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Juan Antonio Ketterer
Division Chief of
the Connectivity,
Markets and Finance,
Inter-American
Development Bank

The various technological developments that have occurred world-
wide over the past decade -alongside the new business models they
have generated- are shaking up the financial services industry’s
status quo. Today, it is impossible to analyze the sector with-
out considering the impacts of the new financial technologies and
the entrepreneurs and Fintech companies that are implementing
them. These are the new stakeholders competing with traditional
financial institutions and challenging their largely established
business models. While it is still unclear whether the sector’s
transformation will occur through competition or cooperation be-
tween them, the changes that this technological revolution en-
tails are irreversible. Fortunately, this dynamic of unstoppable
changes constitutes a series of good news for Latin America.

First, it’s worth mentioning that the financial services indus-
try’s reconfiguration following the outbreak of Fintech is likely
to contribute to bridging the financial gap affecting the region’s
productive sector. This is especially true for small and medium
enterprises (SMEs), which play a critical role in productive de-
velopment, employment, and economic growth in Latin America. On
the one hand, the emergence of new online financial platforms and
intermediaries -with lower transactional fees and new techniques
and information sources to assess credit risk- will contribute
to boost SMEs access to credit. On the other hand, existing pay-
ment solutions and digital tools to obtain better business fi-
nancial performance shall not only promote these transactions’
digitalization and formalization, but also make the transaction
history or digital footprint available to evaluate credit risks,
creating new options to solving information asymmetries and pos-
itive consequences in terms of opportunities to obtain financial
support. All of this can generate a virtuous cycle that contrib-
utes to solve the persistent challenge of the high levels of SME
informality -which poses an obstacle to financial access- and SMEs
impact on productivity levels. This potential is reaffirmed by the
fact that one out of every four Fintech startups in the region
focuses exclusively on serving the small and medium enterprises.

Secondly, this emerging context offers additional, better chanc-
es to serve a broad segment of the population that remains ex-
cluded or underserved by the traditional financial industry -most
adults in the region. It’s worth noting that while financial
exclusion, as measured by the possession of a bank account to
holding a bank account, is estimated at about 49%'-, this figure
rises significantly when the use of credit, savings or insurance
instruments is factored in

1 Global Findex 2014 database, World Bank
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The financial
services industry’s
reconfiguration
following the
outbreak of
Fintech is likely
to contribute

to bridging

the financial

gap affecting

the region’s
productive sector.

All of this potential -in addition to the contribution of
Fintech to a greater overall efficiency of the financial system
and the development of the digital economy- has made this new
entrepreneurial sector a primary area of interest for the IDB
Group?. This is why with this report, which constitutes the first
initiative aimed at mapping and analyzing the Fintech sector in
Latin America as a whole, the IDB hopes to help governments,

the private sector, and citizens in the region to learn more
about the various innovations that are being developed by these
entrepreneurs in our countries.

The results obtained by this investigation are very positive and
promising, showing that a dynamic Fintech sector is developing
in Latin America, offering a wide range of solutions that include
all segments and underlying technologies being used globally.
Nevertheless, although the outlook looks promising, the sector
is still young and needs a solid ecosystem that can foster an
adequate growth. Here is where the public sector can play a
pivotal role, which is why the IDB hopes this document will help
promote dialogue and actions directed at designing strategies
and policies that maximize the benefits offered by Fintech in a
context that protects consumers and the financial system, while
minimizing risks for both.

The Fintech revolution has come to Latin America to stay. We
still have to decide how we will embrace this essential tool,
which is vital for the development of the digital economy in our
region, in a way that best serves our interests and needs. We
invite you to thoroughly examine all these innovations, their
benefits, risks, and different ways in which we may proceed to
foster them in our milieu in the best possible way.

2 The IDB Group includes the Inter-American Development Bank, the Inter-American
Investment Corporation, and the Multilateral Investment Fund
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Co-founder & Managing
Partner at Finnovista

All around the globe, the financial services industry is undergo-
ing a digital transformation that threatens not only its magni-
tude and revenue but also, in some cases, the very existence of
those traditional stakeholders who find it hard to adapt to tech-
nological breakthroughs and to their clients’ demands. From the
world’s largest financial centers, such as London, New York and
Singapore, to the main hubs of young startups, such as San Fran-
cisco, Tel Aviv and Berlin we are observing the birth of a new
surge of technological ventures that compete head to head with
the financial sector’s traditional stakeholders -banks, insurance
agencies, and payment networks.

Compared to the industry’s traditional stakeholders, these en-
trepreneurs successfully innovate by introducing disruptive
business models, taking advantage of the new technologies’ func-
tionalities and lower costs to offer more efficient products and
services. And efficiency is not the only benefit. They also offer
the possibility to attract new clients -individuals and institu-
tions- to the formal financial system.

Latin America is no stranger to this tendency. From Mexico City,
Buenos Aires, Santiago, S&o Paulo, Lima, Quito or Bogota -among
many other cities-, Fintech startups are emerging to respond to
and satisfy the needs of the local markets. Through this study,
conducted in collaboration with the IDB, a total of 703 startups
of this nature have been identified throughout the region cov-
ering diverse segments, markets, and geographies that we will
explore later on. Some of these companies have already matured
and managed to finance themselves, be it through significant quan-
tities of foreign funding or specific resources invested in these
types of enterprises globally to grow and boost their operations
throughout the region and beyond; others - in earlier stages -
are still engaging with the industry and validating their value
proposition and business models. Nevertheless, and independently
of the stage or level of maturity as enterprises, they all share
the same vision: the need and obligation to take advantage of an
opportunity they have identified to transform and improve the fi-
nancial services industry.
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The opportunity
for Fintech

is huge: it is
estimated that
financial exclusion
measured by
holding or not

a bank account
is 49% in the
region. The

vast majority of
Fintech ventures
help to eradicate
exclusion and
promote greater
inclusiveness.

One of the main differences between the region and developed
countries is that there is still a significant part of the popu-
lation in the region that lacks access to formal financial ser-
vices. The figure is currently 49%°, making financial inclusion one
of the main goals of the 21st century for governments, develop-
ment agencies, multilateral banks, and NGOs in Latin America.
This is why there are few Fintech startups that don’t promote
inclusion to some extent, while there is no doubt they all sup-
port the eradication of exclusion.

Nevertheless, and despite the signs that validate the signifi-
cant potential of Fintech firms surging in the region, the road
is long and there is yet much to be done before we can contem-
plate ecosystems of financial services similar to those in place
in Asia or Europe. Cooperation among startups and the industry’s
traditional stakeholders is a key element that must become root-
ed in Latin America. Regulation is a factor that needs to be
covered by governments and legislators -as has happened in coun-
tries such as Singapore in Asia and the UK in Europe. The point
of this is not to restrict or apply further controls but to pro-
mote competitiveness and innovation in the national and regional
spheres.

We hope this report is deemed useful by all those participat-

ing in this ecosystem and serves to support the consolidation of
Fintech startups in Latin America.

3 Global Findex 2014 database, World Bank
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This report is

the first effort to
systematically
describe Fintech'’s
business activity
throughout Latin
America and is the
most exhaustive
to date.

The financial service industry’s recent transformation has
accelerated thanks to the emergence of new financial technologies
(Fintech)* applications to supply products and services in the
industry. The implications of this transformation are diverse. On
the one hand, the guidelines of competition and competitiveness
are being modified not only within the industry but also amongst
countries in the region and between these and the financial
industries of more developed countries. On the other hand, the
public’s access to a more democratic, transparent and less
excluding financial system is expanding, becoming a tool for
social impact and inclusive prosperity.

Given the strategic importance of the Fintech sector for the
region, the Inter-American Development Bank (IDB) has consider it
paramount to conduct a comprehensive study of the sector in Latin
America. Detailed knowledge of the solutions being developed in
the region will allow us to understand how this digital shift of
the financial services industry is taking place, and to detect
findings that lead to the design of public policy, an increase

in public and private investments in strategic segments for
financial technologies, and the resulting development of a larger
amount of differentiated services and products for each segment
of the population.

In this context, this report represents an initial effort to
systematically describe the commercial activities of Fintech

in Latin America. In the first part, we offer an overview of the
sector and its main trends in terms of emergence, magnitude,
and location of the main startup hubs, as well as of the forces
that drive the businesses, their potential clients, deployed
technologies, and the development of a collaborative system.

In the second part, different types of innovation observed
throughout the region are analyzed in further detail, dividing
them in 10 large segments among which platforms of alternative
finance and payment solutions stand out. Startup hubs in Mexico
and Brazil are the focus of the third part, being these the two
leading countries in this activity. Part four discusses the
creation of public policies and specific sector regulations such
as mechanisms to achieve financial inclusion goals and boost
consumers’ trust in the services offered by these young

4 Portmanteau of financial technologies.
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enterprises. In the fifth part, we analyze the industry’s scaling
potential, its internationalization, and its growth given that
increasingly more and more Fintech firms are expanding their
services outside of their home countries, seeking to operate
sustainably and create jobs throughout the entire region. In part
six, we estimate the amount of venture capital investment in

the sector stemming from angel investors, startup accelerators,
private capital funds -from Latin America as well as from the
United States and Europe-, and from financial and non-financial
corporate entities. Finally, the seventh and last part provides
a series of conclusions regarding the evolution and future
development of Fintech firms in the region.

The trends displayed in this report show Fintech’s recent mo-
mentum in Latin America. This drive could give birth to a more
innovative and inclusive digital financial services industry, as
long as corresponding public policies -such as economic and reg-
ulatory conditions- promote their consolidation and growth -es-
pecially considering the existing gap between their development
in Latin America vis-a-vis Europe, Asia and the United States.
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This report is the result of the larg-
est effort to date to obtain informa-
tion on the state of Fintech firms in
Latin America. The document was
produced on the basis of the results
of a survey answered by 393 Lat-

in American Fintech?® startups in 18
countries in the region®, from avail-
able secondary sources, and from
previous research conducted by
Finnovista and the IDB’.

To segment the platforms and startups, the Fintech sector’s taxon-
omy had to be defined according to their main activities. Such tax-
onomy integrates definitions previously published by other studies,
and has been complemented to define 10 large segments, as can be
observed in figure 1.1:

5 The survey was launched on Sept. 13, 2016 and this report reflects the answers ob-
tained by Dec. 19, 2016.

6 Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Dominican Republic, Ecua-
dor, El1 Salvador, Guatemala, Honduras, Mexico, Nicaragua, Panama, Paraguay, Peru,
Uruguay & Venezuela.

7 None of the figures presented in this report refers to a specific startup or firm.
However, some cases were selected in order to illustrate certain trends observed
throughout the region.
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Figure 1.1

Fintech segments Defined
in Latin America

Alternative scoring

%

Payment solutions

-

Personal
financial management

(J

Enterprise
financial management

Y

Asset management

—

Trading and
capital markets

Enterprise technology
for financial institutions

Digital banks

Insurance

Alternative
finance platforms

1 Rewards crowdfunding
Platforms under which
people contribute
financial resources to
individuals, projects
or companies in exchange
for products or monetary
rewards.

2 Donations crowdfunding
Platforms through
which donors provide
financial resources to
individuals, projects
or companies that
have philanthropic
motivations without
expecting a monetary
return.

3 Real estate crowdfunding
Platform through which
people finance or acquire
equity in real estate
projects.

4 Equity crowdfunding

Platform through which
people finance or invest
in private companies.

5 Balance sheet business
lending
Platforms operated by
a body that directly
provides online credit
to businesses.

6 Balance sheet consumer
lending
Platforms operated by
a entity that directly
provides online credit
to consumers.

7 P2P business lending
Online Platforms through
which people provide
loans to business.

8 P2P consumer lending:
Online Platforms through
which people provide
loans to consumers/
individuals

9 Factoring & invoice lending
Online platforms
through which persons
or entities purchase
invoices or accounts
payable of other
business or provide
loans backed by them

Alternative scoring

1 Alternative solutions

to measuring people or
companies’ credit risks.

Payment solutions

1 Mobile payments and wallets
Mobile solutions to
transfer and manage
money .

2 International money
transfers and remittances
Online solutions
designed to send money
to companies or people
abroad.

3 Mobile points
of sales (mPOS)
Point of sale terminals
for mobile phones
(cellphones) .

4 Payment gateways and
aggregators
Solutions to accept,
authorize, and process
payments on digital
platforms.

5 Others
Other technological
solutions regarding
digital payments.

Personal financial
management

1 Savings and Financial
efficiency
Digital tools for
consumers that simplify
savings management
and expenditure
organization.

2 Comparison sites
Online platforms
comparing different
financial products and
their characteristics.

3 Debt management
Digital tools for
consumers that
simplify managing and
restructuring personal
debts.

4 Others
Other technological
solutions for personal
financial management.

Enterprise financial
management

1 Electronic invoicing

Online platforms to
issue and manage
invoices.

2 Digital accounting
Online platforms for
accounting and tax
calculation.

3 Financial management &
business intelligence
Online platforms for
financial administration
and business performance
analytics generation.

4 Payment collection

Digital solutions to
simplify or manage the
recovery of companies’
account receivables.

5 Others

Other technological
management solutions.

Asset management
1 Digital wealth management

Online platforms to
supply and provide asset
management services.

