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Introduction to DeFi Basics
Unlocking Financial Freedom with Decentralized Finance (DeFi)

DEFINITION

DeFi, or Decentralized Finance, refers to financial services built on blockchain technology that operate without traditional
intermediaries. It enables peer-to-peer transactions and access to financial products globally.

KEY CONCEPTS

Smart Contracts

Self-executing contracts with the terms directly written into
code, automating transactions.

Liquidity Pools

Collections of funds locked in smart contracts that facilitate trading
and lending on DeFi platforms.

Decentralized Exchanges (DEXs)

Platforms that allow users to trade cryptocurrencies directly with
each other without a central authority.

Yield Farming

The practice of earning rewards by providing liquidity to DeFi
protocols, often through staking tokens.

Stablecoins

Cryptocurrencies designed to maintain a stable value, often
pegged to fiat currencies like the US dollar.

EXAMPLES

→ Using a DEX to trade Ethereum for
Bitcoin directly.
→ Participating in yield farming by
providing liquidity to a lending platform.
→ Holding USDC as a stablecoin to
minimize volatility in investments.

MEMORY TIPS

★ Remember 'DeFi' as 'Decentralized
Finance' to link it with blockchain's peer-
to-peer nature.
★ Think of 'Liquidity Pools' as 'money
lakes' where funds are gathered for
trading.
★ Associate 'Yield Farming' with 'planting
seeds' to grow your crypto earnings.

COMMON MISTAKES

✗ Confusing centralized exchanges with
decentralized ones.
✗ Underestimating the risks associated
with yield farming.
✗ Neglecting to research the smart
contracts before investing.

QUICK RECAP

DeFi leverages blockchain to provide financial services without intermediaries, enhancing accessibility and efficiency. Key
elements include smart contracts, liquidity pools, and decentralized exchanges, which facilitate innovative financial activities.
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