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Important Legal Disclaimer 
 

 

PLEASE READ THIS DISCLAIMER CAREFULLY BEFORE READING OR RELYING 
ON ANY CONTENT IN THIS BOOK. BY READING THIS PUBLICATION, YOU 
ACKNOWLEDGE AND AGREE TO THE TERMS SET FORTH BELOW. 

 

No Financial, Investment, or Legal Advice 

This book and all of its contents are provided for educational and informational purposes only. 
Nothing contained in this publication constitutes, or should be construed as, financial advice, 
investment advice, trading advice, legal advice, tax advice, accounting advice, or any other form of 
professional advice. The authors, publishers, contributors, and affiliated entities - including iPro 
Decisions and Crypto Exponentials - are not licensed financial advisors, registered investment 
advisors, broker-dealers, attorneys, certified public accountants, or tax professionals. 

 

The strategies, protocols, yield figures, APY rates, and portfolio examples described in this book 
are presented solely for educational illustration. They do not constitute a recommendation, 
solicitation, or offer to buy, sell, or hold any digital asset, security, derivative, or financial 
instrument. Individual financial circumstances vary significantly, and no strategy described 
herein is appropriate for all readers or all market conditions. 

 

Accuracy of Information and Rapidly Changing Markets 

Decentralized finance is a rapidly evolving field. Protocol interfaces, smart contract addresses, 
yield rates, fee structures, governance parameters, tokenomics, regulatory status, and technical 
specifications described in this book are subject to change at any time without notice. The authors 
have made reasonable efforts to ensure the accuracy of information as of the time of writing; 
however, no warranty, express or implied, is made regarding the accuracy, completeness, 
timeliness, or fitness for a particular purpose of any information contained herein. 

 

Yield percentages, APY figures, and return estimates cited in this publication reflect historical 
observations made during the period 2023–2025 and are not guarantees of future performance. 
Actual yields may be significantly higher or lower than figures cited, and may become negative. 
DeFi protocol yields fluctuate continuously based on market conditions, capital deployment, 
governance decisions, and token price movements. Always verify current rates directly on 
protocol interfaces before deploying capital. 

 

Risk Disclosure 

Participation in decentralized finance involves substantial risk of loss, including the potential for 
total loss of invested capital. Risks include but are not limited to: 

• Smart Contract Risk: Code vulnerabilities, bugs, or exploits may result in partial or total loss of 
funds held in protocol smart contracts. Even audited contracts have been exploited. 
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• Liquidity Risk: DeFi liquidity can evaporate rapidly. Positions that appear liquid may become 
illiquid during market stress events. 

• Market Risk: Cryptocurrency prices are highly volatile. Collateral values can decline rapidly, 
triggering liquidations that result in significant losses. 

• Regulatory Risk: The regulatory status of digital assets and DeFi protocols is uncertain and 
evolving across all jurisdictions. Actions by regulatory bodies may adversely affect the legality, 
availability, or value of strategies described herein. 

• Counterparty Risk: Even "decentralized" protocols may have centralized components, admin 
keys, or governance mechanisms that introduce counterparty risk. 

• Bridge Risk: Cross-chain bridges have been subject to repeated exploits resulting in billions of 
dollars of losses. 

• Oracle Risk: Price feed manipulation can cause incorrect liquidations or protocol losses. 

• Rug Pull and Exit Scam Risk: New or unaudited protocols may be fraudulent. No amount of 
due diligence eliminates this risk entirely. 

• Tax Risk: DeFi transactions may give rise to complex and unexpected tax liabilities. Tax laws 
vary by jurisdiction and are evolving. 

• Key Management Risk: Loss of private keys or seed phrases results in permanent, 
irrecoverable loss of funds. No recovery mechanism exists. 

 

No Endorsement of Third-Party Protocols 

The mention of any protocol, platform, tool, or service in this book does not constitute an 
endorsement, recommendation, or guarantee of that product's safety, reliability, legality, or 
suitability for any purpose. Protocol names, URLs, and interface descriptions may change. The 
authors and publishers have no commercial relationship with any protocol mentioned unless 
explicitly disclosed. 

 

Past Performance 

Historical yield data, APY figures, and portfolio performance examples cited in this publication 
are based on past performance and historical observations. Past performance is not indicative of 
future results. The DeFi ecosystem has experienced periods of extraordinary yield and periods of 
protocol collapse, market-wide loss, and near-zero returns. No reader should assume that 
historical performance will be repeated. 

 

Professional Advice 

Before implementing any strategy described in this book, readers are strongly encouraged to 
consult with qualified financial advisors, tax professionals, and legal counsel who are 
knowledgeable about digital assets in their jurisdiction. The complexity of DeFi strategies, 
combined with jurisdiction-specific regulatory and tax requirements, makes professional 
guidance essential for anyone deploying meaningful capital. 

 

Limitation of Liability 
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To the fullest extent permitted by applicable law, the authors, publishers, contributors, and 
affiliated entities - including iPro Decisions and Crypto Exponentials - expressly disclaim all 
liability for any direct, indirect, incidental, consequential, special, or exemplary damages arising 
from or related to the use of, or reliance on, any information contained in this publication. This 
limitation applies regardless of the cause of action and whether the possibility of such damages 
has been advised. 

 

By continuing to read this book, you acknowledge that you have read, understood, 
and agreed to the terms of this disclaimer. 
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For every person who has ever been told that the financial system was not built for them. 

 

It was not. But the next one is being built in public, one block at a time. 
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Foreword 
by Crypto Exponentials 

 

 

When we launched Crypto Exponentials, the questions we received most often were not about 
what DeFi was - they were about what to do with it. Readers understood, at some level, that 
decentralized finance represented a genuine alternative to the traditional banking and investment 
system. What they needed was not another explanation of blockchain architecture. They needed a 
guide that would sit beside them at the keyboard and walk them through the first deposit, the first 
liquidity position, the first moment they watched yield accrue in real time. 

 

This book is that guide - but it does not stop at the beginner's first deposit. It follows the reader 
through the complete arc of DeFi participation: from the first dollar deployed on Aave to the 
sophisticated multi-protocol strategies employed by professional treasury managers and 
institutional DeFi desks. 

 

What distinguishes this publication from the growing shelf of DeFi books is its insistence on 
specificity. Every strategy in these pages is named, located, and executable. Protocol URLs are 
included. Step-by-step instructions account for network selection, gas optimization, approval 
flows, and risk monitoring. The yield figures cited are not theoretical constructs - they are drawn 
from observed market conditions across 2023 and 2024, with ranges that reflect genuine 
volatility rather than cherry-picked peak numbers. 

 

We have watched DeFi summer come and go. We have tracked the collapses - Terra, FTX, Celsius 
- and the resilience that followed. The protocols that survived are stronger, more audited, and 
more efficient than their predecessors. The strategies that remain profitable are grounded in real 
economic value: lending interest paid by real borrowers, trading fees generated by real volume, 
staking rewards earned from real consensus participation. This is the foundation on which this 
book is built. 

 

DeFi will not remain at the margins of global finance. The tokenization of real-world assets is 
already bringing trillions of dollars of traditional financial instruments onto programmable rails. 
Institutional adoption is no longer a question of if but of how quickly the infrastructure matures. 
The reader who masters the strategies in this book today will be positioned to participate in - and 
profit from - that transformation. 

 

We are proud to have contributed to this work. Read it with a browser open. The blockchain is 
live, and so is your opportunity. 

 

- The Crypto Exponentials Team 
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Preface: Why This Book Exists 
 

 

There is a version of DeFi education that teaches you what an automated market maker is without 
ever helping you deploy a dollar into one. There is another version that shows you screenshots of 
10,000% APY yields without explaining that you are looking at inflationary token emissions that 
will be worth a fraction of their current price by the time you read the next chapter. Both versions 
are common. Neither is useful. 

 

This book was written because the gap between DeFi education and DeFi execution is wider than 
it should be. The protocols are live. The yields are real. The steps to access them are learnable by 
any adult with an internet connection, a modest amount of capital, and the patience to read 
carefully. The barrier is not technical sophistication - it is the absence of a guide that treats the 
reader as capable of acting on what they learn. 

 

The DeFi Income Playbook takes a different approach. Every chapter is organized around 
execution. Theory is presented in service of practice, not as an end in itself. When we explain how 
automated market makers work, it is because understanding the constant product formula helps 
you choose better price ranges for your liquidity position. When we explain the funding rate 
mechanism, it is because that mechanism is exactly where the income in a basis trade comes 
from. Context exists to enable action. 

 

The book is organized as a progression from beginner to expert, but it is not written to be read 
only in sequence. A practitioner who already manages a DeFi portfolio can open directly to 
Chapter Twelve on advanced composability strategies, or to Chapter Seven on delta-neutral basis 
trading, and find immediately actionable material. A first-timer who has never held a crypto asset 
can begin at Chapter One and execute their first yield position within forty-eight hours of opening 
the book. 

 

We have written this book to be honest about risk. DeFi has produced extraordinary returns for 
early participants and devastating losses for others. The difference between these outcomes is 
rarely luck - it is usually the quality of the risk framework the practitioner brought to the table. 
Every strategy in this book includes an explicit risk rating, a discussion of failure modes, and 
guidance on position sizing that reflects the actual danger profile of the trade. 

 

A word on timing: DeFi moves faster than any publishing cycle. The protocols named in this book 
are the dominant institutions of on-chain finance as of 2025. Some will grow larger. Some will be 
superseded by successors we cannot yet name. The specific protocol interfaces will change. What 
will not change is the underlying economic logic: someone needs to lend capital, someone needs 
to provide liquidity, someone needs to take the other side of a derivatives trade. As long as those 
needs exist, the yield opportunities described in this book will have equivalents - and the 
analytical framework to evaluate them will remain valid. 
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Read with a critical mind. Verify yields before you deploy. Never invest more than you can afford 
to lose. And when you earn your first DeFi income - your first dollar of interest credited to your 
wallet in real time, with no bank, no broker, and no intermediary involved - we hope you feel what 
we felt: that something genuinely new is possible. 

 

- iPro Decisions & Crypto Exponentials 
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How to Use This Book 
 

 

The DeFi Income Playbook is structured as both a cover-to-cover curriculum and a standing 
reference. You do not need to read it in sequence, though doing so will give you the strongest 
foundation. The following guide will help you navigate efficiently based on where you are in your 
DeFi journey. 

 

If You Are New to DeFi 

Begin at Chapter One and read through Chapter Five before attempting to deploy capital. These 
five chapters give you the wallet setup, the conceptual foundation, and the first three concrete 
strategies - stablecoin lending, ETH staking, and liquidity provision - that form the base layer of 
every DeFi income portfolio. Do not skip the risk sections. Do not rush. 

 

If You Already Have a DeFi Portfolio 

Jump directly to the chapter most relevant to your current gap. Chapter Seven covers delta-
neutral basis trading if you want market-neutral income. Chapter Twelve covers multi-protocol 
composability stacks if you want to layer strategies. Chapter Eleven covers risk management if 
you want to audit your existing exposure. Chapter Fourteen gives you complete portfolio 
blueprints organized by capital size. 

 

If You Are an Institutional or Professional Practitioner 

Chapters Twelve through Fifteen are written at institutional depth. The 12-month portfolio 
simulation in the Case Study appendix provides a full P&L model you can adapt. Chapter Thirteen 
covers tax and compliance with enough specificity to inform conversations with DeFi-specialized 
legal and accounting counsel. 

 

Strategy Tier Capital Time/Week Expected APY Risk 

Beginner: Stablecoin 
Savings 

$500+ 15 min 4–12% 🟢 Low 

Beginner: ETH/BTC 
Lending 

$1,000+ 15 min 2–8% 🟢 Low–Med 

Intermediate: LP 
Provision 

$5,000+ 1–2 hrs 8–30% 🟡 Medium 

Intermediate: Yield 
Farming 

$5,000+ 2–3 hrs 15–60% 🟡 Med–High 
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Advanced: Basis 
Trading 

$20,000+ 4+ hrs 15–35% 🟡 Medium 

Advanced: Leveraged 
Loops 

$10,000+ Daily 20–80% 🟠 High 

Expert: Multi-Protocol 
Stack 

$50,000+ Daily 15–28% 🟠 Med–High 

Institutional: 
RWA+DeFi 

$100,000+ Team 6–15% 🟢 Low–Med 

 

Risk Rating System Used Throughout This Book 

🟢 LOW: Principal largely protected under normal market conditions. Suitable for capital 
preservation. 

🟡 MEDIUM: Moderate impermanent loss or smart contract risk. Active monitoring advised. 

🟠 HIGH: Significant directional, liquidation, or token depreciation risk. Expert management 
required. 

🔴 VERY HIGH: Strategy can result in total loss under adverse conditions. Expert only. 
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CHAPTER ONE 

Your First DeFi Dollar 

From Zero to Your First Yield-Generating Position in 48 Hours 

Level: Beginner - No prior DeFi experience required 

1.1  The Problem With Traditional Finance 

If you have ever deposited money into a savings account and watched a 0.01% interest rate 
accumulate in real time, you understand the fundamental promise that traditional finance broke 
for most of the world. The banking system intermediates between savers and borrowers: you 
deposit money, the bank lends it out at 6–8%, and passes back a fraction of a percent to you as 
compensation for the privilege of using your capital. The rest is margin, overhead, and 
shareholder return. 

 

This arrangement was not always so lopsided. In the 1980s, US savings accounts paid 8–12% 
interest. The compression happened as central bank policy pushed interest rates toward zero, 
banks consolidated into fewer and larger institutions, and the competitive pressure to pass 
savings rate improvements to depositors disappeared. By 2021, the five largest US banks held 
over $10 trillion in deposits and paid an average savings rate of 0.06%. 

 

DeFi does not fix everything wrong with traditional finance. But it fixes this specific thing with 
precision. When you deposit USDC into Aave, you receive the rate that borrowers are willing to 
pay, minus a small protocol fee, with no bank extracting a margin in between. In 2024, USDC 
depositors on Aave earned 5–10% annually. The borrowers paying that rate are real - institutions, 
traders, and protocols that need short-term capital and are willing to pay market rates for it. The 
spread between what borrowers pay and what lenders earn is less than a hundred basis points in 
most cases. That is a fundamentally different economic arrangement than traditional banking. 

 

1.2  Why DeFi Yields Exist: The Three Sources 

Every percentage point of DeFi yield traces back to one of three economic sources. Understanding 
these sources is the single most important analytical skill in DeFi - it separates strategies that 
generate real income from strategies that are temporarily subsidized by token inflation. 

