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The sudden explosion of fintech activity amid the covid-19 pandemic has set in motion a 

digital transformation in Latin America. Until recently, legacy players such as Brazil’s Itaú 

Unibanco and Mexico's Grupo Financiero BBVA have enjoyed a lack of competition.  

Colombia has only 25 banks, compared to the thousands of banks in the United States. In 

Brazil, almost 70% of deposits are in the country’s top three banks –– there is evidently a 

lack of incentive to innovate given the monopoly. Consequently, Latin American banks 

have some of the strongest margins among all financial institutions across the world. In 

Mexico and Brazil, the return on equity lingers around 18%, almost twice that of U.S. 

banks. Such profit pools are telling of the opportunity for fintechs to provide better 

financial products for both the banked and unbanked. 

Only four years ago, fintech startups in Latin America were fed a meagre $236 million in 

venture capital. Last year, that number increased five-fold to over $1.3 billion. As fintech 

startups scale up operations and secure generous funds from venture capitalists, 

established banks are being forced to redefine their processes and create financial 

products to compete. 

Such growth in venture capital financing has been propelled by the adoption of digital 

tools among Latin American consumers during the pandemic: over 40 million people in 

the region were added to the banking ecosystem over only five months during 2020.  

However, Latin American economies do not come without contradictions – Brazil has one 

of the most profitable banking industries in the world, but conceals a truth behind the 

sophistication of its financial transactions: outrageous fees, ghastly customer service and 

the exclusion of the many. With no competition in sight, interest rates in Brazil for 

corporate loans were set at 52%, for consumer loans, it was 120% and for credit card 

indebtedness, it was 272%. As a result, there is a heavy demand from customers who 

have historically been barred from the financial system by incumbent financial institutions. 

We believe this is just the beginning of the fintech revolution in Latin America as an 

increasing number of players venture into the ecosystem to create new financial products 

for unbanked consumers and revamp the financial services sector. Here, we unfold the 

structural shift in market dynamics and the opportunities we see for companies to thrive 

in the region. 
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What explains the demand for fintech innovation? 

In a region where financial services have infamously low adoption rates and the majority 

of the population remains unbanked, the solid demand sets a new stage for the new 

fintech players to serve better existing customers and introduce the unbanked to a formal 

financial system.  

Home to over 650 million people 

across 33 countries, Latin America 

provides a colossal addressable 

market for fintech startups to 

bu i ld and d i s t r ibu te the i r 

products. The democratisation of 

financial services for the many is 

disrupting the traditional banks 

catering to the few. 

Sloppy Digital Banking 

For years, Latin American banks have ignored tech-enabled banking products. The digital 

banking experience remains weak for those that are served –– until recently, the majority 

of consumers did not have a mobile banking app and in some cases, such as Columbia, 

consumers must still visit a physical branch for many financial services. 

In Brazil, Itaú still requires prospective customers to fill 

out 26 fields of an endless form to apply for a bank 

account, taking up to an hour to complete and a day 

to be approved. Yet, this is progress: until 2016, the 

same process would take weeks for approval. Indeed, 

it is no surprise that Nubank has been valued at $30 

billion as the most valuable digital bank in the world. 

The digital bank offers no-fee credit cards and allows 

consumers to open a bank account within minutes – a 

JENGA INVESTMENT PARTNERS 3

Graph 1: Penetration of bank and fintech accounts in Latin 
America (Mastercard and Americas Market Intelligence)
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sharp contrast with Itaú’s bureaucracy –, serving consumers across Brazil, Mexico and 

Colombia. Just last week, Nubank raised a $750 million round led by Berkshire 

Hathaway.  

Cash is Still King 

Latin America is far from being a cashless economy: cash still accounts for 58% of all 

point of sale purchases; over 90% in Mexico and 68% in Brazil. Even during an 

unprecedented pandemic, cash-based payments continue to be relevant for the growing 

e-commerce activity in the region as the default remains ordering online and paying at 

the pick-up spot. 

As economies around the world are shifting to digital payments, Latin American 

economies are slowly following the lead. Stimulating innovation out of necessity, the 

shutdown of many small and medium businesses accelerated the acceptance of online 

payments integrated with digital platforms. For the better or the worse, the pandemic 

has hastened the demand for digital products by many years in Latin America, opening 

the door to fintech players. 

