FUTURE OF POINT-OF-SALES LENDING

Fintechs pounce
while banks sit out
COVID-19 has pushed an increasingly popular,
non-traditional POS lending product into the mainstream
By Michael Moeser

Original research from

THE FUTURE OF POS LENDING

Fintechs pounce while
banks sit out

Why read this report?
The pandemic-fueled
global economic

Introduction

recession caused many
financial institutions to

The pandemic has accelerated many financial trends, particularly for point-of-sale (POS)

pull back on credit and

lending, also known as buy now/pay later (BNPL), which has become a prominent and popular

traditional installment

alternative to credit cards. The market for this product is dominated by fintechs, despite a

lending to stave off

desire among consumers to access credit from their primary financial institution.

potential credit losses.
Nonbank lenders

Key ﬁndings include

offering short-term buy
now/pay later solutions

•

BNPL solutions are popular for the financial flexibility they offer at time of purchase. They
can fill the short-term credit gap for the less affluent and young, satiate the need to borrow
without revolving credit card debt and help consumers match payments with their existing
cash flow.

•

Merchants find the services attractive as they allow customers to make purchases that
they normally would not have been able to.

•

The market is dominated by four companies, each with different business models — and
PayPal alone controls almost half of it. That said, half of the customers surveyed had never

•

•

•

borrowing alternatives.
This report explores
how consumers are
accessing these new

The products are largely short-term in nature (less than six months) and are split between

willingness to repeat

a deferred debit product (56%) and an installment loan (44%). Two thirds of all purchases

usage and recommend

were for less than $400, reflecting the need for low-dollar borrowing.

providers as well

Many (62%) of the installment loans offered come with promotional interest rates and an

as how the different

ability to borrow beyond the introductory period. One in five (19%) borrowers do not pay

products meet the

off the loan during the promotional period, making them subject to high-interest “go to”

financial needs of

rates and other penalties.

different generations.

Gen Z consumers favor loans to fill a credit gap, while millennials and Gen X customers
Customers with the most recent purchase experience are the market’s strongest propoThere was strong interest across all generations in a bank-offered BNPL service. Gen X
consumers had the highest level of interest at 86%, followed by 78% of Boomers and 76%
of millennials.

The market for BNPL products is continuing to expand through a combination of more
consumers shopping online, where these products are most prevalent, and as BNPL providers
move into the offline, in-store channel. While fintechs appear to dominate this market, three of
the four leaders are publicly traded, with the fourth planning to go public as of this writing.
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with new point-of-sale

forms of credit, their

nents for repeat usage and would recommend their provider to others.
•

providing consumers

used a BNPL product before.

favor deferred debit programs, reflecting more of a need to align purchases with cash flow.
•

moved into the gap,
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About this report
PaymentsSource, an Arizent publication, conducted this survey to explore the trends and
opportunities in the short-term POS lending market known as buy now/pay later or BNPL. The
research explores consumer attitudes and usage of different BNPL products, their satisfaction
levels and willingness to reuse as well as recommend their services. It also examines the
impact COVID-19 has had on driving consumers to explore this new form of credit at time of
purchase. The survey was conducted online in the U.S. with 505 adults who had used a BNPL
service in the preceding 12 months, ages 18-74, during January 15-25, 2021, and is reflective of
the general population based on a number of demographic factors including age, race, gender,
etc. The survey was inclusive of banked, underbanked and unbanked consumers, as well as
being representative of all U.S. geographic regions.
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Consumers need and want credit alternatives
The attractiveness of BNPL services is not driven solely by the need to access credit as many
of the moderate and affluent BNPL customers have significantly more credit alternatives
available to them to conduct a purchase. Less affluent users, earning $50,000 annual
household income (HHI), have fewer options to use general-purpose credit cards and storeissued credit cards compared to their affluent peers (at a statistically significant level). Two
thirds of consumers earning $50-99K HHI and $100K HHI own a general purpose credit card,
compared to just over half (55%) of the least affluent users. A similar gap exists for storeissued credit cards.

15%

(Product ownership percentage (%) among BNPL users by household income (HHI))
General purpose credit card

of BNPL users have
student loans with
the highest incidence
reported among
Gen Z (21%) and
millennials (19%).

