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Decentralized finance (DeFi) could be a more disruptive blockchain use case than Bitcoin in

finance, according to a recent Bank of America (BofA) report, per Insider. The most common
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blockchain application so far is cryptocurrencies, like Bitcoin, which act as alternative

investment products or means of payment. DeFi is also a blockchain use case, but acts as an

alternative to a wider range of financial services by doing away with financial intermediaries.

DeFi applications aim to bring greater e�ciencies to modern �nance, and VC funds are
starting to be convinced of their potential.

However, DeFi’s disruptive potential will not be realized in the wider �nancial sector
anytime soon, as the space remains unregulated for the foreseeable future. Financial firms
that act as intermediaries in the current financial system are heavily regulated, and consumers

can rely on bodies like the Securities and Exchange Commission (SEC) to police the sector

and remedy any faults. But there are no legally recognized, centralized entities that can be

held responsible for smart contract problems, such as a mistake in the code. The SEC has not

mentioned DeFi in planned crypto-specific regulations, while the UK Treasury’s latest

consultation specifically states that DeFi will not be in scope of any upcoming regulations. The

lack of protection will likely hinder DeFi adoption as most consumers and financial institutions

The current �nancial system relies on trusted entities to enable access to �nancial services,
but DeFi removes the need for these middlemen. DeFi leverages “smart contracts,” which are

agreements automatically enforced via code on a blockchain, typically Ethereum. BofA

identifies a number of financial use cases where smart contracts could reduce friction and

lower costs, including when exchanging securities. Such transactions traditionally require a

host of intermediaries—like banks, law firms, and accounting firms—to update ownership

records and manage counterparty risk. But DeFi automates all these functions and processes

them in real time so that the transaction and settlement occur at the same time, and the

blockchain is automatically updated to record the change of ownership.

VC funding is pouring into DeFi startups to help scale these applications. The sector has

mirrored cryptocurrencies’ rapid rise in popularity over the past year, with the total value

enforced through smart contracts reaching $44 billion at the time of writing, up from $1

billion last February. And some VCs aren’t waiting any longer to back DeFi projects: VC

funding in DeFi crossed the $500 million mark for the first time in September across 34

startups. And funding activity will likely accelerate further this year, with UK-based fund

Augmentum fintech allocating part of its £193 million ($247.5 million) treasure chest to invest

in DeFi firms in January, while a month later, Siam Commercial Bank launched a $50 million

blockchain fund that will also target the subsector.

https://www.businessinsider.com/blockchain-technology-applications-use-cases
https://www.reuters.com/article/us-usa-crypto-currency-gensler-analysis-idUSKCN2AV02H
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/950206/HM_Treasury_Cryptoasset_and_Stablecoin_consultation.pdf
https://medium.com/@equityup01/how-dlt-securities-are-removing-intermediaries-37b584dd2d04
https://defipulse.com/
https://www.trustology.io/insights-events/the-vc-community-is-getting-defi-savvy
https://www.theblockcrypto.com/linked/90589/augmentum-lse-defi-strategy
https://www.theblockcrypto.com/linked/90589/augmentum-lse-defi-strategy
https://content-na1.emarketer.com/siam-commercial-bank-targets-blockchain-digital-asset-startups-valuations-soar


Copyright © 2021, Insider Intelligence Inc. All rights reserved. Page 3

are unlikely to put all their trust in blockchain technology to safeguard their money until such

services are brought in scope of regulations.


