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Abstract

The world has for a long time adopted a financial system where risk control is
placed in the care of central authorities or intermediaries. People who invest in
the current financial system relinquish their assets to intermediaries such as a
bank, stock exchanges, mutual fund companies, insurance companies, and
brokers. Many problems have arisen, casting doubt on the effectiveness of the
current financial system. An innovative system that introduces the prospects of
removing banks' and other institutions’ control over money, financial products,
and financial services is emerging — decentralized finance (DeFi). An extensive
study on the subject was done, focusing on the viability of decentralized finance
to replace the role of traditional financial systems, using recently published
reports. Decentralized finance, a financial ecosystem built on blockchain
technologies, is geared toward disrupting the traditional finance world. The
features of DeFi promise to revolutionize various financial transactions
including DeFi lending and borrowing, decentralized insurance, and
decentralized exchanges. DeFi strives to allow direct financial transactions
between users, minus the controls of any single entity. Being relatively new,
even with all the opportunities it offers, DeFi may have a higher level of risk due
to difficulties with regulation, infrastructural mishaps, and potential hacks and
scams. Despite the hype around DeFj, it is prudent to understand not only the
rewards but also the risks. Decentralized finance is in its early stages of
evolution. As we move forward, many issues must be addressed and

advancements made before DeFi becomes safe to use.

Advances in Business Informatics empowered by Al & Intelligent Systems 20
DOL: https://dx.doi.org/10.46679/978819573220302



This is a limited preview of the chapter.

To read the full-text chapter, get access by purchasing this chapter
or consider buying the complete book. If your library has
subscription to EBSCOhost, this chapter including other chapters of

the book can be accessed through your library.

This chapter is a part of the book, ‘Advances in Business Informatics

empowered by Al & Intelligent Systems’

ISBN: 978-81-957322-0-3 (ebk); ISBN: 978-81-957322-1-0 (pbk);
ISBN: 978-81-957322-2-7 (hbk)

Book DOI: https://dx.doi.org/10.46679/9788195732203

The book is available via CSMFL Bookstore, Amazon, Google Play
Books, EBSCOhost & EBSCO eBooks




Understanding Decentralized Finance (DeFi) 31

Conclusion

Decentralized finance is a very promising ecosystem that eliminates
intermediaries by allowing people, merchants, and businesses to conduct
financial transactions through emerging technology. This is made possible
through peer-to-peer financial networks that use security protocols, connectivity,
software, and hardware advancements. Even as DeFi offers plenty of opportunity
and promise, it has issues that need to be addressed, like governance. Only when
the weaknesses of the system are fully resolved can individuals, business firms,
financial institutions, brokers, and other stakeholders truly take advantage of the

emerging technology to make DeFi the finance ecosystem of the future.
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