 

Source One: Borrower Interest 

The most straightforward yield in DeFi works identically to traditional lending: someone borrows 
money and pays interest. On Aave, Compound, and Morpho, crypto holders deposit assets as 
collateral and borrow other assets against them. Borrowers pay an algorithmically determined 
interest rate based on how much of the available pool has been borrowed - the utilization rate. 
When 80% of a USDC pool is borrowed, rates are moderate. When 95% is borrowed, rates spike 
sharply to incentivize new deposits and discourage additional borrowing. The lenders - you - earn 
the weighted average of these rates. 
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This is real yield in the purest sense. No tokens are being emitted. No future promises are being 
made. A borrower needs capital today, is paying for it today, and you are receiving that payment 
today. Even in a bear market when token prices collapse, lending interest continues to flow as 
long as borrowers exist. 

 

Source Two: Trading Fees 

Every swap executed on a decentralized exchange generates a fee that is distributed to the 
liquidity providers who made that swap possible. On Uniswap v3, fees range from 0.01% for 
stable pairs to 1% for exotic pairs. On a busy day, ETH/USDC processes hundreds of millions of 
dollars of volume. At a 0.05% fee tier, that volume generates $150,000 to $500,000 in daily fees 
distributed among LPs. Capital deployed in a high-volume pool earns its share of that real 
economic activity. 

 

Fee income is market-neutral - it does not depend on whether ETH goes up or down. It depends 
only on whether people continue to trade, which they do in all market conditions. Even in the 
deepest bear markets of 2022 and 2023, high-volume DEX pools continued generating 
meaningful fee income for liquidity providers. 

 

Source Three: Protocol Incentives 

The third source of yield is protocol token emissions - governance tokens distributed to users to 
bootstrap liquidity and activity. This yield is real in the short term but structurally different from 
the first two sources: it depends on the value of the emitted token, which is determined by market 
forces and can decline substantially. A protocol offering 50% APY in its native token is not 
necessarily generating economic value equivalent to 50% of deposited capital. It may be inflating 
its token supply at 50% annually, distributing that inflation to depositors, and relying on new 
buyers to support the token price. 

 

This does not mean incentive yields are worthless. Early participants in well-designed incentive 
programs - Compound's COMP distribution in 2020, Uniswap's UNI airdrop, Arbitrum's ARB 
distribution - received extraordinary returns. The discipline required is distinguishing between 
protocols whose tokens have genuine long-term value and those whose emissions are pure 
inflation dressed up as yield. We return to this distinction repeatedly throughout the book. 

 

1.3  Setting Up Your DeFi Stack 

Before you can earn a dollar of DeFi yield, you need three things: a self-custody wallet, native 
tokens for gas fees, and stablecoins or crypto assets to deploy. This section walks through each 
step with enough specificity that a complete beginner can execute without additional research. 

 

Choosing a Wallet 
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A crypto wallet does not store your coins - it stores the private keys that prove ownership of assets 
recorded on the blockchain. When you send a transaction, your wallet signs it with your private 
key, proving that you authorized the action. The most important thing to understand: whoever 
holds the private keys controls the assets. This is both the power and the responsibility of self-
custody. 

 

Wallet Type Networks Best For Security Level 

MetaMask Browser 
extension 

EVM chains (ETH, 
ARB, BASE, OP, 
Polygon) 

Beginners and 
intermediate users 

Medium - hot 
wallet 

Rabby Wallet Browser 
extension 

EVM chains MetaMask alternative 
with better UX and 
security previews 

Medium - hot 
wallet 

Phantom Browser + 
mobile 

Solana, Ethereum, 
Bitcoin 

Solana-native DeFi 
users 

Medium - hot 
wallet 

Ledger Nano X Hardware All major chains Long-term storage of 
significant amounts 

Very High - cold 
storage 

Trezor Model T Hardware All major chains Long-term storage; 
open source firmware 

Very High - cold 
storage 

Safe (Gnosis) Smart contract 
multisig 

EVM chains Teams, DAOs, 
positions over $100K 

Highest - multi-
sig 

 

Installing and Configuring MetaMask 

Step 1: Navigate directly to metamask.io in your browser. Never search for MetaMask on Google - 
phishing sites mimicking MetaMask are common. Install the official extension only from the official 
site. 

Step 2: Click "Create a New Wallet." Accept the terms. Set a strong password (12+ characters, mix of 
letters, numbers, symbols). This password only protects the local extension - it is not your master 
backup. 

Step 3: On the next screen, MetaMask shows your Secret Recovery Phrase - 12 words in a specific 
order. Write these words on paper, in order, with the number of each word. Store this paper in a 
physically secure location. This phrase is the master key to your wallet. Anyone with these 12 words 
can drain your wallet entirely. 

Step 4: MetaMask will ask you to confirm the phrase by selecting words in order. Complete this 
verification - it ensures you recorded the phrase correctly. 

Step 5: Click the network dropdown at the top of MetaMask (it says "Ethereum Mainnet" by 
default). Click "Add Network" then "Add a network manually." Add Arbitrum One: Network Name = 
Arbitrum One, RPC URL = https://arb1.arbitrum.io/rpc, Chain ID = 42161, Currency Symbol = 
ETH, Explorer = https://arbiscan.io. 

Step 6: Repeat for Base: Network Name = Base, RPC URL = https://mainnet.base.org, Chain ID = 
8453, Currency Symbol = ETH, Explorer = https://basescan.org. 

Step 7: For Optimism: Network Name = Optimism, RPC URL = https://mainnet.optimism.io, 
Chain ID = 10, Currency Symbol = ETH, Explorer = https://optimistic.etherscan.io. 

Step 8: For Polygon: Network Name = Polygon, RPC URL = https://polygon-rpc.com, Chain ID = 
137, Currency Symbol = MATIC, Explorer = https://polygonscan.com. 
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Step 9: Your MetaMask address (visible at the top, starting with 0x...) is the same across all EVM 
networks. You can safely share this address to receive funds. 

 

Funding Your Wallet for the First Time 

Step 1: Open an account on a regulated exchange. Coinbase is recommended for US users due to its 
regulatory compliance and direct Base network integration. Kraken is an excellent alternative. 
Complete the KYC verification process - this typically takes 1–2 business days. 

Step 2: Purchase USDC on the exchange. USDC (USD Coin) is issued by Circle, a regulated US 
financial institution. Each USDC is redeemable for exactly one US dollar. It is the safest starting 
asset for DeFi because it eliminates crypto price risk while you learn the mechanics. 

Step 3: Navigate to the withdrawal section. Select USDC. If the exchange offers a "Base" or 
"Arbitrum" network option, use it - this sends funds directly to the L2 without bridging, saving 
significant fees. Paste your MetaMask address carefully. Double-check the first four and last four 
characters. 

Step 4: Start with a test withdrawal of $20–50 before your full amount. Verify receipt by checking 
your wallet address on basescan.org or arbiscan.io. Once confirmed, send the remainder. 

Step 5: You also need ETH for gas fees. On Arbitrum and Base, gas costs $0.01–0.50 per 
transaction. Purchase $20–50 worth of ETH and withdraw it to the same wallet address on the same 
network as your USDC. 

 

The Phishing Threat Is Real 

In 2024, phishing attacks on DeFi users resulted in hundreds of millions of dollars in losses. 

NEVER enter your seed phrase on any website. No legitimate service ever asks for it. 

ALWAYS verify you are on the correct domain before connecting your wallet or signing transactions. 

BOOKMARK official protocol URLs and use only those bookmarks - never click links in emails or 
social media. 

Common phishing targets: MetaMask, Aave, Uniswap, Lido, Curve. The fake sites are often pixel-
perfect replicas. 

 

1.4  Your First Yield Position: USDC on Aave v3 

Aave v3 is the largest, most battle-tested DeFi lending protocol in the world. As of 2025, it has 
secured over $15 billion in assets across multiple networks, has undergone more than twenty 
independent security audits, and has operated without a catastrophic exploit for over four years. 
It is the right place to begin. 

 

When you deposit USDC into Aave, the following things happen: your USDC enters a pooled 
smart contract, you receive aUSDC tokens in return (representing your deposit plus accrued 
interest), and your aUSDC balance increases every second as borrowers pay interest into the pool. 
When you want your money back, you return the aUSDC and receive your original USDC plus all 
accrued interest. 
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Depositing USDC on Aave v3 Arbitrum - Complete Walkthrough 

Step 1: Open your browser and navigate to app.aave.com. You should see the Aave dashboard. If 
prompted, dismiss any popups about new features. 

Step 2: Click "Connect Wallet" in the top right corner. Select "MetaMask." A MetaMask popup will 
appear asking you to confirm the connection. Click "Connect." You are not sending any funds at this 
step - you are only giving the website permission to read your wallet address. 

Step 3: In the network selector at the top of the page, click and change to "Arbitrum." The page will 
refresh showing Arbitrum markets. MetaMask may prompt you to switch networks - confirm this. 

Step 4: Locate USDC in the "Assets to Supply" list. You will see columns for Asset, Wallet Balance, 
APY, and Can be Collateral. Note the current USDC Supply APY. In 2024–2025, this has typically 
ranged from 4% to 9%. 

Step 5: Click "Supply" next to USDC. A panel opens on the right. Enter your USDC amount. Leave at 
least $1 in your wallet as a buffer. 

Step 6: Click "Approve USDC." MetaMask opens asking you to approve Aave's ability to use your 
USDC. This is a one-time approval transaction. Confirm it. Wait 15–30 seconds for confirmation. 

Step 7: After approval, click "Supply USDC." MetaMask opens again with the supply transaction. 
Confirm it. Wait for confirmation. 

Step 8: Return to app.aave.com/dashboard. You will see your supplied USDC balance and the 
current APY. Your balance is now increasing every second. 

 

What You Earn Source Frequency Exit Conditions Risk 

4–9% APY (USDC) Borrower interest 
payments 

Continuous - accrues 
every block 

Withdraw any time 
- no lockup 

🟢 
Smart 
contract 
risk only 

ARB token 
rewards (variable) 

Arbitrum DAO 
incentive program 

Claimable at any time Sell or hold ARB 
tokens 

🟡 ARB 
token 
price 
risk 

0% impermanent 
loss 

N/A - single asset, no 
AMM 

N/A N/A 🟢 No 
price 
exposure 

 

Monitoring Your Position 

Once your funds are deposited, you need only two things: a way to see your accrued interest and a 
way to track the health of the protocol itself. For position tracking, bookmark 
app.aave.com/dashboard - it shows your supplied balance, current APY, accrued interest, and any 
borrowed positions. For protocol health, the Aave governance forum (governance.aave.com) 
publishes security notices and parameter changes. Subscribe to @AaveAave on X for real-time 
protocol announcements. 

 

1.5  The Stablecoin Yield Comparison: Where to Park $1,000 
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Aave is not the only option for stablecoin yield. As you grow more comfortable, you will want to 
compare alternatives. The following table represents the landscape as of 2024–2025. Rates 
fluctuate - always verify current figures on the protocol directly. 

 

Protocol Asset Network Base 
APY 

Incentives Total 
APY 

Liquidity Risk 

Aave v3 USDC Arbitrum 4–9% ARB 
tokens 

5–
12% 

Instant 🟢 

Compound v3 USDC Base 5–9% COMP 
tokens 

6–
12% 

Instant 🟢 

Morpho Blue USDC Ethereum 6–
10% 

None 6–
10% 

Instant 🟢 

Spark/sDAI DAI → sDAI Ethereum 5–8% None 5–8% Instant 🟢 

Curve 
3pool+Convex 

USDC/USDT/DAI Ethereum 2–4% CRV+CVX 8–
16% 

Minutes 🟢 

sUSDe 
(Ethena) 

USDC → sUSDe Ethereum 10–
35% 

None 10–
35% 

7-day 
cooldown 

🟡 

 

The Beginner's Portfolio Allocation 

If you are just starting with $1,000–5,000, a simple allocation works well: 

60% → Aave v3 USDC on Arbitrum: Your primary position. Instant liquidity, battle-tested protocol. 

30% → sDAI on Spark Protocol: Slightly higher yield, near-identical risk. Converts your DAI to a 
yield-bearing token. 

10% → Curve 3pool via Convex: Your first taste of LP yield. Higher gas cost, so only worth it above 
$500. 

Expected blended yield: 7–12% APY on 100% stablecoin exposure. No price risk. No lockups. 

 

1.6  Gas Fees: The Hidden Cost 

Gas fees are the cost of computation on a blockchain. Every transaction - deposit, withdrawal, 
approval, swap - costs gas. On Ethereum mainnet, a simple deposit can cost $5–50 depending on 
network congestion. On Arbitrum and Base, the same transaction costs $0.01–0.50. This 
difference is why Layer 2 networks are essential for any position under $50,000. 

 

Network Deposit Gas 
Cost 

Withdrawal Gas 
Cost 

Annual Gas on 12 
Transactions 

Breakeven APY 
on $1,000 

Ethereum 
Mainnet 

$10–50 $8–30 $216–960 21–96% 
(impractical!) 

Arbitrum One $0.10–0.50 $0.08–0.30 $2.16–9.60 0.2–1% 
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Base $0.02–0.10 $0.01–0.05 $0.36–1.80 0.04–0.2% 

Optimism $0.05–0.20 $0.04–0.15 $1.08–4.20 0.1–0.4% 

Polygon $0.01–0.02 $0.01–0.02 $0.24–0.48 0.02–0.05% 

 

The rule of thumb: gas costs should represent less than 0.5% of your position size per year. For a 
$1,000 position, you should spend no more than $5 annually on gas. This is achievable on 
Arbitrum and Base. It is not achievable on Ethereum mainnet for anything under $20,000. 

 

Chapter 1 Action Checklist 

☐ MetaMask installed from metamask.io - seed phrase written on paper and stored securely 

☐ Arbitrum One and Base networks added to MetaMask 

☐ Exchange account opened and KYC completed (Coinbase or Kraken) 

☐ USDC purchased and withdrawn to MetaMask on Arbitrum (test amount first) 

☐ ETH purchased for gas on same network as USDC 

☐ First Aave v3 USDC deposit made on Arbitrum - aUSDC visible in wallet 

☐ app.aave.com/dashboard bookmarked for position monitoring 

☐ Yield source understood: you are lending to borrowers who pay interest 

1.7  The Scale of the Opportunity 

Understanding why DeFi yields are possible requires understanding the scale of the system that 
generates them. As of 2025, decentralized finance protocols collectively hold over $100 billion in 
assets - a figure that has grown from essentially zero in 2018 and that represents a tiny fraction of 
the global financial system's $400 trillion in total assets. The implication is significant: DeFi is 
not competing for a slice of a static pie. It is building a parallel financial system, and the early 
participants who master its mechanics are positioned in the same way that early internet 
practitioners were positioned relative to those who waited for the technology to mature. 

