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DeFi ignited the crypto market in 2020 Summer, ushering in a new era. Due to its high liquidity, pricey assets, and high mining returns, DeFi thrived 

during the Fed's big quantitative easing. As the entire crypto market entered a new winter, DeFi's innovation breakthroughs also seemed to start to 

stall, and then, as many centralized financial systems failed this year, the market realized that DeFi, which is entirely on-chain based and extremely 

transparent, might be the answer to the innovation dilemma of non-compliant financials. DeFi and TradFi have also been merging this year, and 

many well-known traditional financial institutions have entered the space to capitalize on potential opportunities. It is possible for DeFi to avoid 

many of the lessons of traditional finance failures with the right guidance, but this alone can already boost our confidence in DeFi. We can be more 

optimistic about DeFi in 2023: on one hand, the combination with traditional finance will flourish, and on the other hand, DeFi will become the basis 

for other Web3.0 protocols. Henri's report provides a good overview of the current DeFi market and suggests interesting directions for 2023, so 

let's see what happens in 2023. 

Jupiter Zheng – Research Director, HashKey Capital
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What Lies Ahead For the Future of Finance 
The crypto community is building a new financial infrastructure from scratch. For the first time in hundreds of years, the barter economy makes sense 

again: humans can trade and exchange value in a peer-to-peer manner without relying on third parties. This time, barter has no borders, and it’s tearing 

down physical constraints. We call it DeFi.

Why does it matter? Well, we make the case for DeFi in the “DeFi Thesis” section of this report, but in a nutshell, DeFi projects have over the last three 

years innovated more in finance than the entire banking industry over the last 25 years. 

Crypto and blockchain adoption has been growing faster than internet adoption in the early 90s. The adoption curve has surpassed the “wow, what’s 

happening?” point, and several factors are aligned with sustaining the momentum in terms of user adoption. The ecosystem has over 30 million users 

and strong network effects. The level of innovativeness enabled by DeFi composability is astonishing, and the fact that crypto and DeFi run in 

transparent, open networks and all code is open-source makes it practically unstoppable. 

DeFi is more than building existing financial products on top of the blockchain. DeFi is unstoppable financial innovation running in the railroads of crypto 

ecosystems with hyper-aligned incentives between developers, blockchain protocols, DeFi applications, token holders, and users. Additionally, the fact 

that DeFi tears down the corporate walls between institutions creates the potential for unprecedented capital efficiency.

In this report, we will digest what DeFi is in 2022, our DeFi thesis, and the outlook for 2023. Then, we will compare DeFi with TradFi and make the case 

for why DeFi can be more scalable than TradFi. Then, we will look at the DeFi ecosystem, the main events in 2022, adoption and revenue, and why 

DeFi composability is important. Then, we will look individually at different DeFi sectors: lending, stablecoins, options/derivatives, decentralized 

exchanges, asset management, and finally, how institutions can get involved.
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2022 – Paving the Way for DeFi Summer 2.0

DeFi is a paradigm. DeFi is a financial ecosystem encompassing efficient and sound 

capital allocation to sustainable finance projects by matching savers, traders, 

borrowers, and investors. 

While in 2020 and 2021, we saw the transformation of financial products into their 

DeFi twins that operate without centralized parties via smart contracts on a 

blockchain, in 2022, we saw multiple DeFi projects consolidating their presence, 

creating new versions (v2, v3, etc.), and significantly improving the user experience. In 

2022, DeFi is no longer for crypto geeks and crypto bros. Any average internet user 

can understand and use DeFi applications, probably most times with better user 

experience than most home banking applications. 

2022 saw significant growth in the ecosystem of financial applications that are being 

developed in smart contracts. This also brought more use cases for people that need 

DeFi to have access to basic banking systems in countries where traditional banking 

is not accessible to large parts of the population. 2022 was a year that saw increased 

adoption of DeFi more because of its real use cases rather than speculation. The 

Russo-Ukrainian war, Russian sanctions, supply-chain disruptions, inflation and 

financial restrain, and pressure in some countries (especially in Africa), led many 

people to DeFi to have access to financial services.

It's also important to highlight that despite big CeFi liquidations/insolvencies such as 

3AC, Voyager, Celsius, and FTX, DeFi protocols stood solid and resilient, successfully 

passing the stress test of billions of dollars being liquidated in the market without 

breaking. 

Finally, 2022 was also a year of bridging DeFi and traditional finance. Several 

institutions made pilots or transactions with DeFi protocols, including the Huntington 

Valley Bank, Societe General, and also J.P. Morgan, and DBS under the MAS –

Monetary Authority of Singapore – Project Guardian that aims to explore DeFi uses in 

banks. 

The DeFi classification flowchart allow us to better 

define what a DeFi application is. In 2022, media outlets 

frequently and incorrectly framed CeFi applications as 

DeFi, creating somehow a bad name for the space. 

DeFi classification flowchart

Source： https://wifpr.wharton.upenn.edu/wp-content/uploads/2021/05/DeFi-Beyond-the-Hype.pdf 

Directly mediates the 

transfer of value?
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No
Auxiliary (e.g. price oracles) or non-

financial (e.g. distributed storage) service

No Traditional finance (e.g. banking)

No Custodial service (e.g. fiat-backed 

stablecoins)

No Private service or standalone digital asset
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• Crypto user adoption continues to grow at fast rates, and multiple institutions with very large user bases continue to push crypto mass adoption: 

⚬ Reddit, Twitter, Instagram, and other big players have integrated blockchain capabilities and launched or are planning to launch their own crypto wallets. 

⚬ The infrastructure that is necessary to securely onboard millions of users into crypto already exists. 

⚬ The Defi user growth alone was, on average 44% QoQ, showing that although DeFi is still in its infancy, the adoption curve might give DeFi a chance for 

exponential growth.

• Defi is what we consider an asymmetric bet, where the odds of success and the potential multiples on the investment are clearly positive.

⚬ DeFi is building a new financial infrastructure from scratch. In most cases, new financial products are bootstrapped and coded as smart contracts. Defi is 

decentralized Fintech 2.0 on steroids and can bring explosive value creation.

⚬ The entire Defi market capitalization is sitting at around $48 billion, which can be considered a drop in the ocean when compared to the $2.6 trillion market 

capitalization of the entire financial industry. 

• DeFi is the financial market that is enabling Web3 financial interactions. 

⚬ As the internet slowly moves from web2 to web3, users now own digital assets that can be traded in decentralized markets. 

⚬ The gaming industry has also been showing early adopters tokenizing in-game assets as NFTs. 

⚬ There are currently over 2 billion gamers worldwide. Game assets can also leverage DeFi protocols to unlock their liquidity.

• DeFi provides a fast track for innovation across every financial product and affects all asset classes. 

⚬ We can consider DeFi not only a new asset class but also represent all asset classes. 

⚬ Although DeFi captures part of the financial industry market share, DeFi's innovativeness will also create new opportunities in a blue ocean approach.

