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ABSTRACT 

Decentralized Finance (DeFi) has emerged as a transformative force in the financial sector, offering peer-to-

peer financial services without traditional intermediaries such as banks. By utilizing blockchain technology 

and smart contracts, DeFi enables greater accessibility, transparency, and efficiency in financial transactions. 

However, the rapid expansion of DeFi poses significant challenges to global financial stability. This literature 

review explores the impact of DeFi on systemic risks, regulatory frameworks, and the traditional banking 

sector. While DeFi offers opportunities for financial inclusion and innovation, it also introduces new risks 

related to cybersecurity, liquidity, and market volatility. The absence of standardized regulations across 

jurisdictions exacerbates these risks, creating vulnerabilities in the global financial system. Furthermore, the 

interconnection between DeFi markets and traditional financial institutions increases the potential for 

spillover effects during periods of financial stress. This paper highlights the need for a balanced regulatory 

approach that fosters innovation while safeguarding financial stability. As DeFi continues to evolve, 

understanding its influence on global financial stability becomes increasingly important for policymakers, 

regulators, and financial institutions. 
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ABSTRAK 

Keuangan Terdesentralisasi (DeFi) telah muncul sebagai kekuatan transformatif dalam sektor keuangan, 

menawarkan layanan keuangan peer-to-peer tanpa perantara tradisional seperti bank. Dengan memanfaatkan 

teknologi blockchain dan kontrak pintar, DeFi memungkinkan aksesibilitas, transparansi, dan efisiensi yang 

lebih besar dalam transaksi keuangan. Namun, ekspansi DeFi yang cepat menghadirkan tantangan signifikan 

terhadap stabilitas keuangan global. Kajian literatur ini mengeksplorasi dampak DeFi terhadap risiko sistemik, 

kerangka regulasi, dan sektor perbankan tradisional. Meskipun DeFi menawarkan peluang untuk inklusi 

keuangan dan inovasi, DeFi juga memperkenalkan risiko baru terkait keamanan siber, likuiditas, dan volatilitas 

pasar. Ketiadaan regulasi yang terstandarisasi di berbagai yurisdiksi memperburuk risiko ini, menciptakan 

kerentanan dalam sistem keuangan global. Selain itu, keterkaitan antara pasar DeFi dan lembaga keuangan 

tradisional meningkatkan potensi efek penularan selama periode tekanan keuangan. Artikel ini menekankan 

perlunya pendekatan regulasi yang seimbang yang dapat mendorong inovasi sekaligus menjaga stabilitas 

keuangan. Seiring perkembangan DeFi, pemahaman tentang pengaruhnya terhadap stabilitas keuangan global 

menjadi semakin penting bagi para pembuat kebijakan, regulator, dan lembaga keuangan. 

 

Kata kunci: Keuangan Terdesentralisasi (DeFi), stabilitas keuangan, risiko sistemik, teknologi blockchain. 
 

INTRODUCTION 

Decentralized Finance (DeFi) has 

gained significant traction in recent 

years, revolutionizing traditional 

financial systems by enabling peer-to-

peer transactions without the need for 

intermediaries such as banks or financial 

institutions. Built on blockchain 

technology, DeFi allows for the automation 

of financial services through smart 

contracts, enhancing transparency, 

efficiency, and accessibility. This 

innovation is reshaping financial markets 

by offering alternatives to conventional 
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banking services, including lending, 

borrowing, trading, and investing 

(Alamsyah et al., 2024; Diantaris, 2024). 

As DeFi continues to expand, it is 

necessary to explore its broader 

implications, especially on global 

financial stability. 

The rapid growth of DeFi has 

introduced both opportunities and risks. 

On the one hand, DeFi democratizes 

access to financial services by reducing 

reliance on centralized institutions, 

potentially promoting greater financial 

inclusion (Xie, 2023). This 

democratization allows users to engage 

in financial activities without geographic 

or bureaucratic barriers. On the other 

hand, the absence of traditional oversight 

and regulation in DeFi markets presents 

new risks, including cybersecurity 

vulnerabilities, fraud, and market 

manipulation (Weingärtner et al., 2023). 

These risks raise concerns about the 

stability of the financial ecosystem, 

particularly during periods of economic 

volatility. 

