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Abstract / Executive Summary

Having an initial interest in new technologies and in particular in blockchain
technology, we discovered this year the world of WEB3, an ecosystem that
encompasses all the decentralized companies (DApp) located on public
blockchains. While learning about this technology and this environment, we
progressively noticed a certain theoretical and academic void concerning the
study of the business strategies of companies evolving in this domain.

Indeed, this is a new and very specific environment, which does not meet the
classical concepts of business strategy as we know them today.

Thus, we decided to structure our thesis around this issue in order to address
the following research question : What is the impact of the WEB3 specificities
on the strategies of the companies that evolve in it?

Having hardly found any literature on the subject, we mainly conducted a
quantitative and qualitative study through surveys and several interviews of the
different stakeholders in the creation of a DApp.

We then classified and analyzed the several types of strategies specific to
DApps: the internal organization of the companies, the technological choices,
the financing options, the governance decisions, and finally the issue of
community development.

This has allowed us to identify several findings that constitute strategic
guidelines or keys to understand and apprehend WEB3 correctly. Among them,
we can mention the importance of understanding the ideology of the
decentralized web, the value of technology, the implementation of a two-speed
strategy, and finally, the need to attempt to widen the market as much as
possible.

If they are taken into account, they should allow to understand the strategic
challenges of the WEB3 today and therefore increase the chances of success

for someone creating his business in this environment.



I. Introduction to the subject of the thesis

1) The subject of the decentralized economy and why it is relevant

Our master's thesis topic focuses on the strategies of companies in the
decentralized economy called WEB3. A decentralized economy can be defined
as a type of economy in which no single decision-making center imposes its
objectives or rules on the other actors of the economic activity (Ethereum,
2022). Our current traditional economy, on the other hand, is centralized.
Buying a house requires a notary, a bank transfer or a loan to be approved by a
bank, and it is impossible (or very strongly discouraged) to buy high-value
used goods from a private individual without involving a professional
company, otherwise, there is a risk of fraud (Samsukha A., 2022).

In the decentralized type of economy, the economic actors carry out
peer-to-peer exchanges. To make this possible, the WEB3 decentralized
economy relies mainly on blockchain technology, whose technical
characteristics we will detail later.

The decentralized digital economy (what we more commonly call the WEB3,
as opposed to the WEB2, the web commonly used today) appeared in 2008 and
developed strongly since the beginning of the year 2021 (Bitcoin, 2022).

Our master's thesis, which fits into this context, therefore proposes to discuss
the strategic issues that companies wishing to develop in this new economy are
currently facing. This topicality of our subject is exciting, especially since the
novelty of this WEB3 economy makes it a subject that is still very little, if at
all, treated. Not having found any study focusing on this particular aspect of
the WEB3, we decided to investigate this topic by answering the following
research question:

What is the impact of the WEB3 specificities on the strategies of the
companies that evolve in it?

WEB3 is developing at a crazy speed, and affects all areas of the economy
(finance, art, games, politics, industry ...). The blockchain technology, with its
numerous promises and great potential (detailed later), will probably become

essential in many fields in the years to come. For these reasons, we believe that



it is interesting, relevant and even crucial to take an interest in the strategies of

companies using this new web.

2) Focus on our research question

We will now look in more detail at our thesis problem, which for reminder is
"What is the impact of the WEB3 specificities on the strategies of the
companies that evolve in it?", and its meaning. As explained above, we place
ourselves in a particular economic environment: the WEB3 (the decentralized
web based on blockchain technology), as opposed to the WEB2 (our traditional
economy) (Wackerow, 2022). What interests us in particular is the adaptation
of business strategies used by WEB3 actors to respond to the specificities of
this new economic environment. In other words, to what extent does the
unique functioning of the WEB3, its constraints and opportunities, impact the
strategies of the companies that evolve in it?

By companies we mean the decentralized applications (called DApps), of
goods or services, that constitute the WEB3 ecosystem (Breia R., 2022). We
will come back to this in more detail below, notably through several examples
of DApps. Concerning business strategies, we are talking about all the
decisions taken by the different stakeholders of a DApp, with the aim of
ensuring the growth and sustainability of the DApp. We will have the
opportunity to identify them in more detail in the rest of the thesis, and in
particular to analyze them in terms of successful or unsuccessful strategies.

It is important to understand what we mean by the specificities of WEB3,
firstly in terms of technical operation, but above all in terms of impact on
business strategies. For example, the decentralized operation of WEB3, which
eliminates all banking intermediaries for financial transfers between
individuals, makes traditional competition between financial institutions on the
speed of validation of transfers obsolete (Sverdlik Y., 2021). Similarly, the
open source nature of blockchain makes it extremely difficult to build a
technological monopoly based on secret technological knowledge. Any WEB3
actor can create a legal copy of an existing DApp and make the modifications
he wants if he considers that this will produce an added value (Boyer R.,

2022). The particular WEB3 environment forces a large part of the classic



business strategies we know to adapt, to evolve, and even creates new specific

business strategies, which would maybe not work on the traditional WEB2.

3) The importance of these strategies for all economic actors (WEB2

and WEB3)

We have so far opposed WEB2 and WEB3 because of their centralized /
decentralized aspects. On the other hand, the border between this first
economy, currently dominant, and this second one, more recent, is very thin.
WEB3 and WEB2 coexist in many areas. The classic actors of our economy all
have a counterpart on the WEB3 (Challand R., 2022). Google's search engine
counterpart is Brave on WEB3, Dropbox's counterpart is Storj, Zoom's
counterpart is Experty, and Twitter's counterpart is Ecency. These are just a
few examples, but they are already giants in their field within the WEB3. The
strategies they implement, the choices they make and the market shares they
gain have a direct impact on the classic WEB2 players. For about 6 months,
we, Mathilde Gautier and Raphaél Roussel, stopped using Google Chrome,
seduced by the Brave search engine's proposals: faster, more secure, no
tracking of our activities, possibility to value the data we create while surfing
on the internet, and other advantages (Brave, 2022). And this is just one
example. Understanding how to create a successful business on the WEB3 is
not only a question for the actors of the decentralized economy, it is a crucial

question that affects the actors of the traditional economy as well.
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4) Our thesis plan

Due to the lack of solid studies on our subject, and the limited existing
literature, we chose to build our thesis mainly around meetings with WEB3
actors. We therefore sought to meet as many and varied stakeholders as
possible, and to confront them with our understanding of WEB3 and our
theoretical knowledge acquired in business school. We have chosen to rely on
these qualitative data throughout this paper to support, consolidate and
illustrate our statements. All of these interviews are available in the appendix,
alongside the other data used in this paper.

First, we will go over WEB3 in more depth: we will look at its technical
functioning by detailing the key points of blockchain technology, then we will
review the current state of the sector, and finally we will detail the different
key players in relation to the strategies of the decentralized economy.

In the second part, we will look at the strategies specific to WEB3. After
studying the specificities of the decentralized economy that make it impossible
to use the classic WEB2 strategies, we will look in detail at the WEB3
strategies encountered and analyze them.

In a fourth part, we will detail the conclusions we have drawn from these
analyses. We will do so in the form of four recommendations, gathering our
advice concerning the impact of the WEB3 ecosystem on the strategies of the
companies that evolve in it.

We will end our master thesis with a conclusion of our findings.

I1. Understanding the ecosystem of the WEB3

1. Technical presentation of the blockchain environment
A minimum understanding of the technical functioning of blockchain
technology is necessary to be able to grasp its challenges. We will therefore

define the main terms and detail the functioning of a classic blockchain.

Blockchain - the main principles
Blockchain is a technology for storing and transmitting information that
operates without a central control body. The blockchain was born in 2008 with

Bitcoin, as a response to the financial crisis of the same year (Bitcoin, 2022).



Originally, it was thought to create this new financial asset - called crypto-asset
- managed by an algorithm without the intervention of a central authority.

It is called a decentralized technology because the architecture of the
blockchain is built without a central server and because the governance of the
blockchain is based on the distribution of power among all users of the
blockchain (Buterin V., 2017).

