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Abstract: Yield farming has become one of the most popular DeFi mechanisms for passive
income generation, but its speculative nature, declining returns, and general misunderstanding
have led to long-term negative consequences for blockchain's reputation. This paper explores the
fundamental differences between yield farming, liquidity pooling, staking, and token locking. It
identifies how misconceptions have undermined confidence in decentralized finance and proposes
a long-term vision centered on sustainable mechanisms like liquidity pooling.
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1. Introduction
Decentralized Finance (DeFi) has revolutionized traditional financial mechanisms by enabling
peer-to-peer transactions and rewards without intermediaries. However, the popularity of short-
term strategies like yield farming has created illusions of guaranteed profits and stability,
misleading new users and jeopardizing the trust in blockchain infrastructure.

2. Yield Farming: A Short-Term Vision
Yield farming refers to the strategy of shifting crypto assets across DeFi platforms to maximize
returns. These returns often come in the form of governance or reward tokens, leading to high
APYs that attract speculative investors.

e Relies on inflationary reward models

o Highly volatile returns

e Attracts short-term, non-committed liquidity
Referencing a famous quote from Nana Patekar's movie Krantiveer, "Aaj to main tumhe bacha
loonga, kal tumhe kaun bachayega?" — Yield farming says, "Today, I’ll give you high returns, but
who will save you tomorrow when APY crashes?"
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3. Liquidity Pooling: A Sustainable Framework
Liquidity pooling involves locking tokens into smart contracts to facilitate decentralized trading
and earn a share of transaction fees. It is more stable, rooted in actual protocol usage, and
incentivizes long-term participation.

e Generates fees from actual trading volume

e Encourages long-term liquidity providers

e Less volatile than yield farming
Liquidity pooling is often overshadowed by yield farming hype, though it represents the true
economic backbone of DeFi platforms.

4. Misinterpretations and the Harm to Blockchain Reputation
Because many users encounter liquidity pools via yield farming incentives, they incorrectly
associate all DeFi income mechanisms with speculative volatility. When returns decline or risks
materialize, blame is placed on the underlying blockchain technology, not on the faulty investment
strategies.

e Users abandon platforms due to unsustainable returns

e Trust in smart contracts and decentralized finance erodes

e Liquidity dries up when speculative rewards end

5. Staking vs Yield Farming
Staking is often mistaken for yield farming, though it serves a protocol-level purpose.

Feature Staking Yield Farming

Purpose Securing PoS blockchain|Chasing highest returns

Rewards  |Network-generated Token-based/APY-driven

Risk Low to moderate High due to volatility and impermanent loss

Lock period|[Flexible with unbonding || Varies, often short-term

6. Locking vs Staking
Locking refers to the act of freezing tokens for protocol-specific benefits (e.g., governance),
without necessarily earning passive income.

‘Feature HLocking ”Staking ‘
‘Purpose HCornpliance, vesting, govemance”Network validation ‘
‘Reward HNot guaranteed ”Guaranteed by network ‘
‘F lexibilityHNo early withdrawal ”Some flexibility depending on protocol‘
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7. Comprehensive Comparison Table
To clarify the distinctions between these mechanisms, the following table provides a side-by-side
comparison:

Licuidit
Feature Yield Farming P(l:(l)lllil:li; y Staking Locking
Purpose Maximize short-term|[Provide liquidity|Secure  blockchain||Protocol-specific
u . S .
P token rewards for DEXs via validation participation
Medi High
. High (impermanent loss, edium Low to moderate %g (no
Risk - (depends on . withdrawal
volatility) (slashing risk) ot
pool) flexibility)
Governance/reward . Protocol staking||Often  none  or|
Return Source Transaction fees . .
tokens rewards project-specific
_ ) D d Protocol-d dent || . .
Lock Period Flexible/short-term cpenas ompre OCO. eper.l en Rigid, predefined
protocol unbonding period
‘Sustainability HLOW HHigh ”High ”Varies ‘
‘Volatility HVery High HLow to Moderate”Low ”None ‘
Speculation
Y N N N
Driven ° © © ©
E
fleourages No Yes Yes Sometimes
Long-Term

8. Psychological Impact of Misconceptions
Short-term greed, misinformation on social platforms, and a lack of DeFi education are the primary
reasons for mass adoption of risky yield strategies.

e Overhyped APY screenshots create unrealistic expectations

o Herd behavior and FOMO distort decision-making

o Education is the missing layer in blockchain adoption

9. Conclusion and Future Direction
It is imperative for developers, educators, and investors to distinguish between these mechanisms
clearly. Yield farming may attract attention, but liquidity pooling, staking, and well-structured
locking mechanisms are the pillars of a stable DeFi future.
Educational initiatives, better UX separation of features, and protocol-level reforms can ensure
users understand what they're participating in — and why.
Blockchain success lies not in speculative hype but in sustainable participation.
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