
Redefining Finance for the New Economy

September 2021

Tokenomics

The Bridge



Table of Contents

Executive summary  2 

1. Introduction 3

2. What is Tokenomics? 4

3. Total supply and its demand 5

4. Initial allocation of tokens 6

5. Distribution of tokens 7

6. Value accrual 8

7. Conclusion 9

2

The Bridge
September 2021

Authors
Yves Longchamp 
Head of Research  
SEBA Bank AG

Aishwary Gupta 

Research Analyst  
B&B Analytics Private Limited

Kunal Goel 
Research Analyst  
B&B Analytics Private Limited

Contact
research@seba.swiss

Executive summary
Tokenomics describes the role a cryptocurrency plays in a blockchain ecosystem. Under-
standing the key components of tokenomics is essential in assessing the potential of a project.



Tokenomics

1.  
Introduction
Have you ever wondered, if we do not add the right pinch of salt to a burger, will it taste 
good? The answer is no. If the burger ingredients are not in the right mix, the burger will not 
taste good. Similarly, to create a valuable crypto asset we need to have the right mix of  
tokenomics. Tokenomics is the recipe to create valuable crypto assets. In a world where 
thousands of crypto assets exist, tokenomics help us read between the lines and show us the 
path to make sound investment decisions.

In this issue of The Bridge, we present the main ingredients that make up for a good tokenom-
ics. We find four key ingredients. They are (i) the total supply and its demand, (ii) the initial  
allocation of tokens, (iii) the distribution of tokens and (iv) the value accrual. Before we pres-
ent the ingredients in detail, let us start with the beginning; what is tokenomics?
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2.  
What is Tokenomics?
Tokenomics is the rulebook defining a crypto asset1 monetary policy, from the issuance to 
the removal of tokens, if any. It uses game theory to design incentives to reward good actors 
and punish bad ones. Tokenomics also defines the role that the token plays in the ecosystem 
and how it accrues value.

Tokenomics are necessary because public blockchains are open to everyone, including 
bad actors. Tokenomics align the behaviour of each actor, strengthen the protocol and cre-
ate trust ultimately. It does it with the help of crypto assets. An increase in good behaviour  
materialises in a rise in the value of a crypto asset, which encourages participants to be 
good actors.

Harvard psychologist, B.F. Skinner first proposed the idea of Tokenomics in 1972. He believed 
a token economic model could be beneficial to align behaviours.

In well-designed tokenomics, all costs and benefits are internalised (no externalities) so that 
there is no way to game the ecosystem, making it robust.

Four different actors participate in all blockchain projects. They are the founders and the  
developers who build the project, the miners or validators that run the blockchain and pro-
vide security, the investors who provide the capital required to make the project and finally, 
the consumers as the ultimate users of the platform. Tokenomics creates a set of rules align-
ing all the actors and reinforcing the ecosystem.

1  In this publication, we use the words crypto 
asset, token and coin indifferently.



Tokenomics

3.  
Total supply and its demand
The first key ingredient in tokenomics is the token supply, whether it is capped or unlimited, 
and the demand to complement such a supply. Bitcoin is well known for having a capped 
supply of 21 million bitcoins while Ether supply is unlimited. It is interesting to note that the 
two most successful blockchains measured by market capitalisation have different mone-
tary policies.

Both are successful because the services they offer are different, and their token policy  
reflects these differences. Bitcoin is perceived as digital gold, a scarce resource whose issu-
ance schedule is known in advance. As the demand for bitcoin has been ever-increasing and 
the supply is capped, the price of bitcoin has increased significantly.

Ethereum has a different use case. It is a general-purpose blockchain designed to support 
many applications, like the famous decentralised applications (dapps). Ether’s (ETH) primary 
role is to pay for computation fees to the system to process the transaction. In that sense, 
ether is mainly a medium of exchange – while bitcoin is a store of value – and an unlimited 
money supply is appropriate owing to the ever-increasing uses and dapps being built on top 
of Ethereum.

In both cases, coin issuance follows strict and hard-coded rules defined by the tokenomics. 
Whether capped or unlimited, the token policies are disciplined and a source of trust.

The other side to note is the demand for a token. Token demand may be generated through 
the utility it provides or the rights it grants to the token owner. Some tokens are utility based 
that have a use within the ecosystem, such as LINK. For every request that is made of Chain-
link’s oracle services, the price is paid in LINK. UNI has no utility but the token holders get 
a vote in the protocol’s governance, including control over its multi-billion-dollar treasury. 
Token holders may also accrue all or a part of protocol revenue directly or indirectly. For  
example, the treasury income of Yearn Finance is used to buy back YFI from the open market, 
indirectly benefiting token holders. SushiSwap stakers earn five basis points on all trades if 
they stake their SUSHI tokens on the platform.