The blockchain is materialized by a database distributed within a community
of users. This database, called a registry, contains the history of all transactions
made between users since the creation of the blockchain. The transactions are
grouped together in a succession of blocks linked to each other by a
cryptographic process. The cryptography (from the Greek "crypto" meaning
hidden and "graphie" meaning to write) is based on a mathematical "hash"
function that transforms incoming data into a unique numerical identifier, the

"hash", guaranteeing the integrity of the data (Blockchain France, 2021).
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Blockchain - its applications

The blockchain is used for two functions:

e First function "recording and storage": the blockchain allows to
record and store values and transactions just like a notary. Any value or
information that enters the blockchain through a transaction is included
in a block that is cryptographically linked to previous blocks. As the
blocks cannot be modified, the blockchain constitutes an immutable
database containing the history of all exchanges made on the
blockchain since its creation (ABC de I’économie, 2022).

e Second function "issue and transmission": based on this capacity of
recording and storing data, the blockchain allows the issue and

transmission of native digital assets, such as Bitcoins, but also of
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existing assets enriched by a process called '"tokenization".
Tokenization of a real asset is the conversion of the rights attached to it
into a digital record. Thus, it is a way to represent a real estate for
example, or a bond, an intellectual property, a currency, in the digital
world and to be able to exchange this asset by taking advantage of the
mechanisms of the blockchain. Once registered on the blockchain, the
token can be exchanged within the community and all the history
linked to the holding of this asset is traced in the blocks (ABC de

I’économie, 2022).
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Thanks to these two functions "recording/storage" on the one hand and

"emission/transmission" on the other hand, the blockchain technology allows

people connected in a network, who do not know each other or who would not

necessarily trust each other to :

e Free themselves from intermediaries such as banks, clearing houses,

custodians, notaries, land registrars...

e Ensure the reliability and security of their operations (ibid).

Blockchain - public vs private

First of all it is important to understand that there are 2 main types of

blockchains:

1.

public blockchains: access and use are open to all from the internet.
Examples of this type of blockchain are Bitcoin or Ethereum;
private blockchains, also called "permissioned": access and use are

reserved for a limited number of users. A central unit controls access. A
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private blockchain is less decentralized than a public blockchain

(Iredale G., 2021).

In this paper, we will not focus on so-called "private" blockchains, which are
limited to certain users. These are generally deployed within companies, to be
used as a database. They can be used for the traceability of raw materials, in
accounting, as an ERP, to facilitate audits, etc. We will not talk about the latter,
but only about the so-called "public" blockchains, because they are deployed
on the Internet, they form the WEB3, and are accessible by everyone,
everywhere and at any time. It is this new public economy that interests us and

that we have decided to study in this master thesis.

Blockchain - detail of the technical functioning

Private and public keys, initialization of the transaction

The identification of each party (buyer, seller) is done by a cryptographic
process. Each user has a private key allowing him to sign his transactions, a
public key that can only be associated with the private key, allowing to verify
the authenticity and integrity of the transactions, and finally an address, a
combination of letters and numbers, derived from the public key and
comparable to the identifier of a bank account. The use of the key pair
guarantees the integrity and security of transactions between users, each
identified by their public address (Cryptopedia, 2022). The transaction
between two parties is done by filling in the addresses (to identify the
counterparties). Then, the issuer signs the transaction with his private key. The
transaction information is then sent to a decentralized network of "nodes"
hosted on computers located around the world for public blockchains (Cryptus,

2022).

Validation of the transaction and addition of a block to the chain

To be completed, the transaction will have to be "validated" by the blockchain
network. There are several ways to perform this action (which determines who
will be able to add the next blocks or not), and this is always done using a
blockchain consensus algorithm (Gensler G., 2018). The two most used

currently are the Proof of work - PoW (the first one to appear historically) and
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the Proof of stake - PoS (more recent, which has become very widespread
recently). They are not the only ones, others like the Delegated Proof of Stake -
DPoS are very promising, and will probably become a standard in the near
future (Bobée F., 2022). We will not go into the technical details of these two
consensus algorithms here. To find their in-depth explanation, and the analysis
of their advantages and disadvantages, go to “Appendix 1 - Detailed technical

functioning of the blockchain technology”.

Tokens, DApps, DAQ and smart contracts

Now that the functioning of a blockchain has been explained, we will look at
what evolves on a blockchain. We will start by studying the different
categories of tokens (already discussed above), and their main uses. Then, we
will look at DApps (Decentralized Applications), the heart of our topic, before
ending with DAOs (Decentralized Autonomous Organizations), which could

be considered as DApps with a governance.

1. Tokens
Definition

What are generically called crypto-currencies are in reality “tokens”. They are
digital assets, non-duplicable, created and exchangeable on blockchains.
Tokens are the cornerstone of the whole ecosystem related to blockchain and
decentralization. Beyond trading, tokens are above all essential to interact with
blockchains and DApps (Jeanneau C., 2018).

For the record, an asset is something that has a value. And this value can be
financial of course, but it can also be a voting right or property for example
(Lepage T., 2022). Associated with a blockchain that allows their exchange
without duplication, tokens have made possible the digitization of value and its
transfer in a decentralized digital environment. Indeed, before the arrival of
blockchains, we used to talk mainly in terms of computer files. You could own
a piece of music on your computer, which is an asset in the sense that it has
value, and send it to anyone while keeping the original. But to be able to
multiply an asset without limit is to make it lose its value. This is why the

notion of a digital asset that retains its value is considered to have developed
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with the invention of Satoshi Nakamoto, the Bitcoin. And tokens are a strategic

component of this technological innovation.

Their utility

Once we understand that the main advantage of tokens is that they can be
exchanged without duplication thanks to the blockchain, and that they have
value, it is easy to find a whole lot of uses for them.

If everyone thinks of course of cryptocurrencies, which are tokens with a
monetary value, it is possible to tokenize almost everything. Whether they are
tangible assets or not: real estate, shares in the stock market, marriage contract
or access right to a specific building for example. Once tokenized, all these
assets can be transferred, claimed, exchanged, bought or sold without the
intervention of a trusted third party other than the blockchain (Estimbre T.,
2021).

L ffer ri
There are many types of tokens, each with its own characteristics and
functionalities. Apart from the native tokens directly linked to a specific
blockchain, which are also called "coins", the other tokens are all issued from
smart contracts (Lefevre R., 2022).
e Native tokens / Coins
Called "coins", the main characteristic of a native token is that it is
issued by a blockchain and is essential to its operation. It can be likened
to the electricity (the coin) that powers an engine (the blockchain).
For example, bitcoin is the native token of the Bitcoin blockchain
(designated with a capital B). Transferring bitcoins requires paying a
fee, also denominated in bitcoins, to the Bitcoin protocol. Likewise, the
miners who will enter the transaction into the blockchain will also be
paid in Bitcoin (Medipedia, 2018). It is this usefulness that makes the
token valuable and allows it to be used as a currency. The other
best-known native tokens are Ethereum's Ether, Solana's SOL or the
Avalanche blockchain's AVAX.
e Utility tokens

12



This is by far the most represented category. They are tokens that have
a specific use in a particular ecosystem. It can be a currency to pay for
services, to use a service provided by a decentralized application
(DApp) or to obtain a voting right in a decentralized autonomous
organization (DAQO) among others (Bitpanda, 2022).

e Security tokens
They refer to a claim, when tokenizing real assets, such as a painting,
company shares or real estate. They are not the most common tokens,
because as they are backed by real assets, they are considered in many
countries as financial assets (equity). They are therefore subject to
legislation and are more complex to implement. On the other hand,
they are also the least risky because they represent a share of a real
asset (Bitpanda, 2022).

e Non-fungible tokens (NFTs)
If the news has enormously highlighted the artistic NFTs, especially the
various apes avatars that can reach crazy amounts, it is actually much
more than that. A Non Fungible Token is a type of token whose
usefulness will play a very important role in the future (especially with
dynamic NFTs, which we will talk about later). An asset is said to be
fungible when it is interchangeable, as it cannot be distinguished from
its peers (Futura, 2022). For example, bitcoins are fungible, 1 bitcoin is
identical to 1 other bitcoin.
In contrast, a non-fungible token is unique and identifiable. They are
therefore used in digital art, to make a work of art unique, but can be
used in an infinite number of other applications: diplomas, copyright
protection, transport tickets, intellectual property, voting rights, keys to

a safe, etc.

Coins are built on their Tokens are built on top of an
own blockchain. existing blockchain.
Crypto Coins

Coins are intended to be used Tokens can be used in transactions
as alternative to government- VS. for real-world items like electricity,
backed currency. Tokens money, digital assets, and more.

Source: Sofi

Tokens allow for the creation and

execution of unique smart contracts.

A coin is used as a medium of
exchange for digital payments.

Examples of coins:
Bitcoin/ BTC
Ether /ETH
Litecoin/ LTC
Cardano / ADA
Binance / BNB

Examples of coins:
Basic Attention Token / BAT

Tether / USDT

Uniswap / UNI
Chainlink / LINK
Tron /TRX
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To sum up, we can say that tokens are digital assets. The coins are used to
operate a specific blockchain (Ether for Ethereum for example), on which all
other types of tokens evolve and can be exchanged (NFT, utility tokens,

security tokens, etc.).

