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What Is an Ethereum ETF?
The same wrapper as its bitcoin cousin, around a fundamentally different asset —
and one question, staking, that decides how much of ether's value the fund can
actually pass on to you.
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An Ethereum ETF is an exchange-traded fund that holds ether and issues shares tracking its
price, bought through an ordinary brokerage account. Structurally it is the same machinery
as its bitcoin equivalent, and if you want that machinery explained — creation and
redemption, custody, how the share price stays tethered to the asset — it is set out in what is
a spot bitcoin ETF and applies here without modification. What does not carry over is the
asset inside. Bitcoin sits still; ether works. It secures a network, earns rewards for doing so,
and is consumed as fuel — and wrapping a productive asset in a fund raises a question that
never arises with an inert one: what happens to the income?

AT  A G L A N C E

WHAT IT IS

Fund holding ether,
traded as shares

SAME AS BTC ETF

Wrapper, custody,
redemption

DIFFERENT

Ether is a productive
asset

THE KEY QUESTION

Whether the fund
stakes
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The wrapper, in brief

The fund holds ether with a qualified custodian and issues shares representing a claim on it.
Authorised participants create and redeem shares as demand pushes the share price above
or below the value of the underlying, and that arbitrage keeps the two in line. A management
fee is deducted continuously, so the quantity of ether behind each share declines slowly over
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time. Shares trade during stock-market hours only, settle in ordinary accounts, and require
no wallet or exchange relationship.

US spot ether funds began trading in July 2024, roughly half a year after their bitcoin
counterparts. The delay was not administrative. It reflected a harder set of questions about
what ether is and what a fund holding it should be permitted to do with it — questions that
resolve into the subject of section 03.
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Why ether is a different thing to wrap

Bitcoin's investment case is a claim about scarcity and monetary properties: the asset does
nothing, and that inertness is the point. Ether's case is different in kind. It is the collateral
that secures a proof-of-stake network, the fuel consumed to use that network, and a claim on
the activity conducted across it. Those roles generate two economic effects a fund must
reckon with.

The first is issuance: ether staked to validate the network earns newly issued rewards, so a
holder who stakes accrues more ether over time while a holder who does not simply holds a
fixed quantity. The second is burn: since the fee-market reform introduced in EIP-1559, a
portion of transaction fees is destroyed rather than paid out, so network usage removes
supply. Together these mean ether's supply is not fixed but responsive — capable of
shrinking when activity is high and growing when it is low. A fund holding it is holding
something closer to a productive claim than a commodity, which is precisely why the yield
question cannot be waved away. The broader case is set out in our Ethereum investment
thesis.
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The staking question

Here is the defining issue for this product. Ether held by a fund can, in principle, be staked
— committed to securing the network in exchange for rewards. Doing so would let the fund
accrue additional ether, offsetting its fee and potentially delivering a return above the price
of the asset itself.

The US funds launched without that permission, holding ether passively. The reasons were
substantive rather than arbitrary. Staked ether is not instantly available: withdrawals pass
through a protocol-level queue, which sits awkwardly against an ETF's obligation to redeem
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shares on demand and could, in stressed conditions, leave a fund unable to meet
redemptions from its most liquid holdings. Staking also introduces slashing — the protocol
penalty for validator misbehaviour or failure — which means a fund could lose principal
through an operational fault rather than a market move. And delegating to a staking
provider adds a counterparty whose performance the fund must underwrite. Whether, and
on what terms, these funds may stake has been the central regulatory and product question
since launch, and the arrangements have continued to evolve; anyone evaluating a specific
fund should read its current documentation rather than assume, since two funds tracking
the same asset may treat this very differently. The underlying mechanism is explained in
what is Ethereum staking.

It is also worth knowing how such rewards would reach you if a fund does stake. They would
not ordinarily arrive as a cash distribution into your account. Rewards accrue as additional
ether inside the fund, raising the quantity of the asset behind each share — so the benefit
shows up as a higher share value rather than as income you receive. The practical effects are
that the yield is automatically reinvested without any action on your part, that it partially
offsets the management fee before you ever see a number, and that how it is treated for tax
purposes depends on your jurisdiction and account type rather than on the fund's
mechanics.

With a bitcoin ETF, the fee is the whole cost of the wrapper. With an ether ETF, the cost
is the fee plus whatever yield the fund does not earn on your behalf — a gap that
compounds silently and has no equivalent in the bitcoin product.
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The yield you may be giving up

This is the practical consequence and the one most worth understanding before buying. A
holder of ether who stakes it directly accumulates additional ether over time. A fund that
does not stake holds a static quantity and deducts a fee from it. Over a long holding period,
the difference between those two positions is not the fee alone — it is the fee and the forgone
rewards, compounding together.

