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What’s DeFi?



DeFi – What Is It?

The DeFi is a short form of Decentralized Finance (DeFi). This Decentralized 
Finance or Open Finance is one that includes

• Digital assets
• Protocols
• Decentralized applications (Dapps)

that are built on blockchain, smart contracts and so on.



What is DeFi Offering?

Traditional Fintech: Banks govern & control people’s assets. 
DeFi - extra functionality, reduced operational risks 

• Individual is the sole custodian of assets 
• Open source and dev tool allow for new instruments 
• Traditional and newly tokenized assets 
• Transparency of issuance, repayments, 
• loans, collateral 
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Hybrid Financial Instruments

Crypto assets - digital bearer instruments by 
nature 

• Crypto wrapped around legacy: stable coins, 
gold bars. Issued, traded, settled on blockchain 

• Legacy wrapped around crypto: Bitcoin ETFs, 
Futures, other derivatives. Issued, traded, 
settled on Legacy Systems 



Popular DeFi Dapps

Here let us look at some of the popular DeFi dapps that do various processes. 

• Compound - Lending and borrowing app

• Uniswap - Automated token exchange platform

• Augur – Market prediction

• Synthetix – Synthetic assets

• MakerDAO – Stablecoin and decentralized reserve bank 

4



How Decentralized Is DeFi Really?

• The degree of decentralization in DeFi service varies since neither each component 
can be decentralized nor it should be. 

• All the components of DeFi should be decentralized in a defi product and but as of 
now, there is no such DeFi protocol that is fully decentralized. 

• Thus until the complete adaptation of DeFi services into law, there will always be 
some amount of centralization present in the DeFi services. 



Any risk involved with DeFi?

DeFi has its own risks too. 

Handling the cryptos, finance tools requires some enhanced knowledge as 
there involve risk factors. The DAO hack has occurred in June 2016, 
through which hackers managed to transfer 1/3 of DAO funds to another 
account by making use of the vulnerability in its coding. This forced the 
restoration of funds by the hard-fork of the ethereum blockchain. 



DeFi – In the future

The origination of DeFi dapps mainly focuses on the collateral as a safeguard, which 
means one must already own crypto to provide it as collateral for the process of 
borrowing of more cryptos. 

Unlike the traditional borrowing and lending system which is unsecured and rely on 
the identity system, this decentralized identity is being universal and privacy-
preserving. 



DeFi – In the future

In the Future, crypto wallets will be the portal for all the digital asset activities as like 
the internet being a portal for the world’s news and information. We are also 
experiencing the move towards decentralized governance and also decision making in 
the DeFi ecosystem. 
Thus, DeFi space will build an open financial system and make the entire financial 
industry to blossom from scratch. 



DeFi landscape



Overview



Secured Lending 



Secured Lending – Originations



Secured Lending – Active loans



Secured Lending – Borrows



Secured Lending – Borrowed asset composition



Secured Lending – Loans



Secured Lending – Loaned asset composition



Secured Lending – Collateral Ratio



Compound



Open Lending Protocols – Compound

A web of digital programs when put together correctly 
have the potential to function as a decentralized money 
market on the Ethereum network. 

Ethereum asset holders will be able to supply their 
Ethereum assets to the Compound protocol, earn 
interest on them and borrow assets from the protocol.



Open Lending Protocols – Compound

• Liquidity pool (not 1-on-1) 
• Algorithmic interest rates (change every block) 
• No fixed duration terms 
• cTokens - tokenized balances 
• Liquidity effect - interest spread between all suppliers 
• 1/10th - reserves and safety cushion 
• Community can repay 50% of borrowed asset at 5% discount on collateral 
• ETH, DAI, USDC, 0x, BAT, AUG, wBTC



Compound Interest Rate (Per Block)

• The utilization ratio
• cToken

• The interest rate earned by suppliers 
is implicit, and is equal to the 
borrowing interest rate,  multiplied by 
the utilization rate. 

• Interest rates incentivize market 
participants to engage in certain 
activities to keep asset markets 
healthy. 



• Holders of ETH, DAI, REP, WBTC, 0x, USDC, & BAT can earn interest by depositing 
them in the Compound protocol. In return the user will take possession of an asset 
called a “cToken” which represents a user’s claim on the pool’s assets. If a user 
deposits Ether they will receive “cEther”, if a user deposits Dai they will receive “cDai”.

• The cTokens are standard ERC-20 contracts who function as interest bearing assets 
much like a savings account. As a specific asset’s market accrues interest overtime, 
the underlying pool of those assets increases giving your portion of cTokens more 
buying power of the asset you put in.

• A price oracle provides the current exchange rate of each supported asset so that the 
Compound protocol can calculate the appropriate exchange rate between an asset 
market and its corresponding cTokens.

Compound Lending



Compound Lending – Example

Example:

• Imagine you deposit 1 Ether(ETH) in the ETH market on Compound for the annual 
interest rate of 1%.

• You instantly receive 50 cETH in return at an exchange rate of .02 cETH/ETH. The 
cETH you hold represents your proportional claim on the ETH pool’s assets.



Compound Lending

• You start earning interest every Ethereum block or every 15 seconds at a rate of 1% a 
year. But keep in mind in Compound, the interest rate dynamically updates every time 
the interest rate changes in Compound’s ETH market which are triggered by the 
minting of cETH, the redemption of cETH, the borrowing of ETH, the repaying of ETH, 
or the liquidation of ETH.

• Hold for 1 year. Redeem 50 cETH a hypothetical exchange rate of 0.0204 cETH/ETH
• Receive 1.02 ETH if withdraw
• Interest Earned: 0.02 ETH or 2% APR



Compound borrowing

• The lending done on Compound is collateral based lending meaning assets must be 
supplied to the protocol to gain the right to borrow from the protocol. 

• Reputation or promises won’t cut it. 
• To borrow you must lend assets to the protocol for possible liquidation. In addition, the 

amount and the quality of the assets being deposited as collateral determines the 
amount a user can potentially borrow.

• In our previous example, you supplied the protocol with 1 ETH. Compound gives the 
user the right to borrow against some portion of that 1 ETH. Compound assigns each 
asset a “Collateral Factor” that determines how much a user can borrow.

• Borrowed assets are charged interest every block just as lent assets accumulate 
interest every block. Most of the interest paid goes back to the asset pool but a small 
portion of the interest paid is set aside as reserves for the protocol.

• The reserves act as a cushion and safety mechanism in case of negative events like 
large defaults, bugs, and oracle failures. The collateral factor plus these reserves gives 
the protocol a big cushion so that it can always make good on interest owed to lenders



Compound liquidation

• If the value of their total borrows exceeds their borrowing capacity, their collateral can be 
liquidated. 

• This can happen if the amount of accumulated interest becomes too large or rapid moves 
in relative pricing of the underlying assets being lent and borrowed put the pool at risk.

• To mitigate this threat, Compound allows other users to pay for a portion of the borrower’s 
collateral at a discount. This gives incentive for users within the protocol to remove credit 
risks from the protocol.
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1. Send DAI to Compound

2. The liquidator gets ETH (which is a 

collateral of the borrower) with 

discounted price3. Borrowers cDAI token is 

transferred to the liquidator



Who is borrowing and lending?

Most borrowing is done to speculate long or short
• For example, Ethereum miners.

Speculating using Compound is a pretty round about way to speculate short or long but 
could be attractive to a large holder of these assets for a few reasons:
• Avoid KYC on centralized exchanges
• Avoid selling an asset to avoid tax costs
• Avoid selling too much of an asset fearing it might hurt the price or losing governing rights



Useful websites



defipulse.com



loanscan.io