2. DApps
We will not go too much into the details of DApps here, since examples,

figures and details on how they work will be discussed later. But generally
speaking, a DApp, or decentralized application, is an application that runs on a
decentralized network (Lepage T., 2022), as opposed to traditional applications
that rely on centralized servers (Blockchain France, 2018). Most often, it has
several other characteristics:

e Its computer code is entirely open source.

e It does not need a central authority to function: it makes direct

peer-to-peer interactions between users possible, via smart contracts.
e [tuses a cryptocurrency or a token.
e The data is stored in an encrypted and transparent way on a blockchain

(Blockchain France, 2018).

3. The DAOs
A DAO (Decentralized Autonomous Organization) is an organization whose

rules of governance are automated and immutably and transparently written in
a blockchain. According to Stephan Tual, co-creator of TheDAO project in
2016: "It is an incorruptible form of organization that belongs to the people
who helped create and fund it, and whose rules are public. So there's no need
to trust anyone, because everything is in the code, auditable by everyone." To
function, a DAO wuses smart contracts, autonomous programs that
automatically execute predefined conditions (Blockchain France, 2016). We
detail what smart contracts are just below, and will come back to DAOs, their

benefits and how they play a role in business strategies later in the paper.

4. Smart contracts
Smart contracts are irrevocable computer programs, deployed on a blockchain,

which execute a set of pre-defined instructions. The main idea behind this
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concept of smart contracts is to guarantee the binding force of contracts not by
legal law, but directly by computer code: "code is law", to quote Lawrence
Lessig's famous formula (2000).

Their complexity depends on the role they are intended to play, and varies
from one smart contract to another. The vast majority of smart contracts are
used to automate token exchanges, and implement simple conditions using
functions such as "if this... then that..." (if one or more specific conditions are
met, then the smart contract automatically executes a predefined action)

(Bobée F., 2022).

Simplified example of a smart contract allowing to buy the NFT "Master
Thesis", giving access to our paper, by imagining that this NFT costs 1 Ether.
If - 1 Ether is sent to this blockchain address
Then - Send an NFT "Master Thesis" to the sender's address

Other more complex smart contracts seek to replicate all the clauses and rules
that allow companies to operate, as in the case of a DAO for example. It
should be noted that complexity is often the enemy of security, and that the
more complex a smart contract is, the greater the risk that it has a vulnerability
(Chapelle P., 2022).

All accounting entries relating to transactions of digital values carried out by
smart contracts are systematically recorded in the blockchain. In this way, all
asset transfers are public, predictable and irrevocable. Anyone can verify on
the blockchain the proper execution of the smart contract and determine to
whom the digital asset has been sent, i.e. who is the owner. Smart contracts
therefore guarantee an extremely robust system of execution conditions, which
leave no room for doubt or confusion (Collins P., 2021). The conditions are
very clearly set in advance and the interpretation of the code is unambiguous,
unlike human interpretation, which always leaves room for negotiation or the
discovery of a legal vacuum. It is smart contracts that allow the creation of the
decentralized economy of the WEB3, replacing trusted intermediaries by a

public and robust code (ibid).
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How a smart contract works

Matching of buyer

and seller Q
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his house the house
Smart contract
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Smart contract
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l T Source: Bitpanda
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2. State of the Sector

The WEB3, the sector that includes all the DApps developed on public
blockchains, has experienced a significant boom, especially since 2021.
Indeed, the number of daily Unique active wallets connected to DApps
increased seven times during the year, reaching an all-time high of 2.7 million
at the end of 2021 (DApp Radar, 2021).

There are several reasons for this rapid expansion. First, the success of bitcoin,
which reached record highs in value throughout 2021. We have also witnessed
a change in the mentality of the general public with a gradual adoption of the
technology by institutions, states such as El Salvador (De Kerchove Dexaerde
Y., 2021) or even banks such as JP Morgan which launched its own
cryptocurrency, the JP Morgan coin in 2020 (Whittemore N.,2020). Similarly,
there is a growing interest in blockchain technology in several sectors, such as
the supply chain, gaming or the banking sector. Finally, and this will be
developed further in this section, since 2021 there has been a particular
popularity of NFTs, which have led to exchanges worth several million dollars
this year (Wavestone, 2021).

All of these elements contribute to the notoriety of the technology and to the

expansion of the audience familiar with this environment. Moreover, despite
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the scarcity of blockchain developers, the technology is developing at an
incredible speed, surpassing the limits of the first blockchains, contributing to
the emergence of new opportunities and the development of the sector (Lepage

T, 2022).

2M

Daily
active user

+600%
users vs
2020

From Dapp Radar, Industry Overview, 2022

Protocols used

Since Ethereum was initially created to support DApps, it is the historical
blockchain that dominates the market in terms of value. However, blockchain
technology is evolving very fast, and new blockchains that are more efficient,
cheaper, more scalable and environmentally friendly are being developed more
and more. Thus, more and more DApps are developing on this type of protocol
(Lepage T., 2022). For example, Binance Smart Chain (BSM) is leading the
market in terms of volume with around 30% of daily users. However, if we
look at the volumes, that is to say the total amount of incoming value to the
smart contracts, Ethereum and BSM are close to each other, sharing the largest

share of the total (DApp Radar, 2021).

DApps Types
If we look closer to the DApp industry and the different protocols on which

DApps are built, we can point out two major DApp categories that are
dominating the market: games, with around 50% of daily users and DeFi

(decentralized finance) with 30% of daily users (DApp Radar, 2021).
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The video game sector is one of the most important because it is currently one
of the sectors where blockchain technology offers the most opportunities.
Indeed, among them we can think of NFTs, wallets, and live WEB3 which give
another dimension to gaming (al6z, 2022). Thus, 20% of NFT sales in 2021
were in gaming, and 49% of crypto-wallet activity came from games (Ibid.).
Gaming is also successful because of the users' profile: gamers, because of
their proximity to the computer field, are the most likely to have a certain
interest in the world of WEB3 and blockchain. A good example is the French
startup Sorare, specialized in NFT for sports and fantasy soccer, which raised
150 million euros in 2021, making it the biggest fundraising in the history of
French Tech (Wavestone, 2021).

The DeFi is also the other main sector of WEB3, first of all because originally
the blockchain through Bitcoin was created to offer an alternative to the
traditional financial and banking system, which was decried from all sides in
2008 and was perceived as too centralized. The main objective of DeFi is to
recreate the financial ecosystem that we know today, by eliminating trusted
intermediaries such as banks, opening access to all financial services and
products (means of payment, loans, savings, investments, etc..) anonymously
and securely, it is in direct competition with the current banking monopoly
(Jeanneau C.,2019). The sector is growing enormously today, from 15 to 80
billion dollars between January and August 2021 (Wavestone, 2021). For
example, Maker DAO is a lending platform where users can borrow the
stablecoin DAI, which is leveraged against the US dollar. The DAI crypto
currency has a 24-hour trading volume of $134 million, with a market cap of

$746 million (Coin Market Cap, 2022).

Trends

Today, the fastest growing type of DApp is the Non Fungible Token (NFT)
market. Indeed, the NFT market has seen some of the most impressive growth
since last year, with over $23 billion in transactions by 2021 (DApp Radar,
2021). Its success can be explained by an unprecedented media hype, in
particular linked to the participation of celebrities such as Eminem or The
Weekend, who have sold pieces of music or works of art in the form of NFTs

(Sexer N., 2021). This craze has also been marked by historic record sales such

18



DApps Categories - Users - 14/06/2022

as Beeple in March 2021 which exceeded $69M. Since then, global NFT
volumes have exploded and hundreds of millions of dollars are exchanged
each month, creating a real speculative bubble around this concept of digital
uniqueness. Similar to DApps, NFTs are mainly used in the gaming and DeFi
sectors. For example, the French DApp Cometh, which allows users to own
yield-generating NFTs, combining the features of DeFi and NFTs into a single
gaming experience, recently raised over $10M (Marin M.,2022). Today, the
NEFT sector is exploding, and everyone is talking about it, which is generating
a lot of liquidity, while there are very few people who actually have in-depth
knowledge of it, creating a major information asymmetry (Lepage T., 2022).
As a result, as soon as there is someone who has some knowledge, it is very
easy to raise capital. One can sometimes see a disappointing side to it because
all the projects are not at all interesting and lack added value (ibid). Moreover,
this craze around NFTs overshadows other much more interesting projects
such as some DAOs in the field of large-scale, decentralized and frictionless
collaboration (ibid). For example, the DAO Crew 3, currently under
development, offers to gather people around a single project with several tasks.
The goal is that a certain number of tokens will be released upon completion of
the task. The system is informed of a completion of a task by a peer to peer
review system. We can see the interest in the adoption of this type of tool by
companies which finally allows us to measure and quantify the collaboration

of people, and to remunerate them precisely for their work (ibid).

