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Blockchains have created a new financial 
ecosystem called Decentralized Finance 
(DeFi). As a result, financial markets are 
about to change dramatically.

In this final part of our whitepaper series, we 
will take an in-depth look at how you can le-
verage existing apps and protocols to create 
value, from both a business and a personal 
point of view to set yourself up for success in 
the digital age.

In detail, we will cover:

• Risks associated with returns and how to 
handle them

• Benefitting from DeFi as an individual
• Benefitting from DeFi as an organization
• Hands-on insight: Getting started now

Risk and returns

There are many ways to take advantage of 
DeFi, what distinguishes them is the risk and 
returns associated with each approach.

DeFi has a very clear risk curve. It is up to you 
how much risk you are willing to take. Annual 
Percentage Yields (APY) above 100% are easy 
to come by. Even APYs above 1000% are ab-
solutely possible, but if you go there, you will 
almost certainly run into situations where you 
lose huge parts of your investment. If that is 
not your cup of tea, you can also take advan-
tage of the equivalent of “risk-free rates” and 
park your stablecoins for 5-20%, which (while 
small in comparison) is still orders of magni-
tudes better than what you can get in the 
TradFi (traditional finance) with bonds, sa-
vings accounts and money market products. 
This may be a perfect strategy if you want to 
be in cash but protect against inflation.

Before we dive deeper into the specifics of 
high and low risk strategies, let’s talk about 
the added risk of using DeFi.

First there are technical risks. All of DeFi is 
new technology and written in smart con-
tracts that are open source. Any vulnerability 
is easy for attackers to spot and smart con-
tracts often get exploited or hacked. You can 
mitigate this by looking for audits, which are 
standard practice for projects to commission. 
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You can also invest in protocols that have 
stood the test of time, or have some treasury 
or insurance fund for protection (learn more).

Centralization is a risk as well. Some projects 
are less decentralized with admin keys that 
may control certain functionalities or even 
funds. Blockchain protocols do not offer the 
security that comes from regulartory over-
sight. Thus, fraud is tempting. Here the questi-
ons are how much of the protocol and funds 
are controlled by the token holders via a DAO 
vs. the development team and who owns the 
projects, e.g. someone anonymous or is the 
protocol backed by a VC fund from silicon 
valley. While in the traditional system centra-
lization is strength, in crypto it‘s a risk.

There is the risk of regulation. For example 
the US has been threatening to regulate 
DeFi, this may affect projects and underlying 
tokens. Regulators could make stablecoins 
illegal and seize all underlying funds. So be 
cautious with stablecoins like USDT or USDC 
as well as coins from exchanges like BUSD.

It is probably a good idea to diversify just to 
spread these risks. Why not hold your dollars 
in three or four different stablecoins in various 
different protocols?

Understand the market cycle

It is imperative to understand that crypto 
is volatile. It goes through cycles driven by 
adoption, think bubbles, and heavy crashes. 
100-fold returns and 95% crashes are absolu-
tely common in this space.

This will also affect DeFi. We have not had a 
full bull and bear market cycle with DeFi. Thus, 
it will be hard to predict how DeFi will fare 
overall in a bear market crash. These cycles is 
a topic for a different post, however, do make 
it a priority to understand different phases 
and how you want to be set up in each one. 
DeFi may also help tremendously by provi-
ding alternate safe ways to earn yield as well 
as de-risk or park your funds in stable value.
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Corporate vs. individual

Things are going to work a little differently 
depending on whether you are looking at 
DeFi from a personal perspective or want 
your corporation or company to leverage the 
opportunity.

The key question is custody. Since crypto is 
always a bearer asset, the question of cus-
tody is straightforward as an individual: you 
simply hold the assets yourself. However, as 
a company, it won’t be quite as simple to first 
acquire the assets and then to manage the 
account for them properly. Yet, it is worth it.

Imagine if the cash reserves of companies 
could all be yielding 5-20% APY vs. sitting 
in bank accounts and yielding nothing. 

As a corporation, you may also have the lu-
xury of having a data analyst and developers 
that can both analyze and perform transac-
tions automatically. This may provide quite 
a few advantages relative to investing as 
an individual. Your lawyers and the financial 
department will be able to handle the legal 

aspects of accounting, ho-
wever, custody is something 
you will have to figure out. 
Here we have a clear lack of 
infrastructure, yet it can be 
done.