⚬ Composability provides very fast iterations and incredibly quick development. Open-sourceness and composability allow developers, communities, and 

users to blend together. Developers are allowed to copy, fork, and improve projects as all code is open. This brings hyper-competition/collaboration 

between projects, and competition breeds innovation. Simultaneously, financial applications can also cooperate and transact with each other better than 

ever. 

• The level of connectivity and scalability of DeFi applications provides an unprecedented level of network effects 

⚬ Smart contracts can connect and automate actions between each other.

⚬ In DeFi, all financial products can easily communicate/pay/interact/collateralize with each other.

⚬ DeFi provides advanced financial inclusion to people with little or no access to traditional finance. DeFi is global, borderless, and doesn’t discriminate or 

censor.

Our DeFi Thesis
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Our DeFi Thesis

The technologies above are evolving and converging together. This 

convergence can amplify their potential, and this convergence has 

DeFi at its center. Blockchain and DeFi will provide the financial 

infrastructure needed for all these technologies. DeFi touches a 

number of industries that include not only the fast-growing blockchain 

industry but also other fast-growing industries like IoT, digital wallets, 

connected devices, cloud computing, and even battery technology and 

autonomous mobility. In the near future, machines will be able to 

communicate with each other using their blockchain ID and process 

DeFi transactions between them. The use cases are immense.

Fleets of self-driving taxis owned by DAOs will be able to pay to charge 

stations using smart contract automation. Charing stations will be able 

to immediately lend the proceeds in a DeFi lending protocol to 

generate yield. Bold statement? Not at all. The tech already exists and 

provides capital efficiency at its best! 

DeFi

Lending

Stablecoins

Yield

DEXInsurance

Derivatives

Robotics

IoT

Digital Wallets

Metaverse

Autonomous 

Mobility

Social Media and 

entertainment

Gaming

E-Commerce

Art

Crowdfunding

Stock market

Banking



2023 DeFi Outlook - Is DeFi Summer 2.0 Possible?
• Better DeFi UX: In 2022, we have been seeing DeFi protocols being battle tested, hardened, and enhanced. 2022 was a big year for DeFi development that translates 

into smoother user experience and solid use cases. Many DeFi applications are now easier to use than home banking applications, which paves the way for onboarding 

more users in 2023. Other upgrades, such as EIP-4337, will also bring account abstraction and easier-to-use privacy-preserving wallets, and protodanksharding - EIP-

4844 - will bring better scalability and one step closer to More scalable L2s and the Ethereum Verge. 

• Explosion of retail crypto wallets: The general public is also getting a better awareness of digital wallets as a result of big social media companies integrating them. 

Reddit users, for example, created close to 3 million crypto wallets to be able to interact with the Reddit avatar NFT. Instagram is launching its NFT wallet in 

November 2022, potentially reaching 2 billion users. Twitter is also rumored to integrate a crypto wallet, reaching an additional 300 million users. 

• NFT and crypto spillover: The potentially new user base for crypto and NFTs is very large. As of November 2022, there are close to 80 million crypto wallets created, 

and about 5 million wallets have interacted with DeFi, i.e., around 6% of the total number of wallets. Considering the potentially big adoption that crypto wallets might 

have and the ease of using DeFi platforms, we can see an acceleration of DeFi adoption in 2022.

• Unlocking multi-billion dollar liquidity from NFTs: DeFi Although from one side, NFTs can be seen as a Trojan Horse for crypto adoption, the intersection between 

NFTs and DeFi can be a big trend in 2023. Currently, the NFT market is a multi-billion-dollar market that can leverage DeFi to unlock its liquidity. This market is a 

crucial part of the financialization of NFTs and can help accelerate the tokenization of real-world assets as NFTs. 

• ETH x DeFi recursiveness: the Ethereum Merge and EIP1559 have established recursiveness properties for DeFi polynomials and their connection to their assets. 

DeFi protocols are one of the biggest users and fee-payers of the Ethereum chain. At the same time, ETH and Ethereum-based assets and L2 based are the main 

assets used in DeFi. This could amplify the value of the entire ecosystem and build up the value around DeFi use cases.

• Real institutional adoption: 2023 will also be a year where we will see a growing involvement of traditional finance in DeFi. The existing infrastructure allows 

institutions to interact with DeFi applications while being accommodating to regulatory-compliance requirements. 

• DeFi summer 2.0: market participants are waiting for a favorable macro to get involved in volatile assets like the ones in the crypto and DeFi space. If the world 

economy sees significant signs of recovery in 2023, DeFi-related tokens, projects, and TVL might strongly outperform all the other asset classes. Real-world assets 

will be part of the next DeFi Summer. 8



DeFi has shown the potential to disrupt the financial sector. Within 2 years of its inception, DeFi’s TVL rose to a size comparable to a medium/big size bank in the US. These are 

the early signs that DeFi can overtake a small but meaningful portion of the $8T Global Financial Sector TAM.

The ease of use of DeFi applications, when compared to the process of opening an account in a traditional financial institution, allows DeFi to rapidly penetrate the market.

With close to 5 million wallets interacting with DeFi, we can say that the user growth is as fast as the neobank sector. On top of that, the YoY growth in terms of wallets was over 
100% last year. Continuing this growth rate, DeFi would become a “top 10 bank” within 2 years. 

There’s a total of 2116 banks in the US that have consolidated assets over $300 million. The DeFi (although it’s not a single bank) market is larger than 2071 of those banks. 
At its top ($179 million TVL), DeFi would be the 20th largest bank in the US. 
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AUM and number of customers in selected financial institutions

Source: https://www.federalreserve.gov/releases/lbr/current/ 

DeFi TVL as % of the AUM of the top 20 US Banks

To put it into perspective, at the 

peak, the DeFi TVL reached the 

equivalent of 1.2% of the AUM of the 
top 20 US banks.

DeFi Market Size Compared to the Financial Sector



The DeFi Market is an Asymmetric Opportunity

DeFi is a serious contender to TradFi and could displace many traditional financial services. DeFi is likely to take a share of existing financial institutions. It is also 

our belief that some crypto assets like Bitcoin and Ethereum can compete as global money. However, DeFi represents a drop in the ocean when compared to the 

global financial market, which can also be seen as an opportunity for exponential growth. 

Simultaneously, DeFi can also be seen as a blue ocean market. Although it will take a share from existing TradFi, DeFi it’s creating its own uncontested market 

space by providing distinguished services, capturing new demand, and rather than competing with traditional banks, DeFi adds value innovation and attracts non-

customers by creating new demand. 
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DeFi market cap compared to global financial services

Source: https://www.prnewswire.com/news-releases/financial-services-market-value-is-expected-to-reach-26521-67-billion-by-2022--300982560.html

552x



DeFi Can Compete With Traditional Finance
DeFi composability favors a fast building of the ecosystem. Most banks compete with 

each other in a red ocean where the goal is to get more market share at the expense of 

the competitors. Banks protect their business secrets, infrastructure, applications, and 
pretty much all information behind corporate walls, away from the competition. This has 

been the way to do business for hundreds of years, but it also hinders the growth of the 

industry.

DeFi's fully composable and open-source model means that there are no trade secrets 

and that DeFi projects, rather than competing, collaborate and build on top of each other. 
For this reason, DeFi has the potential to absorb part of the existing TradFi market but 

also to create its own market and gain relevance within the crypto market. 