Fintech-Friendly Regulation 

With remarkably low credit card penetration growing on average 1% per year, many Latin 

American countries already have the infrastructure for global card networks, but fraud 

remains a feud for the region –– card-not-present fraud is the highest in the world in 

Mexico, followed by Brazil. 

Although bank data remains mainly unused and sheltered by the leading financial 

institutions, this is bound to change as governments introduce fintech-friendly regulation. 

In 2018, former Mexican President Peña Nieto passed the ‘Ley Fintech’, a law allowing 

fintechs to operate legally under the same regulatory framework as traditional financial 

institutions. The Ley Fintech verifies that all fintech transactions (through apps, web pages 

or social networks) are authorised by the Bank of Mexico. The law also offers new rules for 

open banking and APIs: established financial institutions will be obliged to provide 

fintechs access to their data. 
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As for Brazil, its Open Banking project was approved in 2019 and is already in motion. 

The project requires the leading banks to provide APIs to enable fintech developers to 

build products with consumer data. Other countries such as Chile and Argentina are 

expected to follow in the next few months. Effectively, regulatory tailwinds offer an 

exceptional opportunity for fintech companies to challenge the legacy banks in Latin 

America. 

What are the opportunities for growth in fintech? 

Tapping into the SMEs Market 

The unserved SME (Small and Medium-sized Enterprises) sector accounts for a significant 

proportion of total employment and national value in Latin America.  

The Brazilian payment processing industry is led by PagSeguro (PAGS), fintech company 

with end-to-end consumer and business solutions from mobile payments, digital banking, 

merchant working capital loans, credit cards, to a point-of-sale platform. The launch of 

‘PagBank’ in 2019 revolutionised the SMEs sector, offering consumers a free digital 

banking account with tools like bill payments, wires and peer-to-peer transfers. Now, 

merchants get access to cash advances on receivables –– what was previously 

unaccessible for the majority of SMEs is now easily available. So far, the mobile app has 

been downloaded over 48 million times and PagBank has reported 9.1 million active 

users. 
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Image 1: PagSeguro.com.br  

http://PagSeguro.com.br


Using the mobile POS terminal, PagSeguro also serves a brand-new market MEI (Micro 

Entrepreneurs Individuals).  As the vast majority of MEIs do not have a bank account, they 

cannot accept credit or debit cards as means of payments. Consequently, the sector has 

been consistently overlooked by financial institutions.  

PagSeguro has been able grown tremendously among the MEIs by providing the 

possibility of purchasing its own mobile POS terminal along with a payment account ––

witnessing an unseen level of loyalty with over 70% of active customers on a monthly 

basis. As PagSeguro consolidates its position in the Brazilian market, the fintech is well-

positioned to capture the tailwinds of the growing middle class with expanding access to 

internet devices.  

Graph 3: Internet Penetration in Latin America in 2020 (ebanx.com) 

The API-fication of the retail industry 

From Mexico to Uruguay, companies are undergoing exponential growth in e-commerce. 

–– and with the lack of credit card penetration in the market, there are many 

opportunities for financing purchase for small businesses with an increasing online 

presence. 

Uruguay’s recently listed dLocal (DLO) allows international merchants to operate in 

emerging markets through one direct API (Application Programming Interface), one 

technology platform and one contract under its model.  
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Founded in 2016, the Uruguayan fintech allows users to make payments to global 

companies such as Amazon and Spotify. With a customer base of more than 330 

merchants covering over 2 billion internet users, dLocal offers 600 local payment 

methods. 

 

 

                      

The fintech is only five years old, yet has reported outstanding results: its revenue more 

than doubled in 2020 and the company has showed impressive profitability amidst that 

growth with a strong operating margin of 36.4%. With rising e-commerce demand and 

the ‘gig economy’, cross-border payments market presents a promising opportunity for 

dLocal, who earns revenue from the fees it charges for processing cross-border and local 

payment transactions. 

The Integration of Technology Solution 

With an array of payment options, software automation integrated with payments 

solutions is bound to differentiate a company from its competitors. The coronavirus 

pandemic drove the adoption of fintech solutions in the under-penetrated Latin American 

market and bodes well for the long term. 

