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Introduction
After one of the most tumultuous years, the alternative lending sector has 

proven itself both resilient and an indispensable actor in the broader economy.
Massive demand from small businesses acted as a counterweight to declining 

consumer borrowing, even as Government-backed lending schemes negatively 
impacted alternative lenders in certain markets.

Of the European lenders we spoke to this year, 60 per cent said their lending 
had been adversely impacted by Covid-19, while 80 per cent are now more 
confident about the future.

For this year’s report, we’re also turning our attention to the US lending market 
for the first time. A more concentrated market, but one where alternative lending 
continues to grow at pace by over 10 per cent a year, albeit with delinquencies 
growing at a similar clip.

We’re also looking at the technological changes that are poised to overhaul the 
infrastructure of lending in the coming years, including the real-world application 
of open banking and the emergence of embedded finance.

The story of Moneyline’s overnight transition from high street lender to open 
banking-powered digital lender as Covid-19 struck is a particular highlight, as is 
the work of Liberis, Iwoca and YouLend in embedding their lending technologies.

Even as we go to press, the sector continues to surprise, with a growing 
number of partnerships between challenger banks and alternative lenders, like 
Atom Bank and Funding Circle, Starling Bank and Zopa.

You’ll find exclusive interviews and insights from the leaders at the top of the 
alternative and wider lending sector on both sides of the pond covering these 
trends and themes.

Our thanks also to Ezbob for supporting the creation of this Alternative Lending 
State of the Market Report 2021.

We hope you enjoy.

The State Of The Alternative Lending 
Market In the UK, US And Europe.

Oliver Smith
Managing Editor, AltFi
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Section 1: Alternative Lending In Europe

On The Rise
Despite the pandemic, Europe recorded the 
highest number of non-bank deals in Q4 2020.

P2P lenders, fintech lenders and 
challenger banks seem to have 

shrugged off the shadow of Covid-19, 
Brexit and post-Brexit ‘red tape’ to 
continue to lend to small SMEs and 
businesses across Europe throughout 
2020 and the first quarter of 2021.

General economic recovery is likely 
to be mixed or slower-than-expected 
in Europe in 2021; however, this is not 
reflected in the alternative lending 
sector, with some European countries 
like France or Italy remaining in national 
lock-down (at the time of writing) whilst 
others like Sweden following their own 
Covid-19 measures.

Recent figures from Deloitte’s 
Alternative Lender Deal Tracker 
recorded 155 direct lender deals in Q4 
2020, with 232 direct lender deals in the 
second half of 2020, making 385 for the 
whole of 2020 (in this instance, direct 
lenders consist of a wide range of non-
bank institutions that lend directly into 
corporates at senior secured levels of 
the capital structure).

By sector, technology, media & 
telecommunications (TMT), professional, 
and financial services continued to 
dominate the corporate direct lending 
market in the second half of 2020, 
accounting for over 60 per cent of 

European deals in that period.
Robert Connold, head of alternative 

lending in debt advisory at Deloitte, 
commented: “Non-cyclical sectors 
such as professional services and 
TMT are being viewed as a safe haven 
for the direct lenders to deploy their 
cash. Meanwhile, ongoing uncertainty 
presents further opportunities for this 
market which is typically less risk-
averse than traditional lenders. That 
said, even if a sector is seen as a safe 
haven, the direct lenders continue to 
require robust due diligence.”

Connold concluded: “While the final 
quarter of 2020 was a strong one, we 
expect activity to drop off somewhat for 
the first quarter of 2021. However, there 
is no denying the momentum that is now 
powering the non-bank lending market, 
especially with so much dry powder or 
unallocated capital yet to be deployed.”

Countries in Europe which did 
particularly well included Sweden, 
maybe because the government adopted 
a ‘soft approach’ to national lock-down 

Applied for loans
60%

58%

56%

49%

48%

47%

46%

Country
Finland

Sweden

UK

Netherlands

Spain

France

Germany

Source: Deloitte Alternative Lender Deal Tracker Spring 2021, covering corporate non-bank lending.

Source: Erik Hansman / Unsplash.

“There is no denying 
the momentum that is 
now powering the non-
bank lending market.”

H2 2020
91 UK deal count

Rest of Europe deal count141

UK deal count

Rest of Europe deal count

94

217
H2 2019
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H2 headline Figures

UK France Germany Other European
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36

76

32
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Section 1: Alternative Lending In Europe

in 2020. Hence, their economy was 
less badly affected than its European 
neighbours, who adopted total rather 
than partial lock-down.