Proof-of-work blockchains like Bitcoin and Ethereum are also utility tokens as they are used 
to pay for the transaction fees on the networks. Proof-of-stake tokens like Polkadot and  
Cardano are both utility and governance tokens. Along with paying for transaction fees, 
stakers also vote on the future direction of the protocol.

Bitcoin and Ethereum successes result from the match between supply characteristics and 
the demand for the services. 

The right match between use case induced crypto-asset demand and token supply incentiv-
ise miners and validators to add security to the blockchain as they are attractively rewarded 
for the tasks they perform. In addition, users find the currency attractive as an investment 
and pay a fair price for the service used or rights granted. All these reinforce the attractive-
ness of the blockchain and the ecosystem.
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4.  
Initial allocation of tokens
A blockchain project needs time and resources to go live. To attract early investors, develop-
ers and other talents, tokens are often allocated in advance to this group. If the project goes 
live and the value of tokens increases, they get rewarded for their effort.

The initial allocation of tokens among this group is an essential element for a project’s  
success. The percentage needs to be significant enough to motivate the contributors but  
not too big to challenge the fundamental idea of decentralisation.

The example below shows the initial token allocation for Uniswap protocol, UNI, a decen-
tralised exchange to swap Ethereum-based crypto assets. As we can see, the allocation of 
tokens is complex and include several stakeholders. The challenge is to propose an alloca-
tion that pleases all participants.

Notice that tokens allocated at an early stage are often subject to a vesting period. This 
is another incentive for early participants to continue supporting the projects in the initial 
years of its life until it creates a sustainable ecosystem of its own. The vesting period applies 
predominantly to pre-mined crypto assets, i.e. crypto-assets issued before the project goes 
live. 

Fully diluted2 market value and token unlocks are an important thing to watch when one is 
about to invest in a token because a massive unlock can dilute one’s holdings. While a pre-
defined token allocation like Uniswap is common as more and more blockchain projects are 
run similar to start-ups, there also exist projects where there is no team allocation. 

Bitcoin (BTC) is emblematic of what is called a fair launch. In a fair launch, tokens are distrib-
uted to the community from day one without reserving any tokens for developers and seed 
investors. Fair launch ensures that everyone has equal access to the distribution and should 
prevent the concentration of many tokens to any particular individual or entity at the token’s 
launch. It is transparent as everyone gets access to tokens or coins based on criteria other 
than a public sale.

Yearn Finance (YFI) was also a fair launch. All tokens were distributed initially to stakers with 
no reserves for the founder or the protocol. However, after the initial distribution, it found it 
difficult to attract talented strategists and developers with no treasury reserves and eventu-
ally mint new tokens to incentivise the development team and strategists.

A fair launch worked well to make bitcoin the most decentralised project and asset in history, 
but for a dapp like Yearn Finance under continuous development, some treasury reserves are 
required to ensure proper alignment of incentives.

2  Fully diluted market value is the market  
capitalisation if all the tokens were issued.  
In the base of Bitcoin, this would be the  
market capitalisation at current price and 
with 21 million bitcoins.

Genesis UNI Allocation

  Community         

  Team       

  Investors       

  Advisors

Source: SEBA Bank, Uniswap

60.00%21.51%

0.69%

17.80%
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5.  
Distribution of tokens
Once the allocation is decided, the distribution of tokens may start. We differentiate this 
between two episodes, the genesis block and the following ones.

The genesis block is the first block of a blockchain and plays a particular role. It makes the 
initial distribution of tokens and must make it so that the blockchain becomes operable. This 
means that all ecosystem participants need to get tokens to create an economy and start 
it. The participants are the miners, the validators that provide the security and the users. To 
take an analogy, the genesis block is when Monopoly players receive their first allocation of 
notes to start the game.

In the subsequent blocks, token inflation starts. While inflation sounds negative, it is a way 
to reward active participants and distribute further tokens in the economy. As the economy 
grows with the number of actors and transactions, the tokens must follow suit to maintain a 
delicate balance between circulating supply and demand.