Brazil-based fintech Stone Co. (STNE) was the first to explore software integration with 

financial technology in the country and is a fast-growing player on a global scale. 

Through acquisitions, the fintech can now offer additional services, which are integrated 

with their payment solutions, helping merchants to settle transactions in multiple 
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 Image 2: dlocal.com
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accounts, reconcile their sales, software 

automation, and ERP, etc. 

Stone’s strength lies in its distribution capacity 

–– the fintech hired a sales force to constitute 

the so-called Stone HUBs. Simply put, the idea 

is to be as close as possible to the merchants, so 

each Stone HUB will cover a neighbourhood in 

large cities.  

As many merchants are not yet easily reachable by digital means, the physical proximity  

allows Stone to connect with them. That is how Stone excels in customer acquisition, now 

boasting almost 653,000 active merchants using its products and 114,000 micro-

merchants. 

The State of Neobanking 
  
Neobanks, that is, 100% digital banks, offer the same services as traditional banking. 

Except, they work through the networks. Neobanks offer immediate opening of savings 

accounts, digital access, payments of services and transfers between accounts, as well as 

free Mastercard or Visa memberships without cost, annuity or minimum balance. They are 

faster, cheaper and work in a single platform with an entire financial portfolio. 

Between 2019 and 2020, at least 15 well-

funded neobanks launched in Mexico. It is no 

surprise that a country like Mexico, with a 

population of over 130 million, is the leader in 

Latin American neobanking landscape. Albo 

dominates the scene in Mexico; with 

personalised attention, it allows updating 

documents, requesting account statements 

and tracking payments and more from its app. 

On average, 4,000 accounts open every day 

and has almost 200,000 active clients. 
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What truly separates neobanks such as Albo from traditional banks is round-the-clock 

customer support with the help of Robo advisors, providing personalised solutions that 

best fit the needs of the clients. With the help of Artificial Intelligence, neobanks leverage 

client earnings by making it easier for them to make their own investment services. 

However, we cannot expect all neobanks operating today to thrive –– the success stories 

will be those of the ones who can keep their adoption rate growing while competing with 

online and offline payment providers in e-commerce. 

Final Thoughts 

For years, the Latin American financial services sector has been monopolised by legacy 

banks catering to the affluent and locking out the many. As economies shift from cash to 

digital payments and brick-and-mortar retail to e-commerce, the leading fintech players 

will benefit first-hand of this structural transition. Innovation in financial technology 

solutions is growing at a fast pace, integrating an increasing number of financial services 

and products across international markets. 

The fintech landscape in Latin America presents a promising investment case for us. 

Representing 6% of the Jenga UK Fund B with dLocal (DLO) and Stone Co. (STNE), we 

are optimistic on the long-term growth of fintech and payments companies in the region.  

With strong corporate culture, increasingly fintech-friendly regulation and soaring pent-

up demand for financial products, Stone Co. leads the payments market in the lucrative 

yet underserved Latin American market. The Uruguayan fintech dLocal also offers an 

attractive combination of growth, profitability and upside potential. The rising demand in 

e-commerce and cross-border payments in emerging markets provides the long-term 

tailwinds for dLocal to continue growing. In less than five years, dLocal’s TPV went from 

zero to over $2 billion, supported by revenue growth of 88%, close to zero debt levels 

and operating margins reaching soon to 40%. 

We expect both companies to be long-term investments for us, and we look forward to 

the growth potential in the Latin American fintech industry.  

JENGA INVESTMENT PARTNERS 9



The Briefings is prepared by, is the property of Jenga Investment Partners, and is 

circulated for informational and educational purposes only. Additionally, Jenga’s actual 

investment positions often will, vary from its conclusions discussed herein based on a 

number of factors, such as portfolio rebalancing and transactions costs, among others. 

Recipients should consult their own advisors, including tax advisors, before making any 

investment decision. This report is not an offer to sell or the solicitation of an offer to buy 

the securities or other instruments mentioned.  

Jenga research utilises data and information from public and private sources.  

The views expressed herein are solely those of Jenga as of the date of this report and are 

subject to change without notice. 
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