The easiest way will likely be 
to have trusted employees 
so you can be sure that there 
is no risk of people sending 
funds away or leaving with 
the assets. But there are also 
technical solutions that deal 
with managing funds for 
enterprises and professional 
teams. For instance, Ledger 

has a corresponding product suite. Fireblocks 
and Copper have also emerged as enterprise 
solutions for this.

With this background, you may think that 
DeFi, just like crypto investments, has been 
primarily driven by retail investors. However, 
this is not true. Opposite to the early crypto 
boom, the majority of DeFi activity is dri-
ven by Institutional investors, assuming that 
transactions of greater than $10 million are 
driven primarily by institutions.

Let’s look at both options in more detail.

The future for the the individual

As an individual, the imminent opportunity is 
yield. Your individual yield depends on how 
you navigate around the risk curve. Unfortu-
nately, there won’t be much of a tutorial on 
how to navigate risky investments as they 
change constantly. You will have to develop 
this skill yourself. However, you can start safe, 
learn, and you will naturally understand how 
to get more rewards over time.
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Yield is one thing. Usability and flexibility 
are other important dimensions. Because 
of the magic of cryptography, DeFi actually 
provides usability advantages. Your crypto 
address is quite powerful and literally the key 
to using any application in the DeFi universe, 
even across different blockchains. How many 
bank accounts do you own in different banks 
across the world? And how long will it take to 
be able to trade any financial product anyw-
here in the world at a new bank? Actually, 
this is impossible, regulations and Know Your 
Customer  guidelines will make onboarding a 
long process and you will only be able to use 
products in the specific country you reside in 
after weeks of going through approvals and 
paperwork.

So, one of your advantages is the ability to 
structure your DeFi portfolio very flexibly. 
Protocols will try to attract you with much 
better products, as they know you can switch 
without cost. You will also have much better 
investment opportunities and better security 
driven by transparency vs. TradFi‘s walled gar-
dens and restricted access-based security.

This is the key for you to benefit from DeFi. 
On the one hand, leverage the ability to 
utilize different projects and protocols and 
on the other hand, take advantage of the 
marketing funds spent on you.

As we learned in Part 2 of the series, proto-
cols often spend their marketing funds by 
distributing their protocol tokens directly to 
users instead of spending funds via marketing 
channels. You can be the beneficiary of that 
new business model.

DeFi changes who is in charge of funds. By 
having self-custody, more responsibility lies 
with you, meaning you will not be able to ask 
some regulator for help. On the upside, you 
will also have a lot more power and freedom 
to invest in all the opportunities and move 
around much more efficiently. In DeFi, borders 
are effectively non-existent. Welcome to the 
Metaverse.

The future for organizations

The changes DeFi brings for the future of 
organizations are likely even more profound 
than for an individual. As with individual in-
vestors, the most immediate opportunity 
for organizations is yield. A company‘s bank 
account is usually a cost center. With DeFi, 
however, it can become a profit center. This 
is probably the easiest place to start. Imagine 
all the cash your company has and simply add 
a 5-20% yield through lending. Would that 
make a difference for your bottom line?

By the way, you may ask why there is such 
a big spread in those low-risk rates? In this 
instance, the market is still very inefficient 
so money does not flow smoothly between 
protocols and blockchains and, as a result, 
vastly different rates exist. You can often earn 
higher yields on layer 2 networks and newer 
protocols that are not quite as known or trus-
ted, and thus seem riskier.

So, back to our question: If capturing the 5%-
20% yield on cash makes a difference for you 
or your organization then yielding is probably 
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your best first step into DeFi. With that, you 
will be ahead of pretty much everyone else. 
For a little while at least – institutions are 
onboarding in droves in this market cycle.

Let‘s discuss some additional future business 
opportunities.

More efficient payments

On the blockchain, payments can be made 
directly without intermediate third-party 
settlement and much more flexibly. For in-
stance, companies could pay their employees 
weekly or even by the hour and settle funds 
in a way that is more directly linked to ser-
vices rendered. Payments can be made more 
easily and in a permissionless way, especially 
across borders. Digital service providers could 
request funds automatically, be paid auto-
matically, or have payments integrated into 
IT services. Check out Request, which made 
waves in this space recently.