For layer-1 crypto assets, the increase in token supply, the inflation, is distributed to miners 
and validators for each block proposed; this is called block rewards. In the case of bitcoin, 
the block reward is currently 6.25 BTC and halves every four years. By rewarding these crucial 
actors, tokenomics incentivises them to act honestly, create trust, and ultimately increase 
the crypto asset’s value. The more valuable the tokens, the more incentivised are miners and 
validators, reinforcing the blockchain. As in the real economy, money inflation does not harm 
as long as it is proportionate to economic growth.

While bitcoin uses a Proof-of-Work (PoW) algorithm, other blockchains such as Polkadot uses 
a Proof-of-Stake (PoS) one. In PoS, tokens holders are incentivised to stake their coins to get 
a yield, which is usually higher than the inflation schedule. As a result, staking coins protect 
against the dilution caused by inflation. It also helps you accumulate more coins over time 
and add security and trust in the system, creating a win-win situation for the coin and the 
coin holder.

Early inflation is often high as the goal is to encourage early adopters to use a new block-
chain. In the case of Bitcoin, the block reward started at 50 BTC.

In the last two years, we have observed the creation of new services based on existing block-
chains. For instance, Decentralised Finance (DeFi) applications such as Uniswap are built 
mainly on top of Layer-1 solutions like Ethereum. As the underlying network provides the  
security of these applications, the issuance of DeFi tokens, for instance, incentivise other be-
haviour. Early adopters of DeFi protocols provide liquidity to these financial applications and 
are rewarded for that. This is called liquidity mining. Again, the earlier liquidity is provided, 
the higher the annual percentage yield (APY).

In the Polkadot ecosystem, blockchains (called parachains) are attached to the relay chain 
(the Polkadot chain) to benefit from its security. To do that, DOTs are bound, and parachains 
issue their own currencies to reward early adopters via an auction process.

https://www.seba.swiss/research/Mining-the-essence-of-proof-of-work/
https://www.seba.swiss/research/Proof-of-Stake-have-skin-in-the-game/
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6.  
Value accrual
The last essential ingredient of tokenomics covers the value accrual of a token.

Value accrual is when the usage of a blockchain or a dapp confers some value to the token 
and benefits the investors. This relationship is not always direct and the mechanism by which 
value accrues plays a large part in how favourable the market views the token and its price.

For layer-1 PoW protocols, as described earlier, the tokens are usually utility tokens that are 
used to pay for the transaction fees. Bitcoin receives a premium for being a store-of-value 
and being a permissionless system to exchange value. It has built this narrative as the old-
est and most decentralised blockchain with a solid monetary policy and proven censorship 
resistance.

PoS protocols accrue value by securing the network and earning validator rewards and 
transaction fees in return. They also get a governance vote which decides the direction  
of the protocol. This control is valuable, and value is accrued as the protocol increases in 
significance.

As far as dapps are concerned, it is worth noting that smart contracts can usually work per-
fectly fine even without a token. Therefore, the role a token plays in an ecosystem is crucial 
to understand. 

Continuing the example of LINK, the question to ask is why Chainlink needs its own token to 
settle fees between a requestor of a data and the provider when it could be settled in ETH, 
USD or USDC? The reason it cannot be ETH is that since its inception, Chainlink has wanted 
to grow beyond a single blockchain, and it now provides oracle services on multiple block-
chains like Polygon and Fantom, and it even seeks to further expand to other blockchains 
like Solana and Polkadot as well. A decentralised oracle cannot settle payment through wire 
transfers in USD, bringing an element of trust and asynchronous settlement. It cannot be a 
stablecoin like USDC or DAI, as they are also subject to either centralisation, or chances of 
protocol failure. As a result, an independent token was chosen to be the protocol currency 
for all participants. Node operators need to own LINK to run a node, and the requestor must 
make payments in LINK tokens. This is not exposed to any externalities and the protocol 
accrues value in line with Metcalfe’s Law. LINK exemplifies this relation well as its value has 
increased at the same time it has become ubiquitous throughout DeFi.

Similarly, Uniswap functioned perfectly fine with billions of dollar volumes even before its 
token launched in September 2020. UNI currently also does not earn any protocol fees from 
the swaps carried on the protocol. However, UNI is a governance token, it confers significant 
control over the protocol. Holders have the right to spend its multi-billion-dollar treasury and 
update the protocol, for example, collecting fees from trades.