2 Robo- advisors

Asset management
automated solutions
based on algorithms or
artificial intelligence.

Trading and capital

markets

1 FX solutions

Foreign currency trading
solutions for people and
companies.

2 Stock market solutions

Stock and debt trade
solutions.

3 Others

Other technological
solutions to simplify
or execute transactions
between other types of
assets.

Enterprise
technology for
financial institutions

1 Security and Digital ID

Personal verification and
authentication solutions
to access and authorize
financial transactions.
ones financieras.

2 KYC Solutions
Know your customer
solutions regarding
their financial services
suppliers.

3 Fraud prevention and risk
management
Solutions focused
on fraud prevention
and operational risk
management of financial
institutions.

4 Biometrics

Applying technology
regarding individuals’
physical or behavioral
characteristics for
identity verification
purposes.

5 Smart contracts

Technological protocol
that facilitates,
ensures, enforces and
executes contracts/
agreements.

Digital banks

1 Newly founded financial

entities (possessing own
or third-party banking
licenses) with multiple
financial products that
are 100% digitally
distributed..

Insurance

1 Every technological

venture dedicated solely
to the insurance sector.
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How many Research has allowed us to identify 703 Fintech startups located

in 15 out of the 18 countries in Latin America in which the sur-
and Where? vey was conducted. Brazil provided the largest amount of start-
ups to this poll (230), followed by Mexico (180) (chart 1.1),
Colombia (84), Argentina (72), and Chile (65). Together, these
five countries concentrate almost 90% of all Fintech activity in
Latin America, while the remaining 10% is scattered among Peru,
Ecuador, Uruguay, Costa Rica, Paraguay, Venezuela, Guatemala,
Dominican Republic, Honduras, and Panama. A very small amount of
American, Asian or European Fintech startups were identified as
having their main market in Latin America.

Chart 1.1

Fintech by country
and origin

230%B R nZI L
180(25,6%) M Exl co

(11,9%)

72..ARGENTINA
656,24 HILE

(4,4%)

16 (2,3%) PERU
13(1,8%) ECURDOR
12(1, 8%) URUGUAY



The beginning The survey allows us to determ%ne both the moment in which Fir.1—
Of the wave tech ste.lr‘tups began to.appear in the region, as wel} as the time

when this trend consolidated. Nearly 11% of them existed before
2011 -year in which the first startup hub appeared, accounting
for 7% of the total. By 2013, 40% of the startups that were be-
ing tracked down had been founded, and by 2015 their number rose
to 78.2%. In other words, 60.1% of all Fintech startups oper-
ating today in Latin America came to be between 2014 and 2016
(chart 1.2.) This boom shows that there is a clear perception
among entrepreneurs of the sector’s potential, opportunities to
strengthen the industry, and its impact. However, it also under-
lines the need to tackle significant challenges; most products
and business models have not been in the market for long and
still need to develop and grow before these startups can turn
into long-term sustainable companies.

It is estimated that 60% of all the young Fintech
startups currently operating in Latin America were
stablished between 2014 and 2016.

Chart 1.2

Year of incorporation
of Fintech startups

(10,9%) before 2011

(07,7%) 2012

(14, 4%) 2013

s, 2014
(23,2%) 2015
1.5 2016
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Financial
inclusion:
common
denominator

More than

40% of survey
respondents
said their

mission is to

serve clients

who would
otherwise be

excluded or
underserved by

the traditional
financial service

sector.

An important trend among Fintech startups in Latin America is
that they seek to serve segments previously neglected by the fi-
nancial system. Accordingly, 41.3% of survey respondents said
their mission is to serve clients who would otherwise be exclud-
ed or underserved by the traditional financial service sector,

be it individuals or SMEs. This is a positive sign in a region
characterized by high levels of exclusion by the formal finan-
cial system, in all income levels. Although an estimated 59% of
the people representing the poorest 40% of the population lack
an account in a formal institution, the same is true for 42% of
those within the wealthiest 60%%. Even though people and SMEs who
are -willingly or not- excluded from the financial system do save
and have access to credit, they do so in the informal sector,
which tends to offer them insufficient solutions with foreseeable
consequences in terms of high costs and insecurity.

What is the role of Fintech firms in this context? What we have
observed so far is that their technological and strategic orien-
tation, as well as their business models, provide the conditions
to tackle two major obstacles that have prevented further prog-
ress when it comes to financial inclusion: (i) limitations due to
the lack of demand, reflecting the absence of products adapted to
the needs and that bring value to each segment; and (ii) high
operational costs versus low profit margin that serving the ex-
cluded segments represents when using traditional methods.

Therefore, the diversity and specificity observed in the nature
of these startups reflect the need to focus on serving differ-
ent clients, looking to best satisfy their needs, and adapting
to new consumer behaviors. By deciding to focus on specific seg-
ments, Fintech firms seek to resolve concrete problems putting
the consumer at the center of their activities. This provides a
more appropriate product design while solving challenges relat-
ed to the lack of adequate value proposals -all of which affects
current product and service demand of the traditional financial
sector. In turn, lower supply costs thanks to digital channels,
new approaches that leverage numerous sources of information,
and new techniques to evaluate clients, their behaviors and
risks have simplified the emergence of services more affordably
targeting unserved or underserved segments. Consequently, it is
not by chance that several governments throughout the region are
considering Fintech development as one of the pillars to reduce
financial exclusion.

8 World Bank’s Global FINDEX Database, 2015.
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Employees

26-50

@ @
Investment

+500k-2M USD

7

Investors

Polymath
Ventures,
Gentera

10

Annual income

+25k-75k USD

What they do

Aflore offers financial
products to the unbanked
population in Latin
America, a market of 250
million people. Through

a network of selected In-
formal Financial Advisors,
educated and equipped
by Aflore, loans and insur-
ance are distributed. The
business model enables

to access detailed infor-
6 mation on behavioral pat-
tern through a low-cost

Founders

Ana Barrera,
Manuel Jiménez \

Origin 3

Colombia

Development stage

5 Ready to
scale

4

Foundation

2014

channel.

Currently, Aflore has more
than 3,000 advisors and
has disbursed more than
US$1.3 million in loans.
Aflores is a company of
Polymath Ventures, ori-
ented to building com-
panies with potential in
Latin America, and has
received different awards,

. such as the Latin Amer-
ican BBVA Open Talent
$ Award nomination.
Segment 2
Alternative

finance platforms:
Balance sheet
consumer lending

http://www.aflore.co
y @AfloreCo



"Our secret is to
formalize behaviors
that now exist in
the informal system,
where people lend
money to each other
and participate
together in savings
and credit clubs.”




Segment 2

Enterprise
financial
management

3 Origin
Miami, USA

@

Foundation

2013

What they do

Digital platform that allows
small businesses in emerg-
ing markets to finance
their weekly inventory of
consumer goods, creating
an ecosystem of payment
without money in the
supply chain of consumer
goods. Currently, Tienda
Pago operates in Vene-
zuela, Peru and Mexico,
and has deals with major
distribution companies op-
erating nationwide. Thanks
to Tienda Pago, businesses
can buy all products, in-
crease sales and profit mar-
gins, generate more income
and create a formal credit
history. In 2016 Tienda
Pago got a round of capital
led by Accion Venture Lab.

5 Development stage
Ready to scale

Tienda Pago

10

Founders

Dan Cohen,
Gabriel Sternberg

— 7

Investors

8

+2M-6M USD

Investment
Employees
51-100

o 6 0 ©

T

Annual income

http://www.tiendapago.com/en/

Yy @tiendapago

Accion Venture Lab,
Inicia Partners
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"Once mom
and pop shops
understand

the impact of
Injecting extra
capital to a
store to buy
more inventory,
Iits amazing the
result and the
happiness of the
owhers."”



Segment

Origin
Mexico

()

2

Alternative finance

platforms: P2P
consumer lending

1 $

What they do

The first online peer to peer
lending community in Mexico
and the first in Latin Ameri-
ca authorized by a financial
authority (Comisiéon Nacio-
nal Bancaria y de Valores

in México). It is a platform
where credit applicants with
good credit history obtain
better interest rate and
terms, while investors who
lend to borrowers get better
return on their investments.
Currently, kubo.financie-

ro has an average rate of
30.26%, has granted 6,729
loans ($159 million Mexican
pesos), has 6,616 clients,
and grows to 300% per year.
In its Series A round, the
startup raised US$7.5 million
to be invested in marketing
strategies to prospect more
customers, technologically
enhance the entire platform,
launch new products, add
electronic payments, service
payments and partnerships
with insurance companies.

kubo _
financiero

9

Employees

51-100

mn

10

Annual income

Foundation

2012

Development stage Estado

Growth and
5 expansion

8

Investment

+6M-15M

6

Founders

Vicente Fenoll,

:

Investors

Alta Ventures, Capital
Invent, Wayra México,
Vander Capital
Partners, Bamboo,
Nacional Financiera,
Bamboo Finance,
Servicios Monex, KuE
Capital, Tanant Capital,
Endeavor Catalyst, and
angel investors

UsSD

http://www.kubofinanciero.com

Y @kubofinanciero

Alfredo Acevedo,
Rogelio Monroy



"We're people
Investing In
people for the
development
of Mexico,

a financial
community
where
everybody
winhs.”
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Origin
Peru
4 Segment
N Alternative
oundation -
2010 scoring

5

Development stage

Growth and
expansion

Founders

Bailey Klinger,
DJ DiDonna,

Asim Khwaja

EFL

What they do

They help lenders in
emerging markets to
approve more credit ap-
plication safely. With 10
years of experience, it has
enabled credit for more
than US$1 billion world-
wide. EFL is the alternative
credit rating platform with
a stronger track record

of serving institutions in
Latin America, Asia and
Africa. EFL is at the fore-
front of behavioral data
studies and can be applied
universally and online. It
can help turn a ‘No’ into a
‘Yes’ safely.

|
7 o

Employees
Investors
. . 51-100
Confidential > ® o

Q LN

Investment

Confidential

10

Annual income

Confidential

https://www.eflglobal.com
Yy @eflglobal
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All of this indicates that Latin America is currently going
through a highly favorable moment combining several positive
trends that favor the previously mentioned goal: (i) fully-func-
tioning technological startup ecosystems with critical mass; (ii)
emerging young talent with expertise in financial services and
digital technologies; (iii) presence of national and interna-
tional entrepreneurial capital investors betting on the region;
(iv) vast majority of the population having access to affordable
ubiquitous digital technologies; (v) governments increasingly
interested in innovation reaching those so far excluded; (vi) a
young and expanding middle-class in the region; (vii) innovative
solutions that are not limited by obsolete infrastructure (known
as legacy.) The trend is clear: Latin America is on the brink of
a huge digital leap that will bring generalized low-cost digital
financial solutions to large population segments, leading to the
eradication of the region’s financial exclusion®

"Our commitment is to improve

the access to qualified financial
products to people that, even being
responsible, stay outside from the
traditional financial system.”

Jorge Camus, Co-Fundador de Destacame

9 With fragments of two previous Finnovista publications: “2017 serad el afio del Fin-
tech for Inclusion en América Latina” by Fermin Bueno y “Fintech for Inclusion ya
representa el 40% de la innovacidén Fintech en América Latina”. Finnovista, Dec. 20,
2016. Link: http://www.finnovista.com/tag/inclusion-financiera-en/?lang=en



http://www.finnovista.com/tag/inclusion-financiera-en/?lang=en

Segment

Alternative

scoring

1

What they do

It is a platform that helps
people to access finan-

cial services. It created an
alternative scoring that
uses information from the
payment history of basic
services bills to evaluate its
payment behavior, helping
its users demonstrate how
good payers they are to
financial institutions. Desta-
came has developed nine

Origin

Chile

4

Devel

Foundation

2014

opment stage

Growth and
5 expansion

- @F;

Founders

Sebastian Ugarte,
Jorge Camus,
Augusto Ruiz-Tagle

pilot projects with financial D e st a C a m e
institutions, has partnered

with five service companies
and has more than 180,000
users. In 2015, Destacame
won the BBVA Open Talent
Latinoamérica, in the special
category of Financial Inclu-
sion, as well the National
Innovation Award (Avonni)
awarded by the Chilean
Government and the Digital
Bank award given by Chilean
financial institutions. Finally,
had the first grant of Cata-
lyst Fund (sponsored by Bill
and Melinda Gates Founda-
tion and JP Morgan) in 2016.
Destacame has received

two capital injections up to
US$1.4 million, most recently
led by Accion Venture Lab
and Mountain Nazca.

10

Annual income

<25k USD

Employees

11-25

7

Investors

Accion Venture Lab,

Mountain Nazca

8

Investment

+500k-2M USD

http://www.destacame.cl

3y @destacameCL
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Focus on
SMEs

Fintech's services
to SMEs may
increase access

to credit: the
digital history of
their transactions
or other digital
prints can be used
by new methods
to evaluate risks,
partially mitigating
information
asymmetries that
complicate credit
risk assessment.