DeFi can be seen as “Fintech 2.0,” but while most Fintech applications are built on top of 

existing banking infrastructure. DeFi is an innovation from the ground up, built from 

scratch on top of the very nascent crypto industry and the internet. DeFi is global by 
nature, with no geographical restrictions, and anyone with an internet connection can 

have access to it. 
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Market Capitalization of selected financial institutions

Sources: Bloomberg and Coinmarketcap



The Differences Between TradFi and DeFi

There are a number of trade-offs 

between CeFi and DeFi, but the 

scale starts to weigh more 
advantages on the DeFi side. DeFi 

user interfaces are getting 

extremely user-friendly; the barriers 
to using DeFi are extremely low, 

and unlike CeFi, it takes a few 

minutes (or sometimes seconds) to 
use a new DeFi application for the 

first time. As people and institutions 

start to realize the ease of use of 
DeFi and its composability 

advantages, the potential network 

effects, the huge gains in capital 
efficiency, and the better risk 

management options, the 

advantages of using DeFi seem to 
be obvious. 
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The table below highlights some of the important differences between TradFi and DeFi



One of the core growth factors of DeFi is composability and the fact that incentives are aligned among participants. You may have heard that cooperation is better than 

competition. Cooperation furnishes social motivation. In DeFi, cooperation between people is taken to a global level where thousands of developers have aligned 

incentives to build applications, protocols, and infrastructure that leverage each other. 

Wallets and Frontends

dApp layers

DeFi Applications

Bridges and 

cross-chain solutions
Oracles - Chainlink

Infrastructure Later – Ethereum, Cardano, 

Avalanche, Cosmos, Polygon, BSC

Incentives between participants are aligned. Code is open source 

and networks are open. Anyone can use and leverage the code 

developed by other developers. Users can participate actively in 

the governance and very often users are also developers.

Most often, token rewards are designed in order to keep all 

stakeholders engaged in the governance and building process. 

Composability and Aligned Incentives 
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TradFi needs multiple integrations; applications are siloed,

institutions are siloed, and there is no incentive for 

cooperation.

Everything is hidden behind corporate walls.

Users don’t participate in product development.

It requires a lot of human capital, operations, IT staff, etc.

TradFi



DeFi Can Scale Infinitely More Efficiently 

Than TradFi
Smart contract-based applications are less reliant on staff for their operations. 

The nature of DeFi applications allows them to run 24/7 with an almost real-time 

settlement anywhere in the world. All this is automated by smart contracts that 

don’t need to rely on humans. 

In fact, DeFi applications are mostly autonomous. For most DeFi applications, 

nearly all members work in product development, marketing, etc., and if none of 

them show up to work, the application wouldn’t be affected, and it would be able 

to continue processing millions of dollars. DeFi protocols don’t need to rely on 

labor to run. 
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Net Income Per Employee in Selected DeFi and TradFi institutions (thousand $)

Source: HashKey, https://growjo.com/

Considering the decentralized and autonomous nature of DeFi applications, 

their business model is highly scalable. We have seen cases where a smart 

contract developed by a single developer processes billions of dollars worth of 

transactions. DeFi has the potential to be many times more scalable than the 

traditional financial industry and more scalable than traditional SaaS models. 

Out of the 400 fastest-growing Fintech companies, approximately 25% of them are crypto/blockchain 

businesses. Although many of these are not DeFi companies, they showcase that blockchain scalability 

and adoption rates have put blockchain in the Fintech spotlights. Additionally, most of these blockchain 

businesses will end up contributing to the blockchain infrastructure and crypto user growth which benefits 

DeFi. 

If DeFi protocols were to be included in the top fastest-growing Fintech companies, they would occupy 14 

out of the 400 spots. Most of these DeFi protocols show annual revenues of over $10 million, although 

most of them have existed for less than 2 years. 
The top400 fastest-growing Fintech companies by sector

Source: https://growjo.com/industry/Fintech



DeFi Market Overview 
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Black swan events like the Terra Luna/UST collapse highlighted the strength of the DeFi market. The Terra collapse erased almost 100% of the value of the Luna 

token and depegged UST, wiping out approximately $20 billion TVL from the market. This hugely affected CeFi institutions that were directly or indirectly exposed to 

the Terra ecosystem, with some of them being forced to declare bankruptcy – Celsius, Three Arrows Capital and Voyager. 

However, DeFi protocols passed the Terra turbulence unscratched. All the major DeFi protocols have shown great resilience in times or market volatility which 

naturally may trigger liquidations to keep the protocol and liquidity providers in a healthy state. 

The decline of the TVL – Total Value Locked (a proxy for total asset under management in DeFi) – was also motivated by the general market conditions. Lower 

crypto prices (due to generally unfavorable macro) mean that the value of the collaterals provided in DeFi lending is also lower, reducing the motivation to get a 

loan against those collaterals. DEX activity and crypto trading volumes are also lower. However, as we will see in this report, certain sectors in the DeFi market 

show a very optimistic trend. 



DeFi Market Overview 
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DEXs dominate the DeFi market both in terms of TVL and the number of dApps. Many of them are simple forks of other major DEXes, such as Uniswap, that are 

then deployed in other EVM-compatible chains with lower liquidity. 

Lending is the second largest use case, followed by CDPs, Bridges, and Staking. Most of these DeFi use cases bring unprecedented levels of capital efficiency that 

can’t be compared to traditional finance. This capital efficiency brings more solidity to the ecosystem, especially with regard to yield stability, efficient price discovery, 

efficient collateral allocation, and efficient mortgage processing. 

Number of protocols and comvined TVL per DeFi category, as of October 2022



Ether and DeFi Activity Recursiveness
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Defi activity and the Ethereum price have a recursive effect. As of the time of the report (and, in fact, for most of 2022), Ethereum is the dominant chain in DeFi, 

being responsible for around 58% of all DeFi activity. This naturally results in a recursive effect between DeFi activity and Ether price. Higher Ether prices will 

generate more DeFi activity (DEX, loans, etc.). More DeFi activity will increase the demand for Ether, and it will also burn more Ether (EIP1559). More Ether burns 

will result in more Ether scarcity and deflation. This will lead to higher Ether prices, which will lead to more DeFi activity, and so on and so forth. 

This recursive effect may not be noticeable in times of low volume, but it has been shown to have an impact on the price and activity of both Ether and DeFi tokens.

DeFi Index and ETH price history 2022

Source: https://help.ftx.com/hc/en-us/articles/360027668812-Index-Calculation and TradingView

DeFi tokens (and, in general, lower-cap tokens) are more 

volatile than Ether. While Ether has dropped 65% since the 

beginning of the year, the DeFi index has dropped 76%.

Historical prices also tell us that tokens of protocols are 

influenced by more activity on the Ethereum network and 

are prone to stronger bull cycles and higher multiples on 

investment, considering the recursive effects. 



