Chapter 5
Understanding
FinTech and DeFi for
Financial Inclusion

ABSTRACT

The chapter examines how financial technology and decentralized finance (DeFi) are
transforming access to financial services, particularly for underserved populations.
This chapter explores the potential of blockchain technology to enhance traditional
financial services and create a foundation for decentralized business models. By
leveraging a trustless and distributed infrastructure, blockchain optimizes transac-
tional costs and enables the development of decentralized, innovative, interoperable,
borderless, and transparent applications. The chapter delves into how FinTech and
DeFi are lowering barriers to entry, reducing costs, and empowering users with
greater financial autonomy. It highlights the role of these technologies in fostering
financial inclusion by providing open access to financial services such as savings,
loans, trading, and insurance. The chapter also addresses the challenges and op-
portunities presented by these innovations, including regulatory considerations and
the need for robust security measures.

INTRODUCTION

FinTech, positioned at the crossroads of Finance and Technology, plays a pivotal
role in promoting financial inclusion. By leveraging software and digital platforms,
FinTech delivers financial services in ways that are convenient, accessible, and intu-
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itive. The concept harnesses mobile technology, big data analytics, and blockchain
to provide enhanced services to individuals.

FinTech represents a convergence of technologies designed to support novel
banking concepts and enable innovative financial services, dramatically transforming
the financial landscape. This chapter aims to explore the fundamentals and philos-
ophy behind Financial Technology (FinTech) and its achievements in innovation,
automation, digitization, blockchain, and the rise of Decentralized Finance (DeFi).

FinTech is crucial for financial inclusion as it develops new tools and technol-
ogies that provide greater access to financial services, making them more efficient
and affordable. The power of DeFi, driven by this technological innovation, opens
up financial services to underserved populations, enhancing overall financial ac-
cessibility and inclusion.

Financial Technology (FinTech) refers to innovative technologies that aim to
enhance and automate the delivery and usage of financial services. At its core,
FinTech helps companies, business owners, and consumers manage their financial
operations, processes, and lives more efficiently by using specialized software and
algorithms on computers and increasingly on smartphones and mobile devices. The
term FinTech itself is a combination of “financial technology.”

In recent years, FinTech has become deeply embedded in the financial services
ecosystem, to the extent that the term is now recognized in several leading dictio-
naries. While the general perception of FinTech is of products and companies that
employ newly developed digital and online technologies in the banking and financial
services industries, its role has evolved to be more strategic and focused. The broader
objective of FinTech is to meet the unmet financial needs of segments of the popu-
lation that are not the core target of traditional financial services models. Therefore,
FinTech aims to contribute to the larger goal of financial inclusion (Lele, 2019).

The recent proliferation of technology has significantly impacted all areas of
the financial services supply chain, including payments, remittances, and asset
management. Non-financial actors are increasingly offering innovative financial
products, reshaping the landscape. This transformation can be observed in three
key dimensions. Firstly, technology can address the challenge of limited banking
infrastructure, providing access to financial services for underserved populations.
Secondly, leveraging technology as a catalyst for accelerated growth can unlock new
opportunities for innovation and development within the financial sector. Lastly, the
potential of technology extends beyond financial services, offering applications that
empower individuals in various aspects of their lives, such as education, healthcare,
and social services. However, significant advancements often create gaps that need
to be addressed to ensure equitable progress. As technology continues to evolve, it
is essential to focus on inclusive strategies that bridge these gaps and maximize the
benefits for all segments of society.
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