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Why are we here? - State of Restaking

Quickly developing narrative! = in crypto historically means to better proceed with caution...
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https://dune.com/blocklytics/ethereum-restaking
https://defillama.com/protocols/Liquid%20restaking/Ethereum
https://www.gauntlet.xyz/resources/inside-the-restaking-ecosystem-restaking-protocols

State of Restaking - Room to Grow

STAKING

~28% SETH is in STAKING of which
~41% is in LIQUID STAKING

e ~16% is in RESTAKING

~12% isin LIQUID RESTAKING

RESTAKING

LIQUID STAKINGEN | oo

Data as of Sept 2024, sources: Ultrasound Money, Beaconcha.in, Blocklytics on Dune, Defillama (1, 2)


https://ultrasound.money/
http://beaconcha.in
https://dune.com/blocklytics/ethereum-restaking
https://defillama.com/lsd
https://defillama.com/protocols/Liquid%20restaking/Ethereum
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What is Restaking? - Brief Recap

Restaking generally means reusing How Restaking Works
staked collateral to provide

economic security to projects

e for stakers: additional
reward opportunities for an Q 9 . Symbiotic
Staking R Preride

increased level of risk m ot Q Q 9 Lo EigenLayer N

e for AVSs (Actively Validated
Services): “security as a $ ¢ ferak
service” tailored to their
needs

Data Loyer

Note: All restaking protocols now allow many ERC-20 tokens beyond ETH/LSTs as collateral.

This can add utility to tokens of secured protocols and actually outsource their security as staking-as-a-service
(so not just RE-staking anymore).

Image: based on Entangle.fi


https://blog.entangle.fi/liquid-restaking-tokens-lstfi/

Restaking relations: EigenlLayer at Stage 3a
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Stacking of Considerations

Liquid Restaking

Restaking

Liquid Staking

Staking

Liquid Restaking:
e Protocol Selection (continuous)

Restaking:

e Protocol Selection (continuous)
® + Asset Selection (continuous)
e + AVS Portfolio Selection (cont.)

Liquid Staking:

® Protocol Selection (1x)

Staking:
e Node Operator Selection (1x)

Details: https://liquidcallective.io/Ists-vs-Irts/



https://liquidcollective.io/lsts-vs-lrts/

Risks in (Re)Staking

O /‘ Slashing
(maliciously or stupid) “

O 2 Downtime Correlations
(offline penalty) are the real danger!

L e Staking: client bugs
Liquidity e LST/LRT/Restaking platforms:

O 8 (exit/withdrawal queue, smart contract bugs
peg/depth for LSTs/LRTs) ® AVSs: correlated slashings




W u--1: Restaking Homepage  ANSs

Modeling of Restaking Risks is Evolving

p o A Ciperaiors s LA T on Expenl iywe sl Sprmbecte

But early and mostly highly mathematical...
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https://x.com/gauntlet_xyz/status/1824472173991657945
https://arxiv.org/pdf/2408.00928
https://www.gauntlet.xyz/resources/optimizing-avs-allocations-for-liquid-restaking-tokens-lrts
https://re7research.substack.com/p/restaking-risk-reward-management
https://kairoscrypto.substack.com/p/eigenda
https://paragraph.xyz/@tokensightxyz/extended-u-1
https://u--1.com/
https://x.com/AffineDeFi/status/1791165554889543854
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Comparing to Bonds

Non-liquid vs. liquid positions

|A tale of two categories /

B R LT .

“Non-fungible, *
- yielding assets:
. | Sovereign :
bonds

--._____.--""'-___

L1 staking
positions
e

AVS

¢ |positions ;
'.-_. .._____...--""__- _.'

Details: https://ethresear.ch/t/the-risks-of-Irts/18799



https://ethresear.ch/t/the-risks-of-lrts/18799

Comparing to Bonds

Non-liquid vs. liquid positions

A tale of two categori
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Details: https://ethresear.ch/t/the-risks-of-Irts/18799



https://ethresear.ch/t/the-risks-of-lrts/18799

Comparing to Bonds

Non-liquid vs. liquid positions

|A tale of two categories /
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Details: https://ethresear.ch/t/the-risks-of-Irts/18799


https://ethresear.ch/t/the-risks-of-lrts/18799

Comparing to Bonds

Stacking of risks

[A bit more of everything / R
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https://ethresear.ch/t/the-risks-of-lrts/18799

Comparing to Bonds

Stacking of risks

[A bit more of everything / 5 Pibie bkt
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https://ethresear.ch/t/the-risks-of-lrts/18799
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Risk vs. Return of Restaking

e Restaking is new -> risk will be
higher than potential return at the
moment

® 6-12 months should see:

o Risk reduced as software
matures

o Regulation is made clearer

o Rewards begin to be earned in
full on networks - just as we
saw with traditional ETH
staking

REWARD

7




Staking options for institutions as of now:

Liquid Staking

Restaking

Liquid Restaking

>~3.5% native ETH rewards

>Lowest risk (“Internet bond”)

AVAILABLE NOW

>Liquidity (swap in/out without delay)
>Utility of LST (leverage, Defi, ...)