Some projects also create deflationary trends to reduce the supply of coins from the mar-
ket by buying back the coins in circulation from its earned revenues. This process is called 
“burning” and is comparable to a stock buyback. The aim is to reduce the circulating supply 
to boost the token’s price. YFI, ETH and BNB are deflationary coins that use part of their 
earnings to buy back the token from the open market. 

https://www.seba.swiss/research/governance-tokens-coordinating-the-human-element/
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7.  
Conclusion
Tokenomics plays a central role in the functioning of a blockchain or dapp. It uses a set of 
hard-coded rules and a token to align the behaviour of all actors in a way that benefits the 
protocol. As we have seen, there is not one good tokenomics model. There are several reci-
pes for good burgers with different ingredients leading to various flavours. For each recipe, 
the right mix of ingredients is key. Depending on the blockchain services offered, tokenomics 
are different.

Four ingredients are essential. The first one is the total supply and demand. The number of 
tokens in circulation must fit the token demand. The second element is the initial allocation 
of the token. It must incentivise all participants to the network without harming anyone. The 
third component is subsequent token distribution. It has to be made dynamically and reward 
participants correctly without diluting the value of the ecosystem. Finally, value accrual 
gives the token value and cement its place in the ecosystem.



The Bridge
September 2021

Disclaimer

This document has been prepared by SEBA Bank AG (“SEBA”) in Switzerland. SEBA is a Swiss bank and securities dealer with its head once and legal domicile in Switzerland. It is authorized 
and regulated by the Swiss Financial Market Supervisory Authority (FINMA). This document is published solely for information purposes; it is not an advertisement nor is it a solicitation or an 
offer to buy or sell any financial investment or to participate in any particular investment. strategy. This document is for distribution only under such circumstances as may be permitted by 
applicable law. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction 
where such distribution, publication, availability or use would be contrary to law or regulation or would subject SEBA to any registration or licensing requirement within such jurisdiction. 

No representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this document, except with 
respect to information concerning SEBA. The information is not intended to be a complete statement or summary of the financial investments, markets or developments referred to in the 
document. SEBA does not undertake to update or keep current the information. Any statements contained in this document attributed to a third party represent SEBA’s interpretation of the 
data, information and/or opinions provided by that third party either publicly or through a subscription service, and such use and interpretation have not been reviewed by the third party.

Any prices stated in this document are for information purposes only and do not represent valuations for individual investments. There is no representation that any transaction can or 
could have been elected at those prices, and any prices do not necessarily reflect SEBA’s internal books and records or theoretical model-based valuations and may be based on certain 
assumptions. Different assumptions by SEBA or any other source may yield substantially different results.

Nothing in this document constitutes a representation that any investment strategy or investment is suitable or appropriate to an investor’s individual circumstances or otherwise consti-
tutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own judgment in making their investment decisions. Financial investments 
described in the document may not be eligible for sale in all jurisdictions or to certain categories of investors. Certain services and products are subject to legal restrictions and cannot 
be offered on an unrestricted basis to certain investors. Recipients are therefore asked to consult the restrictions relating to investments, products or services for further information. Fur-
thermore, recipients may consult their legal/tax advisors should they require any clarifcations. SEBA and any of its directors or employees may be entitled at any time to hold long or short 
positions in investments, carry out transactions involving relevant investments in the capacity of principal or agent, or provide any other services or have offcers, who serve as directors, 
either to/for the issuer, the investment itself or to/for any company commercially or financially affliated to such investment.

At any time, investment decisions (including whether to buy, sell or hold investments) made by SEBA and its employees may differ from or be contrary to the opinions expressed in SEBA 
research publications.

Some investments may not be readily realizable since the market is illiquid and therefore valuing the investment and identifying the risk to which you are exposed may be diffcult to quantify. 
Investing in digital assets including cryptocurrencies as well as in futures and options is not suitable for every investor as there is a substantial risk of loss, and losses in excess of an initial 
investment may under certain circumstances occur. The value of any investment or income may go down as well as up, and investors may not get back the full amount invested. Past per-
formance of an investment is no guarantee for its future performance. Additional information will be made available upon request. Some investments may be subject to sudden and large 
falls in value and on realization you may receive back less than you invested or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on the price, 
value or income of an investment. Tax treatment depends on the individual circumstances and may be subject to change in the future.

SEBA does not provide legal or tax advice and makes no representations as to the tax treatment of assets or the investment returns thereon both in general or with reference to specifc 
investor’s circumstances and needs. We are of necessity unable to take into account the particular investment objectives, financial situation and needs of individual investors and we would 
recommend that you take financial and/or tax advice as to the implications (including tax) prior to investing. Neither SEBA nor any of its directors, employees or agents accepts any liability 
for any loss (including investment loss) or damage arising out of the use of all or any of the Information provided in the document.