Store credit card

55%

65%

65%

35%

47%

51%

Under
$50K HHI*

$50-99K
HHI

$100K
HHI

Q: Which of the following products do you own or use?
Source: PaymentsSource Buy Now/Pay Later Survey January 2021

GP credit card and store card ownership.

Age is also a factor in driving a portion of the demand for BNPL services, as the
youngest segment, Gen Z, has the least amount of established credit that it can turn to.

Younger users have fewer credit options
(Product ownership percentage (%) among BNPL users by generation)
General purpose credit card

Store credit card

Home equity loan

74%
59%
45%

57%
48%

46%

43%
27%

2%
Gen Z

Millenials

Q: Which of the following products do you own or use?
Source: PaymentsSource Buy Now/Pay Later Survey January 2021
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10%
Gen X

10%
Boomers
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For older consumers, their existing debt and payment obligations can pose a greater barrier to
making purchases without BNPL. Over four-in-ten (44%) Boomers reported that using a BNPL
product allowed them to make a purchase that they would not have otherwise been able to, in
comparison to two-in five (21%) Gen Z consumers (a statistically significant finding).
One important factor in BNPL products is their ability to help consumers better fit a purchase
within their existing cash flow. This resonated across all generations, starting with a quarter
(24%) of Gen Z and going up to four in 10 (38%) Boomers.

Older consumers need cash flow help for purchases
(Top reasons for using BNPL services by generation)
Millennials

Gen Z

Gen X

1 out of 3

Boomers

44%
32%

35%

21%

33%
24%

38%

27%

33%
24%

27%
20%

24%
15%
9%

Allowed me to
make purchase

Better fit with
cash flow

I like BNPL services

13%

Don’t want to
revolve debt

Q: Why did you use a BNPL service for your purchase?
Source: PaymentsSource Buy Now/Pay Later Survey January 2021

The importance of BNPL products is readily apparent to both consumers and merchants for the
incremental spend that they enable. Almost half (48%) of all survey respondents reported that
without a BNPL offer, they would not have made the purchase for which they used the service.
Merchants in non-essential categories such as fashion, beauty and leisure, as well as
consumers shopping in those categories, find that the ability to make an impulse purchase is
greatly enabled by a BNPL offer. Australian BNPL specialist Afterpay, which now has a strong
presence in the U.S. and U.K., began in the fashion and beauty segments and continues to rely
on these market segments for growth.

BNPL enabled half of all respondents' purchases
48%
Would not have made purchase
without BNPL (bottom 2 box)

32%
Would have still made
purchase without BNPL (top 2 box)

21%
BNPL was not a
factor in purchase

Q: If the BNPL service was not offered by the merchant at the time of purchase, how likely were you to still have made the purchase?
Source: PaymentsSource Buy Now/Pay Later Survey January 2021
Note: Top 2 box refers to very likely/likely would have made purchase without BNPL offered by merchant. Bottom 2 box refers to unlikely/very
unlikely would have made purchase without BNPL offered by merchant. May not equal 100% due to rounding.
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BNPL users have a
mortgage or home
equity loan. Gen X
and Boomers are the
most home indebted
at 41% and 42%
respectively.
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The market is led by nonbanks
While the overall adoption of BNPL services remains low compared to more established
products such as credit cards, it is rapidly growing, with a constant stream of new entrants to
the market. These newcomers are bringing the product to more categories and audiences.
In our Future of Money Survey released in November 2020, about 38% of general population
consumers reported that the ability to borrow at no or low cost for a two- to three-month
period would be critical or very important to them. It was roughly half of younger consumers
(Gen Z at 48% and millennials at 56%).
PayPal has been one of the market’s early pioneers through its acquisition of BillMeLater
in 2008. Several competitors have joined it in this burgeoning market, including U.S.-based
Affirm, founded by PayPal co-founder Max Levchin; Sweden’s Klarna and Australia’s Afterpay.
These four firms are the dominant players in the U.S. market.
In all, the top four firms control three quarters (77%) of the market, with PayPal alone holding
almost half (45%). Three of the companies — PayPal, Affirm and Afterpay — are publicly
traded while the fourth, Klarna has been exploring plans for a public offering.

