Digital Finance



What If You Could Be Your Own Bank — but Nobody Would Help If You Got Robbed?

The Freedom Paradox

Banks are slow, expensive, and exclusionary. They charge fees for
holding your money, take days to settle transactions, and deny
access to billions of people worldwide. What if you could bypass
them entirely?

What DeFi promises:

® Permissionless access — anyone with an internet connection
® Non-custodial — you control your own assets, always

® Composable — protocols snap together like building blocks
® Transparent — every transaction visible on a public ledger

What DeFi takes away:

® No customer support when something goes wrong
® No deposit insurance if a protocol fails

® No fraud reversal if you are scammed

® No regulator to hold anyone accountable
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Finance without banks sounds like freedom
— until something goes wrong.

DeFi offers financial sovereignty — but sovereignty means you bear every risk that banks used to absorb for you.



How Many Safety Nets Did You Use Today Without Knowing It?

Reflection Prompt

This morning you checked your bank balance on your phone. The number you saw was not actually money — it was a
promise. Your bank promised to give you that amount whenever you ask. The government promised to back that
promise up to a certain limit. The payment network promised to process your transactions. Did you verify any of those
promises?

The honest answer: you did not. You did not need to. The entire system is designed so that trust is invisible.

Safety nets you used today without thinking:

® Deposit insurance guaranteed your balance even if the bank fails
® Fraud detection flagged suspicious transactions before they cleared

® Consumer protection laws let you dispute unauthorized charges

® Central bank monetary policy kept the currency you hold relatively stable

® Regulatory oversight ensured your bank met minimum capital requirements

Now imagine removing all of them. Your money sits in a smart contract. The code is the only guarantee. If the code has a bug, your
money is gone. If someone tricks you into signing a malicious transaction, there is no fraud department to call. If the protocol collapses,
there is no deposit insurance.

That is DeFi. The question is not whether it works — it does. The question is whether you are comfortable being your own safety net.

Every convenience of modern banking comes with a safety net you never asked for. DeFi removes the inconvenience — and the net.



What Does DeFi Replace — and What Does It Remove?

Dimension Traditional Finance DeFi
Access Bank account required, Wallet only, permission-
KyC less
Custody Bank holds your assets You hold your own keys
Settlement T+1 to T+3 business Minutes to seconds
days
Transparency Closed books, periodic Every transaction on-

Consumer protection

Yield source

audits

Deposit insurance, fraud
reversal

Bank lending margin

chain
None — code is final

Protocol incentives, lig-
uidity fees

The pattern to notice

The left column of the table shows what DeFi replaces —
intermediaries, delays, and gatekeeping. The right
column shows what it removes along with them:

® No custody = no recourse: If you lose your private
key, no one can recover your assets. There is no
password reset, no customer service, no branch to
visit.

® No KYC = no fraud protection: Permissionless
access means scammers use the same protocols you
do. There is no way to freeze a fraudulent account.

® No intermediary = no reversal: If you send assets
to the wrong address or approve a malicious
contract, the transaction is permanent.

® No regulation = no guarantee: Yield in DeFi
comes from protocol mechanics, not insured lending.
When the mechanics break, there is no backstop.

Key insight: DeFi does not just remove middlemen. It
removes the safety infrastructure that middlemen
provided.

DeFi removes intermediaries and their fees — but also removes the protections those intermediaries provided.



How Does a DeFi Loan Work When There Is No Loan Officer?

Connect
Wallet

Deposit
Collateral
(150%)

Smart Contract
Issues Tokens

Borrow Against
Collateral

PR
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Automatic
Liquidation

no identity needed
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automated issuance

market risk
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Six steps, no human in the loop

Connect wallet: No application form, no credit check, no
income verification. Anyone with a crypto wallet can
participate — including bots and attackers.

Deposit collateral: You must deposit 150% of the loan
value. Over-collateralization replaces credit scoring — the
protocol does not care who you are, only what you deposited.
Token issuance: The smart contract automatically issues
tokens representing your deposit. No approval process, no
waiting period.

Borrow: You receive liquid assets against your collateral.
The interest rate adjusts algorithmically based on supply and
demand — not a bank committee.

