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[bookmark: _3y1jg0kdgtvz]Buy now, pay later brings installment financing to the checkout
Buy now, pay later (BNPL, also referred to as “point-of-sale financing” or “installment financing”) is an evolution of traditional layaway plans that allows customers to purchase a product and pay over time. However, unlike layaway plans, mainly used for big-ticket items such as furniture or electronics that the customer receives upon full payment, BNPL allows a consumer to own the product immediately. It is even suited for short-term financing for smaller-ticket items, driving its recent surge.

BNPL provides deferred payment options to shoppers at checkout, either online or in-store. The BNPL provider pays the merchant in full for the goods upfront. The customer then pays for the goods in installments, typically over 2–6 months, which go to the BNPL provider instead of the merchant. The BNPL provider screens the shopper (soft check or hard check; the latter is reported to the credit bureau), approves the plan, and assumes the credit risk. The provider partners with third-party lenders to originate loans and pays interest in return. Although this is the most common way to fund loans, larger BNPL providers also offer loans through their balance sheets (e.g., Affirm).
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Source: SPEEDA Edge research

Increased smartphone penetration (~88% in 2024 vs. 71% in 2015) coupled with increased smartphone usage (~50% of US citizens spend nearly 5–6 hours on their smartphones daily, as of 2024) and advancements in machine learning and AI have contributed to more sophisticated underwriting models, allowing BNPL companies to minimize their credit risk.

BNPL is commonly considered a substitute for credit cards with a number of noteworthy advantages, including greater accessibility via merchant checkouts, shorter credit approval processes with no impact on customer credit scores, and more favorable repayment terms.
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BNPL solutions can be categorized into four broad segments: Business-to-consumer (B2C) apps, B2C apps and virtual cards, Business-to-business (B2B) solutions, and BNPL infrastructure solutions.
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[bookmark: _6tsyztjwtgex]The US market lags in BNPL adoption, while Sweden, Germany, and Norway are among the top-ranked
The BNPL market has witnessed a higher uptake in European and Australian markets, which are dominated by large players such as Klarna, Afterpay, and Zip Co. Sweden, Germany, and Norway rank among the top three in BNPL adoption across Europe, where BNPL’s share of ecommerce payments accounts for 21% in Sweden and Germany, and 15%in Norway as of 2024. Australia is also a notable market, with a 15% share of ecommerce payments, placing them in the top five. In the Middle East and Africa region, 2% of ecommerce payments are through BNPL channels in the UAE, South Africa, and Nigeria, followed by 1% in Saudi Arabia as of 2024.

While there is a growing number of startups in the US, it ranks outside of the top 10 countries, as BNPL transactions account for only 5% as of 2024 (vs. 4% in 2021) of ecommerce payments. The low penetration rate reflects the growth potential, making it a key market for prominent players looking toward the future. In line with this, in 2024, startups such as Zip and Sezzle raised funding to expand existing operations in the US, and Klarna and Affirm launched new offerings targeted at the US market. 


[bookmark: _1phq1gopo86x]BNPL adoption in ecommerce payments among top 10 countries[image: ]
[bookmark: _dklchljbwikx]Commission-based merchant fee is the key revenue generator
A majority of BNPL providers operate in the B2C segment, and a commission-based model is common across both B2C and B2B segments. They provide short-term financing at no cost to shoppers while charging interest on long-term financing, depending on the transaction value. BNPL providers generate the majority of revenue through merchant fees (a percentage of the transaction value), followed by customer fees, and interest income. Companies providing infrastructure also charge a one-off implementation fee in addition to commission-based revenue from merchants. Common revenue streams for B2C BNPL platforms are detailed below.
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[bookmark: _8truav89t3rj]1. Financial insecurity among Millennial and Gen-Z populations could drive BNPL usage
Millennials and Gen-Z have emerged as the leading users of BNPL, accounting for 32% and 37%, respectively, of BNPL transactions in the US in 2023. Furthermore, Millennials and Gen-Z rank below their generational counterparts in terms of average credit card debt in the US as of 2024. For the age groups of 18–34 and 35–44, median credit card debt amounted to USD 1,700 and USD 2,900, respectively. It was higher for age groups of 45–54 and 55–64, amounting to USD 3,000 and USD 3,500, respectively. This can be partly attributed to below-average credit scores (due to high amounts of student debt, particularly by millennials), making it difficult to secure credit.
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Millennials and Gen-Z have become more financially insecure following economic instability coupled with specific issues such as mounting student loan debt. These consumers often turn to BNPL as an alternative to high-interest credit cards and other costly credit options. In addition, BNPL is sought after by individuals with low credit scores, those who have filed for bankruptcy, and those with limited liquid assets. 