Graphs
Data collected from DappRadar, Industry Overview (2022).
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3. The various stakeholders
We are now going to identify and look at the different stakeholders that
together compose the value chain of a WEB3 company. We will take the
following general situation: an entrepreneur decides to create a classic WEB3
company, a DApp, which is intended for users from the general public (like
ourselves), and therefore to deploy it on a public blockchain.
In this case, we have identified 4 specific actors:
1. The creator of the DApp and his team
2. Actors external to the creator's team, but who still participate in some
way in the successful launch of the DApp
3. The final users, or customers, of the DApp, who will use the product /
service that the DApp represents
4. Finally, in a fourth section, we will look at the DApp itself (and in
particular in its form of DAO when it exists) as an almost full-fledged

actor in the WEB3 value chain

1) Eirst. let's look at the actors at the very basis of any WEB3 company:
the founder and his team
In the same way as for a company evolving in the traditional WEB2
ecosystem, the tour starts with an entrepreneur deciding to launch a business
project. The steps of creation of a WEB3 DApp is very similar to that of a
classic web tech startup (Strem J., 2022).
From a first idea, the entrepreneur-founder will try to build a team with all the

necessary talents for the successful launch of the DApp. We find the usual
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needs: finance, marketing, communication, sales, etc (ibid). Compared to a
classic startup, there is also a need for advanced technology in the field of
blockchain, and sometimes in cryptography (if the DApp’s team plans to create
its own blockchain for example). It is also necessary to have a web developer,
to create the site that will bridge the gap between WEB2 and WEB3. Of
course, it often happens that these talents are recruited as freelancers. A single
entrepreneur can ask for a simple landing page, a smart contract and the DApp
is up and running (Lepage T., 2022). It is however more difficult to
successfully develop the DApp in the long term with such a strategy, as the
business and technical skills needed to grow and scale the DApp may be
missing.

(We interviewed Pierre Chappelle & Jan Strem, see Appendix 2 & 5)

2) Some actors, although outside the DApp creation team, play an

important role in its successful launch.

This is particularly the case of investors who, in the event of a fundraising on
the part of the DApp, or ICO (Initial Coin Offering, i.e. the possibility of
buying a certain quantity of tokens before the DApp's launch). The latter can
invest alone as individuals making an online investment, be it companies,
investment funds, tech incubators or banking institutions (Chauvin A., 2022).
Finally, the current trend sees the emergence of a growing number of
"launchpads" (crowdfunding platforms), allowing investors to gather in groups
and access private sales, reserved to the members of these groups.

(We interviewed Antoine Chauvin, see Appendix 4)

3) Naturally, the end users and potential customers are the keystone of the

value chain
As for any B2C business, end customers (their number and their purchases) are
the first growth factor. The size of the "community" (the users of the DApp,
who own tokens for speculative purposes or to use the service) is crucial, and
often differentiates a successful DApp from a failure (Strem J., 2022). These
"token owners", whether they are companies, investment funds or individuals,
are characterized by two things:

e they own a wallet on a WEB3 blockchain
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e they have stored tokens of the DApp in it
(We interviewed Tanguy Lepage & Antoine Chauvin, see Appendix 3 & 4)

4) The DApp. or rather the smart contracts that make it up, can even be

considered as a link in the value chain, especially in the case of DAO

Indeed, unlike a classic startup, the smart contracts that enable the DApp to
operate on the blockchain where it has been launched are autonomous and can
never be stopped. Therefore, the DApp, because of its autonomous and
perennial behavior, can be approached as a 4th link of the value chain
(Chauvin A., 2022). This vision of the DApp is all the more accurate and
necessary when dealing with a DApp possessing a governance system: a DAO.
The DAO, although governed by lines of code (smart contracts once again),
must be approached as an entity with a behavior, operating rules, and reacting
in a precise way according to the information received (we talk about input and
output). If we look more closely at the case of DAOs, we can even identify a
final category of actors, or rather a subcategory of end-users. These are the
end-users (i.e. those who own tokens linked to the DApp) who can participate
in the governance of the DApp, because of the tokens they own, their seniority
or their number (see the section on governance, explained above). The latter

are in a way particular end-users (ibid).

I1I. WEBS3 strategies - categorization and analysis

Discrepancies between WEB3 and WEB2 business strategies

Now that we have a better understanding of how blockchain technically works,
and the state of the WEB3 industry, it's time to turn to the strategies of
companies in the decentralized economy. As introduced at the beginning of
this master thesis, we postulate that the technical and contextual specificities of
WEB3 impact the strategies of companies evolving on the blockchain. We seek
to demonstrate that it is necessary for DApps to adapt the classical strategies
used in our traditional economy, or even to invent new ones. To do so, we will

start by showing that some of the most common WEB2 business strategies are
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not relevant in WEB3. We will then try to explain in detail the reasons why

these strategies cannot work in the decentralized economy of the WEB3.

1. Three classic WEB2 strategies, difficult to use in a decentralized

economy

A strategy omnipresent in the digital sector: the technological advantage.

The current digital giants we know as GAFAM (Google, Apple, Facebook,
Amazon and Microsoft) have in part built their business model on the creation
of powerful and innovative software (Bastien L., 2022). Facebook's algorithm,
Google's search engine, Apple's operating system, Microsoft's applications, all
these programs are characterized by a computer code owned by the company.
It is this code that defines the functioning of the application, and therefore
allows its use. Because these digital applications are unique and the result of a
lot of work, their code is kept secret. This is what makes the technological
advantage of these digital giants (ibid). If everyone could copy and paste the
code of the Google Chrome search engine and browse the Internet at will
without using Google's services, the company would no longer make money
from it. Keeping the functioning of their service secret is one of the necessities
to keep their technological and thus competitive advantage.

On the WEB3, this kind of digital program is deployed on a blockchain in the
form of smart contracts. These are also computer programs, made up of lines
of code, that allow applications to run. However, unlike WEB2, everything
published on a blockchain is open source, including the source code of the
smart contract (Ethereum, 2022). The algorithms are accessible to any
individual in the community, and can be replicated by them in a legal manner.
Websites such as Etherscan, a Block Explorer and Analytics Platform for
Ethereum, make it extremely easy to view any block, transaction or smart
contract on the blockchain Ethereum (Etherscan, 2022).

Although it is possible to stand out with an innovative algorithm, and therefore
to be very successful, it is necessary to keep in mind that this success cannot be
translated into a technological advantage in the long term, since there is no

secret (Edwards A., 2021). Of course, what is around the smart contracts (the
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website, the marketing, etc.) can be the subject of technological secrets (the
functioning of a website for example), since all that is located on the WEB2
and thus functions like any traditional company. But the part located on the
blockchain, which is the heart of any DApp (or else the company is not a
WEB3 DApp but a traditional company) has to face the open source rules of
the blockchain technology. It is therefore impossible (or very difficult) to build
a business solely on a strategy of technological advantage in the long term,

which can be overtaken at any time (Chapelle P., 2022).

The economic situation of monopoly

Strictly speaking, a monopoly is a situation in which a supplier has an
exclusive position on a product or service offered to a multitude of buyers
(Linternaute, 2022). This situation, when it is legal (since monopolies are
strongly regulated by governments to prevent any abuse), is extremely
comfortable for the company in a monopoly situation. The advantages that can
be derived from this are multiple: supremacy on its market, very high market
power, free pricing, as it is not subject to competition, strong negotiating
power towards employees, customers and suppliers, absence of competitors,
etc (Lévéque F., 2019).

To show the differences between WEB2 and WEB3, we will take the example
of the company Meta (formerly Facebook). After its creation in 2004, the
company, a pioneer in its field, quickly became the market leader in social
networks. In its wake, other social networks have tried to emerge, but because
of Facebook's quasi-monopoly position, it has never been easy (Adkens S.,
2020). A potential competitor often faces two barriers when trying to innovate
to compete with Meta: either the inability to migrate enough users to its
service, or a takeover by Meta. This was the case with the promising Instagram
in 2012, WhatsApp in 2014, and an attempted takeover of Snapchat in 2013
(ibid). It is extremely difficult to stand up to such an economic giant.
According to Chris Hughes, "Zuckerberg's company controls more than 80
percent of the world's social networking revenue. It attracts 2.3 billion users
each month (Vittori J-M., 2019). The group's other networks further strengthen
its power: 1.6 billion customers for the cell phone application WhatsApp, 1.3
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billion for instant messenger Messenger, 1 billion for image sharing Instagram.
(Vittori J-M. , 2019).

