Aave Labs Report

What is Aave Labs?

e Aave Labs is the organization behind the Aave protocol, one of the most prominent
decentralized finance (DeFi) lending platforms. (aave.com)

e The company is led by Stani Kulechov, one of the founders of Aave (originally
ETHLend). (aave.com)

e Aave Labs builds “trusted products that individuals, enterprises, and institutions rely on,”
and it operates both permissionless DeFi and regulated services. (aave.com)

Key Areas of Focus and Operations

1. DeFi Lending Protocol (Aave Protocol)
a. Aave is one of the largest lending and borrowing platforms in DeFi. Users deposit
crypto to earn interest or borrow crypto against collateral. (21Shares)
b. It supports many different blockchains (multi-chain), making its liquidity widely
distributed. (21Shares)
c. The native token AAVE is used for governance and risk-management
mechanisms. (21Shares)
2. Modular Upgrade: Aave V4
a. Aave Lab’s roadmap includes V4, which introduces a “modular hub-and-spoke”
architecture to make liquidity more efficient and risk management more flexible.
(Alnvest)
b. Features include:
1. Liquidity Hubs — pools where capital is aggregated.
il. Spokes — customizable markets for different risk profiles.
1ii. Reinvestment Module — deploys idle liquidity into strategies to earn yield.
(Alnvest)
c. They are also redesigning liquidation mechanisms, including “health-targeted”
liquidation to minimize collateral damage during liquidations. (Alnvest)
3. Stablecoin: GHO
a. Aave Labs launched GHO, an over-collateralized stablecoin. (21Shares)
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b.

Unlike some stablecoins where interest goes to liquidity providers, in GHO’s
model, Aave DAO receives the borrow interest, which supports the protocol’s
sustainability. (21 Shares)

GHO is integrated deeply into Aave’s lending markets and future plans (e.g., in
V4). (Alnvest)

4. Institutional Products — Horizon

a.

b.

C.

Aave Labs has launched Horizon, a platform designed for institutional users.
(PYMNTS.com)

Horizon enables borrowing/lending against tokenized real-world assets
(RWAs). This bridges traditional finance (TradFi) with on-chain DeFi.
(PYMNTS.com)

By allowing RWASs as collateral, institutions can use real-world, regulated
financial products (e.g., tokenized funds) in DeFi. (PYMNTS.com)

5. Regulated Fiat / Stablecoin On- & Off-Ramps (“Push”)

a.

Aave Labs has a service called Push, via a subsidiary (Push Virtual Assets
Ireland), that is regulated under MiCAR (EU Markets in Crypto-Assets).
(aave.com)

They received CASP (Crypto-Asset Service Provider) authorization from the
Central Bank of Ireland, enabling zero-fee on- and off-ramps for stablecoins like
GHO across the European Economic Area (EEA). (Yahoo Finance)

This regulated access bridges fiat (euros) to on-chain stablecoins, making DeFi

more accessible for European users in a compliant way. (CryptoniteUae)

Impact on the Cryptocurrency / DeFi Industry

1. DeFi Leadership & Market Share

a.

Aave is one of the dominant lending protocols in DeFi. According to recent
research, its TVL (Total Value Locked) and market share have grown
significantly. (21Shares)

Its innovations (flash loans, rate switching, Aave markets) have helped set the
standard for lending/deposit protocols.

2. Bridging TradFi & DeFi

a.

With Horizon and its RWA strategy, Aave Labs is enabling institutional adoption
of DeFi by allowing real-world assets to be collateralized on-chain. This is a key
bridge for finance to move into DeFi.

This also increases the potential volume and stability of capital flowing into DeFi,
since institutional money tends to be more stable than purely retail crypto
holdings.

3. Regulatory Innovation
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a. By obtaining MiCAR authorization in Europe, Aave Labs is among the first
major DeFi-native companies to operate under a regulatory framework while
offering valuable stablecoin infrastructure. (aave.com)

b. The “zero-fee” ramp service via Push is particularly notable — it challenges
traditional fiat-to-crypto on-ramps that often charge substantial fees. (Yahoo
Finance)

c. This positions Aave as a serious DeFi infrastructure provider in regulated
markets, not just as a “permissionless lending protocol.”

4. Sustainability via Tokenomics

a. The design of GHO (stablecoin) where the protocol collects all borrowing interest
helps sustain Aave’s economic model long-term.

b. Upcoming tokenomics changes (proposed) may further strengthen the protocol’s
financial health, such as redistributing revenues, implementing safety systems,
and buyback mechanisms. (Note: see community proposals.) (Reddit)

5. Improved Liquidity & Risk Architecture

a. With the V4 upgrade, Aave could significantly improve how liquidity is used (via
hubs) and how risk is managed (via spokes with tailored risk parameters). This
could make markets more efficient and safer.

b. More efficient liquidity means less fragmentation, potentially lowering slippage
or increasing capital efficiency for both lenders and borrowers.

Challenges and Criticisms

¢ Regulatory Risk: Although Aave is innovating with MiCAR compliance, regulatory
frameworks remain complex and differing globally; navigating them while maintaining
decentralization is non-trivial.

¢ Smart Contract Risk: As with any DeFi protocol, Aave is subject to bugs and protocol
risk. Liquidation mechanisms especially can be very sensitive during market stress.
Academic research has raised concerns (e.g., “toxic liquidation spirals™). (arXiv)

e Centralization vs. Decentralization Tension: As Aave Labs builds more regulated and
institutional-facing infrastructure, there’s a potential tension: how to maintain the
decentralized ethos while growing a regulated business.

e Adoption Hurdles: While Horizon and GHO are powerful, real-world adoption —
especially by traditional finance institutions — may take significant time, capital, and
trust.
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Why Aave Labs Matters (Bottom Line)

Innovation Leader in DeFi: Aave Labs has been central to DeFi’s growth, pioneering
lending, flash loans, and novel token models.

Bridge for Mainstream Finance: Through regulated services (Push) and institutional
products (Horizon), Aave Labs is helping DeFi evolve beyond “crypto-native users” to
mainstream and institutional adoption.

Sustainable Protocol Economics: With GHO, modular architecture, and tokenomic
design, Aave is building a protocol that can scale and sustain itself beyond speculative
cycles.

Regulatory Pioneer: By navigating MiCAR and building compliant infrastructure, Aave
Labs is helping define what a regulated-but-decentralized future of finance could look
like.
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