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Financial Technology Fundamentals

API (Application Programming Interface)

Concept: A set of rules and protocols that allow software applications to communicate with each other.
Related terms: SDK, REST, Webhooks.

Explanation: An API defines how requests for data or services should be formatted, transmitted, and
responded to. In fintech, APIs enable banks, payment processors, and third-party developers to share data
securely and automate workflows.

Example: A digital lending platform uses a bank’s credit-report API to retrieve applicant credit scores in real
time.

Practical application: Enables seamless integration of payment gateways, fraud-detection services, and
identity-verification tools without building each component from scratch.

Challenges: Managing version control, ensuring robust security (e.g., OAuth, encryption), and handling
latency or downtime that can disrupt user experience.

AML (Anti-Money Laundering)

Concept: A regulatory framework designed to prevent the generation of income through illegal activities.
Related terms: KYC, CTF, Sanctions Screening.

Explanation: AML policies require financial institutions to monitor transactions, report suspicious activity,
and maintain records that can be audited by regulators.

Example: A fintech lender flags a sudden influx of large deposits to a newly opened account and files a
Suspicious Activity Report (SAR).

Practical application: Automated transaction monitoring systems use rule-based engines and
machine-learning models to detect patterns indicative of money laundering.

Challenges: Keeping up with evolving regulations across jurisdictions, balancing false-positive rates with
detection accuracy, and ensuring data privacy.

Blockchain

Concept: A distributed ledger technology that records transactions across a network of computers in an
immutable chain of blocks.

Related terms: Smart Contract, Consensus Mechanism, Decentralization.

Explanation: Each block contains a cryptographic hash of the previous block, timestamp, and transaction
data, making tampering extremely difficult.

Example: A peer-to-peer lending platform uses a public blockchain to record loan agreements, ensuring
transparency for investors.

Practical application: Enables tokenized assets, faster cross-border payments, and decentralized credit
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scoring.
Challenges: Scalability concerns (transaction throughput), energy consumption for proof-of-work systems,
and regulatory uncertainty.

CBDC (Central Bank Digital Currency)

Concept: A digital form of sovereign currency issued and regulated by a nation’s central bank.

Related terms: Digital Fiat, Monetary Policy, Cryptocurrency.

Explanation: Unlike cryptocurrencies, CBDCs are legal tender, backed by the central bank, and can be
programmed for policy experiments (e.g., negative interest rates).

Example: The People’s Bank of China pilots a digital yuan that can be transferred via mobile wallets without
intermediaries.

Practical application: Enhances payment system efficiency, improves financial inclusion, and provides
real-time monetary policy transmission.

Challenges: Designing privacy-preserving architectures, preventing cyber-attacks, and mitigating impacts on
commercial banking ecosystems.

Credit Scoring

Concept: The statistical analysis used to determine the creditworthiness of a borrower.

Related terms: FICO Score, Alternative Data, Risk Modeling.

Explanation: Traditional models rely on historical repayment behavior, while fintech firms increasingly
incorporate non-traditional data such as utility payments, social media activity, and device metadata.
Example: A fintech lender assigns a credit score based on a borrower’s rent payment history and mobile
phone usage patterns.

Practical application: Enables rapid underwriting decisions, expands access to credit for underserved
populations, and reduces default risk.

Challenges: Ensuring model fairness, avoiding algorithmic bias, and complying with data protection
regulations.

Data Tokenization

Concept: The process of substituting sensitive data elements with non-sensitive equivalents (tokens) that
retain essential information without exposing real data.

Related terms: Encryption, PCI DSS, Token Vault.

Explanation: Tokens map to original data stored securely, allowing systems to process transactions without
handling raw personal or financial information.

Example: A payment processor stores only tokenized card numbers, reducing exposure to card-holder data
breaches.

Practical application: Facilitates compliance with security standards, simplifies data sharing across services,
and mitigates fraud risk.
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Challenges: Managing token lifecycle, ensuring token uniqueness, and integrating tokenization with legacy
systems.

Decentralized Finance (DeFi)

Concept: Financial services built on blockchain platforms that operate without traditional intermediaries.
Related terms: Liquidity Pool, Yield Farming, DAO.

Explanation: DeFi protocols provide lending, borrowing, trading, and insurance through smart contracts,
enabling peer-to-peer interactions.