ETH SUPPLY

Ether and DeFi Activity Recursiveness
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Ethereum inflation rate since the merge, as of Nov. 7th 

Source: https://ultrasound.money/ 

Total ETH burned by top DeFi uses since the implementation of the EIP1559 in August 2021

Source: https://ultrasound.money/

Total ETH staked over time

Source: Glassnode Studio

The top 5 DeFi protocols alone are responsible for burning over $500 million worth of ETH 

over a period of 14 months. This excludes Ethereum activity related to other dApps and 

NFTs. Although this represents only 0.3% of the total ETH supply, the compounding effect 

over time combined with other Ethereum dApps burning ETH as a result of their fee activity 

will have a significant impact on ETH price over time. If we count with other non-DeFi 

applications, the total ETH burn has already resulted in a decline in ETH supply sufficient to 

make it deflationary. 

Another factor that fuels the DeFi ecosystem on Ethereum is the fact that the Ethereum 

network has moved to Proof of Stake. Stakers enjoy a stable yield, turning ETH into the 

“bond of the internet.” 

These “internet bonds” can be represented by tokens such as stETH and rETH. These 

tokens can then unlock a myriad of DeFi use cases, including lending/borrowing using them 

as collateral. All this incentivizes more activity on the chain. 

Your raph tex

SINCE MERGE 59d



2022 Main Milestones and DeFi Events
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Time Wonderland CFO Outed (OxSifu) - Jan. 2022Jan 2022

Anchor protocol (Terra ecosystem) started to show low reserves -
Jan. 2022

Cardano's First DEX was launched - Jan. 2022

Wormhole bridge is attacked and Jump Crypto bails out Wormhole 
with $320 million - Feb. 2022

MakerDAO ramps up its bug bounty program with Immunefi - total $10 
million - Feb. 2022

Curve integrated Moonbeam Netowrk - Feb. 2022

Axelar raises $35 million at $1 billion valuation - Feb. 2022

Curve integrated Moonbeam Netowrk - Feb. 2022

Jump and Three Arrows Lead $1 billion LUNA Buy to Secure UST Against 
Black Swans - Feb. 2022

1inch introduces new P2P feature - Mar. 2022

Kyber launches on Arbitrum - Mar. 2022

Andre Cronje quits the DeFi space - Mar. 2022

Aave expands to Fantom and Avalanche - Mar. 2022

Terra's Do Kwon Takes Aim at DAI with Pool of Four Stablecoins 
"By my hand DAI will die." - Apr. 2022

Near Protocol announces stablecoin USN - Apr. 2022

Terra Luna token plunges 30% and triggered the protocol to add BTC 
to treasury - Apr. 2022 



2022 Main Milestones and DeFi Events
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Tron announces stablecoin USDD - Apr. 2022

Uncollateralized Lending Protocol Goldfinch hits $100 in Loans -
May 2022

continued....

Terra collapse, Luna token crashes and UST depegs - May 2022

stETH "depeg" leads to liquidations - Jun. 2022

Celsius, 3AC and Voyager liquidations - Jun. 2022

Ethereum Ropsten Merge is completed - Jun. 2022

Ethereum Beacon chain surpassed 400,000 validators - Jun. 2022

dYdX announces moving to Cosmos - Jun. 2022

Aave launches institutional lending service Aave Arc - Jun. 2022

Societe Generale gets a $20 million loan from MakerDAO -
July 2022

MakerDAO approves a $100 million vault for Huntingdon Valley Bank - July 2022

Aave announces new stablecoin GHO - July 2022

Tornado Cash Added to sanctions list by OFAC - Aug. 2022

Bancor TVL dropped 30% after suspending impermanent loss 
protection - Aug. 2022

Nomad bridge exploit - Aug. 2022

BendDAO liquidates Bored Apes - Aug. 2022



2022 Main Milestones and DeFi Events
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continued....

Fei Protocol (stablecoin) decides not to compensate the victims of April's hack and 
shut down - Aug. 2022

Curve Releases Interface Code For Stablecoin - Sep. 2022

The Ethereum Merge goes Live - Sept. 2022

Compound launches institutional lending service Compound Treasur -
Sep. 2022y

CFTC moves against Ooki DAO - Sep. 2022

Wintermute attack - Sept. 2022

Cardano's Vasil upgrade completed - Sep. 2022

SWIFT starts using Chainlink CCIP and potentially unlocking a bridge 
between DeFi and TradFi - Oct. 2022

Cosmos announces Cosmos 2.0 - Oct. 2022

THORChain announces integration with Avalanche - Oct. 2022

Lido expands to Optimism and Arbitrum - Oct. 2022

Uniswap approves launching on ZKsync - Oct. 2022

Uniswap closes $165 million funding round with a $1.7 billion valuation - Oct. 2022

MakerDAO purchased $1 million worth of treasury bonds and prepares 
to deploy additional $500 million - Oct. 2022



Although QoQ growth has slowdown in 2022 due to market conditions, we still have a 31% user growth rate. The DeFi user growth rate in 2021 was an impressive 545% which 

sparked a boom of new DeFi protocols trying to grab some of those new users. The number of user wallets has surpassed 5 million in Q3 2022. 

2022 can be seen as a year of consolidation where most projects are busy building and improving their products rather than spending their resources on marketing activities. 

2022 is also the year when the UI and user experience of DeFi protocols improved significantly, to a level that we can finally say that it’s easier to use some DeFi protocols than 

using a home banking app. Venture capital continues to fuel the growth of DeFi protocols. In H1 2022 alone, VC has invested over $14 billion into 725 crypto projects (many of 
those are DeFi). So far in 2022 alone, HashKey Capital has invested in 7 DeFi-related projects. 

This consolidation/building phase is likely to spark leveraged growth once macro 

and market conditions become favorable. The same happened during the 

2018/2019 bear market where projects have continued to build and consolidate, 
which fueled massive growth in 2020 and 2021. 

DeFi Adoption, Number of Users & User Growth

22

Total number of users over time and quarter over quarter growth

Source: https://dune.com/rchen8/defi-users-over-time 

Total number of users in selected DeFi protocols Q3 2022 (thousands of users)

Source: https://dune.com/rchen8/defi-users-over-time

As expected, DEXs dominate in regards to the number of users. Exchange transactions are 

typically way more common than other activities such as lending or derivatives trading. There 

is also a correlation between the number of users that these protocols have and the ease of 
use/user experience. All the protocols above are extremely user friendly and provide a very 

seamless experience. This is a big leap when compared to the convoluted UX that DeFi 

applications used to have just 2 years ago.



DeFi Revenue per Segment
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Revenue per DeFi segment

Source:https://tokenterminal.com/terminal/metrics/protocol-revenue

Sustainable revenue generation is an integral part of any business and DeFi is not an exception. Many DeFi protocols have shifted from models with very low or no 

fees and high token inflation to attract users to more sustainable models which we will look at in the next few pages. 

The chart below shows that DEXs are generating a big portion of the DeFi revenue, but as we saw before, it’s also an overcrowded segment. We can also find 

other segments, like lending and derivatives, that have been expressing consistent revenue generation and user adoption. Some of these protocols rely on token 

incentives to attract users, which reflects negative earnings for the protocol at the expense of the token. 