According to survey data collected by the Federal Reserve Bank of Boston, on average, BNPL users had USD 2,179 in their checking account, whereas non-users had USD 6,638 in 2023. It was also reported that 71% of BNPL users revolved on their credit cards in 2023 compared with 40% of non-users.
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[bookmark: _psoiv78tzf8l]2. Growth in consumer spending and ecommerce sales boosts BNPL transactions
The US Census Bureau estimates that the top 5% of earners would experience 23.5% growth in incomes between 2019 to 2022. It was also reported that the collective net worth of the bottom 20% of income earners has also grown by 27% to USD 4.2 trillion at the end of Q2 2023, up from USD 3.3 trillion in 2019. As consumers have more disposable income, they are more likely to spend on non-essential goods and services, increasing overall retail sales. Increased discretionary spending often aligns with a desire for convenience and improved lifestyle, which can drive consumers to seek flexible payment options like BNPL.

Retail trade in the US has increased to USD 7.2 trillion at a CAGR of 8.2% over 2018–2023, while ecommerce sales have increased to USD 1.1 trillion at a CAGR of 21.4% over the same period. The percentage of ecommerce sales to retail sales has increased to 15.3% in 2023 from 9.6% in 2018. The double-digit growth in ecommerce sales can be attributed to the increased convenience provided for shoppers with access to a wide range of products and services, often integrated with BNPL options at checkout. Ecommerce sites leverage data analytics to target consumers with personalized offers, including BNPL promotions, which can increase the usage of such installment payment options.

[bookmark: _7272uxahxflx]

[bookmark: _hd07rxutzks9]Growth in annual retail and ecommerce sales between 2018 and 2023
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[bookmark: _tzl99cmkusie]3. BNPL improves customer experience while increasing order values and conversions
Merchants view BNPL as a solution to improve the consumer shopping experience and acquire new customers. The additional payment option allows companies to appeal to younger adults, given that 42% of Gen-Z and 69% of Millennial shoppers are more likely to purchase if a BNPL payment method is offered.

Typical credit card interchange fees (the fee that the retailer pays the card-issuing bank) range between 1.3% to 3.5%. This is notably below average merchant fees of 2%–8% of the purchase price, charged by BNPL providers. However, merchants are willing to accept the trade-off in return for lower cart abandonment rates, which range between 56% to 81% in 2024 (down from 82% in 2021). 

Further benefits include higher order values, increased conversions, and lower cart abandonment rates. For instance, merchants using Klarna witnessed a 65% increase in order values in-store and a 35% bump online. Moreover, merchants using Splitit reported an 11% decrease in their cart abandonment rates.

[bookmark: _3f7y6cwi9a2h]Top reasons for merchants to use BNPL[image: ]
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[bookmark: _42p6k3kgmz67]1. Industry regulations could tip the scale to help or hinder the sector
The BNPL sector is underregulated, but it recently attracted the attention of regulators in key markets due to its exemption from policies focused on interest-bearing products (e.g., credit cards). BNPL providers are able to skirt the regulations as they do not lend to consumers but facilitate installment financing. Regulatory changes can toughen the playing field by standardizing practices across the industry, potentially reducing the competitive advantage of BNPL platforms over traditional consumer credit products such as credit cards. 