 

On October 31, 2008, an entity operating under the pseudonym Satoshi Nakamoto published a 
nine-page document titled "Bitcoin: A Peer-to-Peer Electronic Cash System." It proposed a 
decentralized ledger secured by cryptographic proof-of-work, allowing two parties to transact 
without trusting each other or any financial institution. That paper was not merely a technical 
proposal - it was a direct answer to the question the 2008 financial crisis had made urgent: could 
money exist without banks? 

Bitcoin, which emerged from that paper, was designed with a fixed monetary policy encoded in its 
software: a maximum supply of 21 million coins, with issuance halving every four years until the 
last coin is mined around the year 2140. This fixed supply - enforced by mathematics, not by any 
central authority - is the foundational claim of digital scarcity. It is why Bitcoin is described as 
digital gold, and it is why the asset has retained and grown its value over fourteen years despite 
repeated predictions of its demise. 
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Ethereum, on which most DeFi is built, takes a different approach. Rather than a fixed supply, 
Ethereum targets a low and declining inflation rate, with new ETH issuance going to validators 
who secure the network, and a portion of transaction fees being permanently burned (destroyed) 
each time a transaction is processed. Since the shift to proof-of-stake in September 2022 - the 
Merge - ETH has often been deflationary in aggregate: more ETH destroyed in fees than issued in 
validator rewards. This dynamic supports the asset's long-term value proposition as the 
productive collateral of the DeFi ecosystem. 

 

1.8  The Power of Compounding in DeFi 

Albert Einstein reportedly called compound interest the eighth wonder of the world. Whether or 
not the attribution is accurate, the mathematics are indisputable - and DeFi operationalizes 
compounding at a speed and granularity that traditional finance cannot match. 

 

In a traditional savings account, interest is typically calculated daily and credited monthly. In 
DeFi, interest accrues block by block - on Ethereum, approximately every 12 seconds. Your 
aUSDC balance on Aave increases with every block minted. This is not a cosmetic difference: it 
means that every dollar of accrued interest begins earning interest on itself almost instantly, 
rather than waiting for a monthly crediting cycle. 

 

Starting 
Capital 

Annual Rate After 5 Years 
(Simple) 

After 5 Years 
(Compounded 
Weekly) 

Difference 

$10,000 8% $14,000 $14,914 +$914 

$10,000 12% $16,000 $18,209 +$2,209 

$50,000 10% $75,000 $82,396 +$7,396 

$50,000 15% $87,500 $105,736 +$18,236 

$100,000 12% $160,000 $182,086 +$22,086 

 

The compound interest differential is not merely a mathematical curiosity. On a $50,000 position 
earning 15% annually, weekly compounding versus annual crediting produces $16,248 in 
additional wealth over five years - without any additional work or capital. This is why the DeFi 
practitioner who reinvests earned rewards weekly rather than letting them accumulate unclaimed 
is materially better off over any meaningful time horizon. 

 

The practical application: every DeFi protocol that auto-compounds (Convex Finance, Beefy 
Finance, Yearn Finance) is doing this compounding on your behalf, continuously. When you see 
"auto-compound" in a vault description, you are seeing this mathematical principle implemented 
in code. It is one of the most underrated features of the DeFi yield landscape. 
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CHAPTER TWO 

Stablecoin Yield Mastery 

Earning 8–20% on Dollars Without Exposing Capital to Crypto Price Risk 

Level: Beginner–Intermediate · $500+ capital 

2.1  The Case for Stablecoin Strategies 

The instinct of most new crypto participants is to maximize directional exposure - buy ETH, buy 
Bitcoin, wait for appreciation. This is a reasonable strategy during bull markets. It is a wealth-
destroying strategy during bear markets, and it exposes the practitioner to sleepless nights during 
every correction. Stablecoin yield strategies offer something more valuable than the possibility of 
a 10x gain: they offer consistency. 

 

A 12% annual return on stablecoin capital, compounded monthly, doubles your dollar-
denominated wealth in just over six years. It does this without a single day of price anxiety. It 
generates income that can be reinvested, spent, or used as dry powder to buy risk assets when 
they crater during market dislocations. Every serious DeFi practitioner maintains a core 
stablecoin allocation - typically 40–60% of their DeFi portfolio - not as a concession to risk 
aversion but as a strategic asset that provides both income and optionality. 

 

This chapter covers four stablecoin yield strategies in depth, ranging from the simplest (sDAI) to 
the most sophisticated (USDe/Ethena). Each strategy is fully executable from the step-by-step 
instructions provided. We close with a portfolio allocation model that blends all four into a 
coherent stablecoin income position. 

 

2.2  Understanding Stablecoin Risk: Not All Dollars Are Equal 

Before deploying stablecoin capital, it is essential to understand that not all stablecoins carry 
equal risk. The word "stable" describes the intent, not the guarantee. Three catastrophic 
stablecoin failures in recent history - TerraUSD in 2022, USDC's brief depeg during the SVB crisis 
in 2023, and multiple algorithmic stablecoin collapses - demonstrate that stability depends on the 
soundness of the backing mechanism. 

 

Stablecoin Backing Mechanism Issuer Audit/Attestation Depeg Risk 

USDC 1:1 fiat reserves (US 
Treasuries + cash) 

Circle (regulated 
US company) 

Monthly Deloitte 
attestation 

Very Low - 
regulatory backstop 

USDT Claimed fiat reserves 
(composition disputed) 

Tether (offshore) Quarterly 
attestation (BDO) 

Low - but 
transparency 
concerns remain 

DAI Crypto overcollateral + 
USDC + RWAs 

MakerDAO 
(decentralized) 

On-chain 
verifiable 

Very Low - battle-
tested since 2017 



THE DEFI INCOME PLAYBOOK  ·  iPro Decisions × Crypto Exponentials 24 

sDAI Same as DAI (DAI 
locked in DSR) 

MakerDAO On-chain 
verifiable 

Very Low - inherits 
DAI risk 

USDe ETH spot + short 
perpetuals hedge 

Ethena Labs Transparent hedge 
verification 

Medium - funding 
rate dependency 

FRAX Partial collateral + 
algorithmic 
stabilization 

Frax Finance DAO On-chain 
verifiable 

Low-Medium - 
fractional design 

 

The safest stablecoin for yield strategies is USDC - it has the strongest regulatory backing, the 
most transparent reserves, and the deepest liquidity across all DeFi protocols. This book defaults 
to USDC for most strategies. When a strategy requires DAI or sDAI, we note the conversion path. 
When a strategy uses USDe, we explicitly address the additional risk. 

 

2.3  Strategy A: The DAI Savings Rate - Your DeFi Savings 
Account 

The DAI Savings Rate (DSR) is MakerDAO's mechanism for distributing a portion of protocol 
revenue to DAI holders. Introduced in 2019 and refined continuously since, it is the oldest and 
most trusted stablecoin yield mechanism in DeFi. Beginning in late 2023, MakerDAO's 
substantial investment in US Treasury bills caused the DSR to track short-term government rates 
closely - providing yields that compete directly with traditional money market funds, with the 
added benefit of on-chain composability. 

 

The mechanism: you deposit DAI into the DSR contract and receive sDAI (Savings DAI) in return. 
sDAI is an ERC-4626 yield-bearing token - meaning its exchange rate to DAI increases 
continuously as interest accrues. Unlike a rebasing token (where your balance increases), your 
sDAI balance stays constant while each sDAI becomes redeemable for more DAI over time. This 
distinction matters for DeFi composability: sDAI can be used as collateral on Aave v3, deposited 
in Curve pools, and integrated into any ERC-4626-compatible protocol. 

 

Parameter 2023 Average 2024 Average Range Observed 

DSR (DAI Savings Rate) ~1% 5–8% 0.01% to 15% 

US Fed Funds Rate 
(comparable) 

~4.5% 4.75–5.5% N/A 

DSR vs. Fed Funds 
Spread 

~-3.5% ~flat to +0.5% Tracks Fed policy closely 

Redemption delay None None Always instant 

Minimum deposit None None Even $1 works 

 

Converting USDC to sDAI 
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Step 1: If you hold USDC and want DAI: Go to curve.fi. Find the 3pool (USDC/USDT/DAI). Click 
"Swap." Enter USDC amount, output as DAI. The 3pool provides near-zero slippage for stable swaps. 
Confirm the transaction. 

Step 2: Navigate to app.spark.fi. Spark is MakerDAO's lending front-end and the primary interface 
for the DSR. Connect your wallet. 

Step 3: Click "Savings" in the navigation. You will see the current DSR rate and your DAI balance. 

Step 4: Enter your DAI amount. Click "Deposit." Confirm the approve transaction, then confirm the 
deposit transaction. 

Step 5: You now hold sDAI. Your sDAI balance stays fixed; its value in DAI increases every second. 

Step 6: To monitor: The current exchange rate between sDAI and DAI is always visible at 
spark.fi/savings. The MakerDAO governance forum (forum.makerdao.com) announces DSR rate 
changes in advance. 

Step 7: To redeem: Return to spark.fi/savings. Click "Withdraw." Enter your sDAI amount. You 
receive DAI plus all accrued interest. 

 

2.4  Strategy B: Morpho Blue - The Yield Optimizer 

Morpho Blue is a lending primitive that enables curated markets with customizable risk 
parameters. Its efficiency advantage over Aave comes from peer-to-peer matching: when a 
borrower's needs can be matched directly to a supplier's offer, Morpho eliminates the pool 
liquidity buffer that Aave must maintain, passing the savings to both parties. In practice, Morpho 
suppliers typically earn 1–3% more than equivalent Aave positions on the same asset. 

 

Morpho's vault system delegates risk management to professional curators - firms like Gauntlet, 
Steakhouse Financial, and Re7 Capital that assess collateral types, set liquidation parameters, and 
actively manage vault exposure. When you deposit into a Morpho vault, you are trusting not just 
the smart contract but also the curator's risk management discipline. This is an important 
distinction: Morpho vaults are not all equivalent, and the identity and track record of the curator 
matters. 

 

Curator Vault Name Accepted 
Collateral 

Supply APY 
Range 

Risk Assessment 

Steakhouse 
Financial 

Steakhouse USDC wstETH, WBTC, 
ETH 

6–11% Conservative - blue-
chip collateral only 

Gauntlet Gauntlet USDC 
Core 

wstETH, cbETH, 
WBTC 

6–10% Conservative - 
established risk models 

Re7 Capital Re7 USDC Broader collateral 
set 

7–13% Moderate - higher 
yield, more collateral 
types 

Block Analitica BA USDC Institutional-grade 
collateral 

5–9% Very Conservative - 
institutional focus 

Morpho (native) USDC Flagship Core collateral types 6–10% Standard - protocol-
managed 
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Depositing into Morpho Blue 

Step 1: Go to app.morpho.org. Connect your wallet. Ensure you are on Ethereum mainnet 
(Morpho's primary deployment as of 2025). 

Step 2: Click "Earn" in the navigation. You will see a list of vaults sorted by APY. 

Step 3: Filter by asset (USDC). Sort by TVL descending. Focus on vaults with $20M+ TVL - this 
indicates real market confidence. 

Step 4: Click on the Steakhouse USDC vault (conservative choice) or Gauntlet USDC Core. Read the 
vault description: collateral types accepted and curator information. 

Step 5: Click "Deposit." Enter your USDC amount. Two transactions will follow: (1) Approve USDC 
spend, (2) Deposit into vault. 

Step 6: Confirm both transactions. You receive vault shares (an ERC-4626 token) representing your 
position. 

Step 7: Monitor at app.morpho.org/portfolio. Your balance updates in real time. 

 

2.5  Strategy C: Curve Finance and Convex - The Stablecoin LP 
Stack 

Curve Finance is the dominant stablecoin AMM in DeFi, purpose-built for trading between assets 
that should trade at near-identical prices. Its StableSwap algorithm provides dramatically tighter 
pricing than standard AMMs for pegged assets, attracting enormous stablecoin trading volume. 
The result: Curve liquidity providers earn trading fees with minimal impermanent loss. 

 

The complication: to earn the full Curve yield, you need to lock CRV tokens for up to four years to 
receive voting power (veCRV) that boosts your rewards by up to 2.5x. For most participants, this 
is not practical. Enter Convex Finance - a protocol that aggregates veCRV voting power from 
thousands of depositors and distributes the resulting boost to anyone who stakes their Curve LP 
tokens on Convex. The result: you earn the maximum Curve boost without locking a single CRV 
token. 

 

Curve Pool Assets Volume (7d 
avg 2024) 

Base Fee 
APY 

+Convex 
Boost 

Total APY 
Range 

3pool USDC/USDT/DAI $800M–$2B 1–3% +6–14% 7–17% 

crvUSD/USDC crvUSD/USDC $200M–
$600M 

3–6% +5–10% 8–16% 

FRAX/USDC FRAX/USDC $100M–
$400M 

2–5% +5–11% 7–16% 

USDe/USDC USDe/USDC $150M–$500M 5–12% +3–8% 8–20% 

USDT/crvUSD USDT/crvUSD $100M–
$300M 

3–7% +4–9% 7–16% 
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Deploying USDC into Curve 3pool via Convex 

Step 1: Go to curve.fi. Navigate to "Pools." Search for "3pool" or browse to find the 
USDC/USDT/DAI pool. Note the current base APY. 

Step 2: Click "Add Liquidity." You can deposit one, two, or all three assets. Depositing all three in 
equal value incurs the lowest slippage and gas. Enter equal amounts of USDC, USDT, and DAI 
(convert via the 3pool swap if you only hold USDC). 

Step 3: Approve each token's spending limit (three separate approve transactions if depositing all 
three). Then click "Add Liquidity" and confirm the deposit. You receive 3CRV tokens - your proof of 
LP ownership. 

Step 4: Go to convexfinance.com/stake. Find the "3pool" entry in the list of available pools. 

Step 5: Click "Deposit" next to 3pool. Approve 3CRV spend. Deposit all your 3CRV. You receive 
cvx3CRV tokens and begin earning CRV + CVX rewards immediately. 

Step 6: Check your position at convexfinance.com/stake. You will see your deposited value and 
accrued rewards. 

Step 7: Claim rewards: Go to convexfinance.com/claim. Claim CRV and CVX weekly. Decision: sell 
rewards to compound back to USDC, or hold/lock for governance participation. 

 

2.6  Strategy D: USDe and the Ethena Basis Trade 

Ethena's USDe is the most innovative stablecoin yield instrument introduced since MakerDAO's 
DAI. It works by holding ETH (or liquid staked ETH) as collateral on one side and an equivalent 
short position in ETH perpetual futures on the other. The net effect: a delta-neutral position that 
eliminates ETH price risk while capturing the funding rate paid by perpetual long holders to short 
holders. 

 

In bull markets, when ETH longs are dominant and willing to pay substantial premiums to 
maintain leveraged long exposure, the funding rate is persistently positive. sUSDe holders - who 
are collectively on the short side of this trade - receive those funding payments as yield. During 
2024, when ETH experienced a sustained bull run, sUSDe consistently paid 20–40% APY. During 
flat or declining markets, the yield normalizes to 5–10%. 