The Nordics also did well as the 
demand for alternative finance has 
been growing steadily since 2018 and 
2019, with private equity proving to be 
a catalyst for alternative lender deal 
activity—this trend was previously seen 
in France and Germany. The regulatory 
environment in the Nordics is one of the 
most favourable and transparent for 
lenders and businesses, according to 
the Ease of Doing Business Index (Word 
Bank Group)—the Nordic countries rank 
in the top 10 globally.

Pent-up Demand
If we look at some further data from 
pan-European SME funding platform 
CapitalBox, we see that more than 
half of the small businesses in Europe 
applied for a loan of some sort to keep 
afloat during 2020 (see table below).

Forty-eight per cent used loans to 
cover overheads and wages; 31 per cent 
relied on government support schemes, 
21 per cent turned to credit cards.

Scott Donnelly, CEO of CapitalBox 
says that the businesses it surveyed 
across Europe last year used a mixture 
of government schemes, financial aid 
and tax reliefs to see them through the 
pandemic.

Donnelly says: “As businesses emerge 
from the crisis, access to finance and 
cash flow will be just two of the many 
financial and operational challenges that 
will be important to navigate. One thing 
is for sure: financing needs to come from 
providers who understand the specific 
needs of SMEs—with a flexible approach, 
quick turnaround times, and the ability 
to leverage technology and machine 
learning to make better decisions. This 
is the time for alternative lenders to 
shine and be the catalyst for economic 
recovery once again.

“Last year tested SMEs’ ambition, 
motivation, and resilience like never 
before, and in times like these, it is vital 
that the typical funding gap we find 
between traditional lending from banks 
and small businesses is non-existent. 
Governments must look at widening 
options for SMEs into the alternative 
lending space as we close that gap, 

providing a quicker turnaround in 
getting funds into their banks.”

Government-backed 
Loans
Challenger banks like Starling also 
played a role in helping SMEs and 
businesses to stay afloat during the 
pandemic last year and the first quarter 
of 2021 through government-bank loans 
(primarily in the UK). But stimulus 
from European central banks cannot be 
ignored either.

Alexandra Frean, chief corporate 
affairs officer at Starling Bank, says: 
“Starling has significantly grown its 
lending to small businesses since last 
April, when it became an accredited 
lender with the British Business Bank) 
to offer government-backed loans. In 
April 2020, Starling started offering 
Coronavirus Business Interruption 
Loan Scheme (CBILS) lending in April 
and Bounce Back Loan Scheme (BBLS) 
lending in May 2020.

“Since then, it has approved more 

“One thing is for sure: 
financing needs to come 
from providers who 
understand the specific 
needs of SMEs.”

“Last year tested SMEs’ 
ambition, motivation, 
and resilience like 
never before”

Martins Sulte, CEO and Co-founder of Mintos.
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than £1.6 billion of lending to more 
than 54,000 small businesses under the 
CBILS and BBLS schemes. In addition, it 
has funded government-backed lending 
issued by Funding Circle under these 
same two schemes.  

“Starling expects to be accredited 
as a lender under the new Recovery 
Loan Scheme, the successor scheme 
to CBILS and BBLS. We expect demand 
for this scheme from small businesses 
to continue as business owners invest 
to grow into an expected economic 
recovery.”

Digital Acceleration
Alternative lending has also seen a 
marked rise across Europe last year and 
in the first quarter of 2021 due to more 
SMEs and business owners fast-tracking 
digital adoption for their businesses in a 
remote environment.

There has been a preference to 
bypass the more traditional banks and 
apply wholly for finance online rather 
than go in-branch, which has not been 
an option during the pandemic.

Consequently, this move to online 
has caused a rise in the number of 
fintech lenders. Martin Sulte, CEO and 
co-founder of Mintos, the EU-focused 
alternative investment platform, 

says despite the pandemic, 12 out of 
13 fintech sectors reported year-on-
year growth for the first half of 2020 
compared to the same period in 2019.

Sulte also believes more fintech 
lenders will embrace regulatory 
measures and become a more reliable 
option for investors.

He says: “Fintech is already booming, 
but the market has yet to reach its peak 
and will continue growing throughout 
the year. Our own growth plans 
involve Mintos becoming a regulated 
marketplace, which will open even more 
opportunities for growth.