PayPal and the next three firms dominate the market
45%

19%
13%

12%
7%
4%

PayPal Credit
(Formerly BillMeLater)

Affirm

Afterpay

Q: Which company did you use for the BNPL service?
Source: PaymentsSource Buy Now/Pay Later Survey January 2021
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Future Pay
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PayPal’s diverse offerings, large existing customer base for its P2P services (including Venmo)
and long tenure in the market have earned it a dominant position among consumers across
all generations. While there is a statistically significant difference in PayPal’s market share
(among the survey respondents) of Boomers compared to millennials, it still holds first place
across all generations.
The next three competitors hold only a fraction of PayPal’s share, but they also have different
approaches to BNPL. For example, Afterpay offers only a deferred debit solution and Affirm
is primarily in the business of installment loans. Meanwhile, PayPal offers both. Klarna, which
entered the U.S. market a few years ago as an installment loan provider, now provides both as
well, but does not have the merchant acceptance level that PayPal does.

46%

PayPal resonates with all generations
(Company market share (%) among BNPL users by generation)
Gen Z

Millennials

Gen X

of those leveraging
BNPL within the
last 3 months used
PayPal for that
service.

Boomers

47%
39%
PayPal
44%
53%

9%
11%
Affirm
17%
13%

15%
12%
Afterpay

15%
6%

11%
7%
Klarna

5%
7%

Q: Which company did you use for the BNPL service?
Source: PaymentsSource Buy Now/Pay Later Survey January 2021
*There is a statistically significant difference in PayPal market share between Boomers and millennials as well as Afterpay share
between Gen X and Boomers.

7

THE FUTURE OF POS LENDING

First-time users are crucial
Half or more of the customers of each of the four major competitors identifies as a first-time
user. In the case of Affirm, roughly two thirds (65%) of its customers were first-time users. For
the market overall, 54% of all survey respondents said that their most recent use of a BNPL
product was their first-time use.

First-time users comprise half the market
(First-time BNPL user as a percentage of total customers by company)

During the last
12 months

46%
PayPal

Affirm

Afterpay

Klarna

49%

65%

49%

51%

of BNPL users
shopped significantly
more online and
via mobile.

Q: Which company did you use for the BNPL service? Was this the first time you used a BNPL service?
Source: PaymentsSource Buy Now/Pay Later Survey January 2021

An important distinction about new customers is that they skew younger in age and male.
Over half of Gen Z (61%), millennials and Gen X (both 57%) respondents were first-time users
of the product, compared to four in 10 Boomers (42%), a statistically significant difference.
Similarly, a higher percentage of men were first-time users compared to women (59% vs. 49%).

First-time users skew younger and male
(First-time penetration percentage (%) by generation and gender)
61%

Gen Z

57%

Millennials

57%

Gen X

42%

Boomers

Men

Women
Q: Was this the first time you used a BNPL service?
Source: PaymentsSource Buy Now/Pay Later Survey January 2021
*There is a statistically significant difference between Boomers first usage and those of other generations as well as between men and women.
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The BNPL products in the marketplace today all began as digital offerings. This made the
products easy for a merchant to integrate into their online platforms, and enabled the
fintechs offering them to quickly scale to a wide audience. However, the BNPL providers have
recognized that, despite the annual increases in the digital channel’s capture of the retail
market, over 85% of total retail sales are still made in the offline world.
The U.S. Census Bureau, which tracks online sales volume, reported that in the third quarter
of 2020, online sales composed 14.3% of total retail sales. Thus, for a BNPL provider to
appreciably grow its business, it needs to compete in the offline world.
A number of these vendors have already made this transition. For example, Afterpay
redesigned its mobile wallet in July 2020 to be used for in-store purchases.
While BNPL providers have been actively pursuing the offline world, 72% of new account
acquisitions were made through digital channels. By comparison, 21% of respondents said
that they applied for their BNPL product while transacting in-stores.

Digital remains a primary acquisition channel
21%
BNPL-enabled purchase
was in-store

72%
BNPL-enabled
purchase was digital

5%
BNPL-enabled purchase
was mail order/telephone
2%
Don't know

Q: Where did you make the BNPL-enabled purchase?
Source: PaymentsSource Buy Now/Pay Later Survey January 2021
Note: Numbers have been rounded to 100%.