Example: Users lock stablecoins in a smart contract to earn interest, which is then lent to borrowers who pay
a higher rate.

Practical application: Offers open-access financial products, reduces transaction costs, and fosters
innovation.

Challenges: Smart-contract vulnerabilities, regulatory ambiguity, and liquidity volatility.

Digital Identity

Concept: An electronic representation of an individual’s identity attributes, used for authentication and
verification.

Related terms: KYC, Self-Sovereign Identity, Biometrics.

Explanation: Digital identity solutions combine government-issued IDs, biometric data, and cryptographic
proofs to streamline onboarding.

Example: A borrower verifies their identity via a mobile app that captures a selfie and matches it against a
national ID database.

Practical application: Reduces friction in account opening, enables remote onboarding, and supports
regulatory compliance.

Challenges: Balancing privacy with verification accuracy, preventing identity theft, and achieving
interoperability across platforms.

Embedded Finance

Concept: The integration of financial services into non-financial platforms or products.

Related terms: APl Banking, Fintech-as-a-Service, White-Label Solutions.

Explanation: Companies embed lending, payments, or insurance directly into their user experiences, often
via APIs.

Example: An e-commerce marketplace offers instant checkout financing to shoppers at the point of sale.
Practical application: Increases revenue streams for non-financial firms, expands customer reach for fintech
providers, and improves user convenience.

Challenges: Managing risk exposure, ensuring compliance across multiple jurisdictions, and maintaining
seamless user experience.

Read online: https://learnuni.com/glossaries/16459840/financial- LearnUNI - 22 Jul 2026
technology-fundamentals



LearnlUINI GLOSSARY

LEARNING SHOULD BE FREE

FinTech Sandbox

Concept: A controlled environment where innovators can test new financial products or services with
regulatory flexibility.

Related terms: Regulatory Sandbox, Pilot Program, Innovation Hub.

Explanation: Sandboxes grant temporary exemptions or relaxed requirements, allowing real-world testing
while protecting consumers.

Example: A startup tests a peer-to-peer lending platform under a sandbox that permits limited loan
disbursement without full licensing.

Practical application: Accelerates product development, provides feedback loops with regulators, and
reduces time-to-market.

Challenges: Defining clear exit criteria, managing consumer protection, and scaling successful pilots to full
operations.

Fraud Detection

Concept: Techniques and systems used to identify and prevent fraudulent activities in financial transactions.
Related terms: Machine Learning, Rule-Based Engine, Anomaly Detection.

Explanation: Combines statistical models, behavioral analytics, and real-time monitoring to flag suspicious
patterns.

Example: A loan platform detects a sudden surge in applications from a single IP address and triggers a
manual review.

Practical application: Reduces financial losses, protects brand reputation, and complies with AML
regulations.

Challenges: Balancing detection accuracy with false-positive rates, adapting to evolving fraud tactics, and
processing large data volumes efficiently.

Funding Round

Concept: A stage of capital raising where a company secures investment from venture capitalists, angel
investors, or institutional funds.

Related terms: Series A, Seed Funding, Equity Dilution.

Explanation: Each round corresponds to a company's growth phase, valuation, and capital needs.

Example: A fintech startup raises a Series B round to expand its digital lending platform across new regions.
Practical application: Provides resources for product development, market expansion, and talent acquisition.
Challenges: Negotiating valuation, maintaining founder control, and meeting investor expectations for
performance.

GDPR (General Data Protection Regulation)
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Concept: A European Union regulation governing the collection, processing, and storage of personal data.
Related terms: Data Subject, Consent Management, Data Breach Notification.

Explanation: Requires organizations to obtain explicit consent, provide data access rights, and implement
robust security measures.

Example: A lending app includes a clear consent checkbox for users to share their financial data with
third-party analytics providers.

Practical application: Enhances consumer trust, standardizes data handling practices, and imposes penalties
for non-compliance.

Challenges: Interpreting ambiguous clauses, adapting cross-border data flows, and managing the right to
be forgotten.

Instant Payments

Concept: Real-time electronic payment transactions that settle within seconds, available 24/7.

Related terms: Faster Payments, ISO 20022, Payment Rail.

Explanation: Utilizes modern clearing infrastructures and APIs to enable immediate fund transfers between
accounts.

Example: A borrower receives loan disbursement instantly to their mobile wallet after approval.