 

Market Regime ETH Funding 
Rate 

sUSDe APY Recommended 
Allocation 

When to Rotate 
Out 

Strong bull (ETH 
+50% in 30d) 

0.05–0.15%/8hr 30–80% 25–30% of stable 
allocation 

If 7d APY drops 
below 15% 

Mild bull (ETH +10–
20% in 30d) 

0.02–
0.05%/8hr 

15–30% 15–20% of stable 
allocation 

If 7d APY drops 
below 8% 

Neutral (±5% in 30d) 0.005–
0.02%/8hr 

5–15% 10–15% of stable 
allocation 

If 7d APY drops 
below 5% 

Bear (ETH -15%+ in 
30d) 

Mixed or 
negative 

2–8% or 
negative 

0–5% (reduce or 
exit) 

When 3-session avg 
goes negative 
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Minting and Staking USDe on Ethena 

Step 1: Navigate to app.ethena.fi. Connect your wallet. Ethena operates on Ethereum mainnet. 

Step 2: Ensure you have USDC on Ethereum mainnet. If your USDC is on Arbitrum or Base, bridge 
it: use Circle's CCTP bridge at circle.com/en/usdc-multichain/cctp to move USDC natively without 
bridge risk. 

Step 3: On the Ethena app, click "Mint." Enter your USDC amount. Ethena converts USDC to USDe 
at near-1:1. Note the current exchange rate and any mint fee. 

Step 4: After receiving USDe, click "Stake." Convert all your USDe to sUSDe. Staking is immediate. 

Step 5: Your sUSDe dashboard shows: current APY (7-day and 30-day averages), your sUSDe 
balance, and total accrued yield. 

Step 6: To exit: Click "Unstake." There is a 7-day cooldown before you can redeem USDe back to 
USDC. Plan liquidity needs accordingly. 

Step 7: Monitor: Ethena publishes daily APY updates. Set a personal review trigger: if the 7-day APY 
drops below your threshold (we suggest 6%), begin the unstaking process. 

 

USDe Risk Factors - Required Reading Before Deploying 

NEGATIVE FUNDING RISK: If perpetual shorts pay longs (inverted funding), USDe's reserves are 
depleted. Ethena maintains an insurance fund, but extended negative funding could cause NAV 
erosion. 

COUNTERPARTY RISK: Ethena's short positions are held on centralized exchanges (Binance, Bybit, 
OKX). An exchange insolvency similar to FTX could affect hedge positions. 

DEPEG RISK: USDe is not guaranteed to maintain its $1 peg. It has historically been very close to 
$1, but extreme conditions could cause deviation. 

MAXIMUM ALLOCATION: Never hold more than 20% of your total stablecoin portfolio in sUSDe. 
Treat it as a medium-risk yield enhancement, not a core savings position. 

 

2.7  Building a Complete Stablecoin Income Portfolio 

The four strategies in this chapter are not alternatives - they are components of a diversified 
stablecoin income portfolio. Each has different yield characteristics, liquidity profiles, and risk 
exposures. Combining them optimizes the blend of yield and safety. 

 

Allocation Protocol Strategy Yield 
Range 

Liquidity Role in Portfolio 

40% Aave v3 
(Arbitrum) 

USDC lending 5–10% Instant Core liquid savings 
- maximum 
accessibility 

25% Spark/sDAI DAI savings 
rate 

5–8% Instant Risk-free yield 
baseline - DSR 
anchored to Fed 
rates 
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20% Curve 3pool + 
Convex 

Stable LP 8–16% Minutes (gas 
required) 

Yield enhancement 
via fees + emissions 

10% sUSDe (Ethena) Basis trade 
yield 

10–35% 7-day cooldown High-yield 
allocation - size to 
market regime 

5% Morpho Blue 
USDC 

Curated lending 6–11% Instant Yield buffer - Aave 
alternative with 
premium 

 

Blended portfolio yield at neutral market conditions: approximately 9–14% APY. In a strong bull 
market where Ethena generates 30%+ on the 10% allocation, the blended yield approaches 14–
18%. In a bear market where Ethena is rotated to near zero and rates compress, the blended yield 
floors at approximately 6–8%. All of this with zero directional crypto exposure. 

 

Chapter 2 Takeaways 

✅ Stablecoin yield strategies earn real income from real borrowers, traders, and market dynamics. 

✅ sDAI: The simplest setup - DSR mirrors Fed funds rate, instant exit, maximum safety. 

✅ Morpho Blue: 1–3% premium over Aave on same assets - Gauntlet and Steakhouse vaults are 
recommended. 

✅ Curve + Convex: 7–17% on stablecoins - best yield for patient capital with $500+ to spare on gas. 

✅ sUSDe/Ethena: 10–35% APY in bull markets - medium risk, size to max 20% of stable allocation. 

✅ Portfolio blend (40/25/20/10/5): delivers 9–14% blended APY with immediate access to 70% of 
capital. 

2.8  Managing Your Stablecoin Portfolio Over Time 

A stablecoin income portfolio is not a static allocation. Yield rates change daily. Protocol risk 
profiles evolve as governance decisions are made, TVL fluctuates, and new competitors emerge. 
The practitioner who set their allocation in January and does not review it until December has 
almost certainly left significant income on the table - or, worse, held positions in protocols whose 
risk profile deteriorated without their awareness. 

 

The core discipline is systematic rebalancing: a regular, calendared process of comparing current 
yields, assessing current risks, and adjusting allocations toward the best risk-adjusted 
opportunities available. This is distinct from impulsive rotation - chasing every yield spike 
regardless of sustainability. Systematic rebalancing operates on a monthly or quarterly cadence, 
uses consistent criteria, and makes changes gradually rather than all at once. 

 

The Monthly Stablecoin Review Checklist 

On the first business day of each month, run through this checklist for every stablecoin position: 
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Review Item How to Check Action Trigger 

Current APY vs. 30-
day average 

Protocol dashboard + 
DefiLlama historical 

If current APY < 50% of 30d avg, protocol demand is 
declining - review 

Protocol TVL trend DefiLlama protocol page If TVL declining >20% in 30d without market 
explanation, reduce exposure 

Utilization rate 
(lending protocols) 

Aave/Compound/Morpho 
dashboard 

If utilization >95%, rate spike risk - can be 
opportunity or warning 

Governance activity Protocol forum, Snapshot Any proposal that changes fee split, collateral types, 
or reserve factors 

New higher-yield 
alternatives 

DefiLlama yields, filtered 
by risk tier 

If a same-tier protocol offers >2% more APY, 
evaluate switching 

stablecoin backing 
verification 

Circle attestations, 
MakerDAO dashboard 

Any reserve concern warrants immediate review of 
that stablecoin position 

 

The Peg Stability Module: How DAI Maintains Its Dollar Peg 

Understanding the Peg Stability Module (PSM) is important for any practitioner holding DAI or 
sDAI. The PSM is MakerDAO's mechanism for maintaining DAI's $1.00 peg with precision. It 
allows anyone to swap USDC for DAI at exactly 1:1 with zero slippage and a very small fee 
(typically 0%). If DAI trades above $1.00 anywhere in the market, arbitrageurs immediately mint 
DAI via the PSM at $1.00 and sell it at the premium, collapsing the premium. If DAI trades below 
$1.00, arbitrageurs buy cheap DAI and redeem it through the PSM for $1.00 of USDC, pushing 
the price back up. 

 

This mechanism means DAI's peg is mechanically enforced, not just incentivized. The practical 
implication for sDAI holders: your position is redeemable for DAI, which is redeemable for USDC 
at 1:1 through the PSM at any time. The only meaningful risk is a catastrophic failure of 
MakerDAO's entire system - a scenario that would require simultaneous failure of multiple 
independent security layers that have held for over seven years. 

 

2.9  The Stablecoin Risk Ladder: A Framework for Allocation 

Not all stablecoin yield comes with equal risk. The following risk ladder organizes the strategies in 
this chapter from lowest to highest risk, with corresponding yield expectations and maximum 
recommended allocation sizes: 

 

Risk Rung Protocols Yield Range Primary Risk Max Allocation 

1 - Lowest sDAI (MakerDAO 
DSR) 

5–8% MakerDAO system failure 
(7yr+ track record) 

50% of stablecoin 
stack 

2 - Very Low Aave v3 USDC 
(major networks) 

5–10% Aave smart contract exploit 40% of stablecoin 
stack 
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3 - Low Morpho Blue (blue-
chip curators) 

6–11% Curator risk + Morpho 
protocol risk 

30% of stablecoin 
stack 

4 - Low-Med Curve 3pool + 
Convex 

8–16% CRV/CVX token price risk 
+ Curve contract risk 

25% of stablecoin 
stack 

5 - Medium sUSDe (Ethena) 10–35% Negative funding + 
exchange counterparty risk 

20% of stablecoin 
stack 

6 - Med-High New protocol 
stablecoin pools 

20–60% Token inflation + smart 
contract risk 

5% of stablecoin 
stack 

 

The allocation percentages above are maximums, not targets. A conservative practitioner might 
only use rungs 1–3, achieving a blended 6–10% with minimal risk. An aggressive practitioner 
might populate all six rungs, achieving a blended 12–20% with commensurate risk. The key 
discipline: never let a single rung represent more than its maximum allocation regardless of its 
current APY. APY is temporary; protocol risk is structural. 
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CHAPTER THREE 

Earning Yield on ETH and BTC 

Making Your Crypto Holdings Work While You Hold Them 

Level: Beginner–Intermediate · $1,000+ capital 

3.1  The Idle Asset Problem 

Holding ETH on a centralized exchange earns nothing. Holding it in a self-custody wallet earns 
nothing. This is the single largest missed opportunity for long-term crypto holders: trillions of 
dollars of crypto assets sit in wallets and exchange accounts generating zero return while the 
owner waits for price appreciation. DeFi solves this. ETH can earn 4–15%+ annually in yield 
while remaining in your control, retaining its full upside exposure, and being redeemable on 
demand. 

 

The key insight: you do not have to choose between holding ETH and earning yield on it. The 
strategies in this chapter let you do both simultaneously. The question is not whether to earn yield 
on your ETH - the question is which layer of yield to capture, at what complexity level, with what 
risk parameters. 

 

3.2  Liquid Staking: The ETH Yield Foundation 

Ethereum's proof-of-stake consensus mechanism pays validators approximately 3–5% annually in 
ETH for their role in securing the network. Running your own validator requires 32 ETH 
(approximately $80,000–$130,000 at 2024–2025 prices), technical expertise, and continuous 
uptime. Liquid staking protocols pool ETH from thousands of users, operate validators on their 
behalf, and distribute rewards as yield - all while giving depositors a liquid token they can use 
immediately in DeFi. 

 

Protocol Token Staking 
APY 

Liquidity Decentralization DeFi 
Integration 

Fee 
Structure 

Lido stETH / 
wstETH 

3.5–4.5% Deepest 
($20B+ 
TVL) 

Medium - 30+ 
node operators 

Excellent - 
widely 
accepted 

10% of 
rewards 

Rocket 
Pool 

rETH 3.2–4.3% Good ($3B 
TVL) 

Highest - 
permissionless 
nodes 

Good - 
accepted by 
major 
protocols 

15% of 
rewards 

Frax 
Ether 

frxETH / 
sfrxETH 

4.0–5.5% Good ($1B 
TVL) 

Medium - Frax-
operated 
validators 

Good - strong 
Curve pool 

10% of 
rewards 

EtherFi eETH / 
weETH 

4.0–5.5% 
+ 
restaking 

Growing 
($8B TVL) 

Medium - 
operator network 

Good - plus 
EigenLayer 
integration 

10–15% of 
rewards 
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Coinbase cbETH 3.0–4.0% Good ($2B 
TVL) 

Centralized - 
Coinbase only 

Accepted by 
major 
protocols 

25% of 
rewards 

 

Lido is the right choice for most users because of its unmatched liquidity and DeFi integration 
depth. stETH is accepted as collateral by Aave, Compound, Spark, and most major DeFi 
protocols. wstETH (wrapped stETH) is the non-rebasing version - its balance stays constant while 
its exchange rate to ETH increases, making it more suitable for smart contract interactions and 
tax accounting. We recommend wstETH for any use beyond simple holding. 

 

Staking ETH with Lido and Wrapping to wstETH 

Step 1: Navigate to stake.lido.fi. Connect your MetaMask wallet. Ensure you are on Ethereum 
mainnet. 

Step 2: Enter the amount of ETH you want to stake. The current APY is displayed prominently. 
Click "Stake." Confirm the transaction in MetaMask (gas: $5–15 on mainnet; use mainnet for 
staking since Lido's rewards compound on mainnet). 

Step 3: You receive stETH in a 1:1 ratio. stETH is a rebasing token - your balance increases daily as 
rewards accrue. 

Step 4: To convert to wstETH: Go to stake.lido.fi/wrap. Enter your stETH amount. Click "Wrap." 
You receive wstETH. The wstETH balance does not change, but its value in ETH increases daily. 

Step 5: Verify receipt: Open MetaMask and check that stETH or wstETH appears in your tokens. If 
not, add it manually using the contract address: stETH = 
0xae7ab96520DE3A18E5e111B5EaAb095312D7fE84, wstETH = 
0x7f39C581F595B53c5cb19bD0b3f8dA6c935E2Ca0. 

Step 6: Monitor your position: The Lido dashboard at lido.fi shows your daily rewards 
accumulation, APY trends, and total staked. Rewards appear in your wallet automatically for stETH 
(rebasing) or in the exchange rate for wstETH. 

 

3.3  Stacking Yield on LSTs: The Multi-Layer Approach 

Simply holding stETH earns 3.5–4.5%. But because stETH is accepted as a financial primitive 
across DeFi, you can earn additional layers of yield on top of the base staking reward. Each layer 
adds incremental income with incremental risk. The art is knowing where to stop. 

 

Layer Protocol Action Additional 
APY 

Total 
APY 

Risk Added Recommended 
For 

Base Lido ETH → stETH 4.0% 4.0% None beyond 
Lido risk 

Everyone with 
ETH 

Layer 
2 

Curve 
stETH 
pool 

stETH+ETH → 
LP 

3–7% 7–11% Tiny IL risk 
(stETH peg) 

Most ETH 
holders 

Layer 
3 

Convex 
Finance 

stETH LP → 
vault 

2–5% 9–16% Convex smart 
contract risk 

Comfortable with 
DeFi 
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Layer 
4 

Aave v3 
supply 

stETH as 
collateral 

0.5–2% 9.5–
18% 

HF 
management if 
borrowing 

Experienced 
users 

Layer 
5 

Borrow 
USDC, 
farm 
stables 

Aave borrow + 
Curve deploy 

4–8% carry 13.5–
26% 

Liquidation 
risk 

Advanced 
practitioners 

 

The stETH/ETH Curve Pool: Best Risk-Adjusted LST Yield 

The stETH/ETH pool on Curve is the single best risk-adjusted yield enhancement for ETH 
holders. Both assets track ETH - stETH depegs from ETH by at most a few percent even in 
extreme conditions - so impermanent loss is negligible. The pool generates significant trading 
volume from arbitrageurs, staking protocol rebalancers, and institutional liquidity providers. 
Combined with Convex boosted CRV rewards, LPs have historically earned 9–16% total APY with 
near-zero IL. 