More direct handling of funds

Today, accounting and organization are two 
separate things that run in parallel within a 
company. In the future, funds could be held 
directly where needed. For instance, a project 
team could access its budget by itself and 
use it in real-time without lengthy approval 
processes. Likewise, companies could request 
more direct compensation if they are a ser-
vice provider or supplier.

In other words, money could be handled 
in very different ways, according to how it 
best fits the situation.

New digital dimensions

Crypto is programmable money and can be 
handled with certain conditions. It can be 
sent with programming logic attached. This 
is what enables DAOs, the first fully digital 
organizations and non-fungible tokens (NFTs), 

The visualization shows very that tons of blockchains enable smart contracts and dApps but there is also a clear 
domination by Ethereum when it comes to actual money invested in such applications. | Coin98
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which have brought culture (such as art and 
music) and the digital world together. We will 
explain this in more detail in another article 
(to be released in 2022) but for now, let‘s 
simply say that this enables management 
and marketing as well as the reach of custo-
mers and stakeholders via whole new digital 
dimensions.

With a whole organization at your back, your 
opportunities rise to so much more than just 
making yield on your cash reserves. Your fu-
ture business processes may improve signifi-
cantly. However, the infrastructure for most 
of these ideas is not built yet. Are you in the 
business of building? If so, you may be able to 
create the infrastructure of the future.

But let‘s be real

So far, we have learned about the history and 
theory behind blockchains and cryptocurren-
cies. Now, I want to show you how to get 
started with DeFi.

First up, you will need a wallet. There are 
many options but I suggest only using a 
hardware wallet such as Ledger or Trezor in 
combination with your web3 wallet such as 
Metamask.

The best place to start is Ethereum, assuming 
you have a larger budget i.e., more than six fi-
gures to play with. DeFi usually requires many 
transactions which can cost a few hundred 

dollars per activity. Often it 
makes sense to re-allocate or 
collect rewards on a week-
ly basis, and for that bigger 
funds are required. However, 
there are many alternative 
chains and many protocols 
will work for smaller budgets 
as well.

If you have a limited budget, 
Solana, Polygon, and Binance 
Chain are good entry points. 
For Ethereum your budget 
should be at least 50k USD, 
but ideally above 6 figures. If 
you are considering 7 figures, 
safety and, for that reason, 
it is advisable to stick with 
Ethereum.

Overview of Lending applications 
on Ethereum. While this list is very 
fluid, the top 4 protocols have 
commanded top spots in this ran-
king pretty much since the begin-
ning of the DeFi.
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Lending

Once you have some assets, the first smart 
thing to do is likely to lend them out. AAVE  
and Compound on Ethereum come to mind 
first, they are the blue chips. However, you 
can also check other networks or protocols. 

When lending, take a few things into account: 
First, ask yourself how established and safe 
the protocol is. Do audits exist and does the 
project have a history of working? If so, this is 
usually a good indicator.

Secondly, interest rates are important, but 
will likely fluctuate. However, due to efficient 
markets, they will stay in similar ranges across 
similar protocols.

Thirdly, token distribution is an important 
factor. Think about what you want to do with 
it. Do you just want to sell the tokens recei-
ved as yield or would you like to farm some 
protocol tokens and simply keep them? 
As such, the type of tokens you receive may 
matter. This may also inform your decision on 
which chain you want to receive your yield. 
For example, AAVE distributes AAVE tokens 
on Ethereum, MATIC on Polygon, and AVAX 
on the Avalanche chain. Yields can also differ 
on various chains, so your decision should not 
be one-dimensional.

Again, the safest but also most expensive 
way to farm yield will always be on Ether-
eum and the highest yield is usually gained 
on the newest, least battle-tested platform. 
Less risk means less yield.

Borrowing

If you hold crypto assets, it may make sense 
to first lend them out to capture yield and 
then to borrow USD stablecoins against your 
crypto collateral to get yield on the borrowed 
dollars. Of course, this is a new risk level. You 
are now leveraging and risk being liquidated. 
However, if you invest the dollars directly 
for yield you can always pay back your debt 
if your collateralization level falls under a 
certain threshold. For most cryptos, I would 
suggest being able to handle daily swings of 
at least 50% and being able to adjust your 
collateral rations frequently. Ideally, you 
would do this in an automated way, especi-
ally if you are in a corporation and have the 
means to do so.