The survey shows that serving SMEs is another important aspect.
One out of every four Fintech startups considers them to be
their main client, independently of whether they already partic-
ipate in the formal banking system; they offer them a different
set of solutions beyond alternative means of finance including
payment collection, digital accounting, international payments,
and invoice financing or factoring, among others. This tenden-

cy is undoubtedly very positive for SMEs in the region. For one
thing, there 1is evidence -especially in developed countries,
where the Fintech industry is more mature- that alternative fi-
nancing models such as crowdfunding especially benefit small-

er and younger companies, as well as those that lack access to
traditional credit. At the same time, the new tools offered by
Fintech to mainstream SME digitalization have a large potential
to change the way these financial services are accessed, the way
they relate to them, and their formalization. For instance, SME
digitalization may increase access to credit given that the dig-
ital history of their transactions or other digital prints can
be used by new methods to evaluate risks, partially mitigating
information asymmetries that complicate credit risk assessment.

Therefore, as new technologies arise and it becomes easier to
digitalize and handle information -especially, transactional-,
there will progressively be more and more SMEs capable of gain-
ing access to credit with the help of mechanisms that reduce the
need for bank guarantees -one of the main obstacles both for
entrepreneurs and SMEs. In other words, Fintech solutions will
significantly improve the credit offer among excluded or under-
served sectors that have a limited productivity due to lack of
financing. This would enable a shift in the balance between the
costs and benefits of formalization.

Generally speaking, the distribution model analysis shows that
45.6% of Fintech startups run a B2B (business to business) mod-
el, while the remaining 54.4% run a B2C (business to consumer)
model. Among B2B solutions, over half (52.5%) identify SMEs as
their main client, while 24.4% have developed solutions for fi-
nancial entities and 23.1% target other corporate institutions.
53.4% of consumer offers via B2C models’ are aimed at those who
are already banked, while 46.6% of B2C Fintech are oriented to
base-of-the-pyramid consumers who are sub- or unbanked.
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Technological

spectrum

Chart 1.3

Use of
underlying
technologies in
Latin American
Fintech startups

From a technological perspective, many of the underlying tech-
nologies aiming at current Fintech startups globally are at the
same time being adopted by Latin American entrepreneurs to en-
able their own business models, from cloud computing to what is
known as distributed database or blockchain technologies.

Regarding the main technologies behind the region’s Fintech
startups (chart 1.3), the survey indicates that 21.2% utiliz-

es big data/information analytics, 18.6% mobile technologies and
apps, and 16.4% develops Application Program Interface (API) and
open platforms. It is worth mentioning that among the latter,
7.9% of startup respondents indicated they use cryptocurrency and
blockchains, while 5.9% reported the use of machine learning.

21,2%

Big data & Analytics

18,6%

Mobile & Apps

16,4%

APIs & Open platforms

13,3%

Cloud Computing

9,6%

Crowdfunding

7,9%
Cryptocurrency &
Blockchain

5,9%
Machine learning & Al

9,3%

Others
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In this sense, even though cryptocurrency and blockchain only
represent around 8% of the region’s Fintech solutions, these have
begun to gain popularity thanks to payment solutions and money
remittance as part of these startups’ business models. There,
the observed application of these technologies is mainly divided
between three Fintech segments: (i) trading and capital markets,
43.5% of the startups in this area, which reflects the creation
of several Latin American currency markets or trades that main-
stream digital currency trade; (ii) payment solutions, 43.5%,
which reflects the convenience of people and companies being able
to make direct transactions without the need of intermediaries;
and (iii) smart contracts, an emergent segment, with only 13% of
solutions relying on distributed databases but with an inter-
esting impact and growth potential over the following years. In
the geographic sphere, Brazil and Argentina are the countries in
which these three types of platforms prevail (52.2% of start-
ups), while the rest are mainly located in Mexico, Chile, Colom-
bia, and Venezuela.

"We're convinced that our society
needs a more inclusive and
democratic financial system. The
smart grants plus transparency and
the low costs of the blockchain
tecnology might change the reality
of SI%% of unbanked people in the
world."”

Diego Gutiérrez Zaldivar, CEO, Gabriel Kurman, Co-Founder, Rubén
Altman, Co-Founder, Adrian Eidelman, Co-Founder, and Sergio Lerner, Co-
Founder, RSK Labs
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What they do

A decentralized platform of
smart contracts guaranteed
by the Bitcoin network. The
RSK aims to add value and
functionality to the Bitcoin
network implementing
smart contracts, instant
payments and greater scal-
ability. Sergio Lerner, Chief
Scientist and co-founder of
RSK, states that its virtual
machine is six times faster
than its competitor, Ethe-
reum. In March 2016 RSK
announced a raising funds
of US$1 million to develop
its platform, in a round led
by Bitmain Technology,

the world’s largest bitcoin
hardware mining company,
Consilium, a leading firm
of Blockchain and Digital
Currency Group, and a suc-
cessful New York investing
group. This funding will
allow RSK Labs to expand
its current presence in Latin
America to Asia, Europe
and the United States in
order to achieve financial
inclusion for those outside
the traditional financial
system.

3

Origin
Argentina

o

Segment 2

Enterprise
technology
for financial
institutions:
Smart
contracts

Annual income 1 o

No information

Foundation

B 2016

5 Development stage

Beta / Prototype

. @€

Founders

Diego Gutierrez
Zaldivar,
Sergio Lerner

7

Investors

Bitmain, Coinsilium
Group, Digital
Currency Group

8

Investment

+500k-2M USD

Employees

11-25

http://www.rsk.co
3y @RSKsmart



Origin
Mexico

Segment 2

Trading and
capital markets:
FX solutions

@@
@O

1

What they do

It's a platform which al-
lows consumers to access
competitive, efficient,
cheap and inclusive finan-
cial services. It has been
operating in Mexico since
2014, with a strong focus
on regulation and compli-
ance with customer due
diligence, money launder-
ing prevention and against
terrorism financing. The
company was created with
the conviction that the
digital currency will be

a watershed for financial
inclusion, enabling more
accessible, transparent,
fast, and efficient financial
services. In September
2016, the startup raised
US$2.5 million in a round
of funding from insti-
tutional investors such

as Variv Capital, Monex
Group, FundersClub and
Digital Currency Group

(=

10

Foundation

2014

Annual income

No information

9

S

Development stage

Ready to scale

— 6

Founders

Pablo Gonzalez,
Ben Peters,
Daniel Vogel

—7

Investors

Digital Currency
Group, Monex
Grupo Financiero,
FundersClub,
Variv Capital,
Xochi Ventures,

8 Hard Yaka
Investment
+2M-6M USD
Employees
11-25

http://www.bitso.com
3y @Bitso



"Our goal is to improve
the access, reduce costs
and increase the quality
of the financial services in
Mexico throughout the use
of bitcoins, what is going
to be a watershed to the
global financial inclusion.”

o
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Daniel Vogel, Co-Founder & President, Bitso
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Towards a
collaborative
ecosystem

Although the goal of this study is to analyze Fintech startups
and not the entire Fintech ecosystem in Latin America, we must
highlight the importance and presence of other key actors oper-
ating in it.

In the first place, the presence of financial institutions that
operate as investors and/or strategic partners of Fintech firms
is becoming more evident. Secondly, governments -particularly
financial regulating agencies- express an increasing interest to
reach out to, get to know, and cooperate with these startups.
This trend began years ago through the following activities,
among others:

. Support and assistance from traditional industries and govern-
ment entities to Fintech events in the region, such as FINNO-
SUMMIT (in Bogota and Mexico City) and the NXTP Fintech con-
ference (in Buenos Aires).

- Spaces in which to collaborate with Fintech such as CUBO of
the Banco Ital bank.

.« Open-innovation initiatives as is the case of Fiinlab by Gen-
tera and coFintech by BanRegio.

- Fintech investment programs like the one managed by Veronorte
for Grupo SURA.

« Fintech startup competitions such as Innotribe Startup Chal-
lenge and BBVA Open Talent.

. Celebrating “Crowdfunding Day” in October 2016, led by Crowd-
funding Mexico with the support of the Multilateral Investment
Fund (MIF) of the IDB Group.

« Creating Fintech and crowdfunding associations in several
countries in the region (Mexico, Brazil, Colombia, Chile & Ar-
gentina). Public consultations or announcements of possible
regulatory or legislative proposals applicable to Fintech or
some of its segments in Mexico, Brazil, Colombia, and Chile.

e Public banking development initiatives to support Fintech en-
trepreneurs as is the case of “Applicando a México” of the
country’s national financial agency Nacional Financiera (NAF-
IN).

. Incubation and acceleration programs specialized in Fintech
startups.

However, Latin America is still not at the levels of Europe or
Asia, where collaborative programs are already in place among
important actors within the industry, such as: (i) Startupboot-
camp Fintech Singapore or Startupbootcamp Insurtech London, (ii)
regulatory test benches (sandboxes) such as those adopted by the
regulators in the United Kingdom (Financial Conduct Authority)
and Singapore (Monetary Authority of Singapore), and (iii) cor-
porate risk capital funds for Fintech like the ones launched by
the banks BBVA and Banco Santander.

Nevertheless, collaboration in the region is becoming more fre-
quent and the growing development of the Fintech industry will
allow the expansion in quantity and quality of synergies between
different actors in the ecosystem.
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The boom of the
collaborative
economy,
together with

the emergence
and expansion

of platforms

such as Idea.me,
Fondeadora (now
part of Kickstarter)
or Broota, since
2011 to crowdfund
projects, and the
later development
of finance
platforms for real
estate businesses
or companies

in exchange for
stock has led the
business models
based on this
platform to be the
most popular.

Fintech entrepreneurs in Latin America have developed a series
of solutions and platforms, generating opportunities for consum-
ers, SMEs, and financial institutions to access a larger number
of financial services and improve the conditions to manage their
finances or trade their assets.

In the region, the main modalities are the alternative financial
platform segments with 25.6%, and payment solutions with 25.2%.
Together, these two represent over half (50.8%) of the Fintech
startup universe identified in this study (chart 2.1). This may
be the response entrepreneurs have found to the traditional fi-
nancial system’s limitations and deficiencies, both regarding na-
tional and international transfers and digital payments, and ac-
cess to financial mechanisms.

Furthermore, 23% of identified startups offer financial management
platforms. 13.2% of them are focused on enterprise financial man-
agement and 9.8% on personal financial management. This makes it
easier for SMEs and consumers to access tools that help them im-
prove the quantification and/or administration of their financial
resources -as well as to comply with their duties.

The rest of the startups are distributed among other segments
that, despite being less represented, could also see a signifi-
cant boost in coming months and years in the face of the finan-
cial sector’s imminent transformation. This section includes
tech companies for financial institutions (8.0%), asset trad-
ing and stock market (5.5%), asset management (4.8%), insurance
(4.0%), digital banks (1.4%), financial education (1.4%), and
scoring (1.0%). Growing solution penetration in predominating
segments is expected to lead to further deployment of solutions
in more specialized or sophisticated segments.
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Chart 2.1

Fintech by
business segment

180 (25,6%)

Alternative Finance
Platforms

FOR RLL D

7 (1%)
Scoring

[ Fos

93 (13,2%)

Business Finance

Management
177 (25,2%) 56 (8%)
Payments Technology
Companies
for Financial
Institutions

TE IS LEGAL TENDER T
4TS, PUBLIC AND PRIVATE

34 (4,8%)

. Asset

28 (4%) management
Insurtech

10 (1,4%) 10 (1,4%)
Financial Digital
Education Banks

39 (5,5%)

Trading & Stock
Market Trading &
Stock Market

69 (9,8%)

Personal Finance
Management

Others
89 (12,7%)
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Alternative
finance
platforms

Chart 2.2

Alternative
finance segment

One of the main characteristics of most new financial intermediaries in
the realm of alternative financial platforms is that they involve finan-
cial or online credit platforms with a business model based on the direct
matching between lenders/financers and borrowers. Although initially the
idea was that these types of platforms would connect individual investors
and debtors one on one, the recent tendency is to seek the involvement of
institutional investors. At the same time, platforms that offer financing
from their own balance sheets are experiencing a boom.

In Latin America, this alternative finance platform segment is made up
of three types: loans, 98 companies (54.4% of the total); crowdfunding,
65 companies (36.1%); and invoice financing or factoring, 17 companies
(9.4%). Together, these three sub-segments account for 25.6% of all Fin-
tech startups identified in this report, putting this segment at the top
of the list in terms of number of firms (chart 2.2).

Loans

98 (54,4%)

Invoice financing
or Factoring

17 (9,4%)

Crowdfunding

65 (36,1%)
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In the case of
loans, two-
thirds go to
consumers,
while a third go
to business.

Chart 2.3

Lending subsegment

Despite being one of the most important Fintech segments in the
region, the amounts channeled are still limited, although they
are rapidly increasing. In a report sponsored by the IDB", the
segment’s estimated total sum of alternative finance in Latin
America and the Caribbean channeled only about US$110.46 million
in 2015, albeit posting an average annual growth of 130% since
2013. It should be noted that the study also found that nearly
70% of this activity has focused on lending to companies, es-
pecially smaller firms -while the remaining 30% was destined to
consumer credit. The relevance of these platforms is expected to
continue growing significantly over time considering that access
to credit -and to alternative finance mechanisms in general- is
becoming increasingly important because they represent consumers
and SMEs latent needs.

In terms of lending, approximately one third (32.6%) of the
platforms work under a peer to peer model while the remaining
two thirds (67.3%) finance the loans directly from their own bal-
ance sheets (chart 2.3).