The threat BNPL products pose to traditional credit cards and in-store POS lending is expected
to escalate exponentially in the next 18 to 24 months, as industry leader PayPal has made a
significant investment to drive in-store payments for its entire franchise of payment products.
PayPal already has over 600,000 merchant accepting locations, and the company expects to
upgrade its mobile wallet functionality in 2021 to add more payment options. This could include
a post-payment installment plan similar to those offered by American Express and Chase.
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BNPL products are short-term
Customers prefer to pay off a purchase within six months, as indicated by 91% of all survey
respondents. The most popular product overall was a deferred debit product with the over half
(56%) of the customers opting for it.
The deferred debit product typically splits a purchase into up to four installments, with the
first made at the time of sale and the remaining installments charged to a debit card or bank
account in successive two-week periods. This addresses consumer cash flow needs by
aligning with the typical two-week pay cycle. About one third (33%) of customers opted for a
traditional installment loan of six months or less, paid in monthly installments, often with low
or zero promotional interest rates.

Customers prefer shorter terms
56%
Deferred charge that split purchase
into 2 to 4 installments

33%

11%

Installment loan of 6 months
or less in duration

Intallment loan
of 7 months
or more in duration

Q: For the last BNPL service used, what type of service was it?
Source: PaymentsSource Buy Now/Pay Later Survey January 2021

Among the 44% of survey respondents who acquired a BNPL installment loan, almost two
thirds (62%) received a low or zero-percent interest rate. While these promotional offers
can be enticing to customers as a cheap source of funding, many carry potential pitfalls that
can often be misunderstood. It’s these pitfalls that have largely caused regulators in some
countries to evaluate how BNPL providers operate.
One notable example of how a product can be misunderstood is that some BNPL loans offer a
0% interest rate over a six-month duration, yet allow a consumer to carry the debt for a longer
period of time than the promotional period. Afterwards, the loan has high “go to” interest
rates of 25% to 36% and “claw back” provisions that apply the interest retroactively to when
the loan was first taken for the full amount of the purchase. For additional details on these
products please read the PaymentsSource December 2018 report Installment Lending: More
Profit at the Point of Sale.

Loans favor promotional offers
62%
Yes, the loan had a
low/zero interest promotional offer

27%
No, the loan didn't have
a low/zero interest
promotional offer

Q: Did the BNPL installment loan offer a low or zero interest promotional period? BNPL installment loan
customers only N=220
Source: PaymentsSource Buy Now/Pay Later Survey January 2021
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11%
Don't know

First-time BNPL
users favor deferred
charge products
at a rate of

63% vs. 49%
for existing BNPL
users.
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Almost one-in-five (19%) BNPL borrowers with a promotional offer did not pay off or could not
remember paying off the loan by the time the promotional period ended, putting them at risk
of interest claw-back provisions.
Men were more likely to have paid off a promotional loan than women by the time the
promotional period, at a statistically significant level (88% vs. 74%).
It should be noted that deferred debit programs such as those offered by Afterpay and
the “Pay in 4” programs promoted by PayPal and Klarna do not allow customers to extend
payments beyond the four installments, nor do they charge interest. Their primary source of
revenue is from a fee paid by the merchant.

Men are better at paying off promotional loans
Paid off loan during promotional period

9%

Didn’t pay off loan during promotional period

3%

Don’t know

4%

88%

74%

21%
Men

Women

Total

81%

15% 4%

Q: Did you pay off the BNPL installment loan before or by the time the promotional period ended? BNPL installment loan
customers that had a promotional offer only N=137
Source: PaymentsSource Buy Now/Pay Later Survey January 2021
*There is a statistically significant difference between men and women paying off loans during the promotional period. May not equal
100% due to rounding.

There is a distinct generational difference in BNPL product choice, with Gen Z consumers
opting for loans, millennials and Gen Xers opting for deferred debit and Boomers being evenly
split between loans and deferred debit.
For younger consumers, the need for longer-term financing is playing a role in their preference
for loans, particularly loans of six months or less, which account for half (55%) of all BNPL
products acquired by Gen Z. This is reflective of the need to borrow larger amounts that
cannot be repaid within the typical two-month period of most deferred debit BNPL products.
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In contrast, millennials and Gen X respondents reported a greater preference for short-term
deferred debit products, at 61% and 63%, respectively; and for short-term loans of less than
six months. These preferences are more likely a function of these two generations’ having
stronger cash flows that can accommodate faster repayment.