Facebook's overwhelming presence makes it nearly impossible for a
competitor to emerge. In WEB2, if a user is not satisfied with the service that
Facebook offers and would like to make a change by offering a slightly
modified Facebook as an alternative, it is impossible. But in WEB3, at any
time, it is possible. You just have to create a "fork" (Boyer R., 2022).

A fork is an event on a blockchain that copies the original software and adds
the desired changes (ibid). It is what we could call an "update", with the
difference that it is not necessarily initiated by the owner of the software, since
there is no real owner of the software on the blockchain (it is all the owners of
tokens who, in a way, own the software). Since the two blockchains cannot
coexist (the "initial" one and the "modified" one), the new blockchain splits
into two branches, forming a fork-like detour from the main blockchain (ibid).
In our example of Meta, this would mean, for example, as a user of the service
who is not completely satistied with the software, copying and pasting the
Facebook code with a slight modification (limiting the number of comments
under a post for example). On the WEB3, if a fork is successful because it
corresponds more to the needs of the users, or because it is more promising, it
can even attract more people, and end up overtaking the initial software,
becoming the reference.

This fork logic ("hard fork" or "soft fork" depending on the importance and
compatibility of the changes, and if they affect the consensus rules), combined
with the transparency of information, does not prevent the formation of
monopolies. However, a monopoly will only be a monopoly if it is the best and
only solution, and not because it prevents the emergence of its competitors
(like Facebook with the purchase of its potential rivals). Relying on its
monopoly (or quasi-monopoly) to crush present competition and prevent any
future competition is therefore not a viable strategy on the WEB3 (Joshi R.,
2021).

The exploitation of users' personal data.

To finish this study of the current economic strategies of the WEB2, which do

not work on the WEB3 (or at least would not be viable), we will look at the
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user data. When we browse the Internet, our activity leaves traces and
characteristics that are exploited by a lot of companies (Bastien L., 2022).
Email address, date of birth, weight or even musical tastes, love situation,
sexual orientation allow to draw up a rather precise profile of our personality.
In an economy based on digital development, data is the new raw material that
digital companies are looking for. The most common business model is the one
of free software, whose revenues are generated by the selling or renting of our
user data (ibid). As they say: "if it's free, you are the product". There are many
examples: Google, Facebook, Apple, Amazon, harvest our personal data and
trade it, but they are not the only ones. It is important to understand that any
activity on the web, generates data, and that any data (personal or not), has a
value and can be sold. Typing a search in Google, clicking on an image,
listening to music on YouTube, stopping my cursor on an Amazon product, the
time at which I buy my train ticket on an application, the location from which I
place my food order, etc. All this information, coming from my activity on the
Internet, is of interest to companies. Whether it's for targeted advertising,
identifying new trends or customizing a user experience, it can be used. This is
how WEB2 works: seemingly free services, because the user is not aware of
the wealth he creates at any given moment, simply by surfing the web (ibid).

But it doesn't work the same way on the decentralized WEB3. The very
principle of WEB3 is to give back to the users the control of their data
(Ethereum, 2022). Because they are no longer obliged to go through central
authorities concentrating power and sucking up data, they can now recover the
added value they create by surfing the web (Joshi R., 2021). Let's take a
concrete example with the Google Chrome browser. Using this search engine
is free, but the first search results are always sponsored content, and the data
resulting from my search (what I am interested in, what words I have
associated together, what date or place I have searched, what recipe, etc.) are
retrieved by Google which can then rent them to third-party companies. In
WEB3, if I use a decentralized search engine such as Brave (already mentioned
above), I get back the value of the data I contributed to create as a token. I can

then, as a user, distribute these tokens as I see fit (ibid).
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Now that we have seen that some classic WEB?2 strategies cannot always be
used successfully in WEB3, we will try to clarify the reasons for this
difference.

Those reasons come from the specific technological functioning of blockchain

technology. We will quickly go over some of these characteristics.

2. Specificities of WEB3 at the origin of these differences

Transparency of information

This is the very principle of a blockchain: any user has access to the history of
transactions, and can verify the content of the blocks of the blockchain itself.
But from an economic point of view, the implications are numerous. This
"transparency", which brings us closer to an economic market of pure and
perfect competition, removes any bias of information and forces companies
and consumers to play cards on the table (Pignot L., 2022). The WEB3
economy is not and will not be a war of information and information
asymmetry, but an economy based on transparency, which forces competition
to shift to other strategic dimensions, such as profitability, quality or

innovation.

Transaction security

This second technological aspect is probably the most emphasized
characteristic of blockchain technology. Security is at the heart of blockchain's
ideology and operation. It allows to remove an important economic constraint:
trust in others (Pignot L., 2022). Where WEB2 could have trust issues on some
second hand, niche or emerging markets, regarding the risk of being ripped off,
WEB3 guarantees a perfect value exchange. No matter who the buyer or seller
is, the guarantee that the transfer of value from one to the other will take place
without any hindrance allows to considerably enlarge the economic
possibilities (ibid). For example, anyone can become a creditor of another
individual, without worrying about whether he or she will be repaid, or

whether the contracting party is secure, validated and backed by banks and
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insurance companies. The possibilities of economic exchange are multiplied,

while promising extreme security in any occasion (Ethereum, 2022).

Decentralization of power towards the consumer

The third and final point we wish to address concerns not only the
decentralized nature of the WEB3 , technologically, but also its ideology of
putting value in the hands of the users (Ethereum, 2022).

This is the keystone of WEB3: the end user owns the added value he
contributes to create. The power of decision shifts from the company, all
powerful and central in WEB2, to the user in WEB3. The user can no longer
be constrained, captured or dependent on the company. On the contrary, it is
the user who decides the value of a DApp, by buying and selling directly the
tokens of the latter (ibid). The whole strategy is then turned towards a single
economic factor: the final satisfaction of the user. It doesn't matter how strong
a DApp is, how old it is or how big it is: what matters is its value proposition
for the end user. If its added value is acknowledged, then it will gain
popularity, increase its community, the value of its token and grow. If not, its
token will lose value and the DApp will be forgotten. No matter how strong the
market is, the interest of the final consumer is the only judge that counts on the

WEB3, it makes the law (Strem J., 2022).

These characteristics of the WEB3 environment and the impact they have on
business strategies are the reason why studying and understanding the strategic
changes needed to adapt them to DApps is crucial. After defining precisely
what we call "WEB3 strategies", and the criteria according to which we
evaluate them, we will try to categorize the different strategies of the

decentralized economy that we have encountered.

3. Criterias and definition of DApp strategies
Our objective is to take the DApps as a subject of investigation, and to study
the different strategies that are available to them in order to be successful in
this new environment. We aim to study the different strategies, that is to say
the different choices in several domains that the creators of these companies

have to make in the process of creating their decentralized application. In
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short, our goal is to study the development process of a DApp and to identify
the best choices to make. The objective is also to highlight the strategic
distinctions between a purely WEB2 company and a WEB3 company. A DApp
can be seen as any start up. Thus, it needs a person who has an idea and who
will then convince and recruit a team (Lepage T., 2022). This person must
therefore first answer certain basic questions, such as what is his or her value
proposition, how will he or she develop it, what are the target users, and, in the
case of WEB3, this person must also be able to justify the usefulness and
added value of WEB3. Indeed, choosing the WEB3 implies evolving in a very
specific environment, and sometimes too few people really ask themselves the
question of the WEB3 utility. WEB3 can be perceived as an opportunity, but it
can also create certain constraints (ibid.).

Some of these criteria are classic and common to WEB 2 companies, but WEB
3 requires a different approach because the environment is different. Others are
totally related to WEB 3 (technical and governance choices for instance). Thus,
among the choices that lead to different possible strategies, we can mention :
the usefulness of WEB3 with respect to the project, the structure of the
company (the actors, the organization), the technological choices, the funding,
the implementation of a governance system, the marketing strategy.

Finally, we can differentiate the strategies put in place before the launch of the
DApp, such as the marketing release strategy, the organization of the company
and the value proposition, from the strategies developed over the long term,
throughout the life of the company. That is, once the DApp is created, what are
the means to make it last over time? Insofar as smart contracts are not
modifiable, how does this impact the company's strategy? How can the
company adapt to an extremely fast-moving technological environment?

In order to make the right choices, it is also necessary to take into account the
environment of DApps, i.e. WEB3. What are the characteristics of this
environment? How can we describe the competition? What are the different
types of DApps?

These criterias are defined in order for the DApp to be successful. We have
chosen to interpret the success of a company by its capacity to last in time, i.e.
to succeed in gathering enough customers and users in the long term. Indeed, it

is not only a question of being able to raise millions, or to acquire value
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(market cap) very quickly for the company to be truly successful, these are
indicators of success, but of an ephemeral success. This is even more true in
the field of WEB3, which is evolving at a very fast pace, where thousands of
projects are being developed, and which is characterized by a particularly high
price volatility.