Revenue and earnings for selected DeFi protocols



DeFi Revenue Streams and Token Value Capture
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Common revenue models and token value capture. Heavily inspired by Token Terminal 

Most DeFi protocols are less than 3 years older, but some of them have shown very high revenue growth. DeFi projects continue to explore different economic 

structures, business models, and revenue sources, but in the end, revenue offers a coherent metric across all DeFi protocols.

Revenue-related metrics allow us to compare DeFi protocols against traditional finance. 

The value that is captured by the protocol is usually reflected in the token price in one or more of the following ways:

• Protocol fee dividends: fee revenue is paid to the token holders

• Token buyback: fees captured are put towards a treasury fund used to buyback and burn tokens

• Token Dividends: new tokens are issued to existing token holders 

• Governance participation: DAOs will require tokens for governance participation 

• Protocol Usage: tokens can be used to incentivize user participation, provide fee discounts, and boost yields, thus adding economic value to the tokens. 

Early-stage DeFi projects have used inflationary token models to attract and incentivize users. However, more mature business models have been exploring more 

sustainable business models. 

Nothing wrong with business models that provide extra rewards to incentivize users and run at a loss for years. Uber is a great example of this business model in 

the tech space, and even protocols like Bitcoin issue more rewards than what’s collected in fees (₿6.25 block reward vs. ₿0.13 total fees paid per block on 

average). In DeFi, however, having positive earnings is a sign of a healthy, sustainable business model. Long-term negative earnings and highly inflationary tokens 

end up consuming a lot more capital from investors, VCs, and from general retail participants. 



The Importance of Composability in the DeFi

Revolution 

25

Unlike traditional finance, DeFi allows for full integration across the entire tech stack, across projects, and across asset classes. There are no silos. Open networks are 

fully interoperable and composable. 

Individual DeFi projects end up contributing to the entire ecosystem, not only by providing a product to the end user but also providing open-source code and a platform 

to which any other project can interact and contribute. Cooperation over competitiveness. 

If Bank A creates or improves a product, it will keep it behind corporate walls. If Bank B wants to develop a similar product, they will have to gather a team of developers, 

project managers, and vendors to develop a product that competes with Bank A product. In this model, most times, institutions compete rather than cooperate. 

DeFi is fundamentally different. It is not only building a new financial paradigm, but the principles on how it’s done are fundamentally different: cooperation, composability, 

open source code, and open, transparent networks. These principles hugely leverage the speed of development as thousands of developers around the world are 

cooperating (although most won’t ever meet each other). DeFi is Milton Friedman’s pencil on steroids. 

This is the main reason why DeFi has grown incredibly fast in just a few years, and this is the reason why there’s so much potential to create products that will foster 

efficiency and cooperation and even contribute to harmony and peace in the world.

Yearn Beefy DeFiSaver DeFiYield InstadApp

Aave Curve Uniswap Alchemix

Arbitrum Optimism Lido Finance MakerDao

Ethereum



Lending Markets: Attractive for Retail Users, 

Appealing for Institutions
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Despite a tumultuous year with a bear market, recession, and FED interest rate hikes, the DeFi lending space seems to hold strong. The top DeFi lending platforms –

MakerDAO, Aave, and Compound – had a big decline since the start of the year. The total TVL in lending went from $46 billion in Oct. 2021 to $14 billion in Oct. 2022. 

However, the main reason why the TVL and total outstanding loans decreased can be explained by the fact that borrowers’ collateral prices (which usually are crypto 

assets) have also declined sharply. Bitcoin and Ethereum dropped approximately 70% since during that same period, and consequently, the capacity to borrow with 

those assets as collateral also dropped. Other than collateral decline, the liquidity in DeFi lending is solid even though the yields paid by lending protocols are lower 

than the FED funds rates. Another factor for DeFi lending TVL decline was the Terra UST implosion which wiped out. 

MakerDAO can also be categorized as a DCP – Collateralized Debt Position – rather than a lending protocol.

Note that although MakerDAO can be categorized as a CDP – Collateralized Debt Position, we have decided to put it alongside with Aave and Compound given 

the similarities from the borrower perspective.

MakerDao Aave Compound

$40B 

$30B 

$20B 

$10B 

$0B 

MakerDAO Aave Compound

8 Million 

6 Million 

4 Million 

2 Million 

0 Million 

Total outstanding loans Q3 2022 - Source: Dune Analytics
Total number of outstanding loans Q3 2022 - Source: Dune Analytics



Lending Markets: Attractive for Retail Users, 

Appealing for Institutions
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Top assets on Aave, Maker and Comp (Total TVL, m$)

FED funds rates and Aave USDC rates                              

DeFi yields across the top assets and platforms

Although the FED rates more than quadrupled over the last 6 months to 3.75% and the USD 

lending rates on DeFi dropped from around 2% to 0.5% in October, the DeFi Lending TVL 

remained somehow stable. This shows that although Defi users might be paid less than what they 

would be paid in a bank savings account, they continue to choose DeFi protocols.

Alternative chains that saw high user growth this year also have higher yields as a simple result 

of lower liquidity for the existing demand. 



We also start to see growing demand from TradFi to enter DeFi loans. This is extremely attractive for these early adopters considering the DeFi rates are way lower than 

the interbank lending market. In 2022, Societe Generale applied and it’s being evaluated by MakerDAO to get a $30 million loan and Huntingdon Valley Bank, a 

Pennsylvania Chartered Bank already got a loan approved in MakerDAO – initial debt ceiling of $100m and a 12-month goal of $1 billion. ING has also been exploring 

Aave loans, and J.P. Morgan completed a pilot transaction on Aave using the Polygon public chain. 

Lending Markets: Attractive for Retail Users, 

Appealing for Institutions

28

Yields are different across chains due to the growing demand for 

liquidity in those chains. This is one of the main motivators for 

users to bridge assets across chains. Values above as of Oct. 31, 

2022.

3MO number of lenders/borrowers on Aave



Lending Markets: Fixed Interest Rates 

Gaining Significance in the DeFi Lending Space

29

From the user perspective, we can break down lending protocols into floating and fixed interest rates. Most fixed-rate DeFi lending protocols use, in fact, other existing 

lending pools such as Aave, Compound, and Curve. They lock the interest rates with their own rate pool. 

Fixed-rate protocols are still fairly unknown for most DeFi users. However, the low rates in DeFi should attract more users and TVL to fixed yield protocols like the ones 

below. 

These platforms provide a bridge to protocols like Aave but allow the users to enjoy a fixed rate. One of the biggest downsides for lenders and borrowers is that interest 

rates can vary quite often. 

TVL across fixed yield DeFi protocols

Float Interest Rate total 

TVL: $14 000 million

Fixed Interest Rate 

total TVL: $ 94 million

BarnBridge 88mph Notional ApWine

Aave Curve Compound

Ethereum Polygon Avalanche

Illustration of the money lego composability



Lending Markets: The Rise of Uncollateralized DeFi
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Uncollateralized lending is one of the fastest-growing DeFi markets in 2022. DeFi protocols such as Clearpool, Maple, Centrifuge, Truefi, Ribbon Lend, Goldfinch, 

and Credix, allow capturing collateral from real-world assets or companies, and although they are all recent DeFi projects, they have been catching much attention 

considering their potential to unlock crypto-institutional liquidity. These uncollateralized crypto-institutional loans allow Institutions to go through KYC-AML and 

credit checks/ratings, and when approved, they can get the crypto lenders to lend USD. This unlocks liquidity to real-world assets and institutions. 