Gen Z prefers short-term loans
(BNPL service type used by generation)
Installment loan of
6 months or less

Deferred charge
(split in 2-4 installments)

36%

55%
Gen Z

61%

Installment loan of
7 months or more

30%

28%

63%
Gen X

Millennials

Boomers

9%

8%

9%

30%

52%

18%

Q: For the last BNPL service used, what type of service was it?
Source: PaymentsSource Buy Now/Pay Later Survey January 2021
*There are statistically significant differences on deferred charge and installment loans of 6 months or less between Gen Z and
all other generations. Many not equal 100% due to rounding.

About two thirds (68%) of BNPL usage was for transactions of $400 or less, reflecting the
market’s need for low-dollar borrowing.
Gen Z had the highest level of low-dollar borrowing, with 86% of transactions being for
$400 or less. While millennials’ use of low-dollar borrowing was less than that of Gen Z, it
represented more than 61% of that generation’s transactions.

Over half of purchases were under $400
(Purchase amount financed for most recent BNPL transaction by generation)
Under $100

$100 – $199

$200 – $299

$300 – $399

86%
68%
13%
15%

15%
21%
26%

21%
19%

72%
61%

62%

11%

14%

11%

15%

19%
24%

13%
16%
19%

22%
24%

20%
11%

Total

Gen Z

Millennials

Q: How much did you finance with tthe BNPL service when you last used it?
Source: PaymentsSource Buy Now/Pay Later Survey January 2021
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Boomers
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Newest customers want to be repeat customers
Consumers with the most recent purchase experience are the market’s strongest proponents
for repeat usage. That said, past customers are still candidates for repeat usage.
About 91% of of consumers who had used a BNPL service within the last three months
reported that they were very likely or likely to use a BNPL service in the future compared to
80% of those who had used the service between four and six months ago and 75% who had
last used the service seven months or more. While the differences are statistically significant,
the importance of these figures lies in the relatively high intended repeat rate of the market
overall.
One additional measure of satisfaction to note is the low percentage of customers that
indicated that they would be unlikely or very unlikely to repeat use of BNPL products. Only
2% of customers who had used the service in the last three months reported that they would
be very unlikely or unlikely to use the service in the future. This figure climbed to 8% for
customers whose experiences took place at least seven months earlier.

Recent users are more likely to repeat use
(Willingness to use BNPL services in future segmented by last use of service)
Very likely or likey to use BNPL in future

Very unlikely or unlikely to use BNPL in future

91%
80%

2%

Used BNPL in
last 3 months*

75%

8%

6%

Used BNPL in
last 4-6 months

Used BNPL in
7+ months

Q: How likely are you to use BNPL services in the future?
Source: PaymentsSource Buy Now/Pay Later Survey January 2021
*There are statistically significant differences between very likely/likely used in last three months and other very
likely/likely usage age groups.
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3 out of 4

consumers said
applying for a BNPL
product was very
easy or easy with
85% of Boomers
reporting the process
was easy compared
to 67% of Gen Z.
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Recent users are the most passionate about recommending their BNPL provider, with 86% of
those who used the service in the last three months being very likely or likely to recommend
them. While the willingness to recommend a provider fell as the last date of usage grew, a
majority of the oldest-tenured customers (seven months or more since last use), at 67%,
would recommend their provider.
The lack of negative reaction to providers in this space is also notable as the oldest-tenured
customers who had the highest unlikelihood to recommend someone rose to only 12% of
customers. For those who fell within the last three months of usage grouping, only 4% were
very unlikely or unlikely to recommend their provider.

Recent users are likely to recommend their provider
(Willingness to recommend BNPL provider segmented by last use of service)
Very likely or likey to recommend BNPL provider
Very unlikely or unlikely to recommend BNPL provider

86%
76%
67%

4%

Used BNPL in
last 3 months

11%

Used BNPL in
last 4-6 months

12%

Used BNPL in
7+ months

Q: How likely you would be to recommend the BNPL service provider you used for your last purchase to a friend,
colleague or family member?
Source: PaymentsSource Buy Now/Pay Later Survey January 2021
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Shoppers want banks to offer BNPL
There was strong reported interest across all generations in a bank-offered BNPL service,
despite the fact that banks generally do not actively participate in the market. Gen X
consumers had the highest level of interest at 86% which was a statistically significant
difference from Gen Z and millennials. Roughly three quarters of millennials (76%) and
Boomers (78%) expressed interest in a bank-offered BNPL service. While Gen Z had the lowest
level of interest for a bank-backed BNPL product, almost two thirds (64%) expressed interest
in it.

