and-russia-11646165756
https://www.wsj.com/articles/bitcoin-demand-booms-in-ukraine-and-russia-11646165756
https://www.coindesk.com/business/2022/03/17/coinbase-adds-solana-tokens-to-self-custody-wallet-in-non-evm-first/
https://news.bitcoin.com/leading-nft-marketplace-opensea-to-add-solana-support-in-april/
https://decrypt.co/96067/avalanche-avax-price-boost-subnets
https://decrypt.co/96067/avalanche-avax-price-boost-subnets
https://finance.yahoo.com/news/polkadot-top-crypto-held-vcs-061733771.html#:~:text=Around%2042%25%20of%20venture%20capital,according%20to%20Messari's%20fund%20analysis.
https://finance.yahoo.com/news/polkadot-top-crypto-held-vcs-061733771.html#:~:text=Around%2042%25%20of%20venture%20capital,according%20to%20Messari's%20fund%20analysis.
https://cryptoslate.com/leading-polkadot-project-reaches-1-billion-in-tvl/
https://cryptoslate.com/leading-polkadot-project-reaches-1-billion-in-tvl/
https://www.coindesk.com/markets/2022/03/30/aaves-token-rockets-97-since-upgrade-as-v3-strengthens-defi-capabilities/
https://www.coindesk.com/markets/2022/03/30/aaves-token-rockets-97-since-upgrade-as-v3-strengthens-defi-capabilities/


4  Bitwise Asset Management Notes from the CIO | The Biggest News in Crypto This Year ... and Why Diversification Is Increasingly Important

Which technology will have the biggest impact on the market? It’s hard to say. But it is clear 
that the market has moved beyond bitcoin only.

Crypto, and the technology behind it, is evolving rapidly, with different blockchains battling for 
their share of the space.

One approach is to own a basket and ride the overall wave.
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outcomes will match the assumptions or that actual returns will match any expected returns. Prior to making any investment 
decision in respect of the Fund, each investor must undertake its own independent examination and investigation of the Fund, 
including the merits and risks involved in an investment, and must base its investment decision, including a determination 
whether it would be a suitable investment for the investor, on such examination and investigation and must not rely on the 
Manager or the Fund in making such investment decisions. Prospective investors must not construe the contents of this 
material as legal, tax, investment, or other advice. 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 information should 
not be relied upon by the reader as research or investment advice regarding the funds or any security in particular. Past 
performance is no guarantee of future results.

STAY IN THE KNOW

Scan the code using your 
phone camera to sign up 
for our research reports, 
monthly advisor letter, market 
commentary and more delivered 
to your inbox.

bitwiseinvestments.com/
subscribe

Which technology will have the 
biggest impact on the market? 
It’s hard to say. But it is clear that 
the market has moved beyond 
bitcoin only.

https://www.bitwiseinvestments.com/
https://www.bitwiseinvestments.com/
https://bitwiseinvestments.com/subscribe
https://bitwiseinvestments.com/subscribe

