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Chapter 1 Market Opportunities and 

Shortcomings in DeFi Asset 

Management  

Among DeFi building blocks, DeFi Asset Management (“DeFi AM”) has not drawn much 

attention. But it has great development potential to fulfils two major needs. 

1. As DeFi modules gradually mature, if DeFi investors would like to better manage 

crypto assets and enhance risk-adjusted returns, there are many options, including 

the following (“DeFi Modules – From the Perspective of Investor Demand”, 

No.94/2020): 

a. Access to stable returns such as savings and staking, 

b. Switching risk exposure such as DEX, especially AMM, 

c. Increasing risk exposure, including DeF lending, DeFi leveraged long and 

short, DeFi futures and forwards, 

d. Non-linear risk exposure, such as DeFi options, and  

e. Tokenization of risk exposure 

With multiple options, DeFi investors will have asset allocation needs. This requires 

accurate evaluation of risks and returns on various kinds of DeFi projects, in order 

to develop fit-for-purpose asset allocation tools. 

2. DeFi investment infrastructure is not comprehensive and user experience needs to 

be improved. Based on the division of labor in the society, when non-professionals 

become DeFi investors, they need professional teams or tools to help them 

manage crypto assets and participate in DeFi through entrusted investment. 

Greyscale’s BTC trust is an example that helps institutional investors desiring for 

BTC exposure while priviate key management is not needed.  

 

Both above can be achieved in a centralized way. For example, some crypto funds heavily 

invest in DeFi. However, decentralized DeFi AM, together with smart contracts and token 

economics design, can better meet DeFi investor demand in a self-organized and self-

evolving way. Recently, Yield Harvesting and Yield Farm have become popular, revealing 

the potential of DeFi AM. However, existing practices are driven by bottom-up market 

innovations, lacking systematic thinking on DeFi AM design. Hence it cannot unlock its full 

potential.  
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Chapter 2 The Design Framework of 

DeFi Asset Management   

Next, we discuss four key aspects of the design framework of DeFi AM: 1) collective 

investment, 2) entrusted investment, 3) the relationship between investors and fund 

managers, and 4) the process of fund raising, investment, portfolio management and exit.  

 

1. Collective investment 

DeFi AM can achieve the following benefits as collective investment. 

1. The scale effect. DeFi AM serves multiple investors at the same time. They can 

share the investment infrastructure as well as the system development and 

maintenance costs. 

2. Effective diversification by investing in multiple projects. 

3. Access to the opportunities of investing in high-quality projects, with the scale 

advantage. 

4. Collective wisdom under the self-governance mechanism in the community. 

As collective investment, DeFi AM products use TVL (that is, total value locked) to 

demonstrate their commercial value and growth performance. 

 

2. Entrusted investment 

As investment requires professionalism, entrusted investment is likely the most difficult part 

to decentralize in DeFi AM. There are various mechanisms for consideration.  

1. A centralized professional institution (usually a DeFi asset manager) makes 

investment decisions for investors. Its basis is to accurately calculate the yields of 

different DeFi projects and assess their risk-return characteristics. “DeFi 

Investment Return Calculation – An NAV-based Approach” (No.10/2021) provides 

an analysis approach.  

2. The algorithm makes investment decisions for investors. This is the application of 

robo-advisory in DeFi investment. Due to limited on-chain storage and computing 

power, such algorithm is mainly run off-chain. There is no conclusion on which 

algorithm DeFi robo-advisory should adopt. For example, is the mean-variance 

model applicable? But there is no doubt that it is an area worth paying attention to. 

3. Decentralize the decision-making process. For example, investment decisions are 

made via community voting or based on KOL opinions. This is the application of 

the investment committee mechanism and KOL-led investment in DeFi. DeFi AM 
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can be integrated with social media, like Robinhood and r/wallstreetbets in 

GameStop.  

 

Entrusted investment differs a lot in the primary and secondary markets. If the DeFi project 

has a mature business model and a liquid secondary market for its token, investment 

decisions are more likely to be quantified and executed by algorithm. If the DeFi project is 

still at a nascent stage with no token issued, centralized institutions, investment 

committees or KOLs are more suitable to assess the prospect and the risks of such early-

stage project. Meanwhile, the valuation adjustment mechanism (VAM) can also be 

introduced with the DeFi project team. 

 

3. The relationship between investors and fund managers 

In mainstream finance, there are fund managers and investors in both mutual funds in the 

secondary market and PE/VC in the primary market. The profit allocation mechanism and 

the balance of power between the two parties need to be designed carefully. In general, 

key points are as follows: 

1. Investors are principals while fund managers are agents. Principals provide 

investment guidelines and agents take charge of the execution.  