According to State of the DApp data published in June 2022, of all DApps
launched or being created, only 52.3% of them are live. And almost 25% have
been abandoned. This means that today, 1/4 of all WEB3 projects fail. This
may not seem like much when you know that between 80 and 90% of classic
startups fail (Muriuki P., 2021). But it still represents a significant percentage.
Our objective is to understand the reasons why these DApps were abandoned,
if they are particular to WEB3 or not, if they are similar reasons. We can notice
that there are also 1,3% of broken DApps, which means that they also
sometimes face technical difficulties. Furthermore, we can note the high share
of DApps in development, almost Y4 are either in Beta phase, WIP phase or
only prototypes. This shows that the sector is extremely dynamic and that the

number of new DApps is constantly increasing.

4. What are the WEB3 strategies ?

In the following section, we will analyze the data we have collected, especially
during our various interviews. Our purpose is to identify the different business
strategies that WEB3 companies are facing. We have classified these strategies
as follows:

1) Company organization related strategies

2) Technology related strategies

3) Finance related strategies

4) DAOs & governance related strategies

5) Community related strategies

Before we discuss these five strategic areas in detail, we would like to address
the issue of the type of project selection, which is done before any other WEB3
strategy, and is a strategy by itself. By mapping the DApp market in the second
part of our thesis, we detailed the different sectors in which WEB3 was the
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most successful. These include Gaming and Finance (DeFi), which attract the

most users, make the most exchanges, and the most profit (DApp Radar, 2022).

Three main areas of projects

We have identified a total of three main areas of projects on the WEB3 :
decentralized goods and services, decentralized finance (strongly linked to

pure speculation), and the experience of an entertaining environment.

First of all, it allows decentralized goods and services, without intermediaries,
which result in rethinking the place of the user by really considering them at
the center of the project. This is among other things the objective of DeFi,
which is offering to replace the current financial system by eliminating all
trusted third parties (in this case banks) (Jeanneau C.,2019). This is also the
case of several social networks that are being developed on WEB3. The idea
here is that the user is the owner of his content and his data, unlike current
social networks. For example, VojVoj, a Norwegian Dapp under development,
aims to create a "responsible social network" insofar as the application does
not own any content, there is no sale of any data to a third party, and the user
owns its content (Strem J., 2022).

Another interest that users can come to look for via a blockchain project is of
course speculation, and especially since the success of NFTs this year. WEB3
is perceived as a set of projects in which it is particularly profitable to invest.
This speculative craze is also visible through the numerous and important
fundraising campaigns carried out by WEB3 start-ups (Lepage T., 2022).
However, even if it is true that some projects become very profitable and
lucrative, it is sometimes difficult to detect a project that will be successful.
These are investments that are quite risky and the value of some
crypto-currencies are sometimes very volatile. For example, the blockchain
expert and professor at the Isae-Supaero school in Toulouse, Jérome Lacan,
told us that it was actually quite complicated to identify a successful project.
He himself witnessed a very promising project, developed by a very famous
cryptographer, which had managed to raise millions of dollars, only to fail very

quickly after.
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Finally, the last service that WEB3 provides is entertainment. Notably through
video games, which represent a large part of the DApps developed today, but

also more recently with the enthusiasm around the Metaverse.

The question now is to ask ourselves how these different types of projects
impact the strategies pursued by DApp creators. For example, if the objective
is to create a gaming DApp, are there any strategies to favor? A type of
blockchain to choose more than another? A marketing strategy to follow? In
other words, what are the different strategic implications depending on these

three types of projects?

1) Company organization related strategies

How does the structure of a DApp differ from other WEB 2 companies?

What are the choices that the founders face when they create a company and
need to recruit a team? Are there better choices than others and are there
constraints? Our study is partly based on a study conducted by "Women in
Blockchain" and "ValuesIndex" in 2021 and 2022, entitled "Know your worth
in WEB3", which was completed by 219 people working in the WEB3
environment. Among the questions asked were mainly questions around
income, but also information on the way of working and organization of the
companies concerned. We had access to the raw data which is open data, which

we then exploited and analyzed.

Who does a DApp need ?

Compared to a classic startup, a DApp needs one or more blockchain
developers. According to the study conducted by Women in Blockchain and
ValuesIndex, WEB3 companies are composed of more than 35% of
developers. These are highly rare people to find, as there are very few of them,
especially in Europe, most are located in the United States (Lepage T., 2022).
Especially since DApps often need several developers at the same time. For
example, the startup NXT Pop is composed of 25 full-time developers (Lepage
T., 2022). This scarcity is explained by the fact that the technology is still quite
recent, thus it is still a niche sector. Another reason is that the technology is

also evolving very quickly, and that developers need to keep up with it, and
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follow the evolution of the technological environment very closely (ibid). The
majority of blockchain developers have requests either from start-ups or from
individuals (Chapelle P., 2022). The requests they have to answer are
systematically to code one or several smart contracts, more or less complex,
and in different languages depending on the blockchain on which they are
deployed (Ibid.). Today we see more and more No Code tools emerging that
allow to easily add WEB3 in an application, like the company Starton which
managed to raise 4,5M recently (Lepage T., 2022). This allows to facilitate and
make the WEB3 more accessible, and partially solves the problem of scarcity
of developers. However, if someone really wants to understand and master the
development of the technology, it remains extremely complex and not very
accessible.

The other needs of a DApp are relatively more traditional, i.e., people working
to develop the business: 24% (Women in Blockchain and ValuesIndex, 2022),
designers in order to design the web interface or the NFT if it is an NFT
business (Lepage T., 2022). We can also emphasize the importance of
marketing teams, especially web marketing and community managers who
have the task of gathering the community, especially via tools such as Discord
and Twitter. They represent more than 23% of people working in WEB3
(Women in Blockchain and ValuesIndex, 2022). Insofar as the environment is
extremely competitive and very particular, gathering a community can be
especially long and complicated (Lepage T., 2022). Thus, some community
managers and community builders are specialized in WEB3 and are paid a
fortune; their objective is to establish links between the DApp and other
communities to which they have access (Ibid.). It should be noted that the

marketing strategy of DApps will be developed further later.
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Internal organization of the company. physical decentralization

The main characteristic of these companies is that they are totally
decentralized, also physically and in the way their teams are organized.
Employees are often recruited on a full time basis but can in most cases work
100% remotely. According to the survey conducted by Women in Blockchain
and ValuesIndex, 82% of people work full time and 11% freelance (others are
interns or part-time employed). According to the same survey, 70% of
respondents work 100% remotely, and 18% in hybrid, leaving only 12% of
employees working on site.

Similarly, on the scale of France, traditionally very centralized around Paris,
especially on the economic level, the blockchain ecosystem tends to be more
and more decentralized year after year (Wavestone, 2021). In addition to the
Start Ups relatively present in the Paris region, real incubators such as Just
Mining, [Exec or KeeeX are developing in other cities such as Lyon, Marseille
or Nantes (Ibid.).

This particular organization is primarily due to the nature of the company,
which is inherently decentralized. It is therefore logical that DApps are also
physically decentralized. It is also a type of business that was born from the
beginning in this way. So there is no problem here to move from a face-to-face
to a remote mode as many classical companies have experienced since the
health crisis. It is thus a new vision and way of perceiving the company that is
emerging here.

This mode of operation is further reinforced by the context, which is the
scarcity of talent, especially blockchain and smart contract developers. They
are often freelance employees and work for several companies and projects at

once.

Employment Type Way of Working

3% 3% 11%
1%

18%

Hybrid
12% = Onsite
= Remote

Contract/Freelance
= Director
= Full-time
Internship
= Part-time

70%

82%
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2) Technology related strategies

We are talking here about the business strategies of DApps, decentralized
applications evolving on a blockchain. It is not surprising, in such a particular
environment, that technology is an important dimension, if not the most
important, of WEB3 companies (J. Strom, 2022).
Strategic decisions related to technology touch two main dimensions of the
DApp:

e the choice of blockchain

e the choice of consensus

The choice of blockchain
This is a crucial question for any DApp project. The choice of blockchain has
many consequences. To understand them well, we need to look at the
blockchain trilemma.
Defined by Vitalik Buterin (Buterin V., 2014), The Blockchain Trilemma
addresses the challenges developers face in creating a scalable, decentralized
and secure blockchain without compromising on any aspect.
Blockchains are often forced to make compromises that prevent them from
achieving all three aspects:
1. Decentralized: creating a blockchain system that does not rely on a
central control point.
2. Scalability: the ability of a blockchain system to handle a growing
number of transactions.
3. Security: the ability of the blockchain system to function as intended,

defending against attacks, bugs and other unforeseen problems (Buterin

V., 2014).

decentralization e
~ Source: Ledger
Ve - ~
P
-~
-
P ~ "
scalability L e e e e

35


https://www.ledger.com/academy/what-is-the-blockchain-trilemma

Any blockchain attempts to address all three of these aspects, but all three are
difficult to achieve (The Dapp List, 2020). Most often, a blockchain succeeds
in addressing two of these three criteria, at the cost of the third one. Very high
scalability is often at the expense of high security, very high decentralization
can be detrimental to scalability, etc (Shrimpy Team, 2021). The Solana
blockchain, for example, is known for its scalability. It can perform 50,000
transactions per second, more than 7,000 times more than the bitcoin
blockchain (Solana, 2022). On the other hand, it is less secure than Bitcoin or
Ethereum, and more prone to bugs or attacks. Bitcoin and Ethereum have
succeeded in being extremely secure and decentralized blockchains, but their
scalability is extremely poor, and the growing number of users makes the cost

of transactions increasingly high (Fabien, 2021).

