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Companies included are VVC-backed companies in North America and Europe that have raised substantial capital and gained significant traction within their respective categories.
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Executive summary

As fintech continues to shape the future of financial services, we believe the early-stage
opportunities in the industry are shifting away from consumer-facing products and
services toward enterprise-facing and back-end infrastructure solutions. The rise of digital
payments and money transfer services characterized the first fintech wave of the late
2000s. These types of products benefitted from the growth of the app-based economy
and were relatively easy to digitize and deliver to customers in a mobile format. As a
result, first-wave fintech companies have attracted significant late-stage VC investment.
Several of them, such as Square and LendingClub, have gone public and gained
meaningful market share. While digital payment apps and interfaces may have changed
how consumers experience some financial services, we believe the underlying systems
facilitating those products has remained relatively consistent. Payments still travel on rails
that were first built 30 years ago, settlement systems still rely on manual processes that
take days to complete and large financial institutions continue to struggle with digital

transformation amid a complex web of innovation-killing compliance and regulation.

As with everything in finance, we believe the status quo slowly continues to shift. As
the relative maturity of payment apps and money transfer services has reduced the ROI

potential of startups with similar value propositions, investors are driven toward other

areas of the financial ecosystem, such as infrastructure technology, insurtech and regtech.

While these types of products and services may not be as easily identifiable among
consumers, we believe they nonetheless represent significant investment opportunities
as they change the financial services industry and contribute to the gradual erosion of

incumbent market share.

Through 2Q 2019, cumulative global investment activity for fintech companies reached
$37.9 billion, compared to a record high of $62.9 billion during the first half of 2018. Some
notable deals this quarter included Tradeweb’s (NASDAQ: TW) $1.1 billion IPO, Morgan
Stanley’s (NYSE: MS) $900 million acquisition of Solium and Affirm’s $300 million venture
round. North American and European VC investment in fintech in the first half of 2019 was
$10.9 billion. This is on pace to exceed the $17 billion total in 2018. Although combined
invested capital across VC, PE and M&A are down compared to last year, we nonetheless
expect the fintech market to remain strong and continue to experience further gains in

overall investment capital this year.

This report provides an overview of the VC-backed fintech landscape in North America
and Europe. While the fintech market is large and complicated, we have segmented

the industry based primarily on end-market use case. We acknowledge some startups
could belong in multiple segments or subsegments, but we have placed them within the
categories that match our understanding of their primary use case. The accompanying
market maps consist of VC-backed fintech companies in North America and Europe that
have raised a significant amount of capital and gained considerable traction within their

respective categories.
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ALTERNATIVE LENDING

Figure 2. MARKET SIZE ($B) BUSINESS MODEL KPIS
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CAPITAL MARKETS

Overview

The capital markets industry primarily consists of large institutional firms that engage

in the buying and selling of public equities and PE, debt, bonds or other long-term
securities for businesses, individuals and governments. Functioning capital markets are

an important feature of capitalist societies, with open-market asset exchange systems
tracing their roots back to the earliest days of commerce. For example, the largest stock
exchange in the world, the NYSE, was founded in 1792 and today has a market cap of $23
trillion dollars. While the US bond market lacks the kind of centralized exchange for public

equities, it nonetheless amounts to upwards of $40 trillion in market value.

Participating in capital markets and ensuring they function correctly is a complex
undertaking. Traders and investors utilize a byzantine system of global technologies and
networks, both private and public, designed to ensure transactions are completed, settled
and accounted for in a quick and regulatory-compliant manner. While several market
participants rely on innovative technologies—such as high-speed trading systems—to

give them an edge, we believe many of today’s capital market participants still rely on
antiquated technologies and processes that may be slow and prone to error or that lack
features and functionality. We believe this aging infrastructure adds to costs, increases

regulatory risk and reduces strategic opportunities.

Capital markets participants are under increasing pressure to modernize their technology
to offset rising competition and macro headwinds. Revenues and ROl among the largest
global banks has been stagnant for years as the industry accommodates new capital and
regulatory requirements. Smaller and more nimble boutique firms are challenging the

hegemony of legacy financial institutions for wealth management and advisory business.

Capital markets VC deal activity
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DIGITAL ASSETS

Overview

Digital assets VC deal activity

The digital assets segment includes startups developing cryptocurrencies, cryptocurrency

wallets, payments, services, networks and exchanges. Most digital assets are based on .
2,500

distributed ledger technologies such as blockchain where transactions are secured and

confirmed via cryptography and consensus mechanisms.

Opportunities $2,000

Faster, disintermediated payments: Cryptocurrencies and other types of digital assets

provide an alternative to traditional fiat exchange, presenting a stateless, low-fee, instant $1,500
settlement solution that functions via the internet and is available to all consumers. We
believe digital assets have the potential to improve how money is traditionally used by
reducing fees associated with cross-border payments, providing real-time settlement of 51000
transactions and reducing the costs of handling cash. While crypto-technology remains

controversial and adoption is minimal, we believe it poses a unique opportunity for

investors given its long-term potential to impact the global financial ecosystem.
$S500

Derivative trading starting to take shape: While the early exchanges such as Coinbase
and Poloniex (acquired by Circle) became prominent by offering spot trades for
cryptocurrencies, we believe new exchanges and clearinghouses that facilitate derivative 50
trades—such as options, forwards, futures or swaps—will gain market traction. The

providers of spot market exchanges have raised significant VC (Coinbase and Circle are

both unicorns) while derivative exchange providers such as ErisX have recently closed

an early-stage round. The digital assets derivatives market gained significant validation

when traditional derivative heavy weights—the Chicago Board Options Exchange (Cboe)
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About PitchBook Emerging Tech Research

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
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