If regulations require BNPL providers to conduct more rigorous credit assessments on their users, platforms might need to invest in better credit scoring technologies and processes. It could reduce the ease and speed of approvals, potentially deterring some BNPL users who prefer the simplicity of current BNPL offerings. It could also lead to a shift in consumer behavior as users become more aware of the implications of using BNPL services and reduce the impulsive purchases that BNPL services often facilitate.

Regulators are tasked with striking a balance between the short-term growth of their players and the long-term sustainability of the sector while protecting consumer interests. Failing to achieve a desirable balance could lead to undesirable outcomes in the short term, such as stifling the growth of players or a growth bubble that would ultimately hinder the long-term prospects of the BNPL industry. 

Regulatory authorities have scrutinized the lack of stringent credit checks and transparency in the sector. As a result, credit reporting agencies such as Equifax, Experian, and TransUnion announced plans to include BNPL transactions in consumer credit files, which could potentially alleviate concerns over the sector’s lack of transparency and fair treatment of customers. Recent developments in the regulatory space are listed below.
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[bookmark: _iu09m7km53aq]2. Profitability hinges on the ability to minimize credit and interest rate risk
The easy access to credit offered by BNPL providers is likely to attract an adverse selection of customers (those with a higher default risk), which can expose providers to higher credit risk. Delinquency rates on credit cards stood at 3.2% by Q1 2024, and annualized delinquency rates on credit card balances were at 8.9%, as reported by New York Fed. Furthermore, due to the homogeneous nature of the services, merchants have a decreasing marginal benefit in signing up with many BNPL providers. As a result, a first-mover advantage is more pronounced; leading BNPL providers need to expand credit to gain market share. Therefore, the inability to correctly assess credit can threaten their quest for profitability. 

While financial institutions have a distinct advantage in assessing credit risk, BNPL providers do not possess the same level of underwriting capabilities. This is especially true when players expand into new markets. For instance, Klarna cited the increase in credit losses in new markets as the main factor in posting an annual loss for the first time in FY2019.

Moreover, the rising interest rate environment witnessed in 2022 posed a significant threat to BNPL providers due to the higher cost of funds and lower demand for BNPL loans resulting from the consumer spending crunch amid rising inflation. As a result, BNPL leader Klarna trimmed its workforce and took a significant hit to its valuation. Block announced the laying off of around 1,000 employees associated with Cash App and Square in January 2024 due to declining revenues and growing losses with its subsidiary business units.
[bookmark: _xqgeo65dbjn9]3. High merchant concentration could increase business risk for BNPL platforms
Companies offering BNPL services do not compete solely on their product but also on the quality of retail partners where their offering is integrated. In partnering with popular merchants, they are able to attract a higher customer base, but they run the risk of being highly dependent on these merchants to drive their business. For instance, Affirm reported that its top five merchants represented nearly 42%, 32%, and 30% of total GMV for the financial years 2023, 2022, and 2021, respectively. 

High reliance on a small number of merchants increases business risks to BNPL platforms arising from changes in those merchants' business decisions or financial health. If a key merchant decides to stop offering BNPL services or faces financial difficulties, the BNPL platform could lose a significant portion of its business, negatively impacting its revenue and growth. Merchants with high concentration can have significant leverage over the BNPL platform. They may demand lower fees or better terms, which may reduce the platform's profitability and limit the BNPL platform's ability to generate revenue and invest in further growth.
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Item Klarna Afterpay Payright Sezzle

~9.5%
Merchant Sezzle pro: USD
fee (% of ~2% ~3.9% 13.30% 149/year
purchase) (merchants who

process over USD
1 million in annual
transactions)

Establishment fee: USD 0-
89.95 spread over 2-60
months

Account keeping fee: ~ USD
3.95/month

Late payment fee:

