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Liquid staking derivatives (LSDs) are a rapidly growing innovation within the

decentralized finance (DeFi) ecosystem, offering users new ways to earn rewards on

their crypto holdings. Traditionally, staking involves locking up tokens to help secure

a proof-of-stake (PoS) blockchain network and, in return, earn staking rewards.

However, staked assets typically become illiquid and cannot be used elsewhere until

the lock-up period ends. Liquid staking derivatives solve this problem by allowing

users to stake their tokens and simultaneously receive tokenized representations of

their staked assets. These derivative tokens, often referred to as staked tokens (such as

stETH for staked Ether), can be traded, used as collateral, or deployed in other DeFi

protocols while still accumulating staking rewards. This innovation greatly enhances

the capital efficiency of PoS networks. Leading protocols like Lido, Rocket Pool, and

Stader enable users to participate in liquid staking across major blockchains. For

example, staking ETH in Lido provides users with stETH, which mirrors the value of

the underlying staked ETH and can be traded or utilized in DeFi applications. This

system allows users to maximize yield by generating returns both from staking

rewards and from other DeFi activities. While liquid staking derivatives offer multiple

benefits, they also introduce risks, such as smart contract vulnerabilities, fluctuating

token prices, and regulatory uncertainties. Additionally, widespread adoption could

impact network decentralization by concentrating voting power in a few large

protocols. Nonetheless, liquid staking has unlocked new opportunities for DeFi users

and is seen as a pivotal advancement for the PoS ecosystem. By merging liquidity and

staking rewards, LSDs are reshaping how users interact with blockchain networks and

expanding the potential of decentralized finance.
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