>No 32 ETH increments needed*

AVAILABLE NOW

(Permissioned for Institutions:
LIQUID COLLECTIVE)

>Developing opportunity
for additional rewards (vs. risks)

>Delegate to Blockdaemon or
dedicated white-label set of AVSs

Q

Ecosystem
developing

> |nstitutions need to understand risks and rewards

Q

Ecosystem
developing



https://liquidcollective.io/

SUBSCRIBE NOW
to our monthly ETH

newsletter

Thanks & let’s continue the conversation...

freddy @blockdaemon.com
X / Twitter: @ crypto_crack

Follow us on social
X @BlockdaemonHQ
B o©Blockdaemon

in Blockdaemon
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Stacking of Considerations: Checklist

Staking - Liquid Staking - Restaking - Liquid Restaking

Staking - Considerations of the node operator include:

Isthe node operator a known and trusted entity, with reputation at stake?
Whatis the node operator’s track record of performance?

How ‘good’ of a job do they do operating infrastructure on the network, and
receiving network rewards for doing so?

What kinds of risk mitigations does the node operator have in place, to reduce
the risk of slashing, mitigate operational or security risks, etc.?

Liquid Staking - Considerations of the LSP include:

Are the liquid staking protocol’s smart contracts audited? Has the code
deployed to mainnet received security reviews and/or code audits?
How long does deposited ETH pass through the protocol beforeit is
programmatically staked via Ethereum’s deposit contract?

Has the liquid staking protocol's code been made public, so that external
security researchers and participants can evaluate it?

How long has the LSP been active without a meaningful security incident or loss
of staked funds?

Restaking - Considerations of the AVSs and operators include:

What are the slashing risks and conditions associated with the AVS? Under what
circumstances can staked tokens be slashed, due to the behavior of the
restaking operators, etc?

As with staking and liquid staking, are the AVS operators reputable and
experienced?

Do they have slashing mitigations in place that meet the slashing considerations
of the AVS?

Whatis the economic model of the AVS, and how does the AVS and the
operators being delegated to manage economic incentives?

Does the AVS have any governance mechanism?

Does the AVS introduce any external risks due to the services it is offering, such
as additional attack vectors or liquidation risks?

Liquid Restaking - Considerations of the LRTs include:

All of the above, plus

Diligence process of selecting and monitoring operators and AVSs (e.g.
correlations, risk-reward trade-offs, liquidity)

Compliance considerations

Details: https://liquidcallective.io/Ists-vs-Irts/



https://liquidcollective.io/lsts-vs-lrts/

Attribute Sovereign bonds L1 staking positions AVS restaking positions
Liguidity/ Leverage Mliquid as individual assets, not easy to borrow against
Vield Sowrce: Sovereign treasury Source: L1 protocol Source: AVS protocel
Denomination: Sovereign currency | Dencmination: L1 token Denomination: AVS specified
. Lo Withdrawals rate limited by
Duration Fixed maturity :;“lt‘: L“l"" rate :'”"““l the AVS, the restaking
I protocol, and the L1 protocol
No default because the Sovereign | L1 slashing where some or all | Both AVS slashing and L1
Default trols the 1 F orinc be dest slashing where some or all of
o TSI SURY of principal can royed the principal can be destroyed
Porifalio construction Single asset portiolio

Table 1: Non-fungible yielding assots

Attribute Bond funds LSTs LRT=
Liguidity/ Leverage Liguid beenuse of fungibility, easy to borrow against
Source: Sovercign treasury Source: L1 protecol Source: AVS protocol
Vield Denpomination: Sov. currency | Denomination: L1 token Denomination: AVS specified
! Aggregation over: Many Aggregation over: Many Aggregation over: Many
interest rates and durmtions node operators AVEs and node operators
’ , Withdrawals rate limited by the
. _ N “'il.'l.hl:Lr'l.'n'ah rate limited LRT p 1, the restaking
Duration Muany different maturities by the LST protocol N
and the L1 1 protocal, each underlying AVS,
P and the L1 protocol
Duration mismatch
(e, SVB collapse), or Ome fsome of the L1 node One/some of the AVS node
! illiquidd redemption market operators getting slashed aperators or one/some of the
{e.g.. Sept. 2019 Repo Crash) | L1 mode aperatars getting slashed |
Medium complexity: High complexity: choosing AVSs,
Porifolie construction Low comploxicy: balencing selecting L1 nede operators AVS node operatars, different

many low risk assets

and for collateral ratios

interest denominations, L1 node
operators and for collateral

Table 2: Fungible baskets of non-fungible yielding assets

Details: https://ethresear.ch/t/the-risks-of-|rts/18799



https://ethresear.ch/t/the-risks-of-lrts/18799
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