Practical application: Improves cash flow for consumers and merchants, reduces settlement risk, and
supports on-demand services.

Challenges: Ensuring liquidity, handling fraud in a rapid environment, and achieving interoperability across
banks.

KYC (Know Your Customer)

Concept: The process of verifying the identity of clients to prevent illicit activities.

Related terms: AML, Digital Identity, Customer Due Diligence.

Explanation: Involves collecting documents, performing background checks, and monitoring ongoing
activity.

Example: A digital lender requires a selfie and government ID scan during onboarding, cross-checked with a
third-party verification service.

Practical application: Facilitates regulatory compliance, reduces risk of fraud, and builds a trustworthy
customer base.

Challenges: Streamlining verification to avoid user friction, managing data securely, and updating records as
customer circumstances change.

Liquidity Pool

Concept: A collection of assets locked in a smart contract to facilitate trading, lending, or borrowing without
a traditional order book.

Related terms: Automated Market Maker, Yield Farming, DeFi.
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Explanation: Participants provide capital and earn fees or interest proportional to their share of the pool.
Example: Users deposit stablecoins into a pool that powers decentralized lending, earning a portion of
interest paid by borrowers.

Practical application: Enables continuous market liquidity, supports price discovery, and allows passive
income generation.

Challenges: Impermanent loss, smart-contract risk, and maintaining sufficient depth to handle large trades.

Machine Learning (ML)

Concept: A subset of artificial intelligence that enables systems to learn patterns from data and improve
over time without explicit programming.

Related terms: Supervised Learning, Unsupervised Learning, Model Training.

Explanation: In fintech, ML models predict credit risk, detect fraud, and personalize financial products.
Example: A loan underwriting engine uses gradient-boosted trees to assess default probability based on
transaction history.

Practical application: Increases decision speed, enhances accuracy, and scales to large applicant volumes.
Challenges: Data quality, model interpretability, bias mitigation, and regulatory acceptance of algorithmic
decisions.

Micro-Lending

Concept: Providing small-scale loans, often to underserved individuals or businesses lacking access to
traditional credit.

Related terms: Microfinance, FinTech Lending, Credit Scoring.

Explanation: Leverages technology to assess risk quickly, reduce overhead, and reach remote borrowers.
Example: A mobile app offers $500 loans to gig-economy workers, with repayment via automated payroll
deductions.

Practical application: Promotes financial inclusion, supports entrepreneurship, and stimulates local
economies.

Challenges: Managing high operational costs per loan, handling repayment defaults, and ensuring
responsible lending practices.

Open Banking

Concept: A regulatory framework that mandates banks to share customer data with authorized third parties
via standardized APIs.

Related terms: PSD2, API Banking, Consumer Consent.

Explanation: Enables customers to aggregate accounts, initiate payments, and access financial services from
non-bank providers.

Example: A budgeting app retrieves transaction data from multiple banks to present a unified view of a
user's finances.

Read online: https://learnuni.com/glossaries/16459840/financial- LearnUNI - 22 Jul 2026
technology-fundamentals



LearnlUINI GLOSSARY

LEARNING SHOULD BE FREE

Practical application: Fosters competition, spurs innovation, and enhances user control over financial data.
Challenges: Ensuring robust security, standardizing API specifications, and managing consent revocation.

Peer-to-Peer (P2P) Lending

Concept: A lending model where individual investors fund borrowers directly through an online platform,
bypassing traditional banks.

Related terms: Marketplace Lending, Originator, Servicer.

Explanation: The platform matches loan requests with investors, handling underwriting, servicing, and
repayments.

Example: An investor purchases a portion of a $10,000 consumer loan, earning interest as the borrower
repays over 24 months.

Practical application: Diversifies funding sources, offers competitive rates, and provides access to capital for
borrowers with limited credit history.

Challenges: Credit risk assessment, regulatory compliance, and maintaining platform liquidity.

RegTech (Regulatory Technology)

Concept: Technology solutions that help financial institutions comply with regulations efficiently and at
lower cost.

Related terms: Compliance Automation, KYC, AML.

Explanation: Uses data analytics, Al, and workflow tools to monitor transactions, generate reports, and
manage regulatory change.

Example: A compliance platform automatically scans transactions for sanction list matches and flags
potential violations.