Payment processing fee: ~ up to USD 15

Subscription: USD 2.95 per repayment
Afterpay Plus

USD 9.99/month Reschedule fee: up

Repeat purchase fee: USD 0— to USD 7.50

Latelpaymentifee: 19.95 spread over 2—6 months

Customer lower of USD 7 or D
fees 25% of the ) pay
installment feeicappediat Convenience fee:
25% of the order Late fees: up to USD up to USD 1.50 .
value or USD 68, 12.95(total capped at lower of P .
whichever is 10% of approved credit limit or
lower USD 250) .
Failed payment
fee:up to USD 5
Repeat purchase fee: USD 0—
19.95 spread over 2—6 months
Late fees: up to USD 12.95
(total capped at lower of 10%
of approved credit limit or USD
250)
No interest .
charge on pure- No interest charge on pure- No interest charge
Interest 0% to 30% APR on pure-play BNPL
play BNPL play BNPL products d
products products

Note 1: AUD/USD rate of 0.67 used
Note 2: The merchant fee percentage has been calculated as revenue divided by GMV when exact figures were unavailable
Note 3: The above does not include potential transaction fees charged from the vendor

Source: SPEEDA Edge research - Get the data

Affirm

~3.1%

No late fees

Pay in 4 (bi-
weekly):
interest-free

Monthly
installments:
0% to 36%
APR

Laybuy

~5%

Late fee: USD 6;
each late
installment
(capped at USD
24 per
purchase)

No interest
charge on pure-
play BNPL
products
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Ability to meet customers' demandfor a better
shopping experience

Opportunity to market to my customers beyond
the payment itself

Source of new customers

Higher average order value (AOV)

The question asked was “What do you predict will be the biggest benefits of BNPL?"
Source: Forrester
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The Financial Conduct

UK Authority (FCA)

The Australian Securities
and Investment
Commission (ASIC)

Australia

The Reserve Bank of
Australia (RBA)

Source: SPEEDA Edge research * Get the data

Details

As of June 2022, under the UK Government'’s announced plans to regulate the BNPL sector, lenders
would be required to perform affordability checks and amend marketing material to avoid misleading
statements about their products. The move aimed to improve transparency and tackle misinformation
about BNPL products, heighten the stringency of credit checks, and ensure the fair treatment of
customers.

The FCA directed four BNPL providers—Clearpay (owned by Afterpay), Klarna, Laybuy, and Openpay—
to amend their contract terms to comply with the Consumer Rights Act 2015 (CRA), which assesses
fairness and transparency, in February 2022.

In October 2021, the UK opened a consultation to explore policies to regulate BNPL products. The
consultation closed on January 6, 2022, following the publication of “The Woolard Review: A Review of
Change and Innovation in the Unsecured Credit Market” in February 2021, which illustrated the
possible risks to consumers from unregulated BNPL offerings.

In June 2024, the Australian Government announced the introduction of consumer protection laws on
BNPL products and the regulation of BNPL providers. It will amend the Credit Act to bring BNPL
providers under its regulatory framework. The regulatory changes include the following; 1) BNPL
providers will be required to hold an Australian credit license, 2) BNPL providers will need to comply
with existing credit laws enforced by the Australian Securities and Investments Commission (ASIC),
and 3) A new category of 'low-cost credit' will be established under the Credit Act, recognizing the
distinct characteristics of BNPL compared to other regulated credit products, such as lower risk and
cost to consumers.

In December 2021, Treasurer of Australia Josh Frydenberg announced plans to overhaul the rules
related to the BNPL industry. The proposed changes were expected to help regulators and the Reserve
Bank of Australia monitor how BNPL fees are distributed, promote competition, and clear any
ambiguities related to the regulatory and tax treatment of BNPL players.

In March 2021, the Australian Finance Industry Association brought into effect a code of conduct for
BNPL players that set out nine commitments, including limits on late fees and the minimum age of
users.

The ASIC released a report in late 2018 outlining instances where the price of goods had been inflated
to facilitate merchant fees to BNPL providers. Following the report, the Australian Senate Economics
References Committee called for a regulatory framework to protect consumers in February 2019.