As you can see, the choice of the blockchain on which to develop a DApp has
a huge influence on its future use (J. Strom, 2022) . Choosing security, for a
financial DApp for example, will most often be at the expense of greater
scalability. Choosing an extremely scalable blockchain, to reach a maximum of
people, and to benefit from a strong growth, is done at the expense of a greater
decentralization and increases the risks of being exposed to a security problem.
Although choosing to develop a DApp on a blockchain already existing,
functional and having already its community is the easiest and fastest, there is
also the possibility to deploy its own blockchain. Requiring a higher technical
knowledge, and therefore more financial, human and time resources, this
choice offers the advantage of being able to create a custom blockchain

perfectly adapted to the needs of the DApp (Iredal, G., 2021).

The choice of consensus

Furthermore, the choice of blockchain also decides which consensus algorithm
will be used. As mentioned above, the main ones are Proof of Work (PoW) and
Proof of Stake (PoS). Each has its own advantages and disadvantages (Grings,
2021).
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® PoW advantages
The PoW algorithm is the more secure of the two. Indeed, it would require an
attack mobilizing at least 51% of the power before being able to hack the
network, which is almost impossible as soon as the network size is sufficient.

® Pol disadvantages
The PoW algorithm is extremely energy intensive, due to the ever increasing
difficulty of mining. This also poses a problem of decentralization, because by
increasing the difficulty of the mathematical problems, we see the emergence
of huge mining pools (grouping of miners) that hold a large part of the power

of the network (Grings, 2021).

® PoS advantages
This algorithm is more recent, and also aims to correct some of the
shortcomings of the Proof of work. Thus, it offers a better scalability (capacity
of adaptation of a network to a strong demand) with much faster transactions,
and at lower cost (Frankenfield J., 2022). In addition, the Proof of Stake
algorithm requires significantly less energy and is therefore much more
environmentally friendly.

e PoS disadvantages
Contrary to PoW, which is very secure, for PoS it is only necessary for a
malicious entity (which can be a group of users) to gather 51% of the issued
tokens, and it will become almost untouchable and will be able to attack the
network. Moreover, to be able to forge blocks in PoS, it is necessary to put a
minimum number of tokens into play. If this minimum is too high, especially
in terms of price (e.g. minimum 32 ETH= ~$60,000), only those who can
afford it or the pools (grouping of forgers) will be able to build blocks, which

is a limit to the decentralization of the network (Frankenfield J., 2022).

Beyond the technical specificities of the blockchain (scalability, security,
decentralization, which consensus algorithm), the choice of the blockchain also
takes into account the community that evolves on it. We will come back later
on to the importance of the community for the success of a DApp project, but
it is already important to understand that the more the community evolving on

a specific blockchain is important, the more the number of potential users and
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the volume of transactions on the DApp will be important. This will have a

strong impact on the success and growth of the DApp (Pierre Chapelle, 2022).

Finally, the last point concerns the links between the different blockchains,
called "bridges". Bridges are links between blockchains, which allow tokens
from blockchain A to be exchanged and used on blockchain B. Although this is
rare, some blockchains are bridged with very few other blockchains, and this
can bring the risk of isolating the blockchain, and limiting the use of tokens

and the attraction of new users (Blockchain bridges, 2022).

Comparing Different Blockchains
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3) Finance related strategies

We will now focus on strategies related to the financing of DApps. Due to the
decentralized architecture of the blockchain environment, the financing of a
DApp is done by raising funds in exchange of DApp tokens, allowing not to
concentrate all the tokens in the hands of a single actor. This is called an ICO
(Initial Coin Offering). We will see in detail how it works, and what are the

different types of ICO and their advantages and disadvantages.

An ICO is the equivalent of an PO (Initial Public Offering) but in the
crypto-currency world (Herbst T., 2022). Unlike an IPO, no need for a lawyer,
no need for a bank loan, not even a license or to follow any regulations, just a
crypto wallet is enough. More generally and without comparison to the stock
market, an ICO is a fundraising in crypto-currency whose counterparty
corresponds to tokens or cryptos specific to the funded DApp project (ibid).

This financing system radically changes the way funds are raised.

(For more details on the history of ICOs and examples, see Appendix 1.1)

There are 3 main categories of ICO: private ICO, public ICO on a launchpad,

and public ICO on the market. We will see the characteristics of each in detail.

e Private ICO

A private ICO offers pre-issued tokens to a limited and selected group of
investors, often in a pre-sale event ahead of a public ICO. It is not announced
publicly on the networks, and only the experts in the field, who follow
everything that happens, are aware of it and participate in the fundraising
(Herbst T., 2022).

It has the advantage of attracting WEB3 experts, often ready to invest large
sums of money, and if it goes well, it is usually a quality signal for future
investors. It is also a way to investigate the market for the DApp project. A
private ICO that does not raise enough funds will not suffer too much from

public opinion, and can improve its offer before trying a future ICO.
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Not all DApps do private ICOs, and a private ICO is not always followed by a
public ICO, although this is often the case.

e Public ICO on a launchpad

The Launchpad, is an investment environment specific to ICOs on the WEB3.
They are places (online) where new DApp projects sell a certain amount of
tokens at a low price, as long as the company is still in its launch phase (Eyebe
P., 2022). Investors who buy these tokens will be able to make a profit if the
company continues to grow as promised. The process is similar to a private
ICO, except that investors must be members of the launchpad on which the
ICO is taking place. A Launchpad is publicly open to everyone.

Investors who wish to do so can become a "member" of the launchpad, for a
financial entry fee, which allows them to access the ICO projects of the
launchpad (Zonebitcoin, 2021). Several levels of membership exist, allowing
to participate in the ICO earlier or later, and to invest more or less important

maximum amounts.

The best known launchpad at the present time is DAO Maker, with over
85,000 new users in 2021 (Florent C., 2021). Like most launchpads, DAO
Maker requires the user to have a certain number of DAO tokens, in order to
participate in funding a project on the launchpad. Currently a minimum of
2000 DAO tokens is required (valued at about $2628 in June 2022) (Evans J.,
2022). Each DAO token gives the right to one unit of "DAO Power". Then,
users invest their DAO Power in the DApp projects for which they want to
participate in the ICO. All users who have allocated DAO Power in an ICO
then participate in a huge lottery, to determine who will receive DAO tokens.
The more DAO Power that is allocated, the higher up the lottery the user
reaches and the more likely they are to win tokens from the DApp in question

(ibid).
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Tranche Lower Bound (Inclusive) Upper Bound (Exclusive)
Tranche 5 50,000 DAO
Tranche 4 25,000 DAO 50,000 DAO

Tranche 3 10,000 DAO 25,000 DAO
Tranche 2 4,000 DAO 10,000 DAO

Tranche 1 2,000 DAO 4,000 DAO

Source: Medium

Launchpads are not only opportunities for investors, they are also very
attractive for DApps. Indeed, launchpads are a security guarantee for investors,
who know that the DApp they are going to invest in is not a scam (even if they
have no guarantee that the DApp's tokens will increase in value). They are
therefore more likely to choose to invest in the DApp, and in larger amounts
(Florent C., 2021).

But the main advantage of using a launchpad for a DApp is that the launchpad
brings them a community by taking care of all the communication and
marketing part of the project. To participate in an ICO, launchpads usually ask
the investor to share posts of the DApp on Twitter, to join a Discord or

Telegram network, and to answer a Google Form survey (ibid).

e Public ICO on the market
Public ICOs on the market are numerous, but have a very bad reputation.
There is a high risk of scamming, with DApps disappearing overnight, having
successfully raised funds and sold all their tokens, resulting in a crash in the
value of investors' tokens (Grobys K., 2020). It is therefore strongly
discouraged to try to finance your DApp with a public ICO fundraising on the
market, the general opinion of the WEB3 communities on the subject being

pretty negative.
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e Flash Loans

Another way to raise funds is through a Flash-loan. However, this is more like
a very short-term loan than a growth fundraiser.