“Mintos itself has just finished its 
first-ever crowdfunding campaign 
on Crowdcube, attracting over 7,000 
investors and raising €7.2m.”

The adoption and investment into 
startups developing technology and 

solutions for financial institutions, 
SMEs or personal finance is steadily 
increasing. Despite the dip in investment 
numbers this year, 2020 investment in 
fintech was higher than in 2018 in most 
of the European Union.

Overall, the buoyancy experienced in 
the alternative lending market across 
Europe can largely be attributed to pent 
up demand over Q2 and Q3 in 2020, 
despite the global pandemic. 

Seventy-one per cent of those 
transactions were M&A deals, some 
of which were meant to happen in Q2 
and Q3 of last year, but were delayed 
to Q4 or the start of Q1. Going forward, 
demand will pick up in Q2 as various 
countries, including the UK, come out 
of their respective lockdowns after 
being given the ‘green light’ by their 
governments.

“Fintech 
is already 
booming, 
but the 
market has 
yet to reach 
its peak.”

Alexandra Frean, Chief Corporate Affairs Officer at Starling Bank.
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Source: Annie Spratt on Unsplash.

Section 2: The Impact Of Government-backed Lending Schemes

Hits And 
Misses
Across Europe, the inclusion of alternative lenders 
among emergency loan schemes has varied wildly.

Once allowed to participate in 
emergency business loan schemes, 

alternative lenders have shown their 
strength over the past year, but it hasn’t 
necessarily benefited the whole sector.

Governments worldwide have 
launched state-backed lending schemes 
to support businesses that the Covid-19 
pandemic has hit. Levels of support 
have varied, and so has the involvement 
of alternative lenders.

Slow Start
The UK government launched the 
Coronavirus Business Interruption 
Loans Scheme (CBILS) on 23 March 
2020, with 80 per cent of each loan 
backed by the government.

Lenders had to be accredited by the 
state-backed British Business Bank, and 
there were concerns in the early weeks 
of the scheme that the leading providers 
were banks who were focusing on their 
own customers.

Peer-to-peer lender Funding Circle 
was the first non-bank alternative lender 
to get accredited for CBILS on 17 April 
and was joined in the following weeks by 
brands such as Assetz Capital, ThinCats, 
and Iwoca. According to the British 
Business Bank, around two-thirds of the 
more than 100 accredited CBILS lenders 
were alternative brands.

Despite starting later, Funding Circle 
still managed to approve £2.6bn of 
CBILS finance by the end of February. 
This made it the third-largest lender in 
the scheme behind NatWest and HSBC, 
showing the impact alternative lenders 
can have.

Iwoca said it lent more than £300m 

under the scheme, which closed at the 
end of March and now sees demand 
from businesses looking for extra non-
CBILS finance.

CBILS has been replaced by a 
new Recovery Lending Scheme, that 
many alternative lenders are awaiting 
accreditation for.

Non-bank Barriers
There were some barriers to alternative 
lenders taking part in the UK’s 
emergency support though. 

All non-bank lenders were at a 
disadvantage as they couldn’t access the 
Bank of England’s Term Funding Scheme 
like banks to get cheap wholesale 

funding to back CBILs loans. Fintech 
firms such as peer-to-peer lenders 
also couldn’t use retail money, so they 
had to find institutional backing, which 
excluded many from taking part.

The British Business Bank also 
warned that state-backed schemes have 
been detrimental to some alternative 
business lenders not involved. It 
attributed this to the government’s 
Bounce Back Loans Scheme (BBLS) that 
backed 100 per cent of each loan and set 
interest rates at 2.5 per cent.

The British Business Bank said in its 
latest small business finance markets 
report that this was too low for many 
alternative lender’s margins and, 

Florence de Maupeou, Director General of Financement Participatif France.
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coupled with CBILS, eroded their client 
bases. However, others such as Capify 
argue that alternative lenders have still 
filled a gap for borrowers who don’t 
meet the rigid criteria of banks.

Continental Comparisons
Fintech involvement on the continent 
has been more sporadic. For example, 
France’s Pret Garanti par l’Etat offers 
90 per cent guaranteed loans until June 
2021, but lenders could only charge fees 
of up to €1,000 per loan.

“The Prêt Garanti par l’Etat has 
enabled companies to borrow from 
banks at rates close to zero,” Florence 
de Maupeou, director general of French 
crowdfunding trade body Financement 
Participatif France, said. “In this context, 
the loans offered on the platforms are not 
competitive.”