The RBA ruled that BNPL platforms cannot prohibit merchant partners from passing on the cost of
participating in BNPL schemes, commonly via commission fees, to consumers. The decision, which
follows a two-year review, is considered to be a significant blow to the industry which counts on
merchants to cover these costs, making BNPL an attractive option for consumers.

Moreover, RBA's research revealed that 60% of consumers would shy away from BNPL in the case of a
potential 4%—6% surcharge. The RBA intends to work with the Treasury to draw up the legislative
changes required to enforce the decision.
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Details

The DBO requires BNPL providers to obtain a California Financing Law license to carry out operations.
In January 2020, it refused to grant the license to BNPL provider Sezzle, claiming it had already
violated laws by engaging in lending activity through its regular operations without a license.

Furthermore, in March 2020, on a complaint filed by the DBO, Afterpay was forced to return around
USD 900,000 in late fees to customers in California. The complaint alleged that Afterpay collected late
fees from its customers on loans given out without a license.

The CFPB announced in May 2024 that BNPL providers must offer some legal protections and rights
similar to conventional credit cards. It mandates BNPL providers to comply with the "Truth in Lending
Act" criteria by investigating consumer disputes, pausing payments during investigations, issuing
credits, refunding returned products or canceled services, and providing periodic billing statements
similar to traditional credit cards.

The US CFPB issued orders to Affirm, Afterpay, Klarna, PayPal, and Zip to inquire about the issuance,
refund, and fee policies of BNPL loans in December 2021.

The CFPB primarily cited concerns about 1) accumulating debt, increased accessibility, and
consumers being able to sign up with multiple BNPL lenders, increasing default risk, 2) regulatory
arbitrage, lenders’ inadequate evaluation, and subsequent application of consumer protection laws
(e.g. dispute resolutions, disclosures, etc.,) to their products, and 3) data harvesting, lender practices
concerning data collection.
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BNPL

It provides greater accessibility with
a quick sign-up and approval
process at checkout.

Depending on the BNPL provider and
the credit check level, shoppers’
credit scores could be impacted. It is
common for most providers to
perform a soft credit check.

While certain BNPL providers offer
credit limits before purchases, it is
common for shoppers to receive

approval for a specific transaction.

Payments are spread between 6
weeks and 60 months, with weekly,
biweekly, and monthly interim
payments.

Shoppers do not pay any fees if
payments are made on time in most
cases. However, missed payments
incur late payment fees.

The interest ranges from 0% to 30%
APR, depending on the value of the
purchases and the length of the
financing.

Source: SPEEDA Edge research

Credit cards

The application and approval
process tends to be longer than
BNPL.

All payments or missed payments
impact the user’s credit score.

A credit limit is provided upon
approval without restrictions on
the number of purchases.

The outstanding total is due in
around 55 days without interim
payments.

Even if payments are made on
time, shoppers pay annual fees.

They have an average APR of
around 16%.
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Category

B2C (app)

B2C
(app+virtual
card)

B2B

BNPL
infrastructure

Description

These platforms integrate with the merchant’s
ecommerce checkout and primarily offer the BNPL
solution through their app. In most cases, consumers
are restricted to shopping at merchants that are
integrated with the provider.

These providers integrate with the merchant’s
ecommerce checkout, offering the service through the
provider’s app or a virtual card that facilitates the in-
store application process, even at non-partnered
retailers.

The providers plug into merchant checkouts and
convert business purchases into installments.

These companies provide merchants and banks a
white-label product to offer in-house BNPL solutions.

Source: SPEEDA Edge research

Examples

Uplift, Addi,
Alma, Nelo,
SeQura

Klarna, Affirm,
Zip Co, Zilch,
Sunbit

Credit Key,
Billie, Resolve,
Hokodo, Ratio

Amount,
Divido,
LimePay,
ChargeAfter
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