One of the most critical concerns 

surrounding DeFi is its potential to 

contribute to systemic risk. Systemic risk 

refers to the risk of a breakdown in the 

financial system that could have far-

reaching consequences across markets 

and institutions. In the case of DeFi, the 

interconnectedness of decentralized 

platforms with traditional financial 

institutions poses a challenge for 

regulators in managing and mitigating 

such risks (Abdul, 2024). Additionally, 

the unregulated nature of DeFi could 

lead to market fragmentation, further 

complicating efforts to ensure financial 

stability at both national and global 

levels. 

Regulatory frameworks remain 

one of the most pressing issues in the 

DeFi landscape. Unlike traditional 

financial institutions, DeFi platforms 

often operate outside established 

regulatory frameworks, making it 

difficult for governments and 

international organizations to monitor 

and control their activities Barceló et al., 

2023). The lack of standardized regulations 

across jurisdictions exacerbates the 

challenges of ensuring a secure and stable 

financial system, as DeFi platforms can 

easily operate across borders, making them 

difficult to regulate and supervise. Thus, 

the debate over how to effectively regulate 

DeFi while encouraging innovation 

continues to intensify among policymakers 

and financial authorities. 

Moreover, DeFi’s impact on 

traditional financial institutions cannot be 

ignored. As more users and capital flow 

into DeFi platforms, traditional banks and 

financial institutions may experience 

reduced demand for their services, which 

could disrupt established financial models 

(Kayani & Hasan, 2024). Some experts 

argue that DeFi could complement existing 

financial systems, while others believe it 

could challenge the very foundations of 

traditional finance by decentralizing the 

control of financial assets. The potential 

shift in the balance of power within the 

financial sector underscores the need for 

further research into the long-term 

implications of DeFi on global financial 

markets. 

In conclusion, DeFi’s growing 

influence on global financial systems 

brings both opportunities and challenges. 

While it promotes innovation, 

accessibility, and financial inclusion, it 

also raises critical concerns about systemic 

risks, regulatory gaps, and the future of 

traditional financial institutions 

(Vijayagopal et al., 2024). This paper seeks 

to examine the influence of DeFi on global 

financial stability, highlighting the 

emerging challenges and discussing 

potential regulatory and technological 

solutions to address these issues. 

 

METHOD 

This study employs a literature 

review methodology to explore the 

influence of Decentralized Finance (DeFi) 

on global financial stability. The literature 

review involves a systematic examination 

of academic journals, industry reports, and 

regulatory documents published from 2019 

onward. This approach allows for a 
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comprehensive understanding of the 

current state of DeFi, including its 

benefits, risks, and regulatory 

challenges. Key databases such as 

Google Scholar, JSTOR, and SSRN 

were used to identify relevant scholarly 

articles and reports. The selection criteria 

focused on peer-reviewed articles that 

discuss the technological underpinnings 

of DeFi, its impact on traditional 

financial systems, and regulatory 

responses. This method ensures that the 

review captures the latest developments 

and theoretical advancements in the 

field, providing a well-rounded 

perspective on the subject. 

The review process involved 

categorizing and synthesizing findings 

from selected literature to address 

specific research questions about DeFi’s 

effects on financial stability. Articles 

were analyzed based on their 

contributions to understanding systemic 

risk, regulatory gaps, and market 

dynamics related to DeFi. This analysis 

was complemented by examining case 

studies and empirical research that 

illustrate real-world implications and 

regulatory challenges faced by DeFi 

platforms. By integrating insights from 

various sources, this study aims to 

provide a nuanced understanding of 

DeFi's potential impact on global 

financial stability and the emerging 

challenges that need to be addressed 

through policy and regulation. 

 

RESULT AND DISCUSSION 

Increased Systemic Risk Due to 

Interconnectedness 

The rise of Decentralized 

Finance (DeFi) has introduced new 

layers of systemic risk into the global 

financial system. DeFi platforms 

operate on blockchain technology, 

allowing for the creation of complex 

financial products and services 

without traditional intermediaries. 

However, their interconnected nature 

with traditional financial institutions 

heightens the risk of spillover effects. 