This document may not be reproduced or copies circulated without prior authority of SEBA. Unless otherwise agreed in writing SEBA expressly prohibits the distribution and transfer of 
this document to third parties for any reason. SEBA accepts no liability whatsoever for any claims or lawsuits from any third parties arising from the use or distribution of this document.

Research will initiate, update and cease coverage solely at the discretion of SEBA. The information contained in this document is based on numerous assumptions. Different assumptions 
could result in materially different results. SEBA may use research input provided by analysts employed by its affliate B&B Analytics Private Limited, Mumbai. The analyst(s) responsible for 
the preparation of this document may interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and interpreting market information 
The compensation of the analyst who prepared this document is determined exclusively by SEBA.
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Austria: SEBA is not licensed to conduct banking andfinancial activities in Austria nor is SEBA supervised by the Austrian Financial Market Authority (Finanzmarktaufsicht), to which this 
document has not been submitted for approval. France: SEBA is not licensed to conduct banking and financial activities in France nor is SEBA supervised by French banking and financial 
authorities. Italy: SEBA is not licensed to conduct banking and financial activities in Italy nor is SEBA supervised by the Bank of Italy (Banca d’Italia) and the Italian Financial Markets Su-
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registration or licensing requirement within such jurisdiction. This document is under no circumstances directed to, or intended for distribution, publication to or use by, persons who are not 
“professional investors” within the meaning of the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) and any rules made thereunder (the “SFO”). Netherlands: This 
publication has been produced by SEBA, which is not authorised to provide regulated services in the Netherlands. Portugal: SEBA is not licensed to conduct banking and financial activities 
in Portugal nor is SEBA supervised by the Portuguese regulators Bank of Portugal “Banco de Portugal” and Portuguese Securities Exchange Commission “Comissao do Mercado de Valores 
Mobiliarios”. Singapore: SEBA is not licensed to conduct banking and financial activities in Singapore nor is SEBA supervised by banking and financial authorities in Singapore, to which 
this document has not been submitted for approval. This document was provided to you as a result of a request received by SEBA from you and/or persons entitled to make the request on 
your behalf. Should you have received the document erroneously, SEBA asks that you kindly destroy/delete it and inform SEBA immediately. This document is not directed to, or intended 
for distribution to or use by, any person or entity who is a citizen or resident of or located in Singapore where such distribution, publication, availability or use would be contrary to law or 
regulation or would subject SEBA to any registration or licensing requirement within such jurisdiction. This document is under no circumstances directed to, or intended for distribution, pub-
lication to or use by, persons who are not accredited investors, expert investors or institutional investors as declned in section 4A of the Securities and Futures Act (Cap. 289 of Singapore) 
(“SFA”). UK: This document has been prepared by SEBA Bank AG (“SEBA”) in Switzerland. SEBA is a Swiss bank and securities dealer with its head offce and legal domicile in Switzerland. It 
is authorized and regulated by the Swiss Financial Market Supervisory Authority (FINMA). This document is for your information only and is not intended as an offer, or a solicitation of an 
offer, to buy or sell any investment or other specific product.

SEBA is not an authorised person for purposes of the Financial Services and Markets Act (FSMA), and accordingly, any information if deemed a financial promotion is provided only to 
persons in the UK reasonably believed to be of a kind to whom promotions may be communicated by an unauthorised person pursuant to an exemption under the FSMA (Financial Promo-
tion) Order 2005 (the “FPO”). Such persons include: (a) persons having professional experience in matters relating to investments (“Investment Professionals”) and (b) high net worth bodies 
corporate, partnerships, unincorporated associations, trusts, etc. falling within Article 49 of the FPO (“High Net Worth Businesses”). High Net Worth Businesses include: (i) a corporation 
which has called-up share capital or net assets of at least GBP 5 million or is a member of a group in which includes a company with called-up share capital or net assets of at least GBP 5 
million (but where the corporation has more than 20 shareholders or it is a subsidiary of a company with more than 20 shareholders, the GBP 5 million share capital / net assets requirement 
is reduced to GBP 500,000); (ii) a partnership or unincorporated association with net assets of at least GBP 5 million and (iii) a trustee of a trust which has had gross assets (i.e. total assets 
held before deduction of any liabilities) of at least GBP 10 million at any time within the year preceding the promotion. Any financial promotion information is available only to such persons, 
and persons of any other description in the UK may not rely on the information in it. Most of the protections provided by the UK regulatory system, and compensation under the UK Financial 
Services Compensation Scheme, will not be available.
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