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First Edition

For anyone who’s ever asked “what’s the point of crypto if I’m just using another exchange?”

This is the point.
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Chapter 1: How I Fell Down the DeFi Rabbit Hole

My first encounter with DeFi wasn’t some big planned move. It was an accident. I was messing around on Uniswap one night, trying to swap some tokens I’d picked up, and I noticed this option to “add liquidity.” I had no idea what that meant. I clicked around, read a couple of articles, and within an hour I’d deposited a pair of tokens into a liquidity pool. I woke up the next morning to find I’d earned a few bucks in trading fees while I slept.

That was the moment everything clicked. Not because of the money—it was pocket change. But because I realized I’d just done something that would normally require a bank, a brokerage, or some kind of financial middleman, and I’d done it from my couch with nothing but a wallet and an internet connection. No application. No credit check. No waiting three business days. No asking permission from anyone.

From there I went deep. I started staking Cardano through Adalite.io, earning passive rewards just for holding ADA and delegating to a stake pool. I set up Ethereum staking through my Ledger hardware wallet. I explored lending protocols like Aave and Compound, where you can deposit crypto and earn interest—or borrow against your holdings without selling them. Every new protocol I tried opened up another part of a financial system that most people don’t even know exists.

DeFi isn’t perfect. I’ve made mistakes, lost money to impermanent loss, sweated through smart contract exploits happening in protocols I was using, and watched regulators try to shut down the whole ecosystem. But even with all of that, I keep coming back. Because once you’ve experienced financial tools that actually work for you instead of extracting from you, it’s hard to go back to the old way.

This book is everything I’ve learned—what works, what doesn’t, and the stuff nobody warns you about. If you’ve read my first book, Introduction to Crypto, you already know the basics of the market, how to buy and store crypto, and how to protect yourself from scams. Think of this as the next step. We’re going deeper.

Let’s go.




Chapter 2: What Is DeFi, Really?

DeFi stands for decentralized finance, and the name is exactly what it sounds like—financial services built on blockchain technology that don’t need banks, brokers, or any third party to function. Lending, borrowing, trading, earning interest, insurance—all of it happens through smart contracts on public blockchains, mostly Ethereum.

The Old System vs. the New One

Think about how traditional finance works. You want to earn interest on your savings? You give your money to a bank, the bank lends it out at a higher rate, keeps most of the profit, and gives you a fraction of a percent in return. You want a loan? You fill out an application, a human reviews your credit, and a committee decides if you’re worthy. The whole thing is built on permission, gatekeeping, and fees.

DeFi throws all of that out. Got crypto in a wallet? You can lend it, borrow against it, trade it, or earn yield on it—right now, from anywhere in the world. The smart contract handles everything. It doesn’t care who you are or where you live.

How DeFi Actually Works

At the core of every DeFi protocol is a smart contract—a piece of code deployed on a blockchain that automatically executes when certain conditions are met. When you deposit tokens into a lending protocol like Aave, you’re not handing your money to a company. You’re sending it to a smart contract that locks it up, makes it available for borrowers, and distributes interest back to you based on the code’s rules.

There’s no CEO deciding your interest rate. There’s no compliance department that can freeze your funds. The code runs the way it was written, 24 hours a day, 365 days a year. That’s the upside. The downside? If the code has a bug, there’s no customer support line to call.

Why It Matters

Around 1.3 billion people worldwide don’t have a bank account. Billions more have limited access to lending, investing, or insurance. DeFi doesn’t solve all of that overnight, but it cracks the door open. Anyone with a phone and an internet connection can access financial tools that used to require a specific bank account, a credit history, or citizenship in the right country.

Even if you live in a country with a perfectly functional banking system, DeFi gives you something traditional finance never will: control. You hold your keys. You decide where your money goes. You earn yields that banks would never offer because there’s no middleman skimming off the top. Once you get a taste of that, going back to a savings account paying 0.01% feels insulting.




Chapter 3: Lending and Borrowing Without a Bank

Lending and borrowing are the foundation of DeFi. They’re also the easiest way to understand why any of this matters. In traditional finance, you go to a bank. In DeFi, you go to a protocol.

Aave: The Big Dog

Aave is probably the most well-known DeFi lending protocol. It started on Ethereum and has expanded to multiple chains including Polygon, Arbitrum, and Avalanche. The concept is simple: you deposit crypto into Aave’s smart contracts, and it becomes available for other users to borrow. In exchange, you earn interest.

What makes Aave interesting is the range of features it offers. Flash loans let you borrow any amount with zero collateral—as long as you repay within the same transaction. That sounds insane, and it kind of is, but developers use them for arbitrage, liquidations, and collateral swaps. Efficiency mode (E-Mode) lets borrowers unlock higher borrowing power when their collateral and their loan are correlated assets—borrowing one stablecoin against another, for example. And the governance token, AAVE, gives holders a say in how the protocol evolves.

The interest rates on Aave fluctuate based on supply and demand. When lots of people are depositing and few are borrowing, rates are low. When demand for borrowing spikes, rates go up. It’s pure market dynamics with no bank setting the numbers.

Compound: Where It All Started

Compound was one of the first DeFi lending protocols and it helped define how the whole category works. The idea is similar to Aave—deposit crypto, earn interest, or borrow against your deposits—but Compound pioneered the concept of “cTokens.” When you deposit USDC into Compound, you receive cUSDC tokens that represent your deposit plus accumulated interest. The value of those cTokens grows over time as interest accrues.

Compound also kicked off the yield farming craze in 2020 when it started distributing its COMP governance token to users. People were earning COMP on top of their regular interest just for using the protocol. That “liquidity mining” model got copied by basically every DeFi project that came after.

How Lending Actually Works

So what does this look like in practice? You connect your wallet—MetaMask, Ledger, whatever you use—to a lending protocol’s website. You pick an asset to deposit. The protocol gives you a receipt token representing your deposit. Interest starts accumulating immediately. When you want your money back, you return the receipt tokens and withdraw your original deposit plus whatever interest you’ve earned.

Borrowing works the other way. You deposit collateral (usually more than what you want to borrow—this is called overcollateralization), and the protocol lets you borrow a different asset against it. If you deposit $10,000 worth of ETH, you might be able to borrow $7,000 worth of stablecoins. You keep paying interest on what you borrowed, and you get your collateral back when you repay.

Why would anyone borrow against their crypto instead of just selling it? Because selling triggers a taxable event and means you give up your position. Borrowing lets you access cash without selling, so you keep your exposure to the upside while using borrowed funds for whatever you need.

The Risks Nobody Talks About

Lending in DeFi sounds great until something goes wrong. Smart contracts can have bugs. If a vulnerability gets exploited, funds can be drained—and it’s not hypothetical. We’re talking hundreds of millions of dollars lost in real exploits.

Liquidation is the other big risk. If you borrow against your crypto and the value of your collateral drops below the protocol’s threshold, your position gets liquidated automatically. That means the protocol sells your collateral to cover the loan, and you eat the loss. I’ve seen people get liquidated during flash crashes that lasted less than an hour. By the time the price recovered, their collateral was already gone.

There’s also regulatory risk. Governments are actively trying to figure out how to regulate—or shut down—these protocols. We’ll get into that in detail later.
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