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Before August 2021, Ethereum users submitted gas bids in a blind auction.
Miners selected whichever transactions offered the highest fees, creating volatile
pricing and frequent overpayment. EIP-1559, activated in the London hard fork on
August 5, 2021, replaced this system with a protocol-determined base fee and an
optional priority tip paid directly to validators.

How the Base Fee Works
The base fee adjusts automatically based on block demand. When blocks are

more than 50% full, the base fee rises by up to 12.5% per block. When blocks are less
than 50% full, it falls by the same ceiling. This mechanism gives users a reliable
estimate of the minimum fee required for inclusion in the next block, reducing the
guesswork that previously made fee estimation unreliable. The priority tip, also called
the miner tip or validator tip post-Merge, is a separate amount users can attach to
incentivize faster inclusion.

The Burning Mechanism
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The defining feature of EIP-1559 is that the base fee is not paid to validators —
it is burned, meaning the ETH is permanently removed from circulating supply. Only
the priority tip reaches the validator. Since deployment, this mechanism has destroyed
well over 4 million ETH, though the precise running total changes with every block.
During periods of high network activity, such as NFT mints or DeFi surges, the burn
rate can exceed the rate at which new ETH is issued as validator rewards, making
Ethereum net deflationary in those windows.

Impact on ETH Supply and Economics
Prior to the Merge in September 2022, Ethereum issued roughly 13,000 ETH

per day to proof-of-work miners. After the Merge, issuance dropped to around 1,700
ETH per day for proof-of-stake validators. Combined with continuous base-fee
burning, Ethereum's net annual issuance rate turned negative during high-activity
periods, a property advocates call ultrasound money. This contrasts sharply with
Bitcoin's fixed-schedule issuance and makes Ethereum's supply dynamics responsive
to actual usage rather than a predetermined curve.

Limitations and Criticisms
EIP-1559 did not eliminate fee volatility. Base fees still spike sharply during

congestion because the 12.5% per-block adjustment cap limits how quickly the
protocol can respond to sudden demand. Users competing for block space during a
popular token launch or network event can still pay very high fees. The change also
shifted miner revenue toward MEV (maximal extractable value) strategies, as priority
tips alone offered less predictable income than the old fee auction. Some critics argued
that burning ETH benefits existing holders disproportionately while doing little to
improve usability for ordinary users priced out during peak congestion. Scalability
solutions such as rollups and EIP-4844 address the throughput side of the problem
separately.
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