From the client segment’s perspective, two thirds of Fintech firms
engaged in lending mainly serve consumers (67.3%) while the re-
maining one third targets businesses. The distribution of the 98
lending platforms is the following:

Consumer Loans in Balance Sheet

20 (20,4%)

Business P2P

12 (12,2%)

Consumer
P2P

20 (20,4%)

Business Loans
in Balance Sheet

46 (46,9%)

10 Wardrop et al. 2016. Breaking New Ground: The Americas Alternative Finance Bench-
marking Report, Cambridge Center for Alternative Finance.
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Chart 2.4

Crowdfunding
segment

Crowdfunding is different from lending platforms because it re-
lies on funding shareholdings or donations, rather than debt in-
struments. It’s one of the most popular segments among the popu-
lation of Latin America and the Caribbean, having increased its
market volume from USS7.15 million in 2013 to USS$34.76 million
un 2015"™. The boom of the collaborative economy, together with
the emergence and expansion of platforms such as Idea.me, Fond-
eadora (now part of Kickstarter) or Broota, since 2011 to crowd-
fund projects, and the later development of finance platforms for
real estate businesses or companies in exchange for stock has
led the business models based on this platform to be the most
popular. The distribution of the 65 crowdfunding platforms is as
follows (chart 2.4):

Rewards

16 (24,6%)

Capital
(Equity)
12 (18,5%)

Grants

28 (43,1%)

Real Estate

9 (13,8%)

11 Breaking New Ground Report, The Americas Alternative Finance Benchmarking Report,
April 2016.



8 1 O Annual income

Investment No information
7 +25M USD
Investors 1
IFC, Naspers,
Kaszek Ventures, Employees What they do
Redpoint eVentures, 101-150
Accion Frontier Fund, - It's an online lending plat-
QED Investors, o O O form established in 2013

o O
Napkn Ventures —— based in Sao Paulo that
offers guaranteed loans at
lower cost. Creditas finance
loans through investors
‘ and financial institutions,
increasing the efficiency of
the entire industry. Its main
products are home equity
and secured vehicle credit,
where borrowers offer their
homes or cars as a first loan
guarantee. In May 2016,
the company, still named
BankFacil, completed a Se-
ries A fund round of R$25

Founder 6
Sergio Furio

Creditas

million including funds from
5 Kaszek ventures and Re-
point eVentures. In January
Development stage . 2017, the company raised
an additional US$19 million
Gg?(‘ggl;‘salgﬁ and rebranded as Creditas.
In December 2016 it had
an active loan portfolio of
Foundation Segment 2 R$150 million.
2013 S Alternative
finance
platforms:
Origin Balance sheet
. 3 . consumer
Y @CreditasBR BraZ'I lending

] creditasbr
M CreditasBr
https://www.creditas.com.br

Far from the lending and crowdfunding segments is that of in-
voice lending or factoring. The report allowed us to identify 17
startups in this category representing 9.4% of alternative fi-
nance platforms. However, supply chain management and financing,
as well as optimizing working-capital management, are two of the
most common problems SMEs face. This is the reason why, over the
past few years, supply chain finance platforms have begun to grow
more significantly in other regions in the world - a trend that
is likely to come soon to Latin America.



Sergio Furio, CEO & Co-Founder, Creditas




7

Investors

QED Investors,
Kaszek Ventures,
Quona Capital,
Jaguar Ventures,

Accion Venture Lab

6 |

Employees

51-200

8

Investment

+6M-15M USD

Founders

David Arana,
Francisco
Padilla

Development stage

Growth and
5 expansion

Foundation

2013

Segment 2

Alternative finance
platforms: Balance
sheet consumer
lending

Origin
Mexico

‘@;’

10

Annual income

No information

What they do

Konfio was established in
2013 as an online loan plat-
form to support SMEs in
Mexico. Its goal is boosting
young businesses that will
become high-impact com-
panies for the economy.
The development of propri-
etary algorithms and data
analysis has allowed them
to expand affordable credit
operations and to acceler-
ate the financing process

in a sector neglected by
traditional financial institu-
tions. In the last two years,
more than 200,000 busi-
nesses have approached
the platform. David Arana,
CEO and founder of Konfio,
says that SMEs in Mexico
represent 95% of the mar-
ket, Konfio has formalized
a round of funding Series A
raising US$8 million.

http://www.konfio.mx
y @konfiomx



“Small business have
substantial financing
heeds. This sector
represents 95% of
businesses in Mexico
and is the national
economy backbone.
However, it has

hot been a priority
for large financial
Institutions.”
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Payment
solutions

177 startups

are focused on
offering payment
solutions. Within
this segment
thereis a
concentration of
44% in gateways
and payment
agregators -
solutions that
seek to improve
sales efficiency,
customer
conversion and
reduction of
costs in business
transactions.

The development of payment solutions has been remarkable, making
this the second most-important Fintech segment by magnitude of
startups of its nature in the region to date, adding up to 177
(25.2% of the total) ventures. The availability of more afford-
able, safer, and faster payment and money transfer mechanisms,
alongside a broader diversity of platforms and forms of use (mo-
bile payments, e-commerce, and even state-of-the-art technolo-
gies such as blockchain) explains this segment’s relevance for
Fintech startups.

A more detailed analysis shows that payment gateways and ag-
gregators make up the largest group within this segment with

78 startups (44.1%). Needs regarding mainstreaming payments at
points of sales and e-commerce, increasing customer conversion,
and accelerating transaction processes among businesses while
reducing their costs are just a few of the opportunities Fintech
entrepreneurs have identified in the market; this explains the
adoption and growth of this sub-segment in recent years.

The second largest sub-segment in this category consists of
mobile payment solutions and portfolios with 62 enterprises
(35.0%) . These offer solutions to money transfers among individ-
uals, product and service acquisition via cell phone, and regis-
tering debit and credit card transactions.

These two sub-segments together -namely, payment gateways and ag-
gregators, and mobile payments and wallets - represent 79.1% of
the startups identified in the payment solutions’ segment (chart
2.5). The rest is distributed among other types of solutions
that include platforms for international money transfers and re-
mittances, mobile payment solutions at points of sales, means of
prepayment, and digital asset trade platforms, among others. The
distribution of the 177 platforms is the following:
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With 93 startups, the enterprise financial management segment represents
13.2% of Fintech startups identified during the preparation of this re-
port, making it the third largest segment in the region. The need to
produce financial statements and credit profiles for SMEs, allowing their
clients better access to multiple means of payment and distribution chan-
nels, establishing e-invoicing in many countries throughout the region,
complying with tax regulations, and the elevated costs of traditional
Enterprise Resource Planning (ERP) systems are some of the reasons that
have led to Software as a Service (SaaS) solutions for companies’ finan-
cial management. At the same time, as was previously mentioned, these
tools have the potential to foster SMEs digitalization and formalization,
and mainstreaming higher access to finance.

Chart 2.5

Payment segment Payment gateways
J g & Aggregators

78 (44,2%)

Others
18 (10,2%)

mPOS
8 (4,5%)

International
Transfers &
Remittance

11 (6,2%)

Payments &
Mobile Portfolios

62 (35%)




Investors

General Atlantic,

6

Founders

Adolfo Babatz,
Vilash Poovala

Development stage

Growth and
5 expansion

Foundation

2012

American Express Ventures,
Alta Ventures, Sierra Ventures,
Endeavor Catalyst, Fondo

de Fondos, Angel Ventures
México, 500 Startups, Accion
Venture Lab y Karl Mehta.

Payment

solutions:
Origin mPOS
Mexico

9 Employees
85

8

Investment

+39M USD

Segment 2

10

Annual income

No information

What they do

Clip was born offering to
any business or person

a solution to accept
payments with credit

or debit cards, services

and spots directly on the
smartphone or tablet. The
Clip reader connects via the
audio jack to the device,
type the amount to be

paid and insert or slide the
customer’s card.

Clip is the Mexico’s pioneer
in fund-raising: it was the
first Mexican startup to at-
tract Silicon Valley capital,
steadily raising several of
the largest fund rounds in
history. Among its inves-
tors are General Atlantic,
American Express Ventures,
Alta Ventures and Angel
Ventures México. In Janu-
ary 2017, Clip had already
raised more than US$39
million, and will continue
its path to become the
Mexico’s largest acquirer by
number of stores in 2017

www.clip.mx

3 clipMX
Yy @clip_MX



"Using our services
means to do almost 20
financial transactions,

manage 16 accounts
and manage 7 ATMs."”




Segment
Payment
solutions:
| p]l Payment d Foundation
gateways an
aggregators 201

1 Origin

Mexico
What they do Development stage

ts & platform t 2 Growth and
's a platform to process 5 =
payments online and 5 expansion

offline. Conekta offers the
infrastructure for compa-
nies to develop their own

payment solution with a
unique and specific design

for web and app. Conek- 6

ta accepts all means of

payments, from credit and Founders

debit cards, transfers or . .
cash payments. o ____ Cristina Randall,
Leo Discher,

: Last October 2016 the
E company concluded an in- Conekta Héctor Cardenas

million, with funds such as

VARIV Capital or Jaguar /
Ventures among others.

The capital raised in this

round will be invested in

credit and debit cards and

vestment series of US$6.6

anti-fraud systems. 9
Employees
11-50 Investors
Variv Capital, FEMSA,
e o Jaguar Ventures, Conconi

Growth Partners, 500
Startups, Maiden Lane,
AngelList Enterprise Fund
Manager, Escala.vC

10 8

Annual income Investment

No information +6M-15M USD

http://www.conekta.io/en
y) @conektalO






"We provide
the payment
infrastructure
needed
to drive
e-commerce.”
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Enterprise Withirll this group, the largtt:-st sut.)—segmtt:-nt is that of the '

- = financial management and business intelligence platforms, with 32
flnanCIaI startups (34.4%), followed by electronic accounting solutions
management with 23 firms representing a fourth of all Fintech startups

(24.7%) (chart 2.6). The payment collection sub-segment is
comprised of 17 startups (18.3%) most of which are Brazilian,

underlining the particular dynamism of the market’s accounts
receivable management solutions in that country.

The distribution of the 93 enterprise financial management
platforms is:

Payment Collection

17 (18,3%)

Digital
Accounting

23 (24,7%)

Electronic Invoicing

16 (17,2%)

Chart 2.6

Business finance
segment

Financial Management
and Business Intelligence
Platforms

32 (34,4%)

Others

5 (5,4%)



1

What they do

Alegra is a simple system of
managing and accounting
for SMEs in Latin America. In
Alegra is possible creating
invoices and control expens-
es, banks and inventories, in
accordance to local laws and
regulations in each country
where it operates. Alegra is
specially designed to help
managers and small business
owners run their business in
an organized, growing and
formalized way. It also has
all the information in the
cloud, with the possibility

to access it from anywhere

- information is always safe
and teamwork is promoted.
With Alegra, SMEs and their
employees save time. Alegra
is accessible via web or app
for Android and iOS.

s
AETR0 ¥R T VTR

Segment 2

Enterprise
financial
management '
Origin
Colombia
Foundation
2012

—| Alegra

9

Employees
1 O 11-25
Annual income @
500k USD ‘n‘

8

Investment

o
6

Founders

Jorge Soto,
Santiago
Villegas

7

Investors

No investors so far

INNpulsa

http://www.alegra.com
Yy @AlegraWeb

5 Development stage

Ready to scale






"Cloud services
will transform
business In our
region in the
coming vyears,
and we want to
be the solution
that helps SMEs
to migrate to
the cloud.”



Foundation
— 2011

Segment 2

Enterprise Development stage 6

:TIngan':;ZIments Growth and | rouncers

5 expansion | yinicius Roveda,
~ Joao Augusto
Zaratine, José Carlos
w W Sardagna

1 ContaAzul

What they do

They offer innovative and

simple solutions on

accounting and billing SaaS
for small business in Brazil,

the fastest growing small

business market in the 9 7

world. More than 400,000

small business have used Employees Investors

the ContaAzul cloud plat- .
form. The company wpas 205 Monashees Capital,
the first Brazilian startup ® O Napkn Ventures,

o O © ag 'y .
to be selected to partici- R.'bblt Capltal,
pate in the Silicon Valley Tiger Global Management,
acceleration program, 500 Valar Ventures,

Startups. In 2012, ContaAzul 500 Startups

was recognized as the “Best
Brazilian Web Application”;
in 2013 was nominated as 1 o 8
“Best B2B Startup” and Fast

Company named it as one of

the most innovative startups
in Latin America

Annual income Investment

No information

https://www.contaazul.com
3y @ContaAzul



Origin

Chile 1

What they do

It's a B2B network with
a mobile component
that offers services
and means for compa-
Segment 2 nies in Latin America
to interact with each
Enterprise other and share infor-

5 fina ncial mation, focusing on the

Foundation

2011

exchange of electronic
management invoices with embedded
Development stage value-added financial
solutions. Gosocket
Growt h and connects companies
expa nsion from structured models
of electronic invoicing,
with a standard defined
by the same tax entity
6 - which provides security
to the transaction ori-
gin, and proposes with

Founders
technology and collabo-
Mario Ferna ndez, rative economies, the fi-
= = nancing of companies in
Serg I_O Cha'VQI'I'I, an agile and secure way
Rodrlgo Péerez for all parties. Gosock-

et is present in each
country in Latin America
where electronic invoice
is allowed: Argentina,
9 Brazil, Chile, Colombia,
Costa Rica, Ecuador,

Employees Guatemala, Mexico, Peru
and Uruguay.
7 51-100
e 6 06 ©o

rvate squity MM 0

Annual income

8 +6M-15M USD

i

Investment

+5M-10M USD

http://www.gosocket.net
3y @gosocket



Mario Fernandez, CEO, Gosocket




What they do

Employees Increase is an online platform that sim-
9 plifies the control of credit cards pay-
11-25 ments received by merchants, offering
P the merchant an overview of their
businesses simply and safely. It allows
businesses to know exactly how much
money will be deposited into their ac-
8 count each day of the month, avoiding
uncertainty. In addition, it concentrates
1 o all the transactions information with
- . credit card in one place, saving time
+500k-2M USD Annual income and money. The lack of cards payments
visibility is a regional problem but
Increase focused on Argentina, where
there are more than 350,000 terminals
and almost 50,000 e-commerce.

