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Overview

As the fintech sector evolves and matures, technological innovations will continue to
change how financial services are discovered, delivered, connected and implemented.
During the first fintech wave of the early 2010s, early technological iterations within
lending, payments and money transfer came into prominence. This second wave of
fintech has been marked by accelerated developments within capital markets, financial
regulations and digital assets. Due to this bifurcation, dominant first-wave fintech
companies have attracted significant late-stage VC investments and are starting to
gain meaningful market share. The majority of fintech IPOs over the past decade have
come from companies within the aforementioned first-wave of fintech development.
Meanwhile, second-wave fintech companies are seeing a greater volume of early-stage
VC investments as founding/management teams with deep expertise in their respective

industries continue to launch new ventures.

In 2018, North American and European investment activity sustained past trends of
increased growth across VC, PE, and M&A. Some notable deals included Oscar Health’s
$375 million venture round, Blackstone Group’s $17 billion leveraged buyout of Thomson
Reuters’ (NYSE: TRI) Financial & Risk business and the $13 billion acquisition of WorldPay
by Vantiv (NYSE: VNTV) - now to be acquired by Fidelity National Information Services
(NYSE: FIS) for $35 billion. Cumulative investment activity for fintech companies reached
a record high of $120 billion last year. We expect the fintech market to remain strong and

continue to experience further gains in overall investment capital this year.
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This report provides an overview of the venture-backed fintech landscape in North
America and Europe. The fintech market is segmented based on use-case similarity, with
each corresponding segment further broken down into granular categories. While we
acknowledge that some startups could belong in multiple segments or sub-segments,
we have placed them within the categories that match our understanding of the primary
use case. The accompanying markets maps consist of venture-backed fintech companies
in North America and Europe that have raised substantial capital and gained significant

traction within its respective category.



REPORT PREVIEW

SEGMENT DEEP DIVE

Alternative Lending




a

ALTERNATIVE LENDING

MARKET SIZE BUSINESS MODEL KPIS
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CAPITAL MARKETS

Opportunities

Technologies are delivering change: Since the financial crisis, legacy financial institutions
such as investment banks, hedge funds, brokers, clearing houses, exchanges and other
capital market participants have endured numerous challenges including stagnant
revenues, high structural costs and diminishing returns on equity (ROE). To combat these
trends, providers are increasingly looking for ways to adopt emerging technologies to
help evolve their business models and reduce cost structures. As these technologies (i.e.,
cloud-based data analytics platforms, trading software, alternative stock exchanges)
have become more deployment-ready, we’ve seen more segment-wide collaboration,

facilitation and implementation of new technologies.

Incumbents willing to form partnerships: Capital Markets incumbents are increasingly
viewing fintechs as strategic partners and seeking ways to develop products via
collaboration, investment or both. Increasingly, incumbents have recognized that
partnerships are a cheaper and less risky way to improve time-to-market. It has also
allowed fintechs to quickly deploy and validate their business models while integrating

into the capital markets value chain.
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Potential for industry-wide adoption: We believe digital solutions within this segment

are still largely fragmented as capital market firms test various emerging technologies.
However, solutions and technologies widely adopted by major capital markets
participants (e.g. bulge bracket banks) can become standardized across the industry, as
participants seek to coordinate processes, controls, and protocols to not only protect
their respective businesses, but to mitigate potential systemic risks (a unigue pain-point
of the financial industry). As solutions mature and the segment becomes less fragmented,
market leaders will likely emerge with standardized, scalable applications that could result

in a “winner takes most” environment.
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DIGITAL ASSETS

Outlook

Governments will become stakeholders: We expect that governments will become

more involved with technologies related to this segment, in terms of either evaluating

the advantages of potentially switching to a digital central bank currency, or in terms of
increaed regulation of existing cryptocurrencies. Countries like Sweden and Japan have
already started delivering and deploying some form of digital currency that will trade
one-for-one with their traditional fiat currencies. These centralized digital currencies could
have better protections against issues like theft and fraud that are currently experienced

with cryptocurrency.

Regulation will promote innovation: We expect the current generation of
cryptocurrencies, like Bitcoin and Ethereum, to remain highly volatile for the foreseeable
future, with many “alt-coins” disappearing as further regulations, scale and “survival of
the fittest” effects take hold. In addition, we expect the volume of ICOs to slow down

as regulators clamp down and issue additional rules, even after a record year, in terms of
ICO count and capital raised, in 2018. We see regulation as healthy since it could bring
transparency and fairness to the market, while reducing fraud, and crime. We believe
reasonable, coherent rules and guidelines will draw in more entrepreneurs and investors

who are currently sitting on the sidelines due to regulatory uncertainty.
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Invested capital will increase by orders of magnitude: We anticipate investment in this
space will continue to experience rapid growth. Total VC flows totaled $2.2 billion in 2018,
up from $523 million in 2017. We expect venture capital investors and other traditional
investors (e.g. hedge funds, family offices) will continue to experiment with holding

some cryptocurrency assets even prices have fallen from the historical peaks of 2018.
Participation by institutional investors could provide some level of support for the asset
class in the near term and could be the driving catalyst for growth during the next bullish

cycle.
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Independent, objective and timely market intel

As the private markets continue to grow in complexity and competition, it’s essential for investors
to understand the industries, sectors and companies driving the asset class.

Our Emerging Tech Research provides detailed analysis of nascent tech sectors so you can better
navigate the changing markets you operate in—and pursue new opportunities
with confidence.

See the full fintech report

Contact your customer success manager to purchase research access, or visit our research center
to purchase a single report.
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