Practical application: Reduces manual effort, improves audit readiness, and mitigates regulatory fines.
Challenges: Keeping pace with evolving regulations, integrating with legacy systems, and ensuring data
accuracy.

Risk-Based Pricing

Concept: Setting loan interest rates according to the assessed risk of the borrower.

Related terms: Credit Scoring, Interest Rate Spread, Risk Premium.

Explanation: Higher-risk borrowers receive higher rates to compensate for potential defaults, while low-risk
borrowers benefit from lower rates.

Example: A fintech lender offers a 12% APR to a borrower with a high credit-score, versus 18% APR for a
borrower with limited credit history.

Practical application: Aligns pricing with risk exposure, improves portfolio profitability, and incentivizes
good credit behavior.

Challenges: Accurately quantifying risk, avoiding discriminatory pricing, and communicating rate rationale
to customers.
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Smart Contract

Concept: Self-executing contracts with the terms of the agreement directly written into code on a
blockchain.

Related terms: Ethereum, DeFi, Automation.

Explanation: Once predefined conditions are met, the contract automatically enforces outcomes such as
payments or asset transfers.

Example: A loan smart contract releases funds to a borrower only after collateral is locked and repayment
schedule is agreed upon.

Practical application: Reduces reliance on intermediaries, cuts transaction costs, and provides transparent
audit trails.

Challenges: Code vulnerabilities, lack of legal enforceability in some jurisdictions, and difficulty in updating
immutable contracts.

Tokenomics

Concept: The economic design and incentive structures surrounding a cryptocurrency token.

Related terms: Utility Token, Governance Token, Supply Curve.

Explanation: Defines token issuance, distribution, utility, and mechanisms that drive demand and value.
Example: A lending protocol issues governance tokens that grant voting rights and share in platform fees.
Practical application: Aligns participant behavior with network health, supports decentralized governance,
and funds development.

Challenges: Managing inflation, preventing market manipulation, and ensuring regulatory compliance for
token offerings.

Underwriting

Concept: The process of evaluating the risk of extending credit to a borrower and determining loan terms.
Related terms: Credit Scoring, Risk Assessment, Loan Origination.

Explanation: Combines quantitative data (credit reports, income) with qualitative factors (purpose of loan) to
decide approval and pricing.

Example: An automated underwriting engine assigns a risk grade based on a borrower’s cash flow and
employment stability.

Practical application: Speeds up decision making, standardizes risk evaluation, and enables scaling of loan
portfolios.

Challenges: Balancing model complexity with interpretability, handling data gaps for thin-file borrowers,
and adapting to economic shifts.

Venture Capital (VC)
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Concept: Funding provided by investors to early-stage, high-growth companies in exchange for equity
ownership.

Related terms: Series A, Due Diligence, Exit Strategy.

Explanation: VC firms evaluate business models, market potential, and team capability before committing
capital.

Example: A fintech startup secures a $5 million VC investment to develop Al-driven credit analytics.
Practical application: Supplies capital for product development, market entry, and talent acquisition.
Challenges: High failure rates, dilution of founder equity, and pressure to achieve rapid scaling.

Yield Farming

Concept: The practice of earning rewards by providing liquidity to DeFi protocols, often by moving assets
across multiple platforms to maximize returns.

Related terms: Liquidity Mining, Staking, APR.

Explanation: Participants lock tokens in smart contracts and receive incentive tokens or a share of
transaction fees.

Example: A user deposits stablecoins into a DeFi lending pool and receives governance tokens as additional
yield.

Practical application: Generates passive income, supports protocol liquidity, and encourages community
participation.

Challenges: Exposure to smart-contract exploits, volatile token prices affecting net returns, and complex
reward calculations.

Zero-Knowledge Proof (ZKP)

Concept: A cryptographic method that allows one party to prove knowledge of a value without revealing
the value itself.

Related terms: Privacy, zk-SNARK, Blockchain.

Explanation: Enables verification of data integrity while preserving confidentiality, useful for compliance and
privacy-preserving transactions.

Example: A borrower proves they meet a credit-score threshold without disclosing the exact score to a
lender.

Practical application: Enhances privacy in identity verification, enables confidential transaction validation,
and supports regulatory reporting without exposing sensitive data.

Challenges: Computational intensity, implementation complexity, and ensuring proof soundness against
attacks.
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