Similar to the UK, French fintechs such 
as October, Credit.fr and PretUp had to 
wait until a month later to get accredited 
under the state scheme. Olivier Goy, chief 
executive of October, said the fee cap in 
France was a huge constraint.

“We grant them but have not been 
pushing it as much and have instead been 
offering our non-state guaranteed loans,” 
he said. October is accredited under the 
Italian emergency lending scheme, which 
also had a 90 per cent guarantee but no 
fee cap. Goy says that has made it easier 
to focus on the state scheme.

Along with other alternative lenders 
such as Ebury, the platform has also 
provided support under the Dutch SME 
Credit Guarantee Scheme. But industry 
observers say this support hasn’t been as 
popular for borrowers as it only backs 75 
per cent of each loan.

Simon Cureton, chief executive of 
business finance aggregator Funding 
Options, which operates in the UK and 
the Netherlands, said Dutch alternative 
lenders have actually benefited due to state 
support being less extensive than in other 
countries.

“There were no products similar to BBLS 
in the Netherlands,” Cureton said. “If your 
government isn’t offering such generous 
terms, then it is less attractive to offer its 
products. We had a record fourth quarter 
in the Dutch market for cumulative lending, 
which speaks volumes about the resilience 
and maturity of lenders in the country.”

It was a different picture across the 
border in Germany, where fintechs 
were almost absent from state support. 
Germany’s state-backed bank KfW 
launched its own BBLS style instant loan 
scheme that took 100 per cent loan liability, 
but the finance can only be granted by 
banks. 

Hamburg-based Varengold Bank, which 
backs alternative lenders across Europe, 
did try to address this and launched a 
partnership with Berlin-based fintech 
Kapilendo.

“This was the only alternative lending 
proposition in the German market,” 
Alison Harwood, of Varengold Bank, 
said. “Fintech as an industry is not 
as prominent or well supported in 
Germany. There was a strategic decision 
in a pandemic to stick with who you 
know. This makes some of the criticism 
of the British Business Bank in the UK 
unfair.”

There was 
a strategic 
decision in 
a pandemic 
to stick with 
who you 
know.

Alison Harwood, Head of London Branch at Varengold Bank
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Helping British 
Businesses To 
Bounce Back
Metro Bank and Ezbob implemented a SME lending platform in six 
weeks—with 94% fully-automated approvals.

Sponsored by

Metro Bank, one of the UK’s highly-
regarded challenger banks, is an 

accredited lender for the Bounce Back 
Loan Scheme (BBLS), a government-
backed initiative to support SMEs hit 
hard by the Covid-19 pandemic.

As soon as they heard about the 
scheme, the team at Metro Bank was 
keen to get involved so they could give 
their business customers a timely boost.

“We had to act very quickly to build a 
system that would help our customers 
whilst meeting the high volume of 
application and cashflow demands we 
anticipated,” explains Andy Piggott, 
Director of Lending Products, Metro 
Bank.

“The discussion wasn’t about whether 
or not we wanted to get involved, but 

rather how we would get involved. 
We hadn’t previously participated in 
the unsecured SME lending space, 
and our processes were geared more 
towards larger commercial customers 
that require manual intervention and 
underwriting as part of the credit 
decisioning process.” 

The team explored its options and 
decided that embarking on a digital, 
automated journey was the best fit for 

the high levels of demand expected. The 
benefits included quicker approval times 
and a highly-efficient solution.

Seamless Integration 
To help create a suitable solution for its 
customers, Metro Bank turned to Ezbob 
and its award-winning high-speed, 
customer acquisition machine. Ezbob’s 
onboarding and credit decisioning 
platform helps financial institutions 
to increase sales (account openings/
lending) and profitability by using 
advanced AI-powered decisioning 
analytics and automation. It taps into 
the rich Open Banking environment and 
aggregates information from over 40 
different data sources, prompting better 
risk management and quicker, more 
informed credit decisions. 

Ezbob provided Metro Bank with 
a highly-customised, AI-powered 
onboarding flow, adjusted to BBLS 
requirements in a short timeframe. 
The relevant external and internal data 
sources were integrated smoothly 
and Ezbob’s risk engine was adapted 
to be fully compliant with the BBLS. 
The Ezbob system also acted as a 
data warehouse for all reporting 
requirements. 

“In terms of integration with the 
Metro Bank system, it was decided 

Source: Metro Bank.

