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DeFi | Media Coverage



DeFi | Media Coverage

Source: https://www.economist.com/the-world-ahead/2021/11/08/decentralised-finance-is-booming-but-it-has-yet-to-find-its-purpose



DeFi | Concerns

Michal Hsu
Acting Comptroller of the Currency

“Crypto / DeFi today is on a path 
that looks similar to CDS

in the early 2000’s”

Source: https://www.occ.gov/news-issuances/speeches/2021/pub-speech-2021-101.pdf



DeFi | Concerns

Elizabeth Warren
United States Senator

“DeFi is the most dangerous part
of the crypto world”

Source: https://cointelegraph.com/news/defi-is-the-most-dangerous-part-of-the-crypto-world-says-senator-elizabeth-warren
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DeFi | Promises

• Disintermediation
• Low transaction fees
• Censorship resistance
• Distributed governance
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DeFi | Market

Source: https://defillama.com/



DeFi | Behind the Scenes

Source: https://thedig.substack.com/p/is-decentralized-finance-really-all
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Ethereum | Accounts and Transactions
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Cryptoassets | Taxonomy
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Cryptoassets | Asset Tokenization

• Asset Tokenization is an essential feature in DeFi
• Tokens
– can represent any on- or off-chain asset
– are managed by specific smart contracts (token contract)

• Implementing a token contract is easy



DeFi | Technical Stack

Settlement 
Layer

DLT 
Application 

Layer

Interface 
Layer

Distributed Ledger Technology
(Permissionless Blockchain)

Cryptoassets

DeFi Protocols

DeFi Protocol Compositions

User Applications



DeFi Protocol | Definition

A DeFi protocol provides one or more financial 
services to economic agents, and financial 

services are implemented as program functions
by one or more smart contracts.



DeFi Protocol | Complexity



DeFi | Technical Stack

Settlement 
Layer

DLT 
Application 

Layer

Interface 
Layer

Distributed Ledger Technology
(Permissionless Blockchain)

Cryptoassets

DeFi Protocols

DeFi Protocol Compositions

User Applications



DeFi Composition | Definition

A DeFi composition is a combination of smart 
contract functionalities that involves multiple 

DeFi protocol-specific smart contracts.



DeFi Composition | Financial Lego



DeFi Compositions | Increased Complexity
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DeFi | Technical Risks

An adversarial agent can
gain profits by exploiting the
technical structure and design

of a blockchain system
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DeFi | Socio-Economic Risks

Governance
Models

Incentive
Models Oracles

Miner BehaviorSettlement 
Layer

DLT 
Application 

Layer

Interface 
Layer

Distributed Ledger Technology
(Permissionless Blockchain)

Cryptoassets

DeFi Protocols

DeFi Protocol Compositions

User Applications



DeFi | Composition Risks



Understanding Risks | Nested Services

Kitzler et al. 2022. Disentangling Decentralized Finance (DeFi) Compositions. ACM Trans. Web 
Just Accepted (October 2022). https://doi.org/10.1145/3532857



Understanding Risks | Contagion Effects

Kitzler et al. 2022. Disentangling Decentralized Finance (DeFi) Compositions. ACM Trans. Web 
Just Accepted (October 2022). https://doi.org/10.1145/3532857
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Understanding Risks | Interfaces
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Understanding Risks | Importance

Source: https://www.cftc.gov/PressRoom/SpeechesTestimony/oparomero3



Concluding Remarks

1. It is still unclear if and to what extent DeFi will 
proliferate in the future

2. We consider DeFi to be a novel form of software-driven 
financial engineering

3. A profound understanding of DeFi protocols and 
associated risks is still missing

4. The scientific method embedded in a multi-disciplinary 
setting offers the most promising answers.