 

Deploying stETH to Curve and Convex 

Step 1: Acquire stETH via Lido (Step 3.2) or purchase directly via curve.fi by swapping ETH for 
stETH in the stETH/ETH pool. 

Step 2: Navigate to curve.fi. Click "Pools." Search for "stETH." Click the stETH/ETH pool. 

Step 3: Click "Add Liquidity." You can deposit ETH, stETH, or both. The pool maintains near-equal 
balances, so depositing in the current pool ratio minimizes price impact. Check the ratio displayed 
and deposit accordingly. 

Step 4: Confirm the approval and deposit transactions. You receive stETH Curve LP tokens (also 
displayed as steCRV). 

Step 5: Navigate to convexfinance.com/stake. Find the stETH pool entry. Click "Deposit & Stake." 
Approve the LP token spend, then confirm the deposit. 

Step 6: You now earn three simultaneous yield streams: (1) stETH staking rewards embedded in the 
LP price, (2) Curve trading fees, (3) CRV and CVX tokens from Convex. 

Step 7: Weekly: Go to convexfinance.com/claim. Claim CRV and CVX. Either sell to USDC for 
compounding or hold for governance participation. 

 

3.4  Pendle Finance: Fixed-Rate Bonds on ETH Staking 

Pendle Finance solves a problem that institutional fixed-income investors understand well: yield 
rate uncertainty. If you stake ETH today at 4.2% and rates decline to 2% next month, you've lost 
the income you expected. Traditional finance has yield curve instruments and interest rate 
derivatives to manage this risk. DeFi has Pendle. 

 

Pendle splits yield-bearing tokens (stETH, sUSDe, rETH) into two components traded on its 
AMM: 
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• PT (Principal Token): A token that redeems for exactly 1 unit of the underlying at a specified 
maturity date. Buying PT-stETH at 0.95 ETH today locks in a guaranteed 5.26% return by 
maturity, regardless of how staking rates move. 

• YT (Yield Token): A token that captures all yield generated by the underlying position. If 
staking rates rise, YT becomes more valuable. If they fall, YT loses value. YT is essentially a 
leveraged bet on the yield rate. 

 

For most income-focused investors, the PT position is most valuable: it provides certainty. You 
know exactly what you will earn, when you will receive it, and the calculation requires no 
monitoring. This is DeFi's equivalent of a fixed-rate Treasury bond. 

 

Pendle 
Market 

Underlying Maturity PT Price 
(example) 

Implied Fixed 
APY 

Minimum Hold 
Period 

PT-stETH 
Dec 2025 

Lido stETH December 
2025 

~0.942 ETH ~6.2% 
annualized 

Until maturity for 
full yield 

PT-sUSDe 
Dec 2025 

Ethena sUSDe December 
2025 

~$0.928 USDC ~7.7% 
annualized 

Until maturity for 
full yield 

PT-weETH 
Jun 2026 

EtherFi 
weETH 

June 2026 ~0.921 ETH ~5.8% 
annualized 

Until maturity for 
full yield 

PT-rETH 
Dec 2025 

Rocket Pool 
rETH 

December 
2025 

~0.951 ETH ~5.2% 
annualized 

Until maturity for 
full yield 

 

Purchasing PT-stETH for Fixed Yield on Pendle 

Step 1: Navigate to app.pendle.finance. Connect wallet. Select Ethereum mainnet from the chain 
selector. 

Step 2: Click "Trade" in the navigation. Browse the list of markets. Filter by "stETH" to find ETH-
denominated fixed yield options. 

Step 3: Select the market with your preferred maturity date. Longer maturities generally offer 
higher implied APY but lock capital for longer. 

Step 4: Click the "PT" tab. Enter your ETH or stETH amount. Pendle shows you the exact amount of 
PT you receive and the implied fixed APY. 

Step 5: Confirm the transaction. You now hold PT-stETH - a token that will redeem for 1 stETH at 
maturity date, regardless of staking rate changes between now and then. 

Step 6: At maturity: Pendle automatically allows redemption. Navigate to app.pendle.finance, find 
your expired PT, and click "Redeem." You receive stETH. The difference between what you paid and 
1 stETH is your fixed yield. 

Step 7: Before maturity: You can sell PT on the Pendle AMM at any time. The market price of PT 
rises toward 1 stETH as maturity approaches. Selling early captures some but not all of the fixed 
yield. 

 

3.5  EigenLayer Restaking: The Emerging Yield Layer 
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EigenLayer introduced restaking in 2024 - a mechanism allowing ETH stakers to simultaneously 
secure additional decentralized services (Actively Validated Services or AVSs) using the same 
staked ETH. Restakers earn base Ethereum staking rewards plus additional rewards from AVS 
participation. Liquid Restaking Tokens (LRTs) make this accessible without running validator 
nodes directly. 

 

LRT 
Protocol 

Token Base 
Staking 
APY 

Restaking 
Premium 

Total 
Estimated APY 

Key Risk 

EtherFi eETH / 
weETH 

3.5–4.5% 1–5% (AVS 
rewards) 

4.5–9.5% AVS slashing risk; 
EtherFi protocol risk 

Renzo 
Protocol 

ezETH 3.5–4.5% 1–4% (AVS 
rewards) 

4.5–8.5% Smart contract risk; 
AVS slashing 

Kelp DAO rsETH 3.5–4.5% 1–4% (AVS 
rewards) 

4.5–8.5% Newer protocol; less 
battle-tested 

Puffer 
Finance 

pufETH 3.5–4.5% 1–3% (AVS 
rewards) 

4.5–7.5% Conservative design; 
lower slashing risk 

 

Restaking Risk Advisory 

Restaking is a newer primitive (live since 2024) with less battle-testing than core lending protocols. 

AVS slashing risk: If a restaker violates an AVS's rules, a portion of staked ETH can be slashed (lost 
permanently). 

Recommended approach: Allocate no more than 20–30% of your LST holdings to restaking 
protocols. 

Prefer EtherFi and Puffer for their more conservative security posture and longer operating history. 

 

3.6  BTC Yield: Making Bitcoin Productive 

Bitcoin holders face a different challenge. Bitcoin has no native staking mechanism - proof of 
work provides no yield to holders. To earn on BTC, you must either wrap it for use on EVM chains 
(WBTC, cbBTC) or accept custody risk at a centralized institution. The yield available on wrapped 
BTC is lower than ETH - typically 1–8% - but meaningful for large holders. 

 

Strategy Protocol Asset APY 
Range 

Key Risk Recommended 
For 

Supply as 
collateral 

Aave v3 
(Arbitrum) 

WBTC / cbBTC 0.5–2% Wrapping 
custodian risk 

Conservative BTC 
holders 

Curated 
lending 

Morpho Blue WBTC 1–3% Same as Aave + 
Morpho risk 

Yield-focused BTC 
holders 

Stable LP Curve WBTC 
pool 

WBTC/renBTC 3–8% Minimal IL 
(BTC-BTC) 

Intermediate 
holders 
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BTC/USDC LP Uniswap v3 
narrow range 

WBTC/USDC 15–40% High IL on BTC 
swings 

Advanced - active 
mgmt only 

GLP provision GMX v2 
(Arbitrum) 

WBTC 5–15% Trader PnL 
exposure 

Advanced risk-
tolerant 

Fixed income Pendle PT 
markets 

WBTC 2–5% 
fixed 

Duration + 
Pendle risk 

Institutional-style 
holders 

 

The Conservative BTC Yield Stack 

For most BTC holders, the best strategy is straightforward: wrap BTC to cbBTC (Coinbase's wrapped 
Bitcoin - lower custodian risk than WBTC) and supply to Aave v3 on Arbitrum as collateral. 

Then borrow 40% of the value in USDC against your cbBTC (Health Factor ~2.5+). 

Deploy borrowed USDC into sDAI or Aave USDC supply. 

Result: 0.5–2% on BTC collateral + 6–8% on deployed USDC − 4–6% borrow cost = net positive 
carry on your BTC without selling it. 

Monitor Health Factor daily. Keep it above 2.0 at all times. 

 

Chapter 3 Takeaways 

✅ Liquid staking (Lido stETH) is the baseline for ETH holders - 3.5–4.5% with minimal added risk. 

✅ stETH + Curve stETH pool + Convex: 9–16% total APY on ETH with near-zero impermanent 
loss. 

✅ Pendle PT-stETH: guaranteed fixed yield for 6–12 months - the DeFi equivalent of a Treasury 
bond. 

✅ EigenLayer restaking via LRTs adds 1–5% premium - allocate carefully due to AVS slashing risk. 

✅ BTC yield: conservative stack = cbBTC collateral on Aave + borrowed USDC deployed into 
stables. 

✅ Choose your layer: Every additional yield layer adds complexity and risk. Know where you are on 
the ladder. 

3.7  Rocket Pool rETH: The Decentralization Premium 

Rocket Pool occupies a distinct and important position in the liquid staking landscape. While Lido 
is the dominant protocol by TVL, Rocket Pool is the most decentralized - its validator network is 
permissionless, meaning any operator with 8 ETH (reduced from 16 ETH in 2023) can become a 
Rocket Pool node operator without seeking approval from any committee or team. This is in 
contrast to Lido, which approves node operators through a governance process. 

 

The practical implication for holders of rETH: the decentralization of Rocket Pool's validator set 
provides a different risk profile than stETH. A regulatory action targeting Lido - possible given 
the protocol's concentration - would not directly impact Rocket Pool's permissionless operators. 
For practitioners who weight decentralization risk in their portfolio assessment, rETH provides a 
meaningful hedge against single-protocol concentration in liquid staking. 
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The yield difference is small: rETH typically earns 0.1–0.4% less than stETH annually due to 
Rocket Pool's commission structure and smaller node operator network. For most positions, this 
spread is a reasonable price for the decentralization benefit. rETH is also an ERC-20 token 
accepted as collateral on Aave v3, Compound, and most major DeFi lending protocols - its DeFi 
composability is solid. 

 

Acquiring and Using rETH 

Step 1: Navigate to rocketpool.net/staking. Connect MetaMask on Ethereum mainnet. 

Step 2: Click "Stake ETH." Enter your ETH amount. The current APY and the rETH/ETH exchange 
rate are displayed. Unlike stETH (which rebases), rETH appreciates in price against ETH - your 
rETH balance stays constant while its ETH value grows. 

Step 3: Confirm the transaction. You receive rETH. The exchange rate starts above 1:1 and increases 
over time. 

Step 4: Alternative acquisition: Swap ETH → rETH on Uniswap or Curve. This is faster and avoids 
the Rocket Pool deposit queue (which can be backlogged). Check that the Uniswap price is within 
0.1% of the Rocket Pool native rate before swapping. 

Step 5: Supply rETH to Aave v3 as collateral and earn supply APY on top of staking yield. Navigate 
to app.aave.com, supply rETH, and optionally borrow USDC against it for additional carry. 

Step 6: Monitor your rETH/ETH exchange rate at rocketpool.net or rocketscan.io. This rate should 
increase by approximately the staking APY annually. 

 

3.8  Building an ETH Yield Model: Know Your Numbers 

Before deploying any ETH yield strategy, build a simple model that captures all yield sources and 
all costs. Many practitioners overestimate their net return because they focus on the headline APY 
and ignore gas costs, slippage on entry and exit, reward token depreciation, and the opportunity 
cost of capital that could be deployed elsewhere. A personal yield model eliminates these blind 
spots. 

 

Yield Component How to Calculate Where to Find Current Rate 

Base staking yield Current stETH/rETH APY × 
position size 

stake.lido.fi or rocketpool.net 

LP trading fees (Pool 7d fees × 52) ÷ Pool TVL × 
your share 

info.uniswap.org or curve.fi pool page 

CRV/CVX rewards Convex pool page shows current 
APY breakdown 

convexfinance.com/stake 

Lending supply APY Aave dashboard shows current rate 
by asset 

app.aave.com/markets 

MINUS: Gas costs Estimate 6 transactions/month × 
avg gas price 

gasnow.org or Arbitrum gas tracker 

MINUS: Reward token 
depreciation 

CRV/CVX price trend × your 
expected holding period 

CoinGecko price chart 
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MINUS: IL estimate Use IL calculator at 
dailydefi.org/tools/impermanent-
loss 

Estimated from price range assumption 

NET YIELD Sum of all above components Your spreadsheet 

 

Working through this model before each deployment accomplishes two things: it gives you a 
realistic expectation of actual returns (preventing disappointment-driven panic exits), and it 
surfaces the specific conditions under which the strategy breaks even versus generates meaningful 
income. An ETH LP position that looks like 12% APY on the protocol page might net 8% after gas 
costs, IL estimates, and reward token sales - still excellent, but a different number than the 
headline. 

 

LST Selection Framework: Choosing Between stETH, rETH, and Others 

Criterion stETH (Lido) rETH (Rocket 
Pool) 

frxETH/sfrxETH 
(Frax) 

cbETH (Coinbase) 

Staking APY 3.5–4.5% 3.2–4.3% 4.0–5.5% 
(sfrxETH) 

3.0–4.0% 

DeFi liquidity depth Deepest - 
$20B+ TVL 

Good - $3B+ 
TVL 

Good - strong on 
Curve 

Good - major 
protocols 

Decentralization Medium - 30+ 
approved 
operators 

High - 
permissionless 

Medium - Frax-
operated 

Low - Coinbase only 

Token mechanism Rebasing 
(balance grows) 

Non-rebasing 
(price grows) 

Non-rebasing 
(sfrxETH) 

Non-rebasing (price 
grows) 

Best use case Max DeFi 
composability 

Decentralization 
hedge 

Max staking yield CEX-integrated 
portfolios 

Smart contract risk Well-audited, 
4yr history 

Well-audited, 
4yr history 

Audited, 3yr 
history 

Coinbase risk 
(custodian) 

 

The practical recommendation for most practitioners: hold 70% of your LST position in 
stETH/wstETH for liquidity and DeFi integration, 20% in rETH for decentralization exposure, 
and 10% in sfrxETH for yield maximization on the portion where you are willing to accept Frax 
protocol risk. This diversification captures the best properties of each protocol while avoiding 
over-concentration in any single liquid staking architecture. 
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CHAPTER FOUR 

Liquidity Provision and AMMs 

Becoming the Market Maker: Earning Fee Income at Scale 

Level: Intermediate · $5,000+ recommended · 1–2 hrs/week 

4.1  The Market Maker's Edge 

In traditional financial markets, market makers are typically large institutions - Goldman Sachs, 
Citadel Securities - that earn the bid-ask spread in exchange for continuously providing buy and 
sell prices for securities. This role requires regulatory approval, substantial capital, and 
relationships with exchanges. DeFi removes every one of those barriers. Through automated 
market makers, any holder of any token can become a liquidity provider and earn the equivalent 
of market-making revenue - the trading fees paid by every person who swaps against the pool. 

