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INTRODUCTION
Globally, efforts to use DeFi to tackle financial exclusion
are already ramping up. In 2021, the UNICEF Innovation
Fund announced eight new startups developing open-
source, blockchain-based solutions toward greater
financial inclusion.  

Unlike the internet era, where all the value poured into a
small handful of counties and postal codes, the era of
blockchain-based innovation is really very widely
distributed. As a result, it has the potential to improve
diversity and inclusion, an area where finance, and
fintech, have long performed dismally.

Decentralised finance — or DeFi — includes all the
financial elements you know from more traditional
finance (such as central banks, retail banks, lenders and
borrowers). 

But a key difference to traditional finance is that DeFi has
no centralised institution like a central bank and
sovereign nation that underpins the whole system. 

This alternative financial system holds the promise to be
truly global, open-source and accessible to all who have
access to the internet, regardless of nationality, ethnicity,
race, gender and socioeconomic class.
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“DeFi operates in a
decentralised environment—

public, permissionless
blockchains. Services are

generally encoded in open-
source software protocols and

smart contracts.” 
 

— Wharton Blockchain and
Digital Asset Project



DeFi Lending 
Platform

Borrower Lender

Deposits Crypto Assets 
as Collateral

Obtains Crypto Loans

Repays the loan with 
interest

Deposits Flat Currency

Receives Collateral back 
after repayment

Receives funds back with interest
(passive income)

WHAT ARE CRYPTO LOANS?

Source: https://blockchainsimplified.com/blog/defi-based-crypto-loans-explained/ 

https://blockchainsimplified.com/blog/defi-based-crypto-loans-explained/


STARTUPS THAT RECEIVED BOTH USD
AND CRYPTOCURRENCY FUNDING:

Kenya's KotaniPay
a platform for transfers, remittances, savings,
withdrawals, loans, and payments and
integrating solutions for users to easily interact
with crypto.

Mexico's BX Smart Labs
is developing a decentralised app for saving
circles, leveraging smart contracts to
automate user payments and withdrawals.

Argentina's Xcapit
is building a platform that increases easy, safe
access to financial services, including
planning, gamified savings, and wealth
management tools.



WILL CRYPTOCURRENCY HELP OR
HINDER FINANCIAL INCLUSION?

According to the Federal Reserve, even 22 per cent of
Americans are unbanked or underbanked. In fact,
about five per cent of American adults did not have a
bank account in 2020, the Reserve's data shows.

Cryptocurrencies have held huge and growing appeal
in recent years, as many people around the world
sought to educate themselves on crypto investing. 

Wherever you stand on cryptocurrencies' use and
inherent value, there is no denying that crypto adoption
rates are growing globally.  

A third of Nigerian adults use cryptocurrency for
everything from buying and selling goods and services,
to sending money to family and friends abroad. There
are high rates of crypto adoption in Vietnam, Turkey
and South Africa. 

Cryptocurrency could play a role here too. The financial
trend has bemused senior investment houses, worried
regulators, and made some unlikely retail investors into
millionaires, even billionaires. 

For better or worse, the crypto economy is leading to
the development of an alternative financial and
technological infrastructure. 

That's because cryptocurrency is one of the most well-
known use cases for blockchain. Financial inclusion and
connectivity are others. 

According to The World Bank, one out of three people in
the world is unbanked. Two billion people don't have
access to financial tools. It is not just the developing
world where financial exclusion is a real and pressing
problem. 
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“Regardless of individual
circumstances, incorporating the

unbanked population into the
global economy requires

solutions outside the limits of
traditional finance.”

 
—  Gemini

https://www.forbes.com/advisor/banking/costs-of-being-unbanked-or-underbanked/
https://www.weforum.org/agenda/2021/02/how-common-is-cryptocurrency


Although the Bitcoin whitepaper is now
more than 10 years old, we believe we
are still early in the crypto movement.
Crypto is purely a software movement

and does not depend on a hardware
buildout, in contrast to, say, the

internet, which requires laying cables
and building cell towers. 

 A16z Crypto



Mobile phones can be a gateway to financial
inclusion by facilitating payments and services of
the two billion unbanked adults around the
globe. 

However, two-thirds have mobile phones, so they
have access to get into the system. Financial
services can also be provided to the unbanked
through mobile phones and the internet.

DEFI, SMARTPHONES AND
CRYPTO’S GROWING POPULARITY



ALTERNATIVE CREDIT SCORING
FOR THE DEFI AGE
For example, MercyCorp, which has worked with
refugees in Venezuela and Colombia, discovered that
cell-posted wallets could be transformative for those
who don't have government-issued IDs or physical
addresses. 