There is interest in a bank-offered service
(Interest (very and somewhat) in using a bank-offered BNPL service by generation)
Gen Z

64%
76%

Millennials

86%

Gen X*

78%

Boomers*

Q: If your bank or credit union offered a BNPL service how likely would you be to use it?
Source: PaymentsSource Buy Now/Pay Later Survey January 2021
*There are statistically significant differences in interest levels between Boomers and Gen Z as well as between Gen X and
both Gen Z and millennials.

Satisfied and affluent customers were more likely to have expressed an interest in a bankoffered BNPL product. Since affluent consumers tend to own more financial products, their
heightened interest in a bank-offered BNPL service makes sense as a way to keep all of their
financial activity with their preferred provider.

The affluent and satisfied are more bank-interested
(Interest (very and somewhat) in using a bank-offered BNPL service by category)
Satisfied with
BNPL provider
Somewhat satisfied
with BNPL provider
Unsatisfied with
BNPL provider
Under $50K HHI
$50-99K HHI
$100K+ HHI

Q: If your bank or credit union offered a BNPL service how likely would you be to use it?`
Source: PaymentsSource Buy Now/Pay Later Survey January 2021
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87%
65%
63%
69%
81%
88%
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Conclusions
The demand for short-term, flexible payment products to enable one-time purchases
represents a ripe opportunity for banks, credit unions and fintechs to capitalize upon as both
merchants and consumers are interested in the category.
•

The popularity of BNPL products reflects the financial needs they serve for each generation,
credit for younger consumers and cash flow for older ones. It is also reflective of the fact that
traditional credit cards and in-store POS lending have not kept pace with the market’s needs,
especially for low dollar value transactions.

•

The short-term nature of BNPL products, coupled with the fact that half of the customers
are first-time users, reflects a low level of commitment consumers have with them and
their providers. This can be a positive factor for a new market entrant to more easily cannibalize share from existing competitors.

•

The high level of interest in a bank-offered BNPL product across all generations of BNPL
customers is highest in two distinct segments: 1) satisfied customers and 2) affluent
customers. These segments represent a prime opportunity for a card issuer to extend its
franchise. However, the expectation would be that the bank-offered program would more
likely mirror existing BNPL products and their functionality rather than be an expansion of
a credit card portfolio.

•

BNPL products represent the antithesis of credit cards given that their nature is single
use and short-term that do not overburden a customer. Banks and credit unions need to
recognize them not as competitive products, rather as complementary to their existing
portfolios because they serve different needs for different generations.

•

Care must be taken around offering installment loans with promotional interest rates that
allow consumers to borrow beyond the promotional period without distinctly called out “go
to” interest rates and the potential for interest claw back measures. These existing products are not consumer friendly and will raise the awareness of regulators that potential
action must be taken to protect consumers.

•

Banks have a massive opportunity to create a hybrid offering that could benefit the vast
majority of BNPL customers by leveraging two products they currently offer: debit cards
and installment loans on large credit card transactions. Allowing consumers to use their
debit cards for a purchase that offers a series of deferred debit payments or a six-month
low-value loan would meet both the financial flexibility consumers want and their desire for
a bank-offered BNPL product.

The market for BNPL products is expected to grow for e-commerce and in-store purchasing.
Since a number of the major competitors are publicly traded or have plans to do so in the near
future, there is a growing, well-capitalized cadre of companies that can threaten traditional FIs
for short-term lending should this market be left to the fintech specialists.
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About Arizent Research
Arizent delivers actionable insights through full-service research solutions that tap into their
first-party data, industry SMEs, and highly engaged communities across banking, payments, mortgage,
insurance, municipal finance, accounting, HR/employee benefits and wealth management. They have leading
brands in financial services including American Banker, The Bond Buyer, PaymentsSource, Financial Planning,
National Mortgage News, and in professional services, such as Accounting Today, Employee Benefits News,
and Digital Insurance. For more information, please visit www.arizent.com

Interested in learning more about how to put Arizent’s full-service research capabilities to work for your
company? Please contact: Janet King, Vice President Research, janet.king@arizent.com, 207-807-4806.
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