 

The scale of this opportunity is significant. Uniswap alone distributed approximately $800 
million in trading fees to liquidity providers in 2023. The total across all DEXs - Curve, Balancer, 
Velodrome, Camelot, Aerodrome, and dozens of others - likely exceeded $2 billion. This is real 
economic value, generated by real trading activity, distributed to whoever was willing to provide 
the capital that made that trading possible. 

 

The complication - and it is real - is impermanent loss. When you provide liquidity to a volatile 
trading pair, the AMM automatically rebalances your position as prices move, leaving you with 
less of the asset that appreciated and more of the asset that declined. This loss is "unrealized" 
while you remain in the pool, but it becomes permanent when you withdraw. Mastering LP 
strategies means selecting pools where fee income reliably exceeds impermanent loss over your 
investment horizon. 

 

4.2  The Mathematics of Impermanent Loss 

Impermanent loss is not an arbitrary penalty - it is the mathematical consequence of the constant 
product formula that governs most AMMs. When you deposit into a 50/50 ETH/USDC pool, the 
pool's invariant requires that the product of the two token quantities remains constant. As ETH 
price rises, arbitrageurs buy ETH from the pool (reducing ETH reserves, increasing USDC 
reserves) until the pool price matches the market. By the time they're done, your position has 
fewer ETH than you deposited and more USDC - you sold ETH on the way up, automatically and 
involuntarily. 

 

Price Change (Either 
Direction) 

Impermanent 
Loss 

Fee Income to Break Even 
(at 20% APY) 

Practical Assessment 

5% -0.06% 0.12% fee yield needed 🟢 Trivial - any reasonable 
fee pool covers this 
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10% -0.11% 0.22% fee yield needed 🟢 Very manageable for 
most active pairs 

25% -0.60% 1.2% fee yield needed 🟢 Standard fee pools cover 
within weeks 

50% -2.02% 4.0% fee yield needed 🟡 Need a pool earning 
>8% fee APY to justify 

100% (price doubles) –5.72% 11.4% fee yield needed 🟠 Only justified in very 
high-volume pools 

200% (price triples) –13.4% 26.8% fee yield needed 🔴 Avoid unless fees are 
exceptionally high 

400% (5× move) –25.5% 51% fee yield needed 🔴 Rarely compensated - 
accept the loss risk 

 

Two practical conclusions follow from this table. First, stablecoin pools (USDC/USDT, 
DAI/USDC) have essentially zero IL because both assets maintain the same value - your "price 
change" is perpetually near zero. This is why stable pools are recommended for beginners 
entering LP strategies. Second, for volatile pairs like ETH/USDC, you need either a very high-
volume pool (generating 15%+ fee APY) or concentration in a price range where you believe ETH 
will stay for an extended period. 

 

4.3  Selecting Profitable Pools: A Systematic Framework 

The single most impactful LP decision is pool selection. A mediocre strategy in an excellent pool 
outperforms an excellent strategy in a mediocre pool. The following framework takes 
approximately fifteen minutes to execute and should be applied before any new LP deployment. 

 

Screening Step What to Check Where to Check Pass Threshold 

1. Fee APY Calculation (7-day fees × 52) ÷ TVL = 
annualized fee yield 

info.uniswap.org, 
Curve pools page, 
defillama.com/yields 

>15% for volatile pairs, 
>6% for stable pairs 

2. Volume 
Consistency 

Is 7-day volume close to 
30-day average? 
(consistency signal) 

defillama.com/dexs, 
GeckoTerminal 

7d volume ≥ 70% of 30d 
average 

3. TVL Trend Is TVL stable or growing? 
Sharp TVL growth can 
dilute APY fast. 

defillama.com/protocol Stable or growing - not 
inflecting down 

4. Price Range 
Analysis (v3) 

Is current price inside the 
top 3 concentrated 
liquidity zones? 

Uniswap v3 Pool page - 
Liquidity Distribution 
chart 

Yes - if outside major 
liquidity zones, you 
compete poorly 

5. Token Correlation Are both tokens 
correlated? (lower 

Price charts for 90 days For volatile pairs: both 
should track a common 
factor 



THE DEFI INCOME PLAYBOOK  ·  iPro Decisions × Crypto Exponentials 42 

correlation = higher IL 
risk) 

6. Protocol Safety Audits, TVL longevity, 
governance structure 

DeFiLlama, audit 
reports 

Multiple audits, >12 
months live, >$50M 
TVL 

 

4.4  Uniswap v3: Concentrated Liquidity Strategies 

Uniswap v3's concentrated liquidity is the most powerful tool available to sophisticated LPs - and 
the most dangerous for unprepared ones. The mechanics: instead of distributing your liquidity 
across all possible prices (as Uniswap v2 does), you specify a price range within which your 
capital is active. When price is in your range, you earn fees as if your capital represents a 
proportionally larger share of the pool. When price exits your range, you earn nothing and your 
position has been fully converted to the less valuable asset. 

 

The capital efficiency multiplier is dramatic. An LP in a ±10% range around current price provides 
approximately the same fee income as an LP with 50× more capital in a full-range v2 position. 
This is why Uniswap v3 LPs frequently outperform v2 LPs in fee income terms - when properly 
managed. 

 

Range 
Strategy 

Price 
Range 

Capital 
Efficiency vs 
Full-Range 

Rebalance 
Frequency 

Best Pair Types Risk Level 

Passive Full-
Range 

Infinite 1× Never needed Pairs you want to 
hold forever 

🟢 Low (but 
low yield) 

Wide Active ±40–60% 4–6× Monthly Major pairs: 
ETH/USDC, 
ETH/WBTC 

🟡 Medium 

Medium 
Active 

±15–25% 10–18× Weekly ETH/USDC, 
WBTC/USDC in 
trending market 

🟡 Medium 

Narrow 
Active 

±5–10% 25–50× 2–3× per week LST pairs, 
correlated assets 

🟠 High - 
requires 
automation 

Tight Stable ±0.1–
0.5% 

Up to 500× 
(theoretical max 
for ±0.1% range) 

Daily or 
automated 

USDC/USDT, 
DAI/USDC only 

🟡 Low IL - 
but needs 
active mgmt 

 

Creating a Uniswap v3 ETH/USDC Position (Medium Range Strategy) 

Step 1: Navigate to app.uniswap.org. Click "Pool" in the navigation, then "+ New Position." 

Step 2: Select your token pair: ETH and USDC. Select fee tier: 0.05% (the 0.05% tier concentrates 
the most ETH/USDC volume in 2024–2025). 
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Step 3: The page shows the current price. Note this price - you will center your range around it. 

Step 4: Set your range. For a medium strategy with ETH at $3,500: set lower bound = $2,800 
(−20%), upper bound = $4,550 (+30%). The asymmetric upward range reflects ETH's historical 
tendency to trend up in bull markets. 

Step 5: Enter deposit amounts. Uniswap calculates the exact ETH/USDC ratio required for your 
range. If you want to deposit $5,000 total, the split will be approximately 50/50 near current price 
but skews toward more USDC as your upper bound exceeds current price. 

Step 6: Preview the position: review the current fee APY estimate (based on recent pool fees), your 
price bounds, and the liquidity distribution chart showing your capital relative to others. 

Step 7: Confirm the transaction. You receive a Uniswap v3 NFT (ERC-721) representing your 
position. Store this in your wallet - it is proof of your LP ownership. 

Step 8: Set a weekly calendar reminder to check whether price is still within your range. If price 
exits range, you earn zero fees until you rebalance. 

 

4.5  Automated LP Management: The Professional Approach 

Manual Uniswap v3 management - setting ranges, monitoring price, rebalancing when out of 
range, compounding fees - is time-consuming and error-prone for most practitioners. Automated 
vault managers handle all of this algorithmically, in exchange for a small management fee. For 
positions below $100,000, the time savings more than justify the cost. 

 

Protocol Networks Strategy Type Mgmt Fee Auto-
Compound 

Best For 

Gamma 
Strategies 

ETH, ARB, 
Polygon 

Narrow + Wide 
algorithmic ranges 

0.1–0.5% 
ann. 

Yes Most users - best 
balance of yield 
and simplicity 

Arrakis 
Finance 

ETH, ARB Professional 
curator-managed 
vaults 

0.1–0.3% 
ann. 

Yes Larger positions - 
professional 
management 

Beefy 
Finance 

Multi-chain 
(15+) 

Auto-compound 
any LP token 

0.08–0.5% 
ann. 

Yes Multi-chain 
deployment - 
excellent UI 

ICHI Vaults ETH, ARB, 
Polygon 

Single-asset 
deposit with 
internal hedge 

0.1% ann. Yes Prefer single-
token entry 

Maverick 
Protocol 

ETH, zkSync, 
BASE 

Dynamic bin-
based liquidity 

0.01–0.3% 
fee 

Manual claim Active traders 
wanting novel 
AMM mechanics 

 

Deploying to a Gamma Vault on Arbitrum 

Step 1: Navigate to app.gamma.xyz. Connect MetaMask. Switch to Arbitrum network. 
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Step 2: Browse the vault list. Filter by "Narrow" strategy type for maximum fee capture. Sort by 7-
day APY. 

Step 3: Select the ETH/USDC 0.05% Narrow vault. Review: current price vs. range, 7-day fees, TVL 
($50M+ preferred), and rebalance frequency. 

Step 4: Click "Deposit." You can deposit ETH, USDC, or both. Gamma handles the internal balance 
- single-sided deposits are fine. 

Step 5: Enter your deposit amount. Confirm approve + deposit transactions. You receive Gamma LP 
tokens. 

Step 6: Gamma rebalances automatically when price exits the active range. Fees compound into the 
position. 

Step 7: Check monthly at app.gamma.xyz/vault. The APY displayed reflects actual fees earned, not a 
theoretical projection. 

 

4.6  Stable Pair LPs: The Lowest-Risk Income Strategy 

For practitioners who want LP fee income without impermanent loss, stablecoin pairs are the 
answer. USDC/USDT on Uniswap v3's 0.01% fee tier consistently generates 8–20% APY from raw 
trading fees alone, with zero price exposure. This is because stablecoin pairs process enormous 
volume - arbitrageurs, treasury managers, protocol liquidity routing, and retail swaps all flow 
through USDC/USDT - but the tight peg means price almost never exits a ±0.1% range. 

 

Stable Pair Network Fee 
Tier 

Avg Daily 
Volume 
(2024) 

Fee APY IL Risk Rebalance 
Needed? 

USDC/USDT Uniswap v3 
Arbitrum 

0.01% $50–250M 8–22% Near 
zero 

Rarely - peg is 
very tight 

USDC/USDT Uniswap v3 
Ethereum 

0.01% $100–500M 8–20% Near 
zero 

Rarely 

USDC/DAI Uniswap v3 
Polygon 

0.01% $20–80M 5–15% Near 
zero 

Rarely 

crvUSD/USDC Curve 
Ethereum 

0.04% $30–150M 8–18% 
(w/Convex) 

Near 
zero 

Never - Curve 
auto-manages 

USDbC/USDC Aerodrome 
Base 

0.01% $20–80M 10–25% Near 
zero 

Never - gauge 
auto-manages 

 

Chapter 4 Takeaways 

✅ LP fee income is real market-making revenue - real traders paying real fees every time they swap. 

✅ IL math: know it before entering any volatile pair. Stable pairs eliminate IL entirely. 

✅ Pool screening: Fee APY > 15% (volatile) or > 6% (stable), volume consistency, protocol safety - 
15-minute screen. 

✅ Uni v3 medium range (±15–25%): 10–18× capital efficiency - rebalance weekly. 
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✅ Gamma/Arrakis automation: best for positions under $100K where time has real value. 

✅ USDC/USDT on Uniswap v3 Arbitrum: 8–22% fee APY, near-zero IL - best beginner LP trade. 

4.7  Balancer: Weighted and Boosted Pools 

Balancer Finance extends the AMM concept beyond 50/50 pools. A Balancer pool can hold up to 
eight tokens at arbitrary weights - an 80/20 ETH/USDC pool, a 33/33/33 ETH/BTC/LINK pool, 
or any other configuration the pool creator specifies. This flexibility serves two important yield 
strategies: capital-efficient directional exposure and Boosted Pools that route idle liquidity into 
Aave for additional lending yield. 

 

The 80/20 pool is particularly useful for governance token LPs. Protocols that want to offer 
liquidity for their token while minimizing IL set up an 80/20 pool (80% protocol token, 20% ETH 
or USDC). LPs retain 80% directional exposure to the protocol token while earning trading fees. 
This reduces IL dramatically compared to a 50/50 pool because the rebalancing mechanism 
moves far less capital between the two assets when prices change. 

 

Pool Type Token Split IL vs 50/50 Best For Examples 

Standard 
50/50 

50% / 50% Baseline General volatile 
pairs 

ETH/USDC, WBTC/ETH 

80/20 
Weighted 

80% / 20% ~60% lower IL Governance token 
LPs 

BAL/ETH, AURA/ETH 

Boosted Pool ~50/50 
underlying 

Near-zero 
(stable assets) 

Stablecoin yield 
stacking 

bb-a-USDC, bb-a-DAI 

Composable 
Stable 

Near-equal 
stables 

Near-zero Correlated stables wstETH/WETH, sDAI/DAI 

Managed Pool Dynamic 
weights 

Varies Index products, 
smart treasury 

Indexed pools, DAO 
treasuries 

 

Balancer Boosted Pools: Stacking Lending + LP Yield 

Balancer's Boosted Pools route idle LP capital into Aave or other lending protocols automatically. 
When a Boosted USDC/DAI pool holds $100M and only $5M is being actively used for swaps at 
any moment, the remaining $95M earns Aave supply APY in the background. LPs receive: trading 
fees on swapped volume + Aave lending yield on idle capital + BAL emissions. In 2024, Boosted 
Pools consistently delivered 8–14% APY on stablecoin pairs with negligible IL. 

 

Depositing into a Balancer Boosted Stable Pool 

Step 1: Navigate to app.balancer.fi. Connect MetaMask. Switch to Ethereum mainnet. 

