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Long AAVE / Short MORPHO: A Pair Trade Thesis 

Investment Memo | April 2026 

Recommendation 

Long AAVE. Short MORPHO. At roughly equal fully diluted valuations, Aave is a profitable, cash-flowing lending 

monopoly with active token buybacks and a nearly fully diluted supply. Morpho is a pre-revenue protocol trading on narrative 

optionality, facing an imminent founder unlock and a fee switch that its own creator has publicly rejected activating. Recent 

governance turbulence at Aave — including the most recent departures of Chaos Labs — has created short-term headline risk 

and pushed Aave below $90, but the protocol’s fundamental revenue engine, treasury, and market dominance remain stronger 

than ever. The risk/reward asymmetry is stark: Aave offers fundamental downside protection through real earnings at a now-

discounted valuation, while Morpho carries structural headwinds that the market has not priced. Given its sustained control of 

over 60% of the DeFi lending market, Aave demonstrates structural dominance that is unlikely to be meaningfully challenged. 

I. Financial Comparison 

The financial divergence between these two protocols at similar FDVs is the most compelling element of this trade. 

Metric AAVE MORPHO 

FDV ~$1.4B ~$1.5B 

Market Cap (Circ.) ~$1.35B ~$600M 

TVL $33.6B $6.0B 

Outstanding Loans $16.6B $3.2B 

Active Loan Mkt Share 64.7% ~12% 

Annualized Fees $728M $129M 

Protocol Revenue (Ann.) $103M $0 

Earnings (Ann.) $41M -$34M 

Treasury (ex-own tokens) $89M ~$0 

FDV / Revenue ~14x ∞ (no revenue) 

FDV / TVL 0.042 0.25 

 

Aave generated $141.8M in protocol revenue during 2025, a 57% increase YoY, with $41M in annualized net earnings after 

incentive spend. Its treasury holds $244M in assets, including $27M in stablecoins and $22M in major crypto assets — a war 

chest independent of its own token. Morpho, by contrast, has generated exactly zero dollars in protocol revenue since inception. 

All interest fees — annualized at $129M — flow entirely to depositors. Its treasury is $62.5M in its own Morpho tokens with 

negligible non-native holdings. Meanwhile, Morpho spends $34M annually on incentives to attract deposits, producing negative 

earnings — a subsidy-driven growth model with no clear path to profitability at the token level. The trade isolates the relative 

mispricing: at roughly equal FDVs, one token earns $100M+/year and is buying back its own supply at a governance-

discounted price. 

Sky Frontier Foundation projects Aave will reach $611.5M in gross protocol revenue and $157.8M in protocol profit in FY 

2026, an 81% and 198% increase. No comparable projection exists for Morpho because there is no revenue to project. 

II. Tokenomics & Value Accrual 

AAVE: Multiple Active Value Accrual Mechanisms 
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• Buyback Program: Aave DAO executes ~$1M/week in AAVE buybacks, purchasing 94,000+ tokens since launch in 

April 2025. At current prices (~$88), this removes ~590 AAVE/day against emissions of 300 AAVE/day — net 

deflationary. The program is structurally permanent under the “Aave Will Win” framework. 

• Supply Dynamics: 95% of AAVE’s 16M hard-cap supply is already circulating (15.19M). Minimal dilution ahead. 

The buyback program is actively compressing the float. Deflationary at current prices.  

• GHO Stablecoin: Aave’s native stablecoin reached $527M in market cap with $5.34B in March transfer volume. GHO 

revenue flows directly to the DAO treasury, creating a proprietary revenue stream no other lending protocol possesses. 

At $2B+ supply, GHO alone could generate ~$48M in annual protocol revenue. 

• “Aave Will Win” Framework: Proposed March 2026, this governance initiative directs 100% of product revenue to 

the DAO treasury, funding V4 development, grants, and ecosystem growth. 

• Aave V4: Launched on Ethereum mainnet March 30, 2026 after a 345-day security review. The Hub-and-Spoke 

architecture improves capital efficiency and cross-chain deployment. $10M in deposits have now been logged in the 

first week of V4 launched.  

MORPHO: No Value Accrual, Structural Barriers to Change 

• Founder Opposition: In June 2025, CEO Paul Frambot publicly stated the association “advocates reinvesting protocol 

fees rather than distributing them” and that “all revenues should be reinvested into growth.” This is a direct signal that 

the fee switch will not be used for token holder distributions in the foreseeable future. 

• Even If Activated, the Math Doesn’t Work: At a maximum 25% fee rate, Morpho would generate ~$30M in annual 

protocol revenue. At Aave’s current ~14x P/Revenue multiple, the implied market cap is ~$420M — roughly 72% 

below the current FDV of ~$1.5B. Clarity on revenue would destroy the narrative premium, not validate it. 

• Governance Misalignment: Morpho governance is controlled by four key entities (Stake Capital, Gauntlet, NEMO 

Ventures, leuts.eth) that operate as vault curators earning millions annually from management fees. Activating the fee 

switch would compress depositor yields, reduce TVL, and directly harm their management fee income. They are 

structurally incentivized to vote against fee activation. 