Investors

Increasecard
Kaszek Ventures,

NXTP Labs, Waryra, ‘

Investment

7

Balanz Capital, T

private investors w
¥2

Segment
Foundation -
6 Enterprise
2014 financial
Founders
management

Matias Doublier,
Sebastian Cardenas

3 Origin
Argentina
Development stage

3
Growth and
N 4

5 expansion

http://www.increasecard.com
Y @Increasecard



Increase
card




"Our goal is to
help merchants
control their
card sales
allowing them
to khow when
and how
much they will
be charged
for each
transaction.”
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Personal Financial
Management (PFM)

Chart 2.7

Personal financial
management segment

The personal finances segment is the fourth most relevant among
Fintech firms in the region, with 69 firms (9.8% of the total.)
The importance of this trend lies in that, for the first time,
consumers can gain access to digital tools that allow them to
better evaluate certain financial services besides adding and
displaying information about their accounts and expenditures in
a practical format. At the same time, these tools potentially
simplify and promote saving, one of the main challenges the re-
gion faces fostering increased prosperity for all its inhabi-
tants'.

The most common type of solution is comparison sites (43.5% of
all startups in this segment) in which users can compare finan-
cial products’ specifications and prices, and conduct online ac-
quisition processes (chart 2.7). The second largest sub-segment
is savings and financial efficiency platforms (39.1%), which al-
low consumers to obtain more control over their finances, set up
financial targets to accomplish their personal goals, or find a
simple way to secure resources from a mobile app. The distribu-
tion of the identified 69 personal finance’ management platforms
is:

Savings & Financial Efficiency

27 (39,1%)

Others

5 (7,2%)

Debt Management

7 (10,1%)

Comparison
Platforms

30 (43,6%)

12 E. Carvallo and T. Serebrisky, editors. 2016. Ahorrar para desarrollarse: como
América Latina y el Caribe puede ahorrar mas y mejor. Washington, DC: Inter-Ameri-
can Development Bank.
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What they do

It's the first company with a
single app to manage per-
sonal finances in Brazil in a
fully automatic way. Recog-
nizing that Brazilians did not
have tools to helping them
to control expenses as well
to choose financial prod-
ucts, GuiaBolso developed a
platform where is possible to
connect bank accounts and/
or credit cards to manage
them easily (and for free!).
The 3 million users of GuiaB-
olso have access to features
such as a graphical view of
the categories they spend the

with tips for improvement,
and a marketplace to com-
pare credit offers. After the
app launch in 2014, GuiaB-
olso quickly outperformed
Tinder, Facebook and even
Whatsapp, becoming some-
times the most downloaded
app of the Brazilian AppStore
and consistently the number
1in the Finance category,
thanks to a word-of-mouth
recommendations. The users
come to save, on average,
2.5x more monthly after 3
months of using the app.

most, a financial health index —

2

Segment

Personal

financia

management

10

Annual income

Origin
Brazil

\

Foundation

T 2012

Development stage

Growth and
expansion

5

Founders
Benjamin

Gleason, Thiago
Alvarez

GuiaBolso

9

Employees

51-100
® 0 0 o

e

7

Investors

International Finance
Corporation, Kaszek
Ventures, Ribbit Capital,
QED Investors, e.Bricks
Ventures, Valor Capital
Group, Omidyar Network

8

Investment

+25M USD

http://www.guiabolso.com.br
Yy @GuiaBolso




“We knew that a
solution like ours was
needed by consumers,
but we were surprised

by how quickly it has
:,*?) been embraced.”
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Enterprise A?ming to im;?rove the.proceéses in the serv?ce chain (?f tradi-

tional financial entities, Fintech startups in the region have
teCh_nOIOQ_y developed solutions that mainstream such processes or seek to
for flnanC|a| improve the experience of supplying certain products to their
institutions clients. This segment is the fifth largest in the region, with

56 enterprises (8.0% of the total) and it covers platforms that
help to better evaluate the financial risk and mitigate fraud (for
example, through e-commerce), and solutions for the digitaliza-
tion of banking processes, security products, digital identifica-
tion, biometrics, or improving KYC (Know Your Costumer Client)
processes. The distribution of the 56 technological startups for
financial institutions identified is as follows (chart 2.8):

Fraud Preventions
& Risk Management

7 (12,5%)

Biometrics

6 (10,7%)

Digital
Banking Services
28 (50%)
Chart 2.8
Technologies for
financial institutions
segment
Igtelligent Identity & KYC
ontracts
o oo 3 (5,4%)
6 (10,7%) ’
Digital
Security & ID

6 (10,7%)
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Emerging
segments

Investing from
the comfort of

a smartphone

in such
sophisticated
markets like
stock exchange,
traded

funds, large
infrastructure
projects,

and digital
assets such as
cryptocurrencies
are part of

the offering

of startups
operating in
trading segment,
the most relevant
within the
emerging groups.

The greater digitalization of financial services, as well as the
opportunity to address the segments that had thus far not been
adequately served in the region, has given place to the emer-
gence of Fintech solutions that begin to democratize the access
to services reserved for certain segments of the population. The
digital distribution of insurance, the availability of automat-
ed algorithms for asset management, and online mutual fund or
stock market investment are just a few of the areas in which the
stakeholders in the Fintech sector want to compete.

There are 39 startups in the trading and capital markets segment
in Latin America, although they only represent 5.5% of all Fin-
tech identified for the survey. This format brings together the
highest number of stakeholders between emerging segments. Start-
ups operating there are changing the way in which individuals,
companies, investors, and funds negotiate or dispose of curren-
cies and assets. They provide access to the most sophisticated
markets like stock exchange, trade funds, large infrastructure
projects, and digital assets such as cryptocurrencies - all of
that from the comfort of a smartphone.

On the other hand, the segment committed to wealth management is
made up of platforms that simplify the configuration of invest-
ment portfolios: they compare consumers’ profiles to their goals
and the risks associated to financial instruments, and/or automa-
tize these processes without the need of a consultant or inter-
mediary. At the close date of this report, 34 startups had been
identified in this area, representing 4.8% of all the region’s
Fintech startups.

The insurance or insurtech segment has given birth to startups
pursuing to enable or improve the access to products offered by
insurance companies, modifying sales and client communication in-
terfaces. To a lesser degree -despite it being here where there
are more opportunities in the segment-, some startups that par-
take in this segment are offering solutions to monitor consum-
ers’ behaviors so as to personalize the insurance offered. The
so-called internet of things, the development of products that
bridge the existing gap between insured and uninsured people,
and the linkage with other types of services such as medical as-
sistance and procurement of goods could lead to more startups in
this sub-segment. Twenty-eight emerging insurance startups were
identified as part of this report, making up for 4.0% of all Fin-
tech startups in the region.



Foundation

Segment 2 2012
Trading and

capital markets

Development stage

Origin Growth and

1 — Mexico 5 expansion

What they do ‘@,’

They offer the easiest way to
invest. Before investing, each
person learns by different
modules about investment
options (stock, ETFs, FIBRAS,
funds, government bonds, etc.).
The whole user experience

is centered on an interactive
map in which each person re-
ceives on million virtual pesos
to invest, and they make real
investment movements in the
Mexican Stock Exchange and
other financial markets. The
users must be over 18 years old,
to have access to the Internet,
an email and a bank account.
Kuspit was established in 2012. 9 Employees 7
Since then raised US$15 million 11-50
and has positioned itself as the Investors

seventh largest brokerage in e o - .
Mexico with the largest number w M\ Private equity

— 6

Founders

Rodrigo Ocejo,
private investors

of accounts. According to the
Comisién Nacional Bancaria
de Valores de México, Kuspit
managed 11,592 investment ac-

counts during the third quarter 1 o 8
of 2016, which accounts for 5%
of the accounts managed by the

brokerage sector in Mexico. 400k USD 12M USD (<2014)
n—— 3M USD (2014)

Annual income Investment

: 4 @Kuspitl
http://www.kuspit.mx

Finally, with the idea of creating a new genre of financial ser-
vices under more open and transparent systems, without branches,
and better adapted to the new generations’ expectations, several
entrepreneurs have created digital and/or mobile banks that are
increasingly important in the region. This is the case, for ex-
ample, of Bankaool in México or Nubank in Brazil. Although this
sub-segment is relatively new and so far limited -with no more
than a dozen startups in place-, the possibility of bundling nu-
merous digital financial services and potential regulatory chang-
es could foster its future growth.



"Now we
can all
invest In
the stock
market”




1 Segment 2
What they do Insurance

It's an online platform that
offers insurance and credit on
auto and motorcycle. Since its
launch in 2011, ComparaMejor
has partnered with more than 11
insurance companies in Colom-
bia, sold more than 15,000 pol-
icies and credits and receives Origin

around 200,000 monthly visits. .
This makes them the largest in- C°|°mb|a
dependent insurance and credit
portal in the country and the
largest digital broker. The start-

up grew 680% since January '
2015 and has raised more than
US$5 million through national
and international investment.

Foundation

4
o ‘ T 2012

Annual income

2.4M USD

S
L Development stage
Growth and
9 6 expansion
Employees Founders
80-90 Fernando Sucre,
‘i\‘i‘i“i\ Omar Ynzenga
7
Investors §
Investment Local angel
+5M USD 8 investors, British

“super-angel” and
private Spanish fund

http://comparamejor.com
3y @ComparaMejor



Fernando Sucre, CEO, ComparaMejor

‘



6

Founder

Martin Naor

%

Development stage

Growth and
expansion

Foundation

2015

_

7

Investors

Andrés Cerisola,
Gabriel Colla,
Martin Naor

8

Investment

3

Uruguay

Segment

Enterprise

technology
for financial
institutions

Bankingly

9

Employees
11-25
[ ]

L

2.2M USD

10

What they do

Bankingly allows finan-
cial institutions to offer

a digital service through
which they can manage
their products and transac-
tions, make and schedule
transfers, make payments
and access credit, payment
and expiration information.
Bankingly was founded in
2015 by Martin Naor and
currently serves banks,
financial cooperatives, mi-
crofinance institutions and
savings cooperatives, and
operates in 17 countries

in Latin American and the
Caribbean. In 2015 raised
US$1.2 million, including

a US$ 600,000 loan from
the Agencia Nacional de
Investigacidn e Inversion
(ANII) and the Banco
Republica de Uruguay
(BROU) through Orestes
Fiandra fund. A new US$1
million round was held in
2016 among investors from
the United States, Latin
America and Orestes Fi-
andra fund. Bankingly has
more than 15 client institu-
tions that represent more
than 6 million users.

Annual income

+250k-500k USD

http://www.bankingly.com
y) @Bankingly



Martin Naor, CEO y Fondador, Bankingly

"We believe that
fintechs can be one
of the main drivers

providing opportunities

to those more
relegated sectors in
our society. This is the
reason why we want
to promote financial
inclusion as a catalyst
for development in

Uruguay, Latin America

and in the world.”
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2 Foundation
Segment
Asset management: 201N
Robo-Advisors
o Development stage
1 Origin
Brazil Growth and

What they do 5 expansion

investor’s profile, simulate

They allow to identify each A

how investment could grow 6

in the future, analyse all — Founder

available assets in the mar- .

ket, find the most appropri- Luciano Tavares

ate option and recommend
efficient investment plans.
The company charges a
0.40% consulting fee per

year on the amount invest-
ed. In 2015 Magnetis raised
US$3 million from Mona- _

1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
: shees Capital, Redpoint :
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1

eVentures, 500 startups
and NH Investments. Mag-
netis aims to revolutionize

the investment experience ‘
of Brazilian society by 9
offering a simple portfolio 7
management while maxi-
mize revenue and reduce Employees | :
costs. The goal is to attract 11_25 nvestors
US$3 billion over the next ° Luciano Tavares,
th . - .
ree vears Sergio Furio,
NH Investments,
Monashees Capital,
Redpoint eVentures,
1 O 500 Startups

Annual income 8

No information
Investment

+2M-6M USD

http://www.magnetis.com.br
3y @magnetis



o Tavares, Fondador y CEO, Magnetis
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Fifteen countries are home to the 703 Fintech startups identified
in the region, with Brazil holding the largest number, with 230
(32.7%) . Mexico comes in second with 180 (25.6%). Today, one in
every three Fintech startups in Latin America are of Brazilian
origin and one in every four is Mexican. These two countries ac-
count for 58.3% of Fintech startups in Latin America.