Step 2: Click "Pools." Filter by "Boosted" and "Stable." Select a pool such as the bb-a-USD pool 
(Boosted Aave USD - composite of USDC, DAI, USDT all routed through Aave). 
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Step 3: Click "Add Liquidity." You can deposit any of the underlying stablecoins - Balancer handles 
the internal splitting and Aave routing automatically. 

Step 4: Enter deposit amount. Confirm approval and deposit. Receive BPT (Balancer Pool Tokens). 

Step 5: To earn BAL emissions: Stake your BPT in the Balancer gauge. Navigate to "Stake" → select 
your pool → stake BPT. 

Step 6: Optionally boost rewards: Lock BAL as veBAL (up to 1 year) to receive up to 2.5× BAL 
emission boost on your staked BPT. 

Step 7: Monitor at app.balancer.fi/portfolio. Your yield components are displayed separately: swap 
fees, Aave lending yield, and BAL rewards. 

 

4.8  The LP Position Lifecycle: Entry, Management, and Exit 

Most LP guides focus on entry. The practitioners who consistently outperform pay equal attention 
to the full lifecycle: when to enter, how to manage, when to exit, and how to exit efficiently. This 
section covers the complete LP position lifecycle with the specificity that separates professional 
management from passive deployment. 

 

Entry Timing 

The optimal entry into an LP position is not when APY is highest - it is when the APY is 
sustainable and the price relationship between the two assets is at or near its long-term 
equilibrium. Entering a volatile pair immediately after a large price move means your IL clock 
starts from a distorted base, and reversion to the mean will generate significant IL before you 
earn enough fees to compensate. 

 

For ETH/USDC pairs, the most common professional entry point is after a significant pullback - 
when ETH has corrected 15–25% from a recent high and appears to have stabilized. At this point, 
the range of likely price outcomes over the next 30 days is narrower, reducing IL probability. 
Conversely, entering at the peak of a bull run puts your position maximum at risk of a downside 
move generating both IL and reduced collateral value simultaneously. 

 

In-Range Monitoring 

A Uniswap v3 position that falls out of range earns zero fees. This is the most common source of 
LP underperformance: set-and-forget practitioners who discover weeks later that their position 
has been out of range since shortly after entry. Every LP practitioner should have a price alert 
system that notifies them when price approaches their range boundaries. 

 

Alert Service URL How to Use for LP Range Alerts Cost 

Revert Finance revert.finance Connect wallet, track positions, set out-
of-range email alerts 

Free 

DeFiEdge app.defiedge.io LP management with built-in range 
alerts and auto-rebalance 

Freemium 
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Parsec Finance parsec.finance Advanced pool monitoring with price 
range overlays 

Free tier 
available 

CoinGecko Alerts coingecko.com Set price alerts at your range 
boundaries 

Free 

TradingView Alerts tradingview.com Set multi-condition price alerts with 
notifications 

Free tier 
available 

 

Rebalancing Decisions 

When price exits your range, you face three options: do nothing (stay out of range, earn zero fees), 
rebalance (reset range around new price, paying gas and resetting your fee clock), or exit 
(withdraw the position entirely). The decision depends on your view of where price goes next and 
the economics of the gas cost relative to your position size. 

 

A useful rule: rebalance when the expected fee income from being in range for the next 30 days 
(based on recent daily fee generation) exceeds the gas cost of rebalancing by at least 3×. If gas to 
rebalance costs $15 and the pool generates $5/day in fees on your position size, you will recover 
gas costs in 3 days and profit thereafter. If the pool generates $0.50/day, the rebalance is not 
economically justified unless you plan to hold for months. 

 

Exit Strategy 

LP positions should be exited systematically, not emotionally. Define your exit criteria before 
entering any position: minimum holding period, minimum realized fee yield, or price conditions 
that suggest the LP pair's fundamentals have changed. The most common exit mistake is panic-
withdrawing at the bottom of a market move, locking in maximum IL, precisely when fee income 
has also compressed due to reduced volume. 

 

4.9  Account Abstraction: The Future of DeFi Wallets 

ERC-4337, deployed on Ethereum in March 2023, introduced Account Abstraction - one of the 
most significant improvements to the DeFi user experience since the introduction of MetaMask. 
Standard Ethereum wallets are Externally Owned Accounts (EOAs): a private key that signs 
transactions, with no programmable logic. Account Abstraction allows wallets to be smart 
contracts with programmable rules, enabling capabilities that fundamentally change the security 
and usability equation for DeFi practitioners. 

 

AA Feature What It Enables Why It Matters for DeFi 

Social recovery Designate trusted 
guardians who can 
recover your wallet if key 
is lost 

Eliminates the single-point-of-failure of seed phrase 
storage 
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Session keys Pre-approve a dApp to 
perform specific actions 
without signing each 
transaction 

Interact with DeFi protocols without constant MetaMask 
popups 

Gas abstraction Pay gas in USDC or other 
ERC-20 tokens instead of 
ETH 

No longer need ETH in wallet just for gas - simplifies 
new user onboarding 

Spending limits Hard cap on how much 
any dApp can move in a 
single transaction 

Limits damage from a phishing or drainer attack 

Transaction 
batching 

Approve + deposit + 
stake in a single 
transaction 

Dramatically reduces gas costs for multi-step strategies 

Automated 
execution 

Pre-schedule recurring 
DeFi actions without 
manual signing 

Auto-compound, auto-rebalance, auto-repay without 
active management 

 

The leading AA wallet implementations as of 2025 are Safe (smart contract multisig, the 
institutional standard), Coinbase Smart Wallet (consumer-grade AA on Base, uses passkeys 
instead of seed phrases), and Biconomy's Nexus. For DeFi practitioners, the most immediately 
valuable AA feature is transaction batching - collapsing a five-step farming deployment from five 
transactions into one, saving 60–80% on gas. The second most valuable is spending limits, which 
cap the damage from the single biggest threat to DeFi practitioners: the malicious transaction 
approval. 

 

Account Abstraction does not eliminate the need for careful security practices. It changes the 
attack surface: instead of seed phrase theft, AA wallets face the risk of guardian compromise 
(social recovery) and session key abuse. The underlying principle remains constant - understand 
exactly what permissions you are granting, to whom, and for how long. 
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CHAPTER FIVE 

Yield Farming Playbooks 

Extracting Real Income from Protocol Incentives - Sustainably 

Level: Intermediate · $5,000+ · 2–4 hrs/week 

5.1  Separating Real Farms from Ponzi Farms 

The DeFi graveyard is full of yield farms that offered 1,000% APY and collapsed within months. 
Without exception, the same pattern preceded each collapse: rewards were denominated in a 
native token with no external demand, the token's only buyers were new entrants drawn by the 
APY, and the yield rate was algebraically guaranteed to destroy itself as soon as new capital 
stopped entering. This is not yield - it is a redistribution from later participants to earlier ones, 
dressed in the language of finance. 

 

Real yield farms have economic activity that generates revenue independent of token price. The 
USDC/USDT pool on Uniswap generates fees because people genuinely need to swap between 
these tokens - the demand is not created by the yield itself. Convex Finance distributes boosted 
CRV rewards that originate from real protocol revenue - the admin fee on Curve trading. 
Velodrome's bribe income comes from protocols with genuine treasury budgets paying for 
liquidity that serves their users. 

 

The diagnostic question: "If the reward token went to zero tomorrow, would this farm still make 
economic sense?" If yes, it is a real farm. If no, evaluate carefully. 

 

Farm Quality 
Signal 

Strong Green Warning Sign Hard Red Flag 

Revenue source Protocol earns fees from 
non-incentivized activity 

Fees exist but are minor 
vs. emissions 

All yield is token inflation 
- zero organic revenue 

Emission schedule Decreasing over time - 
published halving 

Indefinite at current rate Increasing emissions with 
no ceiling 

Token utility Governance + fee sharing 
+ protocol access 

Governance only - no fee 
claim 

No utility - pure emission 
vehicle 

TVL behavior Stable through market 
cycles 

Dropped 80%+ when 
emissions cut in half 

Zero TVL without 
incentives 

Team/governance Doxxed team or strong 
DAO with track record 

Pseudonymous but long-
standing 

Anonymous, new, no 
prior context 

Audit status Multiple reputable audits 
+ active bug bounty 

Single audit, no bounty No audit at all 

 

5.2  Strategy: Velodrome Finance - The Optimism Income Engine 



THE DEFI INCOME PLAYBOOK  ·  iPro Decisions × Crypto Exponentials 50 

Velodrome Finance is the dominant DEX on Optimism and the best-executed implementation of 
the ve(3,3) tokenomics model originally proposed by Andre Cronje. Its design creates a self-
reinforcing income ecosystem: trading fees attract LPs, LP depth attracts volume, volume 
generates fees, fees attract veVELO voters, veVELO voters direct emissions, emissions attract 
more LPs. The cycle is sustained by real trading activity rather than pure inflation. 

 

What makes Velodrome exceptional for income generation is the bribe mechanism. Protocols that 
need Velodrome liquidity for their tokens (which could be dozens of DeFi protocols, RWA issuers, 
stablecoin projects) pay direct bribes in stablecoins to veVELO holders in exchange for directing 
emissions to their pools. In 2024, the bribe yield on locked VELO exceeded 25–40% APY in 
stablecoins - real, immediately spendable income with no token price dependency. 

 

Velodrome 
Participation 
Level 

Capital 
Required 

Setup 
Time 

Weekly 
Management 

Income Sources Expected 
Return 

Basic LP (no lock) $500+ 30 min 15 min Trading fees + 
VELO emissions 

10–25% APY 

LP + VELO 
rewards sell 

$1,000+ 30 min 30 min Fees + VELO (sold 
weekly) 

12–30% APY 
in USDC 

veVELO voter 
(4yr lock) 

$5,000+ in 
VELO 

1 hr 20 min (vote 
weekly) 

100% trading fees 
+ bribes 

25–50% APY 
in stables 

LP + veVELO 
vote on own pool 

$10,000+ 2 hrs 45 min All of the above 
combined 

30–60% 
blended APY 

 

Complete Velodrome LP and veVELO Strategy 

Step 1: Bridge to Optimism: Go to app.optimism.io/bridge. Bridge ETH and USDC from Ethereum 
mainnet to Optimism. Use only the official Optimism bridge for amounts above $5,000. 

Step 2: Navigate to velodrome.finance. Connect wallet on Optimism network. 

Step 3: Go to "Liquidity." Browse pool list. For your first position, select a Stable pool: USDC/DAI 
or USDC/sUSD. These have near-zero IL. Note the current APR. 

Step 4: Click the pool. Add liquidity (50/50 split). Approve tokens, confirm deposit. You receive 
Velodrome LP tokens. 

Step 5: Click "Stake" on your LP position. This activates your eligibility for VELO emissions. 
Confirm staking transaction. 

Step 6: To upgrade to veVELO: Purchase VELO tokens on Velodrome itself (swap USDC → VELO). 
Go to vote.velodrome.finance. Click "Lock VELO." Choose lock duration - longer lock = more voting 
power. Lock for 4 years for maximum power. 

Step 7: Every Thursday: Go to vote.velodrome.finance/vote. View the bribe dashboard showing 
USD/vote for each pool. Vote your veVELO on the highest-bribed pool. 

Step 8: Every Thursday: Claim your previous week's trading fees and bribe payments. These arrive 
in whatever token the briber used - usually USDC, ETH, or protocol tokens that you immediately 
sell. 
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5.3  Strategy: Aerodrome - The Base Chain Equivalent 

Aerodrome launched on Base in August 2023 as a direct fork of Velodrome v2. Within twelve 
months, it became the dominant DEX on Base with TVL exceeding $500 million and weekly bribe 
payments in the millions of dollars. The timing advantage is significant: Base is still relatively 
new, AERO emissions are generous compared to the platform's maturity, and the ecosystem of 
protocols competing for Base liquidity is growing rapidly. 

 

The practical advantage of Aerodrome for retail participants: Coinbase's direct integration with 
Base means many users can move USDC from Coinbase to Base at zero cost with no bridging 
required - simply withdraw from Coinbase to your wallet and select "Base" as the network. This 
eliminates the primary friction point in deploying to L2 strategies. 

 

Deploying to Aerodrome on Base 

Step 1: On Coinbase, withdraw USDC directly to your MetaMask address on Base network. 
Coinbase supports native Base withdrawals. This costs no bridging fee. 

Step 2: Navigate to aerodrome.finance. Connect MetaMask on Base network. 

Step 3: Go to "Liquidity." Sort by APR. For beginners, start with USDC/USDbC stable pool 
(effectively USDC/USDC - near-zero IL). 

Step 4: Add liquidity. Stake your LP tokens in the gauge (same interface as Velodrome - "Stake LP"). 
AERO rewards begin immediately. 

Step 5: Claim AERO weekly. Decision tree: (1) Sell AERO to USDC immediately - lowest risk, locks 
in yield; (2) Lock AERO as veAERO - higher long-term income but locks capital. 

Step 6: For veAERO strategy: Lock AERO for 4 years at vote.aerodrome.finance. Vote weekly on 
highest APR + bribe pools. Claim bribe income in USDC. 

 

5.4  Strategy: Convex Finance - Effortless Boosted Curve Yield 

Convex Finance is the simplest path to top-tier yield on stablecoin and LST LP positions. You 
deposit Curve LP tokens, and Convex applies its aggregate veCRV voting power to boost your CRV 
rewards to the maximum possible level - without requiring you to lock a single CRV token. 
Convex then distributes both CRV and its own CVX governance token as additional rewards. 

 

The reason Convex dominates is network effects: as the largest veCRV holder (controlling over 
50% of all veCRV), Convex provides better boosts than any individual could achieve 
independently. Protocols that need Curve emissions also bribe Convex voters (through Votium), 
generating additional stablecoin income streams for CVX lockers. The flywheel is self-reinforcing. 

 

Pool Base Curve 
APY 

CRV Boost 
(Convex) 

CVX 
Rewards 

Total APY IL Risk 

3pool 
(USDC/USDT/DAI) 

1–3% +6–13% +2–5% 9–21% 🟢 Near-zero 



THE DEFI INCOME PLAYBOOK  ·  iPro Decisions × Crypto Exponentials 52 

stETH/ETH ~4% (staking) +3–8% +1–3% 8–15% 🟢 Very low 
(stETH peg) 

FRAX/USDC 2–5% +5–11% +2–4% 9–20% 🟢 Near-zero 

crvUSD/USDC 3–7% +4–9% +2–4% 9–20% 🟢 Near-zero 

USDe/USDC 5–12% +3–8% +1–3% 9–23% 🟡 USDe 
depeg risk 

 

5.5  Managing Your Farms: The Weekly Routine 

A portfolio of three to five farms across two chains requires approximately two to three hours of 
weekly management - less with automation, more during market stress. The routine below is 
designed for a practitioner managing $20,000–$100,000 across Ethereum and an L2. 