Q3 2022 was especially bullish for this DeFi sector, with the TVL of this sector growing from $26 million in July to $76 million in October. Protocols like ClearPool

are also bringing additional competitiveness and clear innovation to the sector. The chart below is as of Oct. 31, 2022.

Jacob Kronbichler, Clearpool Co-Founder and COO

“Clearpool works as a marketplace where the lender can 

compare the different borrowers, yields and ultimately decide 

which borrower to fund. Unlike other platforms, Clearpool 

doesn’t do any underwriting. 

Two of the big advantages of Clearpool are that the size of 

the lending pools is flexible, and there’s no end date for the 

loan, i.e. the loan will end whenever the borrower decides to 

close the pool.

The governance model allows to setup the interest rates in a 

decentralized manner through the Clearpool oracle system, 

where token holders delegate their stake to institutions that 

will help model the yield curves. 

Clearpool has also created permissioned pools that fit the 

compliance needs of more traditional players. In this case, 

both borrowers and lenders are KYC’d.” 

Borrowed m$
DeFi Innovators:



NFT Lending Platforms: a Bridge to Real-life Assets
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Although the NFT volume in the main marketplaces, such as OpenSea dropped over 95% since the beginning of the year, the fact is that the developments around the NFT 

space didn’t slow down. 

The NFT volume has dropped on Ethereum from an all-time high of over 1 billion dollars to an average of $20 million per day (which is still a very significant number). 

The total number of unique sellers and buyers has reached 20 million wallets, and new marketplaces like Looks, Magic Eden, and X2Y2 are stealing market share from 

OpenSea, which continues efforts on the product development side in order to attract and retain users. While OpenSea was compatible only with Ethereum and Polygon 1 

year ago, now the marketplace/aggregator has also integrated with Arbitrum, Klaytn, Optimism, and Solana. 

As of November 2022, there are 81 different NFT collections with floor prices over 5 ETH (approx.. $7500). This shows that there’s a big market when it comes to DeFi NFT 

lending that uses these NFTs as collateral. 

The 6 collections above alone represent a potential collateral of over 1.4 million ETH, i.e., over $2 billion. This value can be much bigger if we include all the major NFT 

collections and can be unlocked by NFT lending platforms.

We also believe that soon, other real-world assets will be tokenized as NFTs, bringing even more market and liquidity to NFT lending platforms. 

Figure: Top NFT lending platforms by borrow volumeFigure: NFT collections with at least 1000 owners and floor price > 5 ETH                  



April and May were 2 outlier months in the NFT lending space, consolidating with a monthly volume of $41 million in October. As top fashion brands enter the NFT space, more 

valuable digital assets are created. So far, the top 5 brands in the chart below have gathered $244 million in revenue from NFTs and over $1.5 billion in secondary sales 

volume. These NFTs are an example of a new asset that can be used as collateral. While one wouldn’t be able to do this with a pair of Nike sneakers, one can now potentially 

use the Nike NFT as collateral. 
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NFT lending borrow volume (million $)

NFT lending cumulative number of users. Kudos to Impossible Finance for 

creating such a great Dune dashboard. 

https://dune.com/impossiblefinance/nft-lending-aggregated-dash

You can grab your Tiffany’s 

engagement ring and bring it 

to the pawnshop to get some 

money. Can you do the same 

with your NFT? 

The answer is yes! 

Wesley Kayne - CEO, Pawnfi

Pawnfi is building an autonomous liquidity protocol that

facilitates lending, renting and selling Non-Standard Assets

(NSA). Besides supporting mainstream assets like ETH, and

WBTC, Pawnfi covers all types of NSA including NFTs, LP

Tokens, hashrate token, altcoins and bundled items with

different liquidity levels - anyone can put these assets to work

and initiate a collateralized loan, rent and sell purposefully or

simultaneously within one transaction. Simultaneously, with

Pawnfi, nothing will be taken out of financial circulation.”

NFT Lending Platforms: a Bridge to Real-life Assets

DeFi Innovators:



We can break down decentralized stablecoins into 2 types of algorithmic stablecoins. 

• Algorithmic stablecoins with exogenous collateral: this is, for example, DAI. DAI 

uses ETH (and other crypto assets) as collateral. These assets are uncorrelated to 

DAI, and if the stablecoin fails, the collateral won’t fail. In most cases (including 

DAI), these stablecoins are overcollateralized.

• Algorithmic stablecoins with endogenous collateral: this is the example of UST, the 

Terra Luna stablecoin. The stability system is endogenous i.e., it’s an asset within 

the system. If UST fails, Luna fails. If Luna fails, UST fails. The stablecoin and 

respective collateral are correlated, which can generate a death spiral. 

The stablecoin market is responsible for an average $685 billion monthly volume transfer. 

DeFi Stablecoins: Yay or Nay?
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Top 5 Stablecoins by market share Market share of the top 10 

decentralized stablecoins (source: DefiLlama)

High-profile stablecoin depegs in 2022 

Figure: the stablecoin trilemma 

Reserves

Capital efficient, stable, but centralized

Endogenous collateral

Decentralized, capital 

efficient, not stable

Exogenous collateral

Decentralized, stable, not 

capital efficient



LUNA $    Supply   Confidence

Terra-Luna UST: Post-mortem Analysis by Ben El-Baz, Head of 
Ecosystems at HashKey Group
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The Luna UST Crash demonstrates how systemic risk from DeFi markets and DeFi

users can expand into CeFi markets and CeFi users. The Crash also shows how

interrelationships between these two market structures can create feedback loops that

exacerbates price volatility chain reactions.

Market Volatility
• 50 bps Fed hike

• BTC -10% on exchanges

Curve DEX
UST de-peg

Anchor savings 
protocol liquidations

• LUNA collateral value

• Cascading liquidations

DeFi

Dumps of 

liquidated LUNA

• LUNA supply grows

DeFi
CeFi

• removal of AMM 

pool liquidity

DeFi

CeFi

1. During the first week of May 2022, the Fed surprised the markets by hiking 50bps, rattling

TradFi markets, and also triggering a -10% decrease in the price of Bitcoin, causing market
volatility.

2. A major market player removed a significant amount of UST liquidity off of the UST 3pool
on Curve’s AMM DEX. This had the effect of temporarily lowering the price of UST to USDC,

causing an initial perceived “de-peg” of UST. The de-pegging of UST on DEX starts to impact

UST market pricing on centralized exchanges and many traders begin to turn short-term
bearish on LUNA, which is the companion token that powers UST’s price stability

mechanism. UST was supposed to have a price stability mechanism that allows market

arbitrage between UST and LUNA to prevent UST from de-pegging.