2. Fund managers make discretionary decisions within the scope of the investment 

guidelines. However, in some markets (e.g. PE market in China), investors may 

intervene the investment decision-making process.  

3. Investors pay fees to fund managers. Fund managers are rewarded with additional 

bonus for outstanding performance.  

4. In order to align the interests of principals and agents, investors may require fund 

managers to invest their own money in the fund, or offer performance bonus (e.g. 

carried interest in PE) to fund managers when the return exceeds a certain hurdle 

rate.   

 

In mainstream finance, investors own unit shares in funds but liquidity can vary significantly 

between funds. ETF is the most liquid fund. Mutual funds investing in equities and bonds 

can be redeemed by submitting requests to fund managers. Redemption of hedge fund 

shares faces more restrictions. Although there exists a secondary market for PE and VC 

(that is, the LP interests), the liquidity is much lower with poor pricing efficiency. 

 

Key differences between asset management in DeFi and in the mainstream financial 

market are: 

1. DeFi deemphasizes the role of fund managers, which are usually replaced by 
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smart contracts. Investor’s capital / AUM is represented as smart contract’s TVL.  

2. The “dual-token” structure may emerge. One token (the “investor token”) 

represents the shares owned by investors while the other (the “manager token”) 

represents the rights of fund managers (such as the governance token in liquidity 

mining). The investor token corresponds to NAV of the fund while the manager 

token corresponds to the management fee and performance bonus. 

3. Both investor and manager tokens can be traded in the secondary market. 

However, during the ownership transfer process, reasonable pricing is required 

based on the fund’s NAV, management fee, and performance bonus. 

Note that, in some DeFi AM projects, there may be only investor tokens but no manager 

tokens. Investors vote, based on their shares of tokens, to perform the role of fund 

managers. 

 

4. The process of fund raising, investment, portfolio 

management and exit 

Similar to mainstream finance, DeFi AM also has the four processes – fund raising, 

investment, portfolio management and exit. But each process has its special features.  

1. Fund raising 

Investors transfer crypto assets into the Vault’s address of DeFi AM funds, 

becoming part of TVL, and, in return, receive the investor tokens. If the intrinsic 

value of the investor token can be accurately calculated, in theory, DeFi AM funds 

can be always open for new capital. In other words, investors can inject capital into 

DeFi AM funds anytime based on their demand and the token’s intrinsic value, and 

receive the corresponding amount of investor tokens. 

2. Investment  

DeFi AM’s TVL can be invested in DeFi projects. As explained previously, decisions 

can be made by centralized institutions, via algorithm, or in a decentralized way. 

3. Portfolio management 

Similar to the investment process, DeFi AM’s portfolio management also has the 

same three available mechanisms. If there is a primary market, the decentralized 

mechanism can be combined with VAM.  

4. Exit  

If the DeFi AM fund exits in the portfolio projects and cashes out, it can return the 

proceeds to investors as a repayment of principal. Payments can be made through 

repurchasing and burning the investor tokens in the secondary market, or by 

making transfer to the addresses holding the investor tokens. 

With a secondary market for the investor token, investors can transfer the tokens 
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held on hand, which is also a way to exit. But it does not result in principal 

repayment from the DeFi AM fund. In other words, unlike traditional funds, there 

can be no duration limit on DeFi AM funds. It can be permanent capital or evergreen 

funds.  

 

If the manager token is introduced in DeFi AM funds, we need to consider the impact of 

the token on the four processes. First, during fund raising, the manager token can be 

awarded to investors making significant contributions. Second, during the investment and 

portfolio management processes, manager token holders can participate in the community 

governance via voting. Lastly, during exit, some portion of investment returns need to be 

paid to manager token holders as the management fee and performance bonus. Note that 

the allocation of the manager tokens and the embedded rights of returns and governance 

require comprehensive design.  

 

5. Summary 

From the above discussion, we can see that, although a design framework exists for DeFi 

AM, there is flexibility in many processes.  

1. DeFi AM funds can be always open for new capital, without duration restrictions, 

closer to permanent capital and evergreen funds. 

2. The “dual-token” structure can be introduced in DeFi AM. The investor token 

represents the unit share owned by investors while the manager token represents 

the rights of fund managers. There can also be only the investor token, and 

investors vote to perform the role of fund managers based on their token holdings.  

3. Both investor and manager tokens can be traded in the secondary market based 

on their respective intrinsic value. 

4. Investment returns can be automatically distributed between investor and manager 

tokens based on the agreed terms by accurately calculating the NAV of each DeFi 

AM fund unit. The return for the manager token comes from the management fee 

and performance bonus. When distributing returns to the two tokens, it can be done 

via repurchasing and burning tokens in the secondary market, or by making 

transfer to the addresses holding the tokens. 