For instance, the integration of DeFi 

protocols with established financial 

systems can lead to contagion during 

periods of market stress. Research by 

Inoue (2021) highlights that this 

interconnectedness can amplify market 

shocks, as disruptions in one sector 

quickly propagate through the network. 

Additionally, DeFi platforms often 

use leverage and liquidity pools, which 

can exacerbate financial instability. 

Aharon & Yagil (2019) emphasize that 

the use of leverage in DeFi can lead to 

rapid and severe market fluctuations, 

especially in times of economic 

downturns. The lack of traditional 

oversight means that these platforms 

may not have sufficient risk management 

practices in place, making them 

susceptible to sudden collapses that 

could impact broader financial markets. 

Furthermore, the transparency and 

accessibility of DeFi platforms mean that 

market participants can quickly react to 

perceived risks, potentially leading to 

panic and accelerated withdrawals. 

Metelski & Sobieraj (2022) notes that 

such behaviors can destabilize markets 

further, as the rapid exit of capital from 

DeFi platforms can trigger cascading 

failures across interconnected financial 

entities. 

Regulatory Challenges and Gaps 

One of the primary challenges 

posed by DeFi is the lack of a cohesive 

regulatory framework. DeFi platforms 

often operate in a regulatory grey area, 

with no clear guidelines or oversight 

from traditional financial regulators. 

Shavshukov & Zhuravleva (2023) argue 

that the absence of standardized 

regulations can create significant 

challenges for ensuring the safety and 

stability of financial markets. The 

decentralized nature of these platforms 

makes it difficult for regulators to 

impose controls and standards 

effectively. 

The disparity in regulatory 

approaches across jurisdictions further 

complicates the situation. Pineda et al., 

(2024) points out that while some 

countries have begun to develop 
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regulatory frameworks for DeFi, there 

is no global consensus on how to 

approach these new financial 

technologies. This regulatory 

fragmentation can lead to 

inconsistencies in how DeFi platforms 

are supervised, potentially creating 

loopholes that can be exploited by bad 

actors. 

Additionally, the innovative and 

rapidly evolving nature of DeFi means 

that regulatory frameworks often lag 

behind technological developments. 

Jung & Shegai (2023) highlight that 

regulators must continuously adapt 

their approaches to keep pace with the 

fast-moving DeFi landscape, which 

requires significant resources and 

expertise. 

Impact on Traditional Financial 

Institutions 

The rise of DeFi has the 

potential to disrupt traditional 

financial institutions by offering 

alternative financial services that 

bypass conventional banking systems. 

Thanh et al., (2024) suggests that DeFi 

platforms could reduce the reliance on 

traditional banks by providing 

decentralized lending, borrowing, and 

trading services. This shift could 

challenge the traditional financial 

model, as users increasingly turn to 

DeFi for their financial needs. 

Furthermore, the competitive 

pressure from DeFi could force 

traditional financial institutions to 

innovate and adopt new technologies. 

Chen et al., (2021) argue that banks 

and other financial entities may need 

to integrate blockchain technology and 

other DeFi innovations to remain 

competitive. This could lead to a 

convergence of traditional and 

decentralized financial systems, where 

both coexist and influence each other. 

However, the disruption caused 

by DeFi also poses risks to traditional 

institutions. The rapid growth of DeFi 

platforms could lead to a reduction in 

the customer base for banks, 

potentially impacting their revenue 

and financial stability.  

Technological Innovations and Their 

Implications 

DeFi leverages cutting-edge 

technologies such as blockchain, smart 

contracts, and decentralized applications 

(dApps) to create innovative financial 

products. These technologies enhance 

transparency, security, and efficiency in 

financial transactions.  

However, these technological 

innovations also come with their own set 

of challenges. For instance, the security 

of smart contracts is crucial, as 

vulnerabilities can lead to significant 

losses. Several high-profile security 

breaches in DeFi platforms that have 

exposed the risks associated with smart 

contracts. Ensuring the robustness and 

reliability of these technologies is 

essential for maintaining trust and 

stability in DeFi markets. 