 

Weekly Farm Management (Wednesday Routine - 90 Minutes) 

Step 1: CLAIM REWARDS (30 min): Log into each farm interface. Claim all pending rewards. Gas 
batch: Ethereum claims on same day to minimize gas (one block for multiple claims if protocols 
support it). L2 claims are cheap - claim individually. 

Step 2: SELL OR COMPOUND DECISIONS (20 min): For each claimed token: (1) Governance 
tokens with strong conviction (CVX, VELO, AERO) - hold or lock for voting; (2) Minor tokens with 
no conviction - sell to USDC immediately; (3) CRV - convert to cvxCRV if staying in Convex 
ecosystem, sell otherwise. 

Step 3: APY CHECK (15 min): Open defillama.com/yields. Filter to your current farms. Is each 
farm's current APY still above your target threshold? Set personal thresholds: e.g., "Exit any farm 
below 10% if there is a better alternative available." 

Step 4: HEALTH FACTOR CHECK (5 min): If you have any borrowed positions, confirm Health 
Factor is above 1.8. If below 1.8, add collateral or repay debt before anything else. 

Step 5: ROTATION SCAN (15 min): Scan the top 20 yields on DefiLlama filtered by your criteria. 
Flag any new opportunities. Add to next week's research list - never enter a new farm impulsively. 

Step 6: RECORD (5 min): Update your personal spreadsheet or Koinly with claimed rewards and 
their USD value at time of claim. This is your tax record. 

 

Chapter 5 Takeaways 

✅ Real farms generate organic revenue - the diagnostic is "would this work if the reward token 
went to zero?" 

✅ Velodrome on Optimism: 10–60% APY depending on participation level - bribe income in 
stablecoins is the prize. 

✅ Aerodrome on Base: Same mechanics as Velodrome - accessible via Coinbase's native Base 
withdrawal. 

✅ Convex: The most efficient stablecoin and LST yield path - 9–23% APY with one deposit and 
weekly claims. 
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✅ Weekly 90-minute routine: claim, sell/compound, APY check, HF check, scan, record. Discipline 
is the edge. 

5.6  Camelot Exchange: Arbitrum's Native Yield Ecosystem 

Camelot is the leading native DEX on Arbitrum, built with a dual AMM architecture that supports 
both standard volatile pairs and stable pairs in a single platform. Its unique feature for yield 
farmers is the spNFT (Special Position NFT) - a staked LP position represented as an NFT that 
can receive layered yield boosts from multiple protocol sources simultaneously. 

 

The Camelot yield stack works as follows: you provide liquidity, your LP position is represented as 
a spNFT, you lock the spNFT for a yield multiplier (locking for 6 months provides a 2.5× GRAIL 
emission boost), and your position simultaneously earns trading fees, GRAIL emissions, ARB 
incentives where applicable, and any additional protocol incentives from Camelot's launchpad 
ecosystem. 

 

Lock Duration GRAIL Boost 
Multiplier 

Flexibility Recommended For 

No lock 1.0× Exit any time Testing the protocol, short-term 
capital 

30 days 1.5× Moderate 
flexibility 

Confident in 30-day outlook, want 
boost 

90 days 2.0× Lower flexibility Medium-term conviction, meaningful 
boost 

180 days 2.5× Low flexibility High conviction, maximum emission 
capture 

365 days 3.0× (select pools) Illiquid for 
duration 

Long-term capital, maximum yield 

 

Deploying to Camelot on Arbitrum 

Step 1: Bridge ETH and USDC to Arbitrum using the official Arbitrum bridge or Across Protocol. 

Step 2: Navigate to app.camelot.exchange. Connect MetaMask on Arbitrum. 

Step 3: Click "Liquidity" → "Positions." Select a pool. The ETH/USDC pool consistently ranks 
among the highest volume on Arbitrum. 

Step 4: Add liquidity. Choose your fee tier (volatile: 0.3%, stable: 0.05%). You receive LP tokens. 

Step 5: Click "Stake" on your LP position. The interface converts your LP to a spNFT. 

Step 6: Choose your lock duration. A 90-day lock provides 2× GRAIL boost - the best efficiency 
point for most participants. 

Step 7: Confirm staking. Your spNFT now earns: trading fees (paid in USDC/ETH) + GRAIL 
emissions (at 2× boost) + any ARB incentives on the pool. 
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Step 8: Claim rewards weekly at app.camelot.exchange/positions. Sell or compound GRAIL rewards 
based on your conviction. 

 

5.7  The Compounding Effect: Why Frequency Matters 

The difference between manually claiming and reinvesting rewards weekly versus monthly has a 
more significant impact on realized yield than most practitioners appreciate. The mathematics of 
continuous compounding work in your favor when you act on them systematically. 

 

Base APY No Compounding 
(annual claim) 

Monthly 
Compounding 

Weekly 
Compounding 

Daily 
Compounding 
(auto-vault) 

10% 10.00% 10.47% 10.51% 10.52% 

15% 15.00% 16.08% 16.16% 16.18% 

20% 20.00% 21.94% 22.09% 22.13% 

30% 30.00% 34.49% 34.79% 34.86% 

50% 50.00% 60.10% 60.82% 61.03% 

 

The practical takeaway: at 20% base APY, weekly compounding adds 2.09% additional effective 
yield over annual claiming. On a $50,000 position, this is $1,045 per year in additional income 
purely from compounding frequency. Auto-compounding vaults (Beefy, Convex, Gamma) capture 
this benefit automatically. For manually managed positions, weekly claiming and reinvestment is 
the optimal frequency for most gas cost structures on L2 networks. 

 

Auto-Compounding Vaults vs. Manual Management 

The decision between a managed auto-compounding vault and manual LP management is 
primarily economic. The vault charges a management fee (typically 0.1–0.5% annually) in 
exchange for automated compounding, range rebalancing, and reward harvesting. The question is 
whether the marginal yield from manual optimization exceeds the vault fee plus your time cost. 

 

For positions under $25,000, auto-compounding vaults almost always win on a total economic 
basis when you account for time. The vault fee of 0.3% on a $20,000 position costs $60/year. If 
you spend 2 hours per week on manual management and value your time at $30/hour, you are 
spending $3,120 annually in time for a position where the yield difference is measured in 
hundreds of dollars. The math does not favor manual management below a threshold that varies 
by individual but is typically $50,000–100,000. 
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5.8  Due Diligence Before Every Farm: The Non-Negotiable 
Process 

The yield farming graveyard is populated almost entirely by participants who deployed capital 
based on APY alone. The number - 200%, 500%, 1,000% - bypassed every rational evaluation 
process and triggered a primal response: the fear of missing out combined with the allure of 
wealth. DeFi is unusual in that it makes this impulse extremely easy to act on - a few clicks and 
your capital is deployed. The counter-practice is non-negotiable: a structured due diligence 
process before every new farm, regardless of how compelling the APY looks. 

 

Evaluating Emission Schedules: The Most Overlooked Analysis 

Every protocol that pays rewards in its native token has an emission schedule - a predetermined 
or governance-controlled rate at which new tokens are created and distributed. Emission 
schedules are public information, usually available in the protocol's documentation or tokenomics 
section. Yet the majority of yield farmers never read them. 

 

The analysis is straightforward: if a protocol is distributing 10 million tokens per month in 
rewards, and the circulating supply is 100 million tokens, it is inflating its supply by 10% per 
month - 120% annually. For the reward token to hold its price, new buyers must absorb this 
inflation. If buyers do not materialize in sufficient quantity, the token price declines, reducing the 
real yield. This is the mechanism behind virtually every "APY collapse" in DeFi history: the 
protocol continued paying token rewards at the same rate, but the token price declined, making 
the APY in dollar terms a fraction of what the headline number suggested. 

 

Emission Analysis 
Step 

What to Check Acceptable Signal Warning Signal 

Monthly emission 
rate 

Total tokens 
distributed per month 

Declining curve - emissions 
scheduled to decrease 

Flat or increasing 
emissions with no halving 
schedule 

Inflation rate Monthly emissions ÷ 
circulating supply 

<5% monthly (60% 
annualized) maximum 

>10% monthly - token is 
being heavily diluted 

Emission duration How many 
months/years of 
emissions remain? 

Clear end date or declining 
tail 

Perpetual emissions with 
no schedule 

Buyer demand 
sources 

Who is buying the 
token, and why? 

Protocol revenue creates 
buyback pressure; 
governance rights have 
value 

Only buyers are new yield 
farmers - pure Ponzi 
dynamic 

Vesting schedule When do 
team/investor tokens 
unlock? 

Long vesting (3–4 years) 
with cliff 

Short vesting (<1 year); 
large team allocation 

 

The 48-Hour Rule 
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Never deploy capital into a new farm on the same day you discover it. This is a hard rule with no 
exceptions. The 48-hour cooling-off period exists for several reasons: it gives you time to find 
information you missed in the initial excitement; it allows you to see how the protocol responds to 
the first influx of capital (does APY collapse immediately, suggesting pool is too small for the 
capital interest?); and it breaks the emotional momentum of FOMO, which is the primary driver 
of poor farm selection decisions. 

 

During the 48 hours, complete the following: read the protocol's full documentation including 
tokenomics; check the protocol's social channels for any recent controversy or technical issues; 
search for any audit reports on Solodit.xyz or the protocol's own security page; check Immunefi 
for any open bug reports; look up the deployer address on Etherscan and see what other contracts 
they have deployed (malicious developers often have a trail). Forty-eight hours is enough time to 
do all of this. It is also enough time to watch the APY evolve as capital enters - a farm that starts at 
300% APY and drops to 40% in 24 hours was never offering 300% to latecomers. 

 

Position Sizing for New Farms 

Even after passing due diligence, new farms should receive only a small initial allocation - 
typically 1–3% of your total portfolio. This serves two purposes. First, it limits your loss if the 
farm fails despite passing your checks. Second, it gives you real experience with the protocol - 
how the interface works, how rewards accrue, what the actual yield looks like versus the estimated 
APY - before committing significant capital. Think of the initial allocation as paying for an 
education. If the farm performs as expected for 30 days, you can increase your allocation with 
earned confidence rather than blind trust. 
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CHAPTER SIX 

Borrowing, Leverage and Recursive 
Yield 

Using On-Chain Credit to Amplify Income Without Selling Your Assets 

Level: Intermediate–Advanced · $10,000+ · Daily monitoring required 

You just read the foundation. Here is what comes next. 

Chapters One through Five gave you the mechanics: your first wallet, your first yield position, 
stablecoins earning 8–16% without price risk, ETH staking stacked with Curve and Convex, and 
the discipline to separate real farms from inflationary traps. 

That is the floor. The full book is the building.  

     [Get the complete DeFi Income Playbook & Bonuses Here] 

What you do not have yet: 

In Chapter Six you will borrow against your holdings to deploy capital you do not own into yield 
strategies - positive carry, executed safely with automated health factor management. Chapter 
Seven teaches you to earn 15–35% APY with zero directional market exposure, regardless of 
whether ETH goes up or down. Chapter Eight shows you how to collect weekly premium income 
by selling options on assets you already hold. 

Chapters Nine through Fifteen take you further: on-chain analytics to find opportunities before 
the crowd, multi-chain deployment across Arbitrum, Base, Optimism, and Solana, advanced 
composability stacks used by institutional treasury managers, a complete tax and compliance 
framework across seven jurisdictions, and four portfolio blueprints calibrated to your exact 
capital size - from $1,000 to $200,000+. 

The book closes with two full case studies tracking a $50,000 portfolio across twenty-four 
months. Every position, every strategy adjustment, every monthly return — documented in detail 
so you can see exactly what disciplined DeFi income generation looks like across a complete 
market cycle. 

A 54-term glossary, a master reference for 26 live protocols, an emergency exit 
checklist, and a guide to staying current as the ecosystem evolves are included in the 
appendices. 

You have read the first 20% of the book. The strategies that generated the most income — basis 
trading, leveraged staking, governance bribe income, options vaults, and RWA yield — are in the 
remaining 80%. 

Everything in the full edition is step-by-step, protocol-specific, and executable 
today. 

     [Get the complete DeFi Income Playbook & Bonuses Here] 

https://earnsideincome.net/defi/
https://earnsideincome.net/defi/
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APPENDIX 

…….. 

E.3  When Protocols Change: What to Check 

DeFi protocols are not static. Governance votes regularly adjust collateral factors, emission 
schedules, fee splits, and supported assets. When a protocol you use makes a significant change, 
run through this checklist within 48 hours: 

 

Change Type What to Verify Potential Impact on You 

Collateral factor 
change 

Your Health Factor on Aave / 
Compound / Morpho 

HF may compress if your collateral factor is 
reduced - may need to repay 

Interest rate model 
update 

New borrow and supply rates 
at current utilization 

Your borrow cost or supply yield changes 
immediately 

Emission schedule 
change 

New weekly reward rate for 
your farm or LP position 

Real yield on your position changes - may trigger 
rotation 

Fee structure change New trading fee or protocol 
fee on DEX you LP in 

Fee income per unit of TVL changes - recalculate 
your projected APY 

Smart contract 
upgrade (proxy) 

New implementation address 
and audit report 

Verify new code is audited; check for any 
behavioral changes 

Governance 
emergency 

Any action taken under 
emergency governance 
powers 

Assess whether position is still safe; consider 
temporary exit 

 

E.4  Annual Review: Reassessing Your Strategy 

The DeFi landscape of 2026 will be meaningfully different from 2025, and 2027 different again. 
Strategies that are optimal today - specific veToken plays, basis trade venues, LST yield stacks - 
will evolve as protocols mature, competitors emerge, and regulatory clarity develops. An annual 
strategic review keeps your approach calibrated to the current landscape rather than the one that 
existed when you first read this book. 

 

On the first business day of each calendar year, set aside two hours to answer these questions: 
Which of my current protocols have grown stronger or weaker over the past year? Have any of the 
yield mechanisms I rely on been disrupted by competition or governance changes? Are there new 
protocols or strategies that have demonstrated 12+ months of reliable performance that I should 
incorporate? Has my risk tolerance or capital base changed enough to warrant a different 
blueprint? What were my three biggest learning experiences from the previous year, and what 
changes do they suggest? 
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The DeFi practitioner who asks and honestly answers these questions annually will stay ahead of 
the curve - not because they predicted every development, but because they built the habit of 
systematic reassessment that adapts to whatever the curve produces. 

 

Final Word 

The protocols will change. The strategies will evolve. The yields will fluctuate. 

What will not change: the economic logic of lending to borrowers, making markets for traders, 

and being compensated for the financial services you provide on-chain. 

Master the logic, learn the tools, manage the risk - and stay curious. 

The blockchain is still early. So is your opportunity. 
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