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I.  Quick Primer



Blockchain
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Peer-to-Peer
Network

Public Key 
Cryptography

Consensus 
Protocol

>  Depending on the exact specifications, this MAY create an open and immutable ledger.
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Smart Contracts
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Key Characteristics:
>  Code is observable
>  Execution is verifiable
>  Smart Contract can control assets

Smart Contracts

Examples:
>  Decentralized Exchanges / CFMM
>  Collateralized Loans
>  Synthetic Assets
>  … 
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II.  What is DeFi?



What is DeFi?
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No clear definition, i.e., result may vary depending on who you ask…

My definition:
DeFi employs public Blockchain networks and smart contracts to build 
open, transparent, composable and non-custodial financial protocols.

Open: By default – no access restrictions.
Transparent: Mathematically verifiable by anyone.
Composable:      Interoperable lego pieces.
Non-Custodial: No trust requirements
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A Negative Definition
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• DeFi ≠ CBDC / Programmable Euro
• DeFi ≠ Running an In-house “Blockchain” 
• DeFi ≠ Heavily centralized settlement chain

DeFi is the idea of having an independent settlement layer and an
open financial platform. Think of it as open banking on steroids.
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The DeFi Stack
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Schär (2021) Decentralized Finance: On Blockchain- and Smart Contract-based Financial Markets.
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III.  Risks and Regulation



Some of the Main Risks in DeFi

• Phishing Attack, Rug Pulls… (Consumer Protection)
• Smart Contract Issues & Economic Attack Vectors
• ERC-20 Issues
• Wrapping Complexity
• Systemic Risks
• Governance Attacks
• Centralization Creep
• …
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Two Approaches – Both Wrong!
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REGULATE THEM 
ALL !!!

DON‘T TOUCH 
ANY OF THEM !!!

à The truth is much more nuanced and requires research.
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True DeFi… 
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True decentralization can provide mutually beneficial and provably fair infrastructure. 
It may decrease the need for and the effectiveness of regulation.

My proposal: Regulate on- and off-ramps. Do NOT regulate the devs or protocols.
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Decentralization Theater…
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Trust us, we are 
soooo decentralized!

Things to Consider (non-exhaustive list)
Settlement Layer: Is the Blockchain truly decentralized? 
Asset Layer: Off-Chain collateral? Blacklisting/Expropriation functions?
Protocol Layer: Admin Keys? Gov Token Allocation? Oracles? Kill Switches? 
App/Agg Layer: Frontend-specific risk? Advertisement and suitability?
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Key Takeaways

1. DeFi is super exciting and here to stay. However, in its current 
state, it is risky for investors.

2. There is a place for FIs in DeFi.
3. The interpretation of the term DeFi differs significantly. 

Regulators must analyze these protocols in great detail before 
deciding to step in / stay away. 

4. In any case: (Not) Regulating something because of its name, 
is a bad idea!
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Some Resources

https://cryptolectures.teachable.com
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https://cryptolectures.teachable.com/


Some Resources (ctd.)
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