• Catastrophic Supply Overhang: Only 32-40% of MORPHO supply is currently circulating. Beginning in May 2026, 

founder tokens (152M) and Strategic Partners Cohort 3 (67M) commence 24-month linear vesting — a combined 

219M tokens entering circulation against a current float of ~320-405M. A 54%  supply dilution in ~ 2 years. 

III. Aave Governance Turbulence: Headline Risk vs. Structural Risk 

Since February 2026, Aave has experienced a cascading series of core contributor departures that demand honest assessment. 

We view this as a significant headline risk that has created the entry opportunity for the long side of this trade, but not structural 

risk that undermines the protocol’s revenue generation. 

• BGD Labs (February 2026): The core technical team that built and maintained the V3 codebase announced it would 

not renew its mandate amid governance friction over budgets and roadmap control. BGD was responsible for the 

infrastructure generating $100M+/year in protocol revenue. 

• Aave Chan Initiative (March 2026): ACI, the most active governance delegate responsible for 61% of all governance 

actions, revenue strategies driving 48% of protocol income, and growing GHO from $35M to $527M, announced its 

exit. Founder Marc Zeller cited a governance process “controlled by a single entity” where Labs-linked addresses 

voted on their own budget. AAVE dropped 11% on the announcement. 

• Chaos Labs (April 2026): Aave’s primary risk service provider since November 2022 — the firm that priced every 

loan initiated on the protocol with zero material bad debt over three years — announced it is terminating its 

engagement. Chaos Labs cited “fundamental misalignment” on risk philosophy, V4’s expanded scope and legal burden, 

and persistent negative margins despite a $5M budget offer. AAVE dropped to ~$88 after the announcement. 
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Why This Strengthens the Long AAVE Thesis 

Counterintuitively, this governance turbulence strengthens the pair trade for three reasons: 

• Price dislocation creates entry: AAVE has dropped from ~$110 pre-crisis to ~$88 — a 20% decline — while the 

protocol’s revenue engine, TVL ($33.6B), and smart contract infrastructure remain completely unaffected. No bad 

debt, no liquidity crisis, no smart contract exploit. This was a narrative-driven decline, not a structural one. The 

departures are service provider disputes, not protocol failures. 

• Revenue is protocol-level, not contributor-level: Aave’s $141.8M in 2025 revenue comes from lending spreads 

encoded in smart contracts. Contributors manage risk parameters and governance proposals, but the revenue-generating 

mechanism is autonomous and immutable. LlamaRisk is already onboarded as a replacement risk provider. 

• Governance growing pains at scale are normal: The disputes center on budget allocation, voting power 

concentration, and professional standards — exactly the conflicts that emerge as DAOs mature from startup to 

institutional scale. This is Aave transitioning from founder-dependent governance to a more resilient, multi-provider 

model. The most recent GrayScale research report on $AAVE supports this thesis.  

At ~$88 and a ~$1.35B market cap, AAVE now trades at roughly 9.5x annualized revenue and 0.040 Market Cap/TVL. For 

context, this is a lower P/R multiple than most traditional financial institutions, on a protocol growing revenue 57% YoY.  

V. The Trade Thesis 

Aave’s ecosystem is deeply integrated across 17 chains and commands the majority of DeFi lending activity, supported by 

its proprietary GHO stablecoin that reinforces liquidity, revenue generation, and institutional confidence through a self-

reinforcing value cycle. In contrast, Morpho has cultivated notable partnerships with established players such as Apollo 

Global Management, Coinbase, Société Générale, the Ethereum Foundation, and Bitwise, validating the protocol’s 

technical credibility and institutional utility. However, these collaborations primarily enhance protocol-level adoption 

rather than the token’s intrinsic value, as neither deposits nor partnership inflows translate into direct accrual for 

MORPHO holders. This distinction underscores Aave’s structurally superior alignment between protocol performance and 

tokenholder returns. 

The protocol generates real cash flows ($103M annualized revenue, 

$41M earnings), executes active buybacks ($50M/year on a 16M 

capped supply), and expands via GHO ($527M), while maintaining 

65% DeFi lending dominance. The upcoming V4 release and 

governance stabilization offer clear near-term catalysts. In contrast, 

MORPHO, at a ~$1.5B FDV, has no revenue or value-accrual 

mechanism, with governance actors publicly opposed to activating 

fees. Despite strong narrative momentum, its fundamentals are 

deteriorating—negative $34M annualized earnings and major token 

unlocks starting May 2026 (219M tokens, 54% of float). Even an 

optimistic fee-switch scenario implies over 70% downside. 

The pair trade isolates relative value: one profitable, 

buyback-driven protocol trading below intrinsic value; the other a speculative, non-accrual token facing dilution. Catalysts 

include AAVE’s GHO scaling and governance transitions versus MORPHO’s vesting-related sell pressure. While 

sector-wide DeFi rallies or surprise governance actions could temporarily distort pricing, structural fundamentals favor 

long AAVE against short MORPHO as the two protocols battle for Defi lending dominance.   