Price drop: If the collateral value falls below the threshold,
the protocol flags your position. There is no grace period
and no phone call.

Liquidation: The smart contract automatically sells your
collateral. Any user (liquidator bot) can trigger it and earn a
fee. You lose your assets with no appeal.

Key insight: Efficiency and ruthlessness are the same thing when

the code has no discretion.

No loan officer, no credit check, no negotiation. The smart contract decides everything — including when to liquidate you.



How Do Three DeFi Primitives Solve the Same Problems Differently?

Three primitives, one pattern

Lending Trading ® Lending: Depositors earn interest by providing liquidity to a
pool. Borrowers draw from the pool by posting collateral.
Depositors Liquidity Users Deposit Interest rates adjust automatically based on utilization. No
Add FU"dS Pfovldefs Collateral bank decides who gets a loan — the algorithm does. Risk: If
- — collateral prices crash, liquidations cascade and depositors
quuldlty Pool AMM Pool Vault Contract may not get their funds back
(Smart Contract) y =K) (Over-collateral) Yy not g unds back. L
® Trading (AMM): Liquidity providers deposit pairs of tokens

[ BormwerS ] [ Traders ] [ Mint‘S’table ] into a pool governed by a mathematical formula. Traders
D Bmes Swap Tokens Telans swap one token for another, paying a fee that goes to
providers. No order book, no market maker, no exchange.
Same pattern: users provide capital, Risk: Impermanent loss — providers can end up with less
smart contracts manage it, code enforces rules. value than if they had simply held the tokens.
® Stablecoins: Users deposit volatile crypto as collateral and
mint tokens pegged to a stable value. Over-collateralization
absorbs price swings. If collateral drops too far, the vault
liquidates. Risk: Algorithmic stablecoins that lack real
collateral can lose their peg catastrophically.

Composability: These primitives connect. You can deposit
stablecoins into a lending pool, borrow against them, and trade the
borrowed tokens — all in one transaction. This is powerful, but it

means failures propagate instantly across protocols.

Lending, trading, and stablecoins are the three pillars. Each replaces a bank function with a smart contract — and each introduces new failure modes.



What Happens When Your Stable Coin Is Not Stable?

When Algorithms Replace Central Banks

Stablecoins promise price stability without a central authority. Some are
backed by real assets (fiat reserves, treasury bonds). Others use algorithmic
mechanisms — minting and burning tokens to maintain the peg through
market incentives alone.

How a death spiral works:

® A stablecoin loses its peg slightly (drops below target value)

® Holders panic and sell, pushing the price further down

® The algorithm mints more governance tokens to absorb selling
pressure — but this dilutes the governance token's value

® Governance token holders panic and sell too, creating a second wave
of selling

® Both tokens enter a reinforcing downward spiral

® Within days, billions of dollars in value evaporate

Other DeFi failure modes:

® Flash loan attacks: Borrow millions, manipulate a price oracle,
extract profit, repay — all in one transaction

® Smart contract exploits: Reentrancy bugs, logic errors that drain
protocol funds permanently

® Impermanent loss: Providing liquidity can result in less value than
simply holding the tokens
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When the peg breaks, there is
no central bank to save it

When the peg breaks, there is no central bank to restore it. Algorithmic stability is a promise made by code — and code can be wrong.



Where Did All the Money Go — and Where Is It Coming Back?

DeFi Total Value Locked: Rise, Crash, and Recovery
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What the TVL story reveals

Lending dominates: Throughout every phase — growth,
crash, recovery — lending protocols held the largest share of
TVL. Borrowing and lending is the foundational DeFi use
case, not speculation

DEXs follow closely: Decentralized exchanges maintained
significant TVL even during the crash, suggesting genuine
demand for permissionless trading

The crash was not uniform: Yield aggregators and bridges
lost proportionally more capital than lending — speculative
strategies fled first, while core utility persisted

Recovery is selective: Capital is returning to lending and
trading but not to the speculative categories that dominated
the peak. The market is maturing

TVL is not revenue: A protocol with high TVL but no fee
income is not sustainable. TVL measures trust (capital at
risk), not business viability

The pattern: DeFi's core functions (lending, trading) have staying

power. lts speculative layers (yield farming, complex derivatives)

are cyclical.