Five countries
concentrate
almost 90%
of the Fintech
activity iIn
Latin America:
Brazil, Mexico,
Cdombm

gentma and
Chile.

(View chart 1.1)

The five countries that concentrate 89.9% of Fintech startups

in the region are: Brazil (230), Mexico (180), Colombia (84),
Argentina (72), and Chile (65). The remaining 10.2% is divid-
ed among Peru (16), Ecuador (13), Uruguay (12), Costa Rica (5),
Paraguay (5), Venezuela (4), Guatemala (3), Dominican Republic
(2), Honduras (1), and Panama (1). There are also an additional
10 Fintech firms born in the United States, Asia or Europe that
have their main markets in Latin America.
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Brazil and
Mexico account
for 58,3%

of Fintech
startups in Latin
America.

It’s likely that the high concentration of Fintech startups in
these five countries is due to the intense entrepreneurial activ-
ity in cities such as S&do Paulo, Bogota, Buenos Aires, Santiago,
and Mexico City as pointed out by the report The Global Startup
Ecosystem Ranking 2015 published by Compass (formerly Startup
Genome) . This is partially due to the work of public entities
such as iNNPulsa in Colombia, CORFO in Chile, INADEM in Mexi-
co, or private organizations like Endeavor, which have promoted
and supported ventures through different types of incentives in
these countries.

Each of these five countries has a solid traditional financial
services industry - measured in terms of infrastructure, regu-
lation, competition and assets , which may serve as an import-
ant talent reservoir familiar with the sector, as is occurring
in important financial centers around the globe such as New York,
London or Singapore.

Finally, we must note the magnitude of each country’s opportu-
nities given that they are the main five markets (Brazil, Mexico,
Colombia, Argentina, and Chile) in the region in terms of GDP
and population (except for Chile).

Regarding Fintech activity and its geographical location in the
continent, the number of these startups is expected to contin-
ue to grow as financial regulations unfold and adapt to these new
models.

Attention must also be brought to the “Latinization” of certain
innovative models previously launched abroad. This is a grow-
ing tendency observed in the region, where local entrepreneurs
are emulating models validated in the United States or Europe
but with a set of adaptations. Among the most popular cases are
the startups focused on P2P, as Lending Club or Prosper first did
in the United States; mobile payment systems or mPOS, following
Square in the United States or iZettle in Europe; gateway plat-
forms and payment aggregates that rely on API, such as Stripe in
the United States or Ayden in Europe, and the so-called digital
banks like Simple and Number 26 in Europe or the United States.

Although in these cases innovation isn’t originating in Latin
America, profound knowledge of local regulations and a deeper
understanding of the region’s consumers and their dynamics is
allowing Afluenta (Argentina), Clip (Mexico), Kushki (Ecuador) or
Nubank (Brazil) -just to mention a few- to execute their busi-
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Mexico:
incubation and
acceleration

In Mexico, where
30% of companies
use information
techonology and
only 39% of the
population has
access to formal
finance services,
the opportunities
for the Fintech are
enormous.

ness plans quickly and efficiently.

Mexico is the largest Spanish-speaking market in Latin America,
with a population of 127 million inhabitants™. At the same time,
there are four million SMEs in the country™, 30% of which rely
on some Information and Communications Technology (ICT) like PC
or internet, according to figures provided by the Secretariat of
Economy. Regarding financial inclusion, only 39%" of all Mexicans
have Access to formal financial services. These figures in them-
selves reveal the huge opportunity Mexico offers to Fintech en-
trepreneurs.

In general terms, Fintech startups have thrived in Mexico over
the past few years thanks to public and private initiatives that
have stimulated and supported their efforts in the technologi-
cal field. Such efforts have been complemented with a higher sen-
sitization towards venture capital. This has also resulted in

an increase in this kind of activity insofar as there are more
national and international funds available to support entrepre-
neurs in the different stages of their long quest for growth and
strengthening.

Within the Fintech sector -as has been previously indicated in
this document- there are 180 startups in Mexico. As in the rest
of the region, the Fintech activity there is concentrated in
four main segments: alternative finance platforms, 59 startups;
payments, 50; personal financial management, 22; and business fi-
nances, 21 (chart 3.1). Together, these four segments represent
84.4% of the country’s Fintech firms. Regarding their geographic
concentration, two of three startups began and have their head-
quarters in Mexico City. The rest are distributed among Guadala-
jara (11.1%), Monterrey (9.3%) and the rest of the country.

13 World Bank, database 2015.
14 Instituto Nacional de Estadistica y Geografia (INEGI).

15 Global Findex 2014 database, World Bank.
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50 (27,8%) 59 (32,8%) 22 (12,2%) 21 (11,7%) 7 (3,9%)

Payments Alternative Personal Business Insurtech
Finance Platforms Financial Financial
Management Management

|
T

Others
21 (11,7%)

7 (1%) 10 (1,4%) 10 (1,4%) 28 (4%) 34 (4,8%) 34 (4,8%)

Alternative Financial Digital Asset Trading & Technology

Scoring Education Banks Management Stock Market Companies

for Financial

Institutions
Chart 3.1 In the past two years, the Fintech ecosystem in Mexico has bene-
fitted from a series of events that have strengthened it and made

Fintech by business
segment in Mexico it more reliable both in terms of the opportunities it offers

to the sector, as well as for the startup projects that aim at
transforming the industry from the outside. Some of them are:

« The launch of incubation and acceleration programs specialized
in Fintech.

« The achievement of important rounds of venture capital raising
at Series A stage, or above, from leading foreign Fintech in-
vestors, as is the case of Konfio, Conekta, Kubo, Financiero,
Kueski and Clip, among others.

- The proposal of the ‘Fintech Law’ by the Secretariat of Fi-
nance and Public Credit.

« The FINNOSUMMIT conference, landmark Fintech event in the re-
gion taking place annually in Mexico City, with over 500 at-
tendants.

- The implementation of the Mexico's Fintech association.

- Setting up open innovation programs fostered by financial enti-
ties such as BBVA Bancomer, Gentera, and BanRegio.



What they do

It's the leading microcredit
platform in Mexico. Users
can apply online for a loan,
detailing how much money
they need and when they
want to pay for it. Kueski
uses its own technologies
based on particle physics,
with algorithms and tech-
niques for processing large
amounts of data (credit
history, social graph, online
information, etc.) among
other web technologies to
evaluate, approve or reject
credit requests in seconds.
If approved, the transfer is
made immediately. In April

a US$35 million capital —

and debt financing round,
with the potential to reach
US$100 million in total,
the largest capital financ-
ing in Mexico for a Fintech
startup, led by Richmond
Global Ventures, Rise Cap-
ital, CrunchFund and Variv
Capital.

10

Annual income

Segment 2

Alternative
finance platforms:
Balance sheet
consumer lending

b

9

Employees

51-100

free

No information

1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
. 2016 Kueski announced
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1

Investment

+40M USD

Origin

Mexico

‘@f

8

Foundation

T 2012

Development stage

Growth and
5 expansion

Founders

Adalberto Flores,
Leonardo de
la Cerda

7

Investors

Richmond Global Ventures,
Rise Capital, CrunchFund,
Variv Capital, Victory Park
Capital, Angel Ventures
Mexico, Core Ventures
Group, Auria Capital, Ariel
Polar, GAIN (Guadalajara
Angel Investor Network),
Sobrato Family
Foundation.

http://www.kueski.mx
3y @MiKueski



"We reinvented the
way we serve our
customers by providing
trust through an
extraordinary service
in each interaction. We
use science and new
technologies in
our favor."”

Adalberto Flores, CEO, Kueski
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Brazil:

powerful
entrepreneurial
ecosystem

Brazil has the
largest and the
most developed
entrepreuneurial
ecosystem in
Latin America.

Brazil is the largest country in Latin America in both popula-
tion (208 million') and GDP (US$1.775 trillion'), besides having
over six million SMEs™. As for financial inclusion, even though
over 68% of the population has access to formal financial ser-
vices, only 12% has a savings account. Similarly, only 12% of
those who enjoy access to services have access to credit'. This
deep gap is due, among other reasons, to the high penetration of
debit and credit cards in Brazil, unlike other countries in the
region.

Brazil has the largest and most developed entrepreneurial eco-
system in all Latin America. Sdo Paulo, the economic capital of
the south of the continent has over 2,700 technology startups
according to The Global Startup Ecosystem Report 2015. This
city also has a mature industry of venture capital with an in-
vestment volume similar to that of Tel Aviv (Israel) and Seattle
(USA), and some of the best entrepreneurial talent in all South
America.

S&do0 Paulo is not alone; cities like Rio de Janeiro, Belo Hori-
zonte, and Porto Alegre also have major entrepreneurial communi-
ties. The recent success of Brazilian startups like Dafiti, Net-
shoes, EasyTaxi or Nubank has probably inspired more people to
reconsider professional careers within the industry, and to view
entrepreneurship as a feasible alternative.

As for Fintech startups, as previously mentioned there are cur-
rently 230 in Brazil, placing the country as the largest eco-
system in the sector in all Latin America. The dynamics of the
Brazilian market -both thanks to the opportunities it offers and
to the amount of Fintech startups- also opens the doors for the
market’s traditional stakeholders to benefit from the innovations
that are rising beyond their organizations.

In Brazil, the sector’s activity is mainly divided in five seg-
ments: payment solutions, 58 startups; alternative finance plat-
forms, 46; enterprise financial management, 35; personal financial
management, 22; and, asset management, 19 (chart 3.2). These five
segments make up for 78.3% of all Fintech startups in Brazil. As
for location, 50.5% of them have begun and have their headquar-
ters in S&o Paulo, while the others are distributed between Rio
de Janeiro (11.8%), Belo Horizonte (7.5%), Porto Alegre (6.5%),
and other cities.

16 World Bank, database 2015
17 World Bank, database 2015

18 Sdo0 Paulo 2014 Blog: Six Facts about SMEs in Brazil, Americas Society / Council of
the Americas

19 Global Findex 2014 database, World Bank
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Chart 3.2

Fintech by business
segment in Brazil

58 (25,2%) 46 (20%) 35 (15,2%) 22 (9,6%) 19 (8,3%) 17 (7,4%)

Payments Alternative Business Personal Asset Trading &
Finance Financial Financial Management Stock Market
Platforms Management Management

BANCO

0
0

—-=
1(0,4%)

Financial
Education

Others
-—— = 33 (14,3%)
2 (0,9%) 6 (2,6%) 11 (4,8%) 13 (5,7%)
Alternative Digital Insurtech Technology
Scoring Banks Companies
for Financial
Institutions

As in Mexico, the public and private sectors in Brazil have tak-
en steps to further strengthen the Fintech ecosystem. Over the
past few years, the Associacgdo Brasileira de Fintechs (October
2016) was created and consultations were held by the Comissdo de
Valores Mobilidrios and the Banco Central do Brasil to define the
regulatory position of crowdfunding and digital payment plat-
forms, as well as regarding open innovation programs of financial
entities like Banco Ital, Bradesco, and Porto Seguros.



What they do

Nubank is a technology
financial services startup
with investments of some
of the world’s leading
venture capital companies
such as Sequoia Capital,
Founders Fund, Tiger
Global and Kaszek Ven-
tures. Brazil is one of the
fastest growing markets
with more than 160 million
smartphones in use. The
Nubank service allows the
users request and have full
control of a MasterCard
credit card through mobile
phone. As its service is ful-
ly digital, the startup has a
reduced operational cost
and does not charge fees
of its customers. While
traditional banks use about
10 variables to evaluate
their customers, Nubank
uses up to 3,000. Founded
in 2014, Nubank has regis-
tered more than 8 million
applications and has raised
more than US$170 million
in investment rounds.

10

Annual income

Origin
Brazil

\ 4

2

Segment

Digital banks:
Credit Cards

)

o

9

Employees

256-500
e o 0

LT

No information

8

Investment

+15M USD

Foundation

T 2014

Development stage

Growth and
5 expansion

@

Founders

David Velez

7

Investors

DST Global, Peter Thiel’s
Founder Fund, QED
Investors, Sequoia Capital,
Tiger Global Management,
Kaszek Ventures, Ribbit
Capital, Redpoint
Ventures, Goldman Sachs,
Ajibola Oluwaseyi, Gene
Lockhart.

http://www.nubank.com.br

Y @nubankbrasil



\ador , Nubank

"We prefer to hire
open-minded and
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The region’s startups have progres-
sively managed to establish a dia-
logue with authorities and other in-
ternal and external agents with the
goal to produce changes in public
policies so as to both promote the
activity and to regulate it.

Two main factors are behind this drive: (i) a growing number of
stakeholders innovating in the financial services sector, bring-
ing together the increasing penetration of different services
offered by Fintech to consumers, and (ii) the absence of poli-
cies that foster the sector’s development and/or the complete or
partial lack of an adequate regulatory framework for the ser-
vices and products these young startup offer.

