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Ethereum Improvement Proposal 1559, activated in August 2021 as part of the
London hard fork, fundamentally changed how transaction fees work on the Ethereum
network. Before this upgrade, users submitted gas price bids in a first-price auction
model, which made fee estimation unreliable and often led to significant overpayment
during periods of congestion.

How the New Fee Structure Works
EIP-1559 replaced the simple auction with a two-component fee system. Every

transaction now includes a base fee, which is algorithmically set by the protocol based
on how full the previous block was, and a priority fee, also called a tip, which users pay
directly to validators to incentivize faster inclusion. The base fee adjusts up or down by
a maximum of 12.5% per block depending on whether the previous block was above or
below 50% capacity. This mechanism makes fee estimation far more predictable, and
wallets can suggest reasonable fees with much greater accuracy.

The key distinction from the old model is that the base fee is not paid to miners or
validators. Instead, it is permanently destroyed, or burned, removing that ETH from
circulation entirely. Only the priority fee goes to the block producer.

The Burning Mechanism and Its Effects
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Since the London hard fork, over 4.4 million ETH has been burned through the
base fee destruction mechanism, representing tens of billions of dollars in value
removed from the total supply. The burn rate fluctuates directly with network activity.
During periods of high demand, such as NFT minting events or DeFi surges, the base
fee spikes sharply and the burn rate accelerates. During quieter periods, the burn slows
considerably.

This deflationary pressure interacts with Ethereum's issuance model. After the
Merge in September 2022 transitioned Ethereum to proof-of-stake, new ETH issuance
dropped by roughly 90% compared to proof-of-work. The combination of reduced
issuance and ongoing fee burning has caused Ethereum's net supply to fluctuate between
slight inflation and slight deflation depending on network usage levels. The concept of
ETH being "ultrasound money" references this dynamic.

Criticisms and Limitations
EIP-1559 has not eliminated fee volatility. During peak congestion, the base fee

can still multiply rapidly within minutes, as the algorithm only adjusts 12.5% per block.
Users still face expensive transactions during high-demand events, and the priority fee
component introduces some of the old auction dynamics back into the system.

There are also ongoing discussions about how fee burning affects validator
economics long-term. Validators rely on priority fees and staking rewards for income. If
base fees grow large relative to tips, validator revenue could be squeezed as more value
is destroyed rather than distributed. Some researchers argue this creates a misalignment
between network security incentives and usage growth.

Despite these concerns, EIP-1559 succeeded in improving fee predictability and
introduced a structural deflationary mechanism that directly links Ethereum's monetary
policy to demand for block space.
Read more articles: bip39-phrase.com/json-wallets-explained/
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