5. There are three mechanisms applicable for both investment and portfolio 

management processes – by centralized institutions, via algorithm and in a 

decentralized way. If a centralized approach is adopted, manager token holders 

can vote to participate in community governance. If there is a primary market for 

DeFi AM, the decentralized mechanism can be combined with VAM. 

6. DeFi robo-advisory and the integration of DeFi AM and social media are two areas 

6 



HashKey Group 2021 数字资产行业回顾: 监管篇 

 

 

Blockchain Research No.132: The Design Framework of DeFi Asset Management 

 

worth paying attention to. 

7. TVL shows the commercial value and growth performance of DeFi AM. It is a key 

indicator to be considered when designing relevant mechanisms for DeFi AM 

products. 
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Chapter 3 Difficulties in DeFi Asset 

Management Design 

Section 2 discusses the design framework of DeFi AM from four aspects. In a decentralized 

environment, DeFi AM faces several challenges and we will cover three in this section: 1) 

calculation of the intrinsic value of the investor and manager tokens, 2) issuance of the 

manager token and its embedded rights of returns and governance, and 3) VAM for primary 

market investment. 

 

1. Calculation of the intrinsic value of investor and manager 

tokens 

In theory, the following relationship always holds true. 

NAV of the DeFi AM product = total intrinsic value of the investor token + total 

intrinsic value of the manager token 

 

The first step is to calculate the NAV of the DeFi AM products. We can leverage the 

approach introduced in “DeFi Investment Return Calculation – An NAV-based Approach” 

(No.10/2021). There are two key challenges: 1) if some capital in the DeFi AM funds are 

allocated to AMM as the LP, quantifying impermanent loss needs to be considered; and 2) 

DeFi AM funds are likely to invest in multiple tokens, which requires oracles to provide 

quotations of exchange rates to convert the prices into USD, BTC or ETH.   

 

With the NAV data of DeFi AM funds, the management fee and performance bonus can be 

calculated based on agreed formulas and paid according to the agreed terms. Relevant 

calculation and payments can be executed by smart contracts, representing agreements 

with coding to reduce human intervention and disputes. This reflects the right of returns for 

fund managers, forming the basis of manager token’s intrinsic value. However, similar to 

AMM’s governance token, the price of the manager token may deviate from its intrinsic 

value for two main reasons. First, it is difficult to price the right of governance for the 

manager token. It is highly affected by market sentiment, investor confidence and liquidity 

depth. Second, the manager token is not the claim on DeFi AM’s underlying assets, and 

thus cannot be linked to the value of the underlying assets through investor’s investment 

and redemption behaviors. But, generally speaking, the overall market cap of the manager 

token still reflects the market’s view on the valuation of the DeFi AM fund, like the market 

cap of BlockRock. It means a lot to the development of DeFi AM.  
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After deducting the management fee and performance bonus from DeFi AM’s NAV, the 

remaining is the intrinsic value of the investor token. The investor token represents the 

claim on DeFi AM’s underlying assets and is linked to the value of the underlying assets 

through investor’s investment and redemption behaviors. Theoretical intrinsic value 

calculation provides an important reference for the issuance, redemption and trading of the 

investor token. This is similar to the case of Ethereum 2.0 staking, where the certificate of 

deposit includes the staking yield, and its theoretical value can be a reference for trading 

such certificate. (Refer to “DeFi’s Theory of Interest” (No.74/2020) for details). 

 

2. Issuance of the manager token and its embedded rights of 

returns and governance 

Manager tokens can be distributed based on the labor voucher mechanism (“The 

Implications of Labor Voucher System on Token Economics” No. 8/2020)), as rewards to 

the following community members contributing to DeFi AM: 

• The initiator and development team of DeFi AM funds, 

• Early investors, cornerstone investors and major investors of DeFi AM funds, 

• Centralized institutions that support investment decision-making and portfolio 

management for DeFi AM funds, the development and maintenance team of the 

robo-advisory algorithm, members of the investment committee (can be elected by 

voting), or KOLs who successfully recommend investment projects (esp. projects 

in the primary market), and 

• Community members providing professional services for DeFi AM funds such as 

providing supports for the intrinsic value calculation of the investor and manager 

tokens. 

 

Under the labor voucher mechanism, there is a defined incentive system in the DeFi AM 

community, including what types of contributions should be rewarded, how to evaluate the 

contributions, and how to link contributions with labor vouchers. There may or may not be 

a hard cap for the manager token.  