In this regard, and as a result of the dialogue between
entrepreneurs and the sector’s enterprises, the creation of
associations meant to represent the views of this new financial
services’ industry before the regulators, boost Fintech
knowledge among the general audience, and coordinate tasks to
bolster better practices in the industry has been promoted.
Thus, for instance, the Asociacidn de Fondeo Colectivo (AFICO)
in Mexico was established in 2014 (with the support of the
Multilateral Investment Fund of the IDB Group), the Brazilian
Associag&do Brasileira de Equity Crowdfunding in 2014, the
Asociacidn Fintech México in 2015, and the Associac¢do Brasileira
de Fintechs (ABFintechs) and Asociacidn Colombia Fintech, both
towards the end of 2016. These initiatives are important because,
besides empowering the sector as a group, they strengthen its
power to dialogue and negotiate with governments and with the
traditional financial sector. Similarly, and partially thanks to
the consolidation efforts and dialogue these associations have
been undertaking, some governments in the region have begun
taking actions to support the sector -both from a public policy
and a regulatory perspective- to clarify certain business models
in favor of both consumers and entrepreneurs.
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Some countries
such as Mexico,
Colombia, Brazil,
Chile have already
begun to explore
changes in the
regulation of
Fintech platforms,
directly consulting
the Fintech
entrepreneurs on
their requirements
and needs.

Public interventions to support the Fintech sector can be con-
sidered under different development objectives, for example pro-
moting productive activities financing through alternative mech-
anisms such as crowdfunding, and the enhancement of financial
inclusion. Although these actions may stem from the regulations
themselves, they may also be developed and mainstreamed into
productivity agendas or financial inclusion strategies, among
others. In June 2016, for instance, the government of Mexico
presented their “Politica Nacional de Inclusidn Financiera” (Na-
tional Financial Inclusion Policy), one of whose main principles
is:

“the utilization of technological innovations to extend the
use of financial products and services within a regulatory
framework that provides security to all the participants of
the financial system”, defining, among other elements “fostering
mechanisms that reduce the use of cash such as mobile banking,
electronic wallets, digital remittances, among others; as well
as the integration of new business models like blockchain,
considering regulatory and monitoring measures that strengthen
IT security (cybersecurity) in their adoption”, and “estab-
lishing coordination mechanisms between authorities, financial
sector industry groups and associations, and Fintech entrepre-
neurs to encourage the development of feasible and safe finan-
cial inclusion solutions for the Mexican market”?°

Another meaningful regulation-related effort has taken place in
Argentina, where in November 2016, the Chamber of Deputies (Low-
er House of Congress) approved the “Ley de Emprendedores” (“En-
trepreneurs Law”), which regularizes crowdfunding platforms by
allowing the public placement of a fraction of these startups’
shares so that small investors can invest in them, even offering
tax benefits?'.

20 Politica Nacional de Inclusién Financiera. Consejo Nacional de Inclusidn Finan-
ciera, June 2016.

21 By the time this report was published, the “Entrepreneur’s Law” was still to be
treated and voted on by the Argentine Senate.
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Furthermore, regulatory initiatives also seek to oversee Fin-
tech activities. Some countries in the region, including Mexico,
Colombia, Brazil, and Chile have already begun to explore regu-
latory modifications, directly consulting with Fintech entrepre-
neurs to consider their requirements and needs.

In Brazil, for example, the Comissdo de Valores Mobiliari-

os (CVM) published a note22 that compiles the main aspects to
take into consideration to provide legal certainty to electronic
crowdfunding platforms as well as those related to the creation
of unions to invest in startups (collectively known as “invest-
ment crowdfunding”.) Therefore, the corresponding legislative
project was subject to general public’s consideration, including
an online survey through which people could send their opinions
and suggestions that was open for over 30 days23. Similarly, in
Colombia the Unidad de Proyeccion Normativa y Estudios de Reg-
ulacidn Financiera presented a consultation document on crowd-
funding regulation alternatives in August 2016.

In this sense, the IDB has also provided support to the devel-
opment of the region’s Fintech ecosystem from the two previously
mentioned perspectives -namely, public policies and regulation-
aiming at generating a balanced regulatory structure proportion-
ate to the industry. Specifically, through a Regional Technical
Cooperation24 the governments of Mexico, Chile25, and Paraguay26
were supported in 2016 to develop their crowdfunding regulatory
frameworks. The governments of Peru and Argentina are expected
to receive such support in 2017. In every case, besides offering
recommendations for the activity’s regulatory framework, govern-
ments have been prompted to create regulatory sandboxes pursuing
two main goals: (i) establishing a more direct dialogue between
the Fintech industry in general, and supervisors and regulators
to understand the nature of these businesses and regulations;

22 Comissédo de Valores Mobiliarios de Brasil, Edital de Audiéncia Pablica SDM N°
0672016, . Link:_http://www.cvm.gov.br/export/sites/cvm/audiencias publicas/ap_sdm/
anexo0s/2016/sdm0616edital.pdf

23 The opinions expressed by the CVM can be consulted through the link to the Comisséo
de Valores Mobiliarios de Brasil: http://www.cvm.gov.br/audiencias publicas/ap_
sdm/2016/sdm0616. html

24 Inter-American Development Bank: “Support to the Development of Alternative Finance
in LAC countries: ICT and Regulatory Approach”, (Washington DC, IDB, 2015). Avai-
lable at: http://www.iadb.org/en/projects/project-description-title,1303.html1?i-
d=RG-T2631.

25 “Hacienda pide asesoria para regular el financiamiento colectivo”, available at:
http://www.elmercurio.com/Inversiones/Noticias/Fondos-Mutuos/2016/08/18/Hacien-

da-pide-asesoria-para-reqular-el-financiamiento-colectivo.aspx.

26 “CNV presentaria en marzo proyecto para financiacién colectiva”, available at:
http://www.ultimahora.com/cnv-presentaria-marzo-proyecto-financiacion-colecti-
va-n1052597.html



http://www.cvm.gov.br/export/sites/cvm/audiencias_publicas/ap_sdm/anexos/2016/sdm0616edital.pdf
http://www.cvm.gov.br/export/sites/cvm/audiencias_publicas/ap_sdm/anexos/2016/sdm0616edital.pdf
http://www.cvm.gov.br/audiencias_publicas/ap_sdm/2016/sdm0616.html
http://www.cvm.gov.br/audiencias_publicas/ap_sdm/2016/sdm0616.html
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http://www.elmercurio.com/Inversiones/Noticias/Fondos-Mutuos/2016/08/18/Hacienda-pide-asesoria-para-regular-el-financiamiento-colectivo.aspx
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http://www.ultimahora.com/cnv-presentaria-marzo-proyecto-financiacion-colectiva-n1052597.html
http://www.ultimahora.com/cnv-presentaria-marzo-proyecto-financiacion-colectiva-n1052597.html
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Chart 4.1

Fintech
entrepreneurs’
opinion on the
sector’s regulations

and (ii) allowing a smoother transition for Fintech platforms
and startups and their entities towards supervision based on the
industry’s true activities.

But, what do Fintech entrepreneurs have to say about this? A
total of 272 regional entrepreneurs answered this question in
the survey:

How would you describe the current regulatory environment for
your startup and Fintech segment in your country?

Aggregate data suggests that 21.3% of the region’s Fintech
entrepreneurs consider the current regulation to be excessive,
although 27.2% indicated that even though there is no specific
regulation, it would be necessary (chart 4.1). However, it is
worth noting that 45.6% of respondents declared that the current
regulation was either satisfactory or that specific regulation was
not required. Only 5.9% believe the regulation is excessively lax.

"Currente
regulation is
satisfactory or
specific regulation
IS unnecessary”

"Regulation
is excessively
weak” 5 , 9%

45 ,6%

""Regulation
is excessive"”

21,3%
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"Regulation

Chart 4.2.

Different opinions
among Fintech
entrepreneurs on
regulations by
business segment
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Naturally, the situation varies depending on the sub-segment ex-
amined in terms of regulation related to specific business mod-
els, as can be observed below:

- 61.1% of the entrepreneurs in the crowdfunding segment indi-

cated that there is no specific regulation and that it would be
necessary .

- 41.8% of the entrepreneurs in the lending sub-segment said

there is no specific regulation for their business model and
that it would be necessary, while 20.9% considered the current
regulation to be excessive, and 31.3% responded that the cur-
rent regulation was either satisfactory or that specific regu-
lation was not required.

- 32.7% of the entrepreneurs in the payment sub-segment indicat-

ed that even though there is no specific regulation, it would
be necessary; 24.5% considers the current regulation to be
excessive; and, 34.7% declared that the current regulation

was either satisfactory or that specific regulation was not re-
quired.

- 61.0% of the entrepreneurs in the enterprise financial manage-

ment sub-segment said that the current regulation was either
satisfactory or that specific regulation was not required.

- 42.1% of the entrepreneurs in the asset management sub-segment

indicated that the regulation was satisfactory, while 31.6%
considered it to be excessive (chart 4.2).
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Fintech
entrepreneurs’
opinion on the
sector’s regulations
by country
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A similar analysis by country also reveals significant differenc-

es:

« In Brazil, 64.4% of respondents believed regulation was either
satisfactory or that specific regulation was not required. Only
17.8% found regulation to be excessive

« In Mexico, 41.0% of respondents found regulation was either
satisfactory or that specific regulation wasn’t required, while
another 41.0% indicated that there is no specific regulation
and that it would be necessary.

« In Colombia, 37.5% of respondents said that the current reg-
ulation is excessive, and 34.4% that the current regulation
was either satisfactory or that specific regulation wasn’t re-
quired.

« In Argentina, 37.5% of respondents considered the current reg-
ulation to be excessive, while 29.2% declared that the current
regulation was either satisfactory or that specific regulation
was not required. At the same time, 29.2% indicated that even
though there is no specific regulation, it would be necessary.

- Both in Chile and Peru, 46.2% of the surveyed entrepreneurs
responded that even though there is no specific regulation, it
would be necessary -becoming the most recurrent answer in both
countries (chart 4.3).
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Chart 4.1

Examples of cases

relevant to

regulations by Fintech

segment in Latin

America

Factoring &
invoice lending
Capturing
resources from
the public to fund
SMEs accounts
receivable.

Alternative
finances platform
Real estate
crowdfunding:

Unionized public
offering and
investment for the
construction of real
estate projects.

Loans

Capturing resources
from the public to grant
credit to consumers
(P2P) through credit risk
systems developed by
the company.

=

Equity
crowdfunding
Public offering to
sell high-impact
companies’ shares.

Alternative
scoring
Implementation and
use of algorithms
or credit scoring
systems built

with alternative
information sources
without the need

to go through
traditional credit
bureaus.

Payments

Direct electronic
money transfers
between people or
businesses, locally
or internationally
outside of the
traditional banking
system.

Personal financial
management
Capturing resources
for savings via
digital platforms.

Sy

Enterprise financial
management

API development and
opening of the data

in hands of traditional
financial entities for its
use and mainstreaming

Asset
management
Remote mutual
funds investment
via digital platforms
and reliance on Al

QO

Trading and
capital markets
Use of virtual currency
or cryptocurrency for
currency exchange.

Purchase and sale of
company shares (public

Enterprise
technology for
financial institutions
Use of biometric
information like

client ID and

financial transaction
authorization

by the very businesses algorithms. a|_1d_/°r private) through mechanisms. Use of
and other digital digital platforms or smart contracts or
platforms. distributed ledger distributed ledger for
(blockchain.) contract signature.
In most countries in the region, many of the business models en-
|nsurance abled by Fintech lack a framework that recognizes or categoriz-

Digital Banks
Newly created
financial entities
with 100% digital
distribution of
products

(e.g.: credit cards,
debit cards, loans.)

&
it
e

Digital issuance

and distribution of
insurance policies with
electronic signature

or distributed ledger.
Creating personalized
products according

to data generated by
consumer behavior.

es them, which generally leads to relying on imperfect channels

for the sector’s startups’
shares via crowdfunding platforms,

operations. The public placement of
currency exchanges through

virtual assets, money transfers -including local currency-, and

the use of alternative scoring platforms to obtain P2P lending

are just a few of the Fintech services beyond current regula-

tions (chart 4.1).
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21.3% of the
region’s Fintech
entrepreneurs
consider the
current regulation
to be excessive,
although 27.2%
indicated that
even though there
is no specific
regulation,

it would be
necessary.

In this context, debates over possible regulation modifications
in different countries throughout the region have led to the
analysis of good practices that can foster the Fintech sector’s
development. However, they have also raised concerns about the
eventual decline of existing conditions to innovate in certain
digital financial services’ segments that are not currently regu-
lated. This has to do with the concern that once the respective
rules become effective, they could find themselves at the mercy
of cumbersome, long approval processes by regulators before they
can begin to operate.

A restrictive regulation that, for example, impedes the operation
of Fintech firms before obtaining a license before a regulatory
authority or that ignores the experimental nature of this type of
startups could harm not only entrepreneurs and investors but also
the provision of better financial services to consumers. This is
why regulating agencies must share publicly -or to the largest
possible extent, to all stakeholders in the sector- regulatory

or legislative bills likely to be approved, particularly consid-
ering that Fintech development is a tool that can raise financial
systems’ productivity, promote innovation, foster investments in
high-impact companies, and reduce financial exclusion.

Seeking to support governments and the region’s Fintech indus-
try, in 2016 the IDB published a discussion paper called: “Al-
ternative Finance (Crowdfunding) Regulation in Latin America and
the Caribbean: A Balancing Act”?’. The document examines existing
crowdfunding models and compiles recommendations to issue bal-
anced regulations proportional to the platforms in the region,
while offering a first approach to what the industry believes in
terms of regulatory needs.