These are things that banks, insurers, lenders, and other
financial services businesses tend to take for granted in
their traditional credit scoring models. But over a billion
people on the planet don't have those IDs, which makes
much of traditional risk assessment unsuited to the
people who need financial access most. 

MercyCorp discovered that cell-posted mobile-based
wallets had been a game-changer, especially to allow
cross-border value transfer, regardless if the user is
using stable coins or other digital currencies, which are
crucial for remittances. 

A Nigerian startup called Xend Finance is using DeFi to
address the currency devaluation of the Nigerian Naira.
In addition, the platform supports credit unions to lend
to new clients outside their geographical areas. 
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https://www.mercycorps.org/what-we-do/ventures/valiu
https://xend.finance/


FASTER PAYMENTS FOR 
MIGRANTS
Look at M-Pesa in Kenya, as another example. The
payment system allows Kenyans to send money, pay
their bills, and make withdrawals from physical ATMs.
The company now has more than 50 million active
users. 

Elsewhere, some of the most exciting use cases recently
are leveraging a few key solutions in the crypto space. 

They are using digital mobile wallets, cross-border peer
to peer payments and microtransactions. And these
solutions are just game-changers in particular for the
livelihoods of people like refugees and migrant workers
and their families.

Some of the earlier financial inclusion models assumed
that the base layers of banking and finance would
remain constant. In today's world, that's not the case. 

Today, we are seeing crypto and blockchain driving
profound change. For example, cryptocurrencies allow
for the global movement of funds at a faster rate than
existing systems, which usually take up to three days. 

According to Unicef's Crypto Fund, the Bitcoin
blockchain has a settlement time of around 60 minutes,
and the Ethereum blockchain has a settlement time of
around six minutes.
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“Crypto finance gives people
long excluded by traditional

institutions the opportunity to
engage in transactions quickly,
cheaply and without judgement,
industry advocates say. Because

crypto backs their loans, the
services generally require no
credit checks, although some

take customer identity
information for tax reporting and

anti-fraud purposes.”
 

—  The New York Times

https://africa.businessinsider.com/local/markets/m-pesa-africa-active-users-reach-50-million-in-2021/jw43zef
https://africa.businessinsider.com/local/markets/m-pesa-africa-active-users-reach-50-million-in-2021/jw43zef
https://cryptofund.unicef.io/home


DeFi platforms are structured to
become independent from their

developers and backers over
time and to ultimately be

governed by a community of
users whose power comes from

holding the protocol’s tokens.

The New York Times



As Flagship Advisory Partners explained in a recent
analysis of crypto and payments, the main reasons
people are using crypto today is to ‘on-ramp’ and
‘off-ramp’ fiat currencies like USD, EURO and GBP
crypto via exchanges. 

But what if crypto’s lightning-fast payment
architecture could be used more often to broaden
credit access, getting funds into the hands of
millions of more households and businesses across
the world? 

Cryptocurrencies offer lenders a clear opportunity
to find new ways to leverage blockchain and other
emerging technology and resources to put
unbanked populations at the centre of their design.

THE FUTURE OF CRYPTO CREDIT
ACCESS

https://insights.flagshipadvisorypartners.com/insights/crypto-starting-to-realize-its-promise-in-payments?mc_cid=bbe3d8fbb0&mc_eid=bcf05c7ef6


CRYPTO LENDING FOR EMERGENCY
CREDIT
We are still only beginning to see the broader use cases
for blockchain, but hopefully, there is scope for these
impacts to be far more ambitious than peer-to-peer
remittances alone. 

The challenge is less to ensure people understand
cryptocurrency but to show how they can easily see the
real benefits of using it in their day-to-day lives.

Another project funded by UNICEF's Innovation Fund,
Grassroots Economics, helps Kenyans with no credit
history or cash-at-hand.

Borrowing from the crypto playbook, Grassroots Economics
issues tokens — backed local community goods and
services — that Kenyans can use for emergency credit.

The results for these 'community currencies' are impressive.
For example, when beneficiaries in Nairobi, Kenya, received
roughly $30 in cryptocurrency tokens, it later led to a $94
increase in beneficiaries' wallet balance, along with
increases in income and spending.

And innovations can take place above and beyond the
community level too. In fact, DeFi could have even more
radical implications for borrowing and lending. 
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“Proponents of DeFi envision a
powerful tool for the unbanked
and underbanked, as well as
people living in countries with

authoritarian regimes,
hyperinflation, and weak

financial institutions.”
 

—  Atlantic Council

https://www.grassrootseconomics.org/
https://www.grassrootseconomics.org/
https://www.grassrootseconomics.org/
https://www.grassrootseconomics.org/
https://ssir.org/articles/entry/working_toward_financial_inclusion_with_blockchain
https://www.grassrootseconomics.org/
https://www.grassrootseconomics.org/


RIPPING UP THE RULEBOOK FOR
LENDING
As academics at the Wharton School have explained,
DeFi loans are generally backed by digital assets as
collateral. Because such loans are secured with assets
held in smart contracts, there is no need for credit
checks or other borrower-specific evaluation prior to a
loan.