This approach allows you to get additional 
yield in a safe way. This can also be done the 
opposite way by depositing dollars and loa-
ning crypto to then deposit for extra yield.

In the example below, a deposit of 30k USD 
on AAVE on Avalanche is leveraged by loa-
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ning out 150 AVAX. The 150 AVAX are im-
mediately deposited back into the protocol. 
Natively, this would not make sense since 
loaning money yields less than borrowing it. 
However, due to the token distribution, it be-
comes profitable. We can gain an extra 10.12% 
on the AVAX borrowed and deposited, which 
increases the yield of the original investment 
by roughly 2.8% since we are borrowing ab-
out one-third of the value deposited.

Here is how this works:

Borrowing 150 AVAX
- 11.52% paid as interest for borrowing
+ 3.35% as token distribution in AVAX
= -8.17% net borrowing rate

Depositing 150 AVAX
+ 4.49% Interest
+13.8% as token distribution in AVAX
= 18.29%

Net yield = 18.29% - 8.17% = 10.12%

In the current example, this increases the to-
tal yield on the 30k USDC by about 2.8%. So, 
we now have a native yield of 2.12% + 4.8% 
distribution + 2.8% net after borrowing and 
lending AVAX for an overall yield of 9.72%. 
Increasing the LTV ratio (loan vs. original de-
posits) will optimize the yield a bit more. With 
automation, you could probably add another 
3-4% to this strategy. This is a simple yet ef-
fective way of making your cash work.

The example above focuses 
on low-risk investments. Of 
course, you can easily increase 
your yield and risk by borro-
wing and re-investing into 
tokens or strategies that you 
deem more profitable.

So, where are the 20% oppor-
tunities?

The Anchor protocol has deli-
vered pretty consistently. It‘s 
one of the core protocols on 
TerraLuna network with a very 
healthy return on stablecoins 
and offers one of the highest 
risk-free APY rates of 19% for 
depositing UST, the Terra/
Lunar version of dollars (see 
image EARN). It also allows 
borrowing against a bonded 
version of Lunar and ETH. 

Let‘s dive into this example 
more in-depth: We have 
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bonded about 1750 Luna and have then 
provided them to the protocol (see image 
BORROW on previous page). This deposit can 
be used to borrow UST, which can then, in 
turn, be used to earn additional yield with the 
strategy explained in the previous example. 
Borrowing costs interest in UST but yields a 
protocol token which makes the borrowing 
process just a tad profitable (at least, this was 
true at the time the screenshots were taken).

However, if the Lunar price falls, there is the 
risk of liquidation, which is why the LTV ratio 
should be considered care-
fully. The price needs to be 
monitored closely and debt 
ratios should be adjusted 
any time the price moves a 
certain amount (i.e., 10-15%) 
to optimize yield and ma-
nage risk. Overall, the risk 
is very manageable making 
this investment pretty much 
risk-free. Thus, the yields are 
low. If you borrow one-third 
of your net value of Lunar 

and get 19% yield, your net 
return will be about 6% (33% 
x 19% = 6.27%). Not bad for 
sure, plus you can optimize 
your yield to around 10% by 
increasing the borrowing rate 
and managing the price fluc-
tuations of Lunar closely.

Staking

Staking is often a way to 
increase the yield on a to-
ken by providing funds for 
proof of work validation or 
as governance in DAOs. This 
is usually only viable if you 
already hold a token that can 

be staked. Otherwise, the risk of holding the 
token usually does not justify the yield. Ho-
wever, if you are holding a token that can be 
staked, it is usually a good idea to do so.

For Ethereum, the token itself can also be 
staked for ETH 2.0, where the funds are lo-
cked up until ETH 2.0 is released and need to 
be used in a validator to secure the network. 
This is currently the safest and reliable way of 
earning interest on Ethereum and represents 
something like a risk-free rate akin to a trea-
sury bond in TradFi.

Example of a validator currently earning 6% APR by validating the Ether-
eum 2.0 proof of stake chain.