3. The problem is that this smart contract mechanism had a capacity limit - it could only

process a limited amount of LUNA-UST exchanges in a set period of time. The bottlenecked
price stability mechanism could not fully re-peg the UST price in response to rapid market

action, and traders in the market began to front-run by shorting LUNA. By that time market

would short LUNA because the supply of LUNA would increase in the future to re-peg UST.
This all had the effect of further putting downward selling pressure on LUNA and UST,

accelerating the pace of the Crash; once confidence in LUNA’s value was eroded,

confidence in the backing of UST was also eroded.

4. In the Terra ecosystem, there’s a heavily used DeFi lending protocol called Anchor. Anchor

offered high yields of around 20% for deposited assets. Many borrowers used LUNA assets
as collateral. As the price of UST dropped and as the price of LUNA dropped, a combined

bank run and liquidation crisis hit Anchor. Many users withdrew their deposited UST. As the

price of LUNA dropped, many borrowers’ LUNA collateral began to be automatically
liquidated. Traders who acquired liquidated LUNA, fearing further drops in LUNA price,

needed to quickly sell off LUNA, further fuelling downward selling pressure in LUNA on

centralized exchanges. The downward selling pressure, in addition to the slow reaction of
Luna Guard Foundation, the effect fed back into the death spirals in both LUNA and UST,

finalizing the crash.

Ben El-Baz - Head of Ecosystems, HashKey Group

You can see how these two market structures interacted through a step-by-step summary of

the Luna UST Crash and the resulting chain reaction.

CeFi-DeFi Interconnectedness 



Unbound Finance is a decentralized lending protocol that enables users to borrow crypto loans in the form of its flagship stablecoin $UND. UND is an ERC-20, 

asset-backed stablecoin soft-pegged to USD. Users can borrow UND against the liquidity positions represented by LP tokens and concentrated liquidity positions of 

Uniswap V3-like range AMMs.

In the first version, Unbound accepted LP tokens of only stablecoin asset pairs as collateral and omitted the use of a liquidation engine. But in its latest iteration, 

Unbound would be enabling support for all kinds of liquidity on DEXs and improved price stability mechanism for UND with the introduction of liquidation and 

redemption mechanisms.

The Unbound V2 whitepaper and the incentivized testnet are live. The testnet has over 3200+ active users and 37k+ UND has been minted. The contracts have 

now been rolled out for security audits before the mainnet launch. 
Unbound Finance team

DeFi Stablecoins

DeFi Innovators:
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Options Market: The Trigger for the Next DeFi Summer?
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While the TVL of the entire DeFi market dropped 66% since the beginning of the year, the TVL of the derivatives/options sector dropped only 57%. Despite the bear market, the

options and derivatives markers seem to be thriving, and platforms like GMX and dYdX are gaining strong popularity, and derivatives and futures platforms have been grabbing

the attention of crypto traders. They allow users to get into leveraged positions, and some of these platforms (including dYdX) allow users to place limit orders, stop losses and
take profit orders. This is something that typical DEXs are not compatible with.

The performance of these tokens contrasts with the TVL and the number of users in these platforms that have been showing sustainable growth in some cases. While 2022 has

been a rough year for DeFi TVL, GMX was one of the few protocols that saw substantial growth in the number of users and TVL. The TVL has grown from $108 million at the

beginning of the year to $480 million at the end of October.

dYdX has also shown amazing performance in the derivatives market. Despite the TVL dropping by 2/3 and the token price dropped by 90% in one year, dYdX earned over $50

million in revenue and continues to have over 1000 weekly active users.

YTD performance of selected DeFi options/derivatives tokens

Source: Tradingview – data as of 11-10-2022

Market share across top 5 platforms
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GMX’s success can be explained by its ability 

to offer very low swapping fees and zero-

impact price trades. This is in part explained 

by the fact that GMX runs on Arbitrum and 

Avalanche, two low-fee networks when 

compared to dYdX running on Ethereum. 

dYdX is, however, moving to the Cosmos 

ecosystem and creating a Cosmos dAppchain

(i.e., a new Cosmos chain that has a single 

purpose of running the dYdX chain). This is 

likely going to improve the dYdX fee structure 

and attract more users. dYdX key figures: $1 

billion daily volume, $7 million monthly fees 

generated, 10000 active traders, 25000 token 

holders.
GMX open interest more than tripled in Q3 2022 Source: https://dune.com/shogun/perpetual-dexs-overview

dYdX is the OG of DeFi perpetuals. Founded back in 2017, it is considered the world’s largest perpetual trading platform, with an average $1 billion daily volume during the bear

market.

dYdX provides the slickest user experience and doesn’t charge fees on transactions up to $100 000. As part of its V4 upgrade, dYdX is moving from Starkware (Starknet ETH

L2) to Cosmos. This will allow dYdX to create its own dAppchain infrastructure, highly optimized for better decentralization with an on-chain order book, high execution speed,

and better scalability. The move will also bring added utility for the token: on top of being a governance token and providing fee discounts, it will also have utility and capture
more value by being a chain token and by securing the chain.

dYdX will be the first perpetual DEX with a fully decentralized order book. The move to Cosmos will also improve the current throughput of 10 trades per second to thousands of
trades per second and no gas fees.

dYdX on Cosmos will allow users to connect with popular EVM wallets like Metamask. Users will be able to bridge assets to the new chain (like ETH or USDC), where USDC
will also be native on Cosmos starting in December.

Charles d’Haussy - CEO, dYdX Foundation

DeFi Innovators:

Options Market: The Trigger for the Next DeFi Summer?



Insurance Market: Decentralizing a 

Multi-Billion Dollar Industry?
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Insurance is a perfect use case for blockchain technology. In the future, we will see more insurance use cases connecting to real-world events (for example, car

insurance, life insurance, health insurance, etc.). However, for now, most existing DeFi insurance applications protect users from events that can be tracked on chain,

such as smart contract bugs, hacks, governance attacks, and oracle failures. Insurance can also cover crypto custodians and exchange users in case of hacking

incidents and halted withdrawals.

Market and DeFi risks are now easier to be covered through DeFi insurance platforms without having to rely on off-chain data.

The top 5 DeFi insurance protocols per TVL.
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Top 5 active cover amounts on Nexus Mutual as of Oct. 31, 2022                                           

Active cover amount for different custodians on Nexus Mutual  as of Oct. 31, 2022

“Users can protect their digital assets against Smart Contract exploits and bugs,

as well as Stablecoin depeg events and Custodian Risks. InsurAce has

protected over 5000 customers globally, securing over $350m worth of assets

on 140+ different protocols across 20 public chains. Meanwhile, the protocol is

also expanding its product offering to cover more risk types and ecosystems.

In May, the industry took a hit with the collapse of the Terra ecosystem and the

De-Pegging of it’s native stable coin $UST. InsurAce’s cover products on UST

de-pegging risk helped to protect 155 investors with a claim pay-out of $12

million in compensation. This is the largest pay-out of its kind in Web3, showing

the value of risk protection protocols in this emerging space.