Goldfinch, a new fintech, could take this even further:
loans without collateral. The fintech company believes
DeFi can unlock a ‘new layer of underwriting capacity
by allowing anyone to be a lender. 

Since launching in December 2020, the protocol has
already deployed $1M in capital to thousands of
borrowers across Mexico, Nigeria, and Southeast Asia.

Masa Finance, a new project from Silicon Valley, offers
loans that can be approved with Non-Fungible Tokens
(NFTs) as collateral. The financial data platform allows
people to own and share their financial data with one click. 

Masa Finance is an interesting use case for blockchain
because they are using smart contracts to ‘lock up’ the NFTs
used as collateral for the loans given to borrowers.  

Once the loan is repaid, the NFT is transferred back to the
individual. If the borrower defaults, the NFT is transferred to
Masa Finance. And like Goldfinch, the project also offers
loans without collateral. This is possible when the individual
creates a DeFi credit score with Masa, which is made
possible by connecting the applicant’s banking and crypto
accounts to kickstart the Know Your Customer (KYC)
process.
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“Whether utilising a centralised
or decentralised platform,

lenders and borrowers alike can
leverage cryptocurrency to help
maximise profits and increase

the productivity of their assets.”
 

—  Gemini

https://wifpr.wharton.upenn.edu/wp-content/uploads/2021/05/DeFi-Beyond-the-Hype.pdf
https://medium.com/goldfinch-fi/introducing-goldfinch-crypto-loans-without-collateral-fc0cad9d13e
https://masa.finance/


Many blockchain-based crypto
lending companies like Celsius,

Nexo, BlockFi, and YouHolder are
now clocking many billion dollars in
issuing such collateralized loans all

over the world.

Fintech Weekly



ALTERNATIVE CREDIT SCORING
MODELS FOR CRYPTO
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For example, America’s SEC has recently threatened to sue
companies offering crypto lending. And in February 2022,
BlockFi was hit with a $50 million penalty for failing to register
the offers and sales of its retail crypto lending product.

Cryptocurrency firms are turning to traditional credit bureaus
and other potential partnerships to put the right checks and
balances in place to avoid a similar fate. 

For example, according to the Wall Street Journal,
TransUnion has partnered with security outfit Spring Labs to
do credit data checks for crypto lending transactions. 

In truth, credit scoring will likely—and should— remain
at the core of most underwriting, whether that happens
through traditional finance or DeFi. Of course,
collateral-free loans and verification-free lending have
their place, but only in limited situations where radical
solutions are needed. 

Check and balances are table stakes in a world where
regulators are closely watching the activities of
disruptive fintechs, a reality crypto firms are slowly
beginning to accept. 

https://www.nytimes.com/2021/09/08/business/coinbase-sec.html#:~:text=Daily%20Business%20Briefing-,Coinbase%20says%20the%20S.E.C.%20has%20threatened%20to%20sue%20it%20over,Securities%20and%20Exchange%20Commission%20said.
https://www.sec.gov/news/press-release/2022-26
https://www.wsj.com/articles/transunion-brings-credit-data-checks-to-crypto-lending-11641992403


WHAT SHOULD CRYPTO LENDERS
LOOK FOR?

Crypto lenders looking to navigate the need for
faster, fairer transactions amid a rapidly-changing
regulatory landscape need partners who can assist
them with new ways to score borrowers. 

Credolab is the domain expert in understanding
digital footprints and the only provider that can
deliver insights that drive results without
compromising users’ privacy or lenders’
reputations while providing useful insights to
increase the value of customer data. 



ABOUT CREDOLAB: 
CREDOLAB IS COMMITTED TO MAKING CREDIT
AVAILABLE TO ALL. 

We believe loans improve lives. However, we also believe traditional banking
processes leave many people out of the process. That’s why credolab is
changing the way the world looks at credit. Our pioneering technology
calculates credit scores based on people’s mobile and web-behavioural
data— so lenders can make decisions based on the way people live and
work in the modern world. Making loans more accessible to more people
benefits everyone.

We do this by giving businesses access to an untapped, highly-predictive
source of behavioural data to make faster, better credit scoring decisions
with zero error rates. 

Our clients can now calculate real-time credit scores based on evidence;
shown in behavioural data from mobiles and web use. This previously
untapped data means lenders can make decisions based on the way
people behave in the modern world – not just how they look on paper.

Talk to us today 

https://www.credolab.com/contact
https://www.credolab.com/contact
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