Some good practices implemented in other countries like the
United Kingdom or Singapore could also be adopted in Latin Amer-
ica. Two of them stand out: (i) temporary exemptions on Fintech
authorizations on behalf of regulating entities, and (ii) creat-
ing temporary regulation sandboxes in which the Fintech industry
can operate, evaluate their business models, and offer their in-
novative products in supervised environments. Another favorable
trend barely emerging in the region is the creation of some kind
of institutionality within the public sector that serves as a
mediator between the industry and policymakers. Such is the case
of the “Chief Fintech Officer” of the Monetary Authority of Sin-
gapore, the Fintech Office within the Bank of Indonesia, and the
Fintech Ambassador of the Netherlands.

27 D. Herrera. 2016. “Alternative Finance (Crowdfunding) Regulation in Latin America
and the Caribbean: A Balancing Act,” IDB, Washington DC, September. Available at:
http://dx.doi.org/10.18235/0000430
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RegTech: tools
for startups
and regulators

The existence of an increasing number of digitalized financial
companies could become a trigger to expedite the monitoring
processes and compliance with obligations —-as much for Fintech
firms as for the industry’s traditional stakeholders—, automate
their statement reporting tasks, mitigate risks, and reduce
operational performance assessment times. This is the goal of the
RegTechs or regulatory technologies: ventures and solutions that
help other financial startups meet statutory requirements, and
that could be used by regulating entities to evaluate, manage,
and help make more transparent the risks associated with Fintechs
and the new financial intermediaries in a standardized way.

Compared with the United States or
Europe, a Fintech company in Latin

America faces more difficulties accessing

funding or finding talented people,
making it harder to grow and scale up.
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Independently of their country of
origin, technology entrepreneurs
share in their DNA the enthusiasm
to create something new and a
passion to solve real problems
the societies they live in deal
with. Moreover, they face similar
challenges when it comes to
scaling up and developing their
projects: securing funding, finding
the best talents, operating under
homogenous rules, and building on
homogenous platforms.

When the project is based in Latin America, the challenge is
even more daunting. Not only is there a large funding or an-
choring gap compared with the United States or Europe, but lack
of the necessary talent oftentimes slows down the efforts of a
startup about to achieve scale. When it comes to Fintech, reg-
ulations may operate as obstacles and inhibit growth outside
their country of origin because the regulatory framework under
which the financial services of each nation operate is different.
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Chart 5.1 Out of the 393 Fintech startups that took the survey, only 77
Eintech operating (19.6%) reported to operate in more than one country. From that
in one or more subtotal, 27 (35.1%) said they operate in two countries, 20
countries

(26.0%) in three, and 9 (11.7%) in four. The remaining 21 start-
ups (27.2%) ranged between 5 and 17 countries in the region
(chart 5.1).
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These figures make sense considering how young these ven-
tures are and how hard it is to gain new markets and
grow in them.

Yet, respondents showed different degrees of inclination
to expand within the region, depending on their country
of origin: 33.3% of the startups based in Argentina and
31.0% of those in Colombia operate outside their coun-
tries, compared with only 11.0% of those based in Bra-
zil, and 8.6% of those in Mexico.

While this in itself is not a Fintech startup scale ca-
pacity indicator -given their magnitude both in Mexico
and Brazil-, it is quite significant that one in three
Argentine startups and one in four Colombian firms has
presence beyond their countries’ borders.

Despite the barriers that exist in the region to achieve
scale and the relative novelty of these startups, 23.7%
of respondents felt ready to expand, while 28.8% de-
clared to be going through a growth and expansion phase
notwithstanding their short existence (chart 5.2). In
all, over half the surveyed Fintech startups considered
themselves to be in a mature stage of their product’s
development.

In this sense, a regional support effort has been car-
ried out by the IDB Group’s Multilateral Investment Fund
(MIF) through the NXTP Labs Fintech Acceleration Pro-
gram. NXTP Labs is an investment fund that holds an ac-
celeration program for technological startups in Argen-
tina, Brazil, Chile, Colombia, and Mexico, promoting the
connection between banks and large companies with start-
ups that develop innovations for the financial industry.

Similarly, from a private perspective, other specific
projects have been designed to boost Fintech startups

in Latin America. Such is the case of Startupbootcamp
Fintech -a startup acceleration program promoted by Fin-
novista and Startupbootcamp, which offers funding and
mechanisms to promote Fintech startup growth through
mentoring and holding close relationships with corporate
partners such as Visa, Fiinlab powered by Gentera, Ban-
Regio, EY and White & Case, among others.
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Chart 5.2

Fintech by stage
of development
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23,7%
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Chart 5.3

Number of employees

1-5
employees

(32,7%)

6-10

employees (21,9%)
11-25
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250+ employees (1,3%)

No Answer (7,6%)
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Another important fact -that can also help understand these
startups’ scaling capacity in the region- is the size of Fintech
firms measured in number of employees. Most surveyed startups
(56.3%) are small, having between one and 10 employees; 34.4%
have between one and five; and 21.9% between six and 10 (chart
5.3). There are also those that employ between 11 and 25 peo-
ple, representing 19.1% of these ventures. Finally, 75.4% of
surveyed Fintech startups reported having between one and 25 em-
ployees. Only 4.1% indicated hiring over 100 people at a time.

The survey also sheds light on the relationship between invest-
ment received by the startups and their number of employees. For
example, while the average number of employees in ventures that
received less than US$25,000 is only 5.5, in those where fund-
ing has ranged between USS2 million and USS6 million, it’s 50.9.
This is a clear indication of the importance of investment cap-
ital for job creation and growth in these innovative businesses
in the region.

Average number

of employees

Figure 5.1
Investment or funding

Financing and growth

<25k USD 5.5
+25k-75k 10.7
+75k-125k 7.0
+125k-250k 9.8
+250k-500k 9.6
+500k-2M 19.4
+2M-6M 50.9
+6M 159.2
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"Our hope is that,
with this service, we
can help improve the

financial outcomes

of all of our clients,
regardless of their
income level.”
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Historically, the
volume of these
investments has
mainly been
concentrated in
the United States,
followed by
Europe and Asia,
and to a much
lower extent in
Latin America

All around the globe, the Fintech sector has witnessed a dra-
matic investment growth over the past few years, going from
USS$1.8 billion in 2010 to USS19 billion in 2015%%. By the end of
the third quarter 2016, Fintech investment reportedly reached
US$15.2 billion spread among 839 transactions in 57 countries?®?.
Historically, the volume of these investments has mainly been
concentrated in the United States, followed by Europe and Asia,
and to a much lower extent in Latin America3°.

Nevertheless, the most important rounds of investment in the
Fintech sector in the region have taken place in 2016 (chart
6.1). This highlighted a more active participation by multi-
lateral agencies and traditional financial entities in startup
funding. Such are the cases of the IFC, MIF, American Express
Ventures, Monex Grupo Financiero and Grupo SURA, among others.
The vitality of the Fintech segment has also led to the creation
of investment platforms for the region guided by banking enti-
ties (like the one jointly launched by Scotiabank and QED Inves-
tors3), and to the acquisition of some of these startups, for
example the one announced late 2016 by BBVA regarding Openpay32.

Among the international development agencies that are betting on
this sector in the region, the IDB Group’s MIF has invested in
12 venture capital funds, in which the total portfolio includes
55 Fintech firms operating in Argentina, Brazil, Chile, Colombia,
and Mexico, besides being involved in direct investments. Exam-
ples of these are Afluenta -a P2P financing online platform-; Pay-
clip, a payment solution currently operating in Mexico; Sempli,
an online financing platfom for growing ventures and startups in
Colombia; and Kubo Financiero, the first online platform spe-
cialized in crowdfunding and peer funding regulated by Mexico’s
Comisidén Nacional Bancaria y de Valores (National Banking and
Securities Commission).

28 Citi GPS : Global Perspectives & Solutions. March 2016. Citigroup.
29 The Q3 2016 VC Fintech Investment Landscape. November 2016. Innovate|Finance.

30 Cutting Through the FinTech Noise: Markers of Success, Imperatives for Banks. De-
cember 2015. McKinsey & Company .

31 Scotiabank partners with QED Investors to promote Fintech start-ups in Latin
America. Latin American Private Equity & Venture Capital Association, December 10,
2016. Link: https://lavca.org/2016/12/10/scotiabank-partners-ged-investors-pro-
mote-fintech-start-ups-latin-america/

32 BBVA compra Openpay, ‘startup’ mexicana de servicios de pagos ‘online’. BBVA News,
Dec. 23, 2016. Link: https://www.bbva.com/es/noticias/economia/bancos/fintech/bb-
va-compra-openpay-startup-mexicana-servicios-pagos-online/
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Chart 6.1

Fintech in terms of capital
procurement and funding

Survey findings show that the cumulative investment in Latin Amer-
ican Fintech firms ranges between US$800 and US$1 billion. Among
surveyed startups, 59.3% declared having received venture capital
or public funding, while 27.5% said they had not yet had access
to funding sources. The remaining 13.2% did not provide an answer
(chart 6.1). In any case, at least 45.0% indicated they were ac-
tively seeking investment at the time the survey was conducted.
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Sponsoring Investors
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Chart 6.2
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Source of funding Crowdfund
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The number of startups that declared having received investment
varied significantly from one country to another, reflecting wide
national differences in terms of access to public funding and
private investment. In Chile, 80.0% of the startups acknowledged
obtaining third-party funding, compared with 61.1% in Mexico,
58.1% in Brazil, 54.0% in Argentina, and 36.7% in Colombia.

When asked about the source of these funds, 47.9% of the Fintech
startups that received funding indicated they had sponsoring in-
vestors; 30.0% declared having obtained them from accelerators;
20.5% said they received investment from local private capital
funds; 17.4% mentioned foreign private capital funds; and 13.7%
pointed to government funding programs (chart 6.2). In 18.9% of
the cases, startups stated having received investment resourc-
es from corporate entities: 7.9% from financial organizations and
11% from other types of corporations®.

33 The percentages that appear in this paragraph should not be added up, given the
existence of other capital raising rounds with other types of investors.



The survey shows the distribution of investment obtained in
terms of magnitude (chart 6.3). Only 2.4% received more than
US$15 million, while 6.7% secured between US$6 and US$S15 mil-
lion, and another 10.1% between USS2 million and US$6 million.
Approximately one third (30.3%) of the funded startups reported
obtaining between USS250,000 and US$2 million, while 38.1% re-
ceived between US$25,000 and USS$S250,000. The rest (12.4%) indi-
cated to have collected less than US$25,000.

Chart 6.3

Fintech by
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The venture capital industry’s specialization in the financial
service sector and the higher participation of banks and insur-
ance companies in funding these startups are two elements that
could foster better conditions for Fintech investment. Never-
theless, some pending challenges remain -among them, the elabo-
ration of regulatory frameworks that promote innovation within
the sector and the emergence of many more successful cases with
strategic exits generating returns for investors.

During the past five years, financial services have been shift-
ing radically and definitively. This transformation is part of a
global phenomenon that has led to the emergence of a series of
Fintech startups which have penetrated the financial system mod-
ifying the way in which businesses and consumers make payments,
transfer money, obtain loans, trade assets, and manage their re-
sources. Moreover, these startups are better adapted to current
demographic changes and user behaviors, while satisfying expec-
tations that the system’s traditional stakeholders have not ad-
dressed.

The digitalization of the financial system paves the way for am-
bitious entrepreneurs to boost innovation and change the way
people interact with financial services. In the case of the
emerging economies -especially those in Latin America- this of-
fers a unique opportunity to take a quantum leap towards new and
efficient digital financial services that the growing and increas-
ingly influential younger population demands.



This is why policymakers must take firm steps to ensure that the
new dynamism observed in the Fintech sector benefits the popula-
tions of all countries in Latin America.

From the perspective of governments, Fintech benefits and their
alignment with public policies’ goals become more and more ev-
ident. However, for the sector to be able to grow and have a
greater impact, the dialogue between those who design the pol-
icies, regulators and entrepreneurs must deepen. This can be
achieved through mechanisms as diverse as holding forums and
consultations, implementing temporary regulatory sandboxes, and
investing in RegTech. At the same time, countries could adopt
and promote different mechanisms to support entrepreneurial sys-
tems and the Fintech sector specifically, for example, incorpo-
rating funding initiatives to the industry through the national
development banks.

On the financial services industry’s side, it will be necessary
to expand digital transformation initiatives in the region and
deepen the cooperation with Fintech firms through structured open
innovation programs or the establishment of ‘corporate venture
capital funds’ to promote the creation of value via commercial
relationships, strategic investments, or acquisitions in the
sector.

As for private capital, development banks, and multilateral agen-
cies, it is crucial to continue and boost investment in Fintech
startups, participate and promote liaison activities within the
ecosystem, design support programs for the development of such
ventures, and create special vehicles for innovation in banking,
securities, insurance, bonds, and other financial services.

We hope this report fosters a constructive dialogue between var-
ious stakeholders in the ecosystem to activate public policies
and private initiatives that develop and consolidate the Fintech
sector in Latin America.
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