The Flash-loan is an instantaneous loan with no counterparty risk, which
requires no collateral, provided that it is repaid in a single transaction on the
blockchain (Barthelemi S., 2020).

In practical terms, this means executing a financial transaction smart contract,
in which the user borrows a large sum of money, without collateral, because
the smart contract continuation uses this sum in a financial operation intended
to make profit (Vasile 1., 2022). Most often this means buying and selling a
large number of tokens in a short period of time, betting that their value will
increase in the market during the interval. Being able to make an immediate
loan without collateral is a huge advantage, but the risks involved in such a
practice are high (ibid), so it is not recommended to rely on this innovation,

even less in a perspective of long-term growth of a DApp.
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e Tokenomics
Finally, the last purely financial dimension linked to DApps strategies concerns
tokens. This economy of tokens is called "Tokenomics".
What is called Tokenomics (composed of the words Token and Economy)
represents, for a crypto project, the way in which the creation of tokens for the
proper functioning of the project will be managed (Aymar, 2022). There are
three essential components to the token economy : total supply, emission,

distribution.
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e Total supply
The total supply represents the maximum quantity of tokens that can be issued
by the DApp, in accordance with the functioning of its smart contracts on the
blockchain (Aymar, 2022). In this case, a distinction must be made between
available quantity and total quantity. The available quantity represents the
number of tokens already issued at a given time "t", which anyone can buy on
the market. The total quantity represents the maximum quantity that the
number of tokens in circulation will eventually reach. For example, in the case
of Bitcoin, 21 million tokens will be mined on this blockchain, no more, no

less.

e Emission
It is the quantity of tokens created and paid out to the validators of a
blockchain according to a determined period of time (Aymar, 2022). Indeed,
the validators of a blockchain network earn rewards for their participation in
the operation of the network: first, a certain amount of tokens issued for each

new block created, and second, the transaction fees paid by the network user.

e Distribution
Most public blockchain projects provide for the distribution of a share of the
total supply to certain actors or for certain specific uses (Aymar, 2022). This is
especially the case in the case of ICOs, aimed at investors, but it can also
happen through the use of DApp services to reward active users, or reward
loyal users over the long term, users participating in the development of the

DApp, etc. Several distribution models often coexist.
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e Two predominant token economy models
There are many different token strategies, using these three dimensions in

different ways. In this paper we will focus on the two most common ones.

1. The quantity-limited disinflationary model
It consists in having a limited quantity of tokens associated with a monetary
issue that becomes less and less important over time (Skalex, 2018). This is the
way Bitcoin works, but many cryptocurrencies are governed by this model, it

is possible to mention Solana, Litecoin, BAT, Tron, etc.

2. The inflationary balance model
Many blockchains have been created without defining a limited amount of
token issuance. This choice can be made for various reasons, usually involving
the use to be made of the blockchain in question. For example, the Ethereum
protocol operates under this model. However, some mechanisms are put in
place to limit inflation, or even to create a deflationary system (Cassidy, 2019).

The most common system is the "burn" system, in which a part of the fees paid
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by Ethereum users will not be returned to the validator, but simply removed.
This could not only achieve an equilibrium with the rate of issuance, but
potentially lead to a decrease in the amount of tokens in circulation in case of

high network usage (ibid).
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The Theory of Burning in Crypto Tokenomics (Source: WazirX)

Both models have their strengths and weaknesses, but we will not go into more
financial details about them. An example of advantage, concerning Ethereum,
is that the white paper of its creator indicates that a stable emission rate would
allow to avoid the too strong concentration of wealth in the hands of a few

actors/validators.

4) DAOs & governance related strategies

Definition and technical explanation

A decentralized autonomous organization (DAO) is an entity without any

central governance, hosted on a public blockchain. Decisions are made by a
community through an electronic voting system, and a set of defined rules
(Ferec A., 2022).

DAOs open the door to many opportunities for collaboration through a
decentralized governance mechanism. Indeed, the fact that they are hosted on a
blockchain allows them to have special characteristics. For example, no one

can manipulate the financial accounts if the DAO is properly programmed and
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secured. The whole process is transparent. The trust of the stakeholders lies in
the computer code, which is fact-based, objective, and simply performs the
tasks requested (Ferec A., 2022).

Thus, DAOs, in theory, do not represent a single application but rather a firm
that does not have a typical physical structure. The idea is that it runs entirely
autonomously, with humans (as users) having voting power in some
procedures. DAOs, unlike conditional transactional programs, are not built and
maintained by firms with profit motives because they are "owned" by the users
(Cointelegraph, 2022). In other words, it is a large-scale collaboration tool,
totally decentralized (Lepage T., 2022).

Technically, smart contracts are used to build the DAQO's rules chosen by a core
team of community members. These smart contracts set the foundation for the
DAQ's activities. They are obvious, verifiable and publicly auditable, allowing
any potential member to comprehend how the protocol will operate at all times
fully. After that, a DAO treasury is financed by issuing tokens, granting token
holders the right to vote on the project's governance issues. Finally, a DAO is

deployed after the financing part is finished (Cointelegraph, 2022).

Here is a comparative table that highlights the different characteristics of

DAOs compared to traditional companies.

DAO Traditional Organization
Horizontal hierarchy, more Pyramidal management, strict
democratic hierarchy
Members vote on each suggested Voting is not always required,
change in the DAO depending on the type of
organization.

Once the vote is done, the changes After a vote, a person or team is
are implemented automatically, responsible for implementing the
without depending on a third party decision

The services offered are A human intervention is necessary to
decentralized and executed validate the actions and execute the
autonomously requested actions

All activities are public. The datais | Access to information is limited,
available in a transparent way some activities may be private
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Different types of governance

The majority of DAOs work through a system of governance tokens, which are
crypto-assets. Thus, owning governance cryptos allows you to vote during
proposals, the more governance tokens you own, the more important your vote
is, these cryptos are bought and sold on exchange platforms and it is possible
to obtain governance tokens using the services of the DAO in question (Ferec
A., 2022).

Pierre Chapelle, whom we interviewed, created his own DAO on this system
and described the different stages of collective decision making: "I integrated a
voting system to make decisions. Each person in the vote has a different
weight. The more Ethers you have, the more weight your vote has. Every time
a decision has to be made, we put the decision down, and everyone votes." He
summarized the process in five different steps:

1) The DAO collects the investors' money in Ether, this allows to define
the weight of the votes

2) Each participant follows the contribution of the investors in relation to
their shares, in other words, everybody visualizes the weight of each
investor.

3) Investors are allowed to create proposals. This can be any type of
proposal: increase the total number of tokens, change the name of the
Dapp...

4) Investors are given the opportunity to vote.

5) Finally, the proposal that wins the vote is executed.

Voting can be done in different ways. The simplest system is to tell investors to
go to Discord, an online platform widely used by gamers, to vote on a private
channel. The reactions expressed on this private channel are then counted as
votes (Lepage T., 2022). Afterwards, we can have more advanced systems with
holographic consensus, which will succeed in compiling the scalability,

resilience of voting systems (Ibid.).

Different types of DAOs
The first DAO was created in 2016, called "The DAQ", developed on

Ethereum, it realized at the time a fundraising of $150M. The objective was to
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create a capital fund whose risk is controlled directly by investors through
specific tokens publicly available. This allowed individuals to invest in a
venture capital fund by buying tokens made available by the platform, but also
allowed them to vote for which startup they wanted to invest in. The
application offered a new governance system, decentralized, democratic,
transparent, and automatic. This allowed it to have a huge success from the
beginning, and the DAO gathered 14% of the ether in circulation at the time,
which would represent several tens of billions of dollars today. However, the
technology was not yet fully developed, and the smart contracts had not been
sufficiently tested and audited. The application was the target of an attack by
hackers who exploited a flaw in the code. This caused a very important fall of
the Ether, and even the creation of a hard fork which permitted to split the
blockchain in two parallel versions. This event permanently shook investor

confidence in the DAO and Ether (Money Radar, 2022).

Even today, the most important DAOs are still evolving in the DeFi world.
Such as Maker DAO, created in 2014, today the 2nd most valued DAO; allows
its users to borrow and repay loans. One of the crucial interests of DAI (its
token), is the flexibility and interoperability of its protocol, i.e. its ability to
automatically interact with other smart contracts. Thus, third-party applications
can use Maker's service loans to build their own use cases. The platform also
has a governance t