 

As explained previously, manager token’s right of returns is represented as the 

management fee and performance bonus and its right of governance is exercised to decide 

investment strategies, asset allocation and specific project investment through voting. If 

we only look at manager token’s right of governance, it is essentially a decentralized 

autonomous organization (DAO). 
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3. The valuation adjustment mechanism for primary market 

investment 

DAICO’s logic can be referenced to for VAM (“Analysis on DAICO” (No.4/2020)). Also, 

considering the features of DeFi projects, we introduce the following example of VAM.  

Use n  to represent the total amount to be raised by a DeFi project in the primary market 

(assuming it is denominated in ETH) and the capital is paid in two batches 1 2n n n= +
: 

• After manager token holders pass the investment proposal through voting, DeFi 

AM’s vault injects 1n  units of ETH to the project and, in return, receives 1p  units 

of project tokens from the project team, becoming part of DeFi AM’s TVL. This is 

the initial investment.  

• If within a period of time T  after the initial investment, the DeFi project’s TVL is 

always above a target level of tgt  within time t , the vault will inject 2n  units of 

ETH to the project and, in return, receives 2p   units of project tokens from the 

project team, also becoming part of DeFi AM’s TVL. This is the investment made 

under VAM.  

• There is an American option embedded in VAM. Such option is automatically 

executed by smart contracts, minimizing human intervention. In addition, it requires 

an oracle that is trusted by the community to write the project’s TVL onto the public 

blockchain.  
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Disclaimer 
The information contained in this document has been compiled by HashKey Group (as defined below) 

from sources believed to be reliable, but no representation or warranty express or implied is made 

by HashKey Group, its affiliates or any other person as to its fairness, reasonableness, reliability, 

accuracy, completeness or correctness. All illustrations, examples or forward-looking information (if 

any) contained in this document have been provided in good faith for illustrative purposes only as of 

the date of this document, and are not intended to serve as, and must not be relied upon as, a 

guarantee, an assurance, a prediction or a definitive statement of fact or probability. Whilst efforts 

are made to ensure the accuracy and completeness of the information contained in this document 

at the time of publication, errors or omissions may occur. Past performance is not a guide to future 

performance, future returns are not guaranteed, and a loss of original capital may occur. HashKey 

Group reserves the right to correct any errors or omissions, and to change or update information at 

any time without prior notice. 

 

Each legal jurisdiction has its own laws regulating the types of investments and/or services which 

may be offered to its residents and/or in its jurisdiction, as well as the process for doing so. As a 

result, certain investment products or services discussed in this document may not be eligible for 

sale or offered in some jurisdictions. This document is not an offer to sell or a solicitation of an offer 

to purchase any investments or services. Unless otherwise specified, HashKey Group does not hold 

itself out to be licensed to carry on regulated activities in any jurisdiction. Additionally, providing this 

material is not, and under no circumstances should be construed to act as a regulated business in 

any jurisdiction by any person or company that is not legally permitted to carry on such regulated 

business in that jurisdiction. 

 

Nothing in this document constitutes legal, accounting, or tax advice, and you are advised to seek 

independent legal, tax and accounting advice prior to acting upon anything contained in this 

document. The contents of this material have not been reviewed by any regulatory authority. 

Investors are advised to exercise caution in relation to any investments or services in relation to this 

document. If you are in doubt about any of the contents of this material, you should obtain 

independent professional advice. 

 

To the full extent permitted by law, neither HashKey Group nor any of its affiliates accepts any liability 

whatsoever for any direct or consequential loss arising from any use of this document or the 

information contained herein. No information contained in this document may be reproduced or 

copied by any means without the prior written consent of HashKey Group. 

 

“HashKey Group” is a brand name to describe any one or more entities of the group companies 

composed of HashKey Digital Asset Group Limited and its Affiliates. 
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About 
HashKey Group is Asia’s leading end-to-end digital asset management and finance house. 

Headquartered in Hong Kong and with operations in Singapore and Tokyo, HashKey 

Group empowers institutional investors to capture high-potential investment opportunities 

in digital assets and blockchain technology. The company’s core businesses include a 

proposed digital asset exchange, a full-service brokerage platform, an institutional-grade 

custody service and a venture capital fund invested in blockchain companies and digital 

asset projects globally. 

 

HashKey provides unparalleled access to blockchain research, developers, and 

technologies. HashKey also has extensive partnerships with leading FinTech ventures, 

academic institutions, and industry associations. 

 

With a top senior leadership team bringing decades of investment and trading experience, 

strong business execution and deep market insights, HashKey has a firmwide commitment 

to upholding the highest compliance and regulatory standards in the digital assets 

economy. 

 

For more information 
www.hashkey.com 

contact@hashkey.com  
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