As an early pioneer in Web3 risk protection since 2020, InsurAce has a

dedicated and professional team that works at the intersection of Web3 and risk

management. The team has built up a deep understanding of Web3-native risks

thus far and is committed to building for the long-term in the Web3 risk

management vertical

The InsurAce app is an easy-to-use solution designed to make web3 safer for

everyone.”

Oliver Xie - Founder and CEO, InsurAce Protocol

DeFi Innovators:

Insurance Market: Decentralizing a 

Multi-Billion Dollar Industry?



Decentralized Exchanges: DeFi Volume Leaders
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DEX market share                                                     

Although the daily DEX volume declined from $3.8 billion/day on Oct. 21 to $1.5 billion on Oct. 22, Uniswap maintained its market dominance, with

approximately 62% of the weekly DEX volume.

DEX volume per chain

DEX aggregators gained relevance in the market by providing users with the

best execution across different DEXes in a unified UI. Currently, DEX

aggregators are responsible for 15% of the volume. 1inch continues to onboard

on average 50 000 new monthly active users and averages over 200 000

monthly transactions.

DEX volume YoY was cut by 

half due to the lack of trading 

activity motivated by the bear 

market.

DEX Aggregators volume -

15%

Direct DEX volume - 85%

Terra collapse



DEX Landscape and Market Features
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The 1inch Network unites decentralized protocols whose synergy enables the most lucrative, fastest and protected operations in the DeFi space. 1inch offers access to

hundreds of liquidity sources across multiple chains. The 1inch Aggregation Protocol facilitates cost-efficient and secure swap transactions across multiple liquidity

sources. The 1inch Liquidity Protocol is a next-generation automated market maker that protects users from front-running attacks and offers attractive opportunities to
liquidity providers. The 1inch Limit Order Protocol provides the most innovative and flexible limit order swap opportunities in DeFi. The 1inch Wallet is a fast and secure

mobile application for storing, receiving, sending and swapping crypto assets.

As of early November 2022, the 1inch Network has about 3.8 million active users across 10 supported chains. The 1inch Wallet for iOS has over 437,000 downloads,

and the wallet's Android version has over 75,000 downloads. Total trading volume across all chains has hit the $255 billion mark.

Valeriya Mineava - Partnerships & Comms, 1inch Network

DeFi innovators:

“Zenlink is the first underlying cross-chain DEX protocol based on Polkadot and is committed to being the DEX composable hub of Polkadot. By accessing the ultimate,

open, and universal cross-chain DEX protocol based on Substrate, Zenlink DEX Protocol enables all parachains to build DEX easily and allow liquidity sharing. Zenlink

DEX Protocol includes Module, WASM, and EVM implementations, which are flexible and adaptable, allowing for customizable compositions and interoperability with
different DeFi modules. In short, Zenlink aims to be the DEX gateway to the web3 world by bringing the fragmented liquidity and interactions between each parachain in

one fully integrated UI.

Zenlink is now live on 4 parachains including Moonriver Network (EVM Contract), Bifrost Network (Pallet/Module), Moonbeam Network (EVM Contract), and Astar Network

(EVM Contract) with a peak TVL of $150 million, total volume of $964 million, total transactions of 4,804,629, and total interactive wallet addresses of 110,424.”

DeFi innovators:

Leo Guo - Co-founder, Zenlink



The Future of Asset Management: Yield Aggregators
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Asset management is already one of the core activities in DeFi. Do you want to put your crypto assets to work but don’t know where to get the best yields? Well, yield

aggregators will make users life easier. Most of these platforms will provide automated allocation and automated yield farming strategies that, just like a good asset

manager, will allocate, reinvest and rebalance the investment strategy.

Yield aggregators like Yearn, Beefy, and Idle 

finance will provide “yield automation.” These 

protocols will automate strategies by depositing 

and withdrawing from one protocol to another 

automatically as interest rates change. Yields 

generated are also re-invested in order to 

generate more yield.

Some of these protocols will also offer leveraged 

borrow strategies. 



Compound Treasury Borrow

Compound Protocol

Institutional DeFi allows the application of DeFi for real-world assets through TradFi gateways such as banks. Institutions can engage while keeping the appropriate

safeguards that ensure regulatory/compliance orthodoxy.

Institutions can easily experiment with DeFi. From the undercollateralized protocols covered in this report that bridge institutions to the crypto world to permissioned

DeFi applications like Aave Arc and Compound Treasury, institutions now have a multitude of options that will allow them to enter the DeFi world while keeping their

regulatory-compliance department happy.

Permissioned DeFi: the Gateway for Institutions
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Products like Compound Treasury allow 

institutions to interact with the Compound DeFi 

protocol in a permissioned manner, where all 

institutions are KYC’d and face a clear regulatory 

framework. In addition, Compound Treasury was 

the first DeFi company to receive a credit rating 

from S&P Global Ratings.

Compound Treasury business model 

Earn

Institution supplies 

USD/USDC to earn fixed 

yield

Provides reliable 

transparent fixed rate 

products

Institution borrows 

USD/USDC against digital 

assets

Assets supplied to protocol, 

never leaving Treasury's control



For institutions, the cost-saving potential plus the capital efficiency and network effects that can be created through the tokenization of assets such as bonds, equities

and foreign exchange is huge.

We also see institutional adoption in other fronts, such as:

• ING exploring Aave

• Société Générale got approval for a $30 million loan on MakerDAO

• Huntington Valley Bank got approval for $100 million credit line on MakerDAO

• J.P. Morgan conducted a transaction on Aave on the public Polygon chain as part of the Project Guardian, a MAS initiative that aims to explore DeFi applications in

banking. Other institutions, such as DBS Bank and SBI Digital Asset Holdings, are also involved.

These examples show the feasibility and transformative potential of financial institutions using DeFi protocols with the appropriate regulatory guardrails.

Hex Trust is a fully-licensed and insured provider of bank-grade custody for digital assets, having obtained a Capital Markets Service (CMS) license in Singapore, 

a provisional Virtual Assets license in Dubai, Trust or Company Service Provider (TCSP) license in HK, successful registration with the Italian Virtual Asset 

Services Provider (VASP) registry, and is in the process of applying for the appropriate licensing in the Bahamas.

Clients can be confident that licensed custodians conform to the local applicable rules, having been through an extensive and ongoing licensing process. 

Independent registration, licensing and ongoing oversight by local Regulators ensures the licensed services are in compliance with the applicable laws, whether 

for KYC/AML or for the products and services offered by the custodian. In some jurisdictions, regulations may require the custodian to maintain sufficient capital to 

support its business model. But licensed custodians don’t just adhere to the regulations - they will also typically engage with Regulators and contribute to making 

the market a better place for all participants.

Clients are able to connect to the industry’s leading DeFi platforms and activate their idle digital assets from the safety of their Hex Safe custody account, hosted 

on our institutional-grade platform for managing digital assets. We offer support for emerging protocols and provide access to trusted partners across staking, 

wrapping, delegating and governance applications via APIs.

We serve an institutional client base (200+) across financial institutions, digital asset organizations, multinational corporations, and private clients supporting over 

250 coins and tokens with over $2bn in Assets Under Custody.
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