Additionally, the rapid pace of 

technological advancement in DeFi can 

create regulatory and compliance 

challenges. As new technologies emerge, 

regulators must continuously update 

their approaches to address potential 

risks and ensure that DeFi platforms 

operate within safe and secure 

parameters  

Market Volatility and Liquidity 

Concerns 

DeFi platforms often experience 

high levels of market volatility due to 

their speculative nature and the use of 

leverage. Grigorova et al., (2024) explain 

that the value of assets on DeFi platforms 

can fluctuate widely, driven by market 

sentiment and trading activity. This 

volatility can impact the stability of DeFi 

markets and create challenges for users 

and investors. 

Liquidity is another concern, as 

DeFi platforms rely on liquidity pools to 

facilitate transactions. Fluctuations in 

liquidity levels can affect the ability of 

users to execute trades and access funds. 

In times of market stress, liquidity 

shortages can exacerbate volatility and 

lead to wider financial instability. 

The interaction between DeFi 
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markets and traditional financial 

systems further amplifies these 

concerns. Liquidity pressures in DeFi 

can have spillover effects on 

traditional financial markets, 

especially if there are significant 

linkages between the two sectors. 

Managing these risks requires careful 

monitoring and coordination between 

DeFi platforms and traditional 

financial institutions. 

Future Directions and Policy 

Recommendations 

Addressing the challenges posed 

by DeFi requires a collaborative effort 

between policymakers, regulators, and 

industry stakeholders. Abbas et al., 

(2024) emphasizes the need for a 

balanced approach that fosters 

innovation while ensuring financial 

stability. Developing a comprehensive 

regulatory framework that addresses 

the unique characteristics of DeFi is 

crucial for managing systemic risks 

and protecting investors. 

Policymakers should consider 

international cooperation to create 

harmonized regulations for DeFi 

platforms. Global coordination can 

help address regulatory fragmentation 

and provide a consistent approach to 

overseeing DeFi activities. This 

collaboration can also facilitate 

information sharing and best practices 

among regulators. 

Additionally, continued research 

and monitoring are essential for 

understanding the evolving risks and 

opportunities associated with DeFi. 

Ongoing analysis of DeFi market 

dynamics and technological 

developments will help inform 

effective regulatory responses and 

ensure that the financial system 

remains resilient in the face of 

emerging challenges. 

CONCLUSION 

The emergence of Decentralized 

Finance (DeFi) represents a paradigm 

shift in the financial sector, offering 

innovative solutions that challenge 

traditional banking models. By leveraging 

blockchain technology and smart contracts, 

DeFi platforms provide decentralized 

alternatives to conventional financial 

services, such as lending, borrowing, and 

trading. This shift promises enhanced 

accessibility, transparency, and efficiency 

in financial transactions. However, as this 

study has highlighted, the integration of 

DeFi into the global financial system 

introduces significant risks and challenges 

that need to be carefully managed. The 

interconnectedness between DeFi and 

traditional financial institutions, coupled 

with regulatory gaps and technological 

complexities, underscores the need for a 

comprehensive approach to ensure 

financial stability. 

The review of recent literature 

reveals that while DeFi offers substantial 

benefits, such as financial inclusion and 

innovation, it also poses critical risks, 

including systemic instability, 

cybersecurity vulnerabilities, and 

regulatory challenges. The lack of a 

cohesive regulatory framework for DeFi 

platforms exacerbates these risks, creating 

potential vulnerabilities in the financial 

system. The findings emphasize the 

importance of developing and 

implementing robust regulatory measures 

that can address the unique characteristics 

of DeFi while promoting innovation. 

Policymakers and regulators must work 

collaboratively to create standardized 

guidelines and ensure that DeFi activities 

are conducted within a secure and stable 

environment. 

Looking forward, the future of DeFi 

will depend on how effectively these 

challenges are addressed. Continued 

research and dialogue among stakeholders 

will be essential in shaping the regulatory 

landscape and adapting to the evolving 

financial technologies. As DeFi continues 

to develop, it will be crucial to strike a 

balance between fostering innovation and 

maintaining financial stability. By 

adopting a proactive and informed 

approach, the financial industry can 

harness the potential of DeFi while 

safeguarding the integrity of the global 
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financial system, ensuring that the 

benefits of this transformative 

technology are realized without 

compromising systemic stability. 
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