That gap is the strongest argument for direct ownership by anyone able to stake, and it
explains why the staking permission mattered so much commercially: a fund that can stake
competes on very different terms from one that cannot. Two honest qualifications belong
alongside it. Staking directly is not free money — it carries slashing risk, lock-up and exit-
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queue considerations, operational complexity, and, if done through a delegated or liquid
staking arrangement, its own counterparty and smart-contract exposures, as covered in
liquid staking. And where a fund does stake, the rewards do not arrive untouched; the fund
and its staking provider take their share first. The right comparison is therefore net of
everything on both sides, not headline yield against headline fee.
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What the shares do not give you

Ether's utility is inseparable from holding the asset itself, and none of it survives the
wrapper. You cannot spend the shares as gas, so you cannot use the network they represent.
You cannot supply them to a protocol, post them as collateral, or deploy them in any on-
chain application. You cannot bridge them to a layer two, and you have no voice in anything
governed on-chain.

For an investor who wants price exposure and nothing else, none of this matters — it is
exactly the trade they intended to make. But it does mean the ETF captures a narrower slice
of ether than the bitcoin ETF captures of bitcoin, because more of ether's value proposition
lies in what the asset does rather than in what it is worth. Buying the fund is a bet on the
network's success expressed purely through price, with every functional use of the asset
stripped out.
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How it compares with the bitcoin fund

The two products look alike and behave differently in ways worth naming. The underlying
theses diverge: bitcoin is generally held as a monetary asset, while ether is closer to an
investment in a platform whose value depends on how much activity it hosts and how much
of that activity's value the base layer retains — a genuinely contested question given how
much usage now occurs on layer-two networks, which we examine in our ETH thesis,
restaking and L2s report.

The products differ in scale and behaviour too. Ether funds have drawn a smaller pool of
institutional capital than bitcoin funds, which shows up as thinner trading and more
variable flows — and flow data for them carries all the same interpretive traps, plus a smaller
base that makes single-day figures noisier still. Finally, the regulatory footing is less settled:
bitcoin's classification is comparatively uncontroversial, while the treatment of ether —
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particularly once staking is involved, which introduces the question of whether a return is
being generated from the efforts of others — remains a live area rather than a closed one.
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The risks that come with the asset

Beyond price volatility, which is fully inherited, three exposures are specific to what is inside
the fund. The first is protocol change: Ethereum evolves through upgrades that alter
issuance, fee behaviour, and scaling architecture, so the economics of holding ether are not
fixed the way bitcoin's issuance schedule is. That adaptability is a strength of the network
and a source of uncertainty for a holder.

The second is competition and value capture — other networks compete for the same
activity, and even successful growth on Ethereum can accrue substantially to layer twos
rather than to the base asset. The third is that staking, where permitted, converts a passive
holding into an operational one, importing validator performance, provider selection,
slashing, and withdrawal-queue risk into a product most buyers assume is entirely passive.
None of these argues against the fund. They argue for understanding that an ether ETF's
risk is not simply bitcoin's risk with a different ticker.
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Who it actually suits

The fund makes sense for the same reasons its bitcoin sibling does: access inside retirement
and advised accounts, no key management, familiar tax documentation, and eligibility
under mandates that forbid holding the asset directly. If price exposure is the whole
objective and the account structure requires a listed security, it is a clean solution.

Direct ownership makes more sense for anyone who wants what the asset does — staking
rewards, on-chain use, self-custody — and is willing to take on the responsibility that comes
with it. The deciding question is unusually concrete here: work out what the fund does with
the staking rewards, add its fee, and compare that against what you would realistically
achieve holding and staking yourself, net of your own costs and risks. For most other assets
that comparison is a formality. For ether it is the whole decision.

“And he shall be like a tree planted by the rivers of water, that bringeth forth his fruit
in his season; his leaf also shall not wither.”



PSALM 1:3

 

Methodology & Sources

This report explains a fund structure and the asset inside it; it contains no fund names,
tickers, assets under management, expense ratios, staking yields, issuance or burn rates, or
performance data, all of which vary by issuer and change continuously — consult a fund's
own prospectus and current disclosures. One date is asserted: US spot ether ETFs began
trading in July 2024, a matter of public record. The general exchange-traded-product
mechanics referenced here are set out in our companion report on spot bitcoin ETFs and
are not re-derived. Staking permissions for these funds have been the subject of ongoing
regulatory and product development since launch and differ between funds; this report
deliberately does not assert the current status of any specific product, and readers should
verify against fund documentation. Slashing, validator withdrawal queues, delegated and
liquid staking counterparty exposure, and the layer-two value-capture debate are described
qualitatively as recognised considerations, not quantified. Nothing here is a
recommendation regarding any product, or regarding holding or staking ether in any form.
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