There are also services like Lido that do the validation for you and give you 
a token in return that is tradeable. However the yield is a little bit lower 
than when doing it yourself.
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Providing liquidity

The next level of DeFi is to become a liquidity 
provider. Once you go there, it‘s game over 
for risk-free rates. For everything we covered 
so far, the risk is manageable and yields are 
fairly low. If you want more than 20% yield, 
though, heavy risks become part of the equa-
tion. What this means is DeFi changes now 
from a money and interest game to an invest-
ment that also generates yield.

The most basic form of liquidity providing is 
to deposit funds into a decentralized ex-
change such as Uniswap, Sushiswap, and 
countless forks of these. As we learned in part 
2, you will always invest into a pool that con-
sists of a pair of two tokens. Your investment 
is represented by a token that represents a 
share in said pool called an LP token (Liquidity 
Provider Token).

Providing Liquidity comes with various forms 
of risk. There is the risk of holding the tokens. 
But specifically holding them in a pool co-
mes with additional “Impermanent Loss Risk”.  

Because the pool is always balanced to hold 
the same value of each side of the pool, the 
token that accrues value will be sold for the 
other token. This, of course, can be turned 
into a strategy where profits are to be sold, 
as a token appreciation. Additionally, there 
are fees to consider, especially on the Ether-
eum main chain. Providing the funds costs 
money, as well as collecting the rewards and 
then re-investing or selling them again will 
cost money. Most activities in DeFi require a 
handful of transactions, all currently costing 
between tens to hundreds of dollars on the 
Ethereum main net, less than cents on Poly-
gon, and a few bucks on Binance Smart Chain. 
So, rewards, risks, and costs all have to be 
considered.

By far, the biggest impact on risk will be 
which tokens are held. Conversely, one can 
invest in farms with less risky tokens. The 
most extreme versions are stablecoin pairs.

This can be easily put into a USD strategy 
where fiat can be converted into stablecoins, 
deposited in various pools and leveraged by 

Left: The cost of collecting SUSHI rewards on Ethereum main net.
Above: Example of Sushiswap farming position. An NDX and ETH LP 
token pair have been staked in the AMM Exchange and are yielding 
135% APY in addition to the trading fees, paid in SUSHI tokens. The 
reward accrues with every block and can be claimed any time.
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borrowing more stablecoins 
which then can be invested 
into high yield stablecoin 
pools for risk free yields north 
of 20% at the moment (see 
image on the right).

Just to stay in the ecosystem 
of Sushi, what if you just look 
for the highest yield? Quite 
the difference, actually. There are many farms 
yielding above 200% APR and the highest yi-
eld offers a whopping 6000% roughly or 16% 
per day (see image below). The SL or Smooth 
Love Potion (SLP) is from the game of Axiein-
finity, a bit further down the list is the AXS 
token, which is the main token of the game 
for 327% yield.

These are both highly volatile tokens. SLP mo-
ved from $0.03 to $0.40 and right back down 
to $0.06. In other words, these yields do not 
come for free. AXS went from about $4 to 
$150 in the last 6 months. Pairing it with ETH 
in a LP token would have meant to basically 
cut your profits in ½ due to impermanent 

loss. On the other hand, being invested in SLP 
would have meant an 85% drawdown on 
SLP which would have only been ½ as bad if 
suffered within the ETH pair.

Here, you have a very clear risk curve that 
investors can navigate on. And that is the 
beauty of the space. You should be able to 
find some combinations of risk and yields 
that fit your investment style and strategy.

You do not have to go to the extremes, one 
sort of medium risky popular application is 
Mirror on the Terra Lunar network. Also one 
of their flagship DeFi applications. It enables 
synthetic assets that track stock values and 

then allow you to provide 
liquidity on UST/STOCK pairs 
combined with healthy yields 
paid in Mirror.

If we assume stocks have 
much lower drawdown risks 
than cryptocurrencies, this 
becomes an attractive op-
portunity. For example, let‘s 
say Tesla has a maximum 
drawdown risk of 50%, taking 
USD and investing 50% into 
mTSLA to then farm a 39% 
yield becomes very attracti-
ve. If Tesla were to drop 50%, 
your effective drawdown 
would only be about 25% 
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since it would be in a USD-Tesla pair. At the 
same time, we would receive a 39% yield 
which would be higher than the maximum 
drawdown. In this farm, your risk is reduced 
due to the additional yield. Your upside is 
limited as well due to your UST exposure. 
Thus, this is not a great strategy to invest into 
Tesla, but it may be better than just holding 
stablecoins.