TVL is not revenue — it measures capital deposited, not value created. But its composition reveals which DeFi functions users actually need.



Who Benefits and Who Bears the Risk in a World Without Banks?

Unbanked Protocol
Populations Developers

Yield Retail
Farmers Consumers

Winners

+ Unbanked populations: Direct access to lending, savings,
and trading without needing a bank account or credit history.
Particularly impactful for remittances and micro-lending.

+ Protocol developers: Open, permissionless platforms for
building financial applications. No licensing fees, no bank
partnerships required. Innovation without permission.

Losers

— Traditional banks: DeFi lending bypasses deposit-taking and
loan-originating — the core revenue sources for banks.

— Regulators: Pseudonymous, borderless protocols make
enforcement nearly impossible. Jurisdiction is meaningless
when code runs on a global network.

Mixed impact

Yield farmers: Earn returns by providing liquidity — but face
impermanent loss, smart contract risk, and rug pulls.

Retail consumers: Gain access and sovereignty — but bear
100% of the risk with zero institutional protection.

DeFi shifts risk from institutions to individuals. The unbanked gain access — but everyone loses the safety net.



The Freedom-Safety Balance: Three Questions Before You Deposit

The DeFi Evaluation Framework

Before depositing into any DeFi protocol, ask:
DeFi maximalists

@ Who bears the risk? l
In traditional finance, risk is shared: deposit insurance covers bank failures,
consumer protection covers fraud, courts handle disputes. In DeFi, you bear all of
it. If the smart contract has a bug, if the oracle is manipulated, if the peg breaks
— the loss is yours alone.

TRUST . Reg
Every DeFi protocol tips
@ What is the fallback? the balance differently.
When a bank fails, deposit insurance kicks in. When a payment goes wrong, you
dispute the charge. What happens when a DeFi protocol fails? Is there a
governance process? A treasury reserve? Or nothing at all?

© s the yield sustainable?
If a protocol offers 20% returns, ask where the money comes from. Is it from
genuine economic activity (lending fees, trading fees)? Or is it from token
inflation and new deposits subsidizing old ones? Unsustainable yield is the
hallmark of protocols that eventually collapse.

The freedom paradox: DeFi is most attractive to those with the least to lose

(unbanked) but most dangerous for those with the most at stake (retail savers).

The right question is not “Is DeFi good or bad?” — it is “Who bears the risk, and are they equipped to handle it?”



Your Challenge: Evaluate a DeFi Protocol

Mini-Challenge (15 minutes)

A DeFi lending protocol advertises 12% annual yield on stablecoin deposits. The protocol has been running for two
years, has significant total value locked, and has passed two independent smart contract audits. The yield comes from
borrowing fees paid by traders who use the deposited stablecoins as collateral for leveraged positions.

Your deliverable: Apply the three evaluation questions from the previous slide to this protocol:

@ Who bears the risk?

® |f the smart contract is exploited despite audits, who loses?

® |f the stablecoin loses its peg, what happens to your deposit?

® |If borrowers default (get liquidated), does the protocol have a reserve fund or does the loss fall on depositors?
@ What is the fallback?

® Does the protocol have a governance mechanism to handle crises?

® |Is there a treasury or insurance fund for extreme scenarios?

® |If the protocol shuts down, can you withdraw immediately?
@ s the yield sustainable?

® 12% from borrowing fees — is borrowing demand consistent or does it depend on bull market speculation?

® \What happens to the yield when market activity drops?

® Compare: a savings account pays 2-4%. Where does the extra 8-10% come from, and what risk does it represent?

ll”l'l%%‘esﬁ W%'htg %Hﬁqufﬁm) Bre:Finlaylig t\éogvglﬁg?esg‘ oeltj:{fiﬁaﬁ/rlo Scolp—tnclﬁ EH%%SP"b.‘;’E’ géa?r{syv t% B?rteé questions that separate sustainable finance
from unsustainable hype.