Are the yields sustainable?

You have now learned how you can leverage 
the crypto market, both as an individual and 
from a business point of view, and what risks 
are associated with these returns.

All of that begs the question: Will this be sus-
tainable? Since most of the yields are actually 
coming from token distributions, the answer 
is yes and no.

Let me explain. These tokens are so valuable 

because there is an immense 
bull market in crypto hap-
pening right now. The DeFi 
season just so happened to 
open with the start of said 
crypto summer cycle. The 
yields are fueled by growth. 
It will be interesting to see 
how DeFi will fare when the 
next real bear market is upon 
us. Token prices will drop, 
the value of the distributions 
will crash and yields will go 
down a lot. At the same time, 
stablecoins will be higher in 
demand, which will suppress 
their yields even more.

Token distributions and their 
function of launching new 
markets will stay. As long as 

there is innovation, there will be new tokens, 
looking to bootstrap new communities which 
leads to opportunities to yield-farm.

That said, we are probably living in a gol-
den era, or rather a golden cycle, that 
shouldn’t be taken for granted. My advice 
for today: You now have the tools. Go and 
take advantage of some of the vast oppor-
tunities on the crypto market.

Mirror allows you to long or short stock tickers that enable you to get 
some fairly high yield with limited risk, e.g. 39% for mTSLA (at the bottom).
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DeFi 2.0 ...

Olympus DAO, or short OHM, is a new project 
that is being called DeFi 2.0. It changes the 
game of distribution and governance. Inste-
ad of simply distributing tokens and having 
others do the liquidity providing, it literally 
provides the liquidity from users in exchange 
for tokens and locks supply up by rewarding 
stakers massively. As a result, OHM owns over 
99% of the liquidity of their tokens and gene-
rates the trading fees as protocol revenue, 
currently about $250k USD per day. This helps 
pay for the massive APY of over 6000%.

Personally, I find the term DeFi 2.0 a bit too 
early, but it is yet another form of innovation 
and iteration of the token distribution ap-
proach. The project has immense backing and 
high profile billionaire investors such as the 
famous b1 account.

However, this whitepaper is too short to co-
ver all of DeFi. The space is young, constantly 
evolving and having its very first bull run.

... and what comes next

By unleashing Bitcoin into the world, Satoshi 
created new technologies: digital money and 
digital organizations. As we discovered in the 
first part of this series, this was akin to a big 
bang that started a whole new universe with 
entirely new rules and economic principles.

The invention of digital organizations, incen-
tivized by digital money, enables efficiencies 
and new functionalities where the user is at 
the center of it all. Most likely we are totally 
incapable of imagining all the new joys of 
technology that will spring from this event.

After Bitcoin money, these principles will be 
applied to all kinds of use cases where they 
can be valuable. The next closest ecosystem 
is banking which has been reinvented in what 
we call DeFi.

In the second part, we looked at examples of 
use cases that applied the benefits of block-
chains to finance and how that worked.
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In this last part, we discussed some specific 
application examples of how these benefits 
can be realized so you can bring the value to 
the bank, no pun intended.

Most people I know think of Bitcoin and 
blockchains as some strange new funny busi-
ness in the sense of: this is too good to be 
true. Me included. I hope that with this series 
we were able to guide you into the next 
stage of your personal crypto journey.

However, to see the value of blockchains, we 
need prove they are not just a dreamed-up 
hype that will be gone in a decade from now.

The results speak for themselves. Every day 
more and more people are benefitting from 
all the new inventions that are popping up 
left and right. So the best way to measure if 
blockchains and their next leap technological 
evolution are real is to look at the adoption 
curve on the chart above. It shows crypto has 
the fastest rate of adoption of any technolo-
gy in human history (113% per annum vs 63% 
for the internet).

This is real. And it‘s happening. 

DeFi was the first big thing after money. More 
will follow. We have already seen new use 
cases that are not so financial. You may have 
heard about expensive crypto punks and 
$69M art auctions. This is the beginning of 
culture adoption with music, gaming and art, 
all finding their way to the blockchain via the 
NFT (non-fungible token) technology. 

In other words, we are just getting started 
and the adoption continues. I hope you are 
as curious to see what comes next as I am.
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