"The discussion wasn’t 
about whether or 
not we wanted to get 
involved, but rather 
how we would get 
involved."

Metro Bank.

http://ezbob.com
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that—as speed was of the essence—the 
number of points of integration would 
be kept to a minimum,” says Piggott. 
“But there were a few that were of 
course crucial. These included APIs that 
checked whether the applicant was a 
Metro Bank customer, disbursement of 
funds, and reconciliation with the bank’s 
core platform.”

“The nature of this scheme meant 
that limited credit checks were 
needed—customers self-certify their 
eligibility—but a crucial element was 
fraud checking, enabled by the Ezbob 
platform. This was a key requirement 
in line with the BBLS guidelines. By 
drawing on Ezbob’s platform, Metro 
Bank was able to quickly check CIFAS 
(Credit Industry Fraud Avoidance 
System) databases, as well as location/
device checks for potential fraud.” 

Conquering Complexity 
To Accelerate Time-To-
Market 
Providing a new solution from scratch 
was a complex project that touched 
every area of Metro Bank: the product 
team, IT, finance to make sure the 
reconciliations worked, marketing and 
communications to tell customers 
about the scheme, and of course the 
distribution teams across the bank’s 
stores and contact centres. 

With Metro Bank new to the 
unsecured SME lending sector, a 
dedicated, agile team of Ezbob experts 
were on hand 24/7 to support both 
the bank’s team and the new platform. 
Whilst efforts were made to limit the 
complexity by limiting the number of 

integrations put in place to only those 
deemed essential, that was perhaps 
countered by the added complexity 
of familiarity with BBLS rules and 
customisations to the platform.

Another challenge was the quick 
turnaround. There was a huge amount of 
internal urgency to get the right solution 
for customers, but also external urgency 
from those customers wanting to know 
how Metro Bank would be engaging with 
the BBLS and when it would go live.

“We faced a real challenge joining 
the scheme after the big banks, and it 
was crucial to deliver a solution for our 
customers as quickly as possible,” says 
Piggott. “We’d seen our competitors 
criticised for the length of time it was 
taking to process bounce back loans, 
so we knew a speedy yet slick process 
was needed—a fast-moving solution that 
didn’t forfeit any of the relevant checks 
with third-party services.”

Unlocking Success 
Thanks to agile, collaborative working, 
the implementation has been a big 
success story. The new solution went 
live on 8 June 2020, just six weeks after 
the inception of the BBLS, which was the 
first time Metro Bank became aware of 
the initiative. In these six weeks, a full 
platform was conceptualised, created, 
tested, and rolled out.

As of the time of writing, Metro Bank 
has already been able to provide more 
than 34,000 government-backed loans to 
businesses, totalling more than £1.4bn. 
The bank boasts an 86 per cent approval 
rate (substantially higher than the 
industry’s average of 79 per cent), with 
94 per cent of these approvals fully-

automated. In total, 94 per cent of the 
loans offered have been accepted and 
signed.

The new platform has helped Metro 
Bank to build up an SME loan portfolio 
in months that would otherwise have 
taken many years to achieve. It has been 
held up by customers as an example of 
what best practice looks like regarding a 
digital customer journey and application 
process. The main benefits for Metro 
Bank’s customers include enhanced 

user experience, a quicker journey (more 
than 90 per cent of users completed the 
application in less than five minutes), 
and automation. 

Importantly, this project has also 
helped to build a strong relationship 
between Metro Bank and Ezbob. The 
experience gained through the BBLS 
will prove invaluable when the two 
companies work together to provide 
loans to customers independent of the 
government scheme, an exciting market 
development that will gather pace in the 
coming months.

Get in touch with Ezbob today to learn 
more about our high-speed, customer 
acquisition machine. Get a demo to 
see how it can help your organisation 
enhance its lending operation.

We faced a real challenge joining 
the scheme after the big banks, 
and it was crucial to deliver a 
solution for our customers as 
quickly as possible.

90 per cent of users 
completed the 

application in less than 
five minutes.

http://ezbob.com
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Source: Dayne Topkin on Unsplash

Section 4: Key Themes In The UK Market

Resilience In 
Uncertainty
SME demand fuelled strong lending growth in 2020.

The alternative lending market in the 
UK showed resilience throughout 

last year despite the Covid-19 pandemic 
with SME appetite for growth finance at 
its highest levels since 2016, according 
to research from P2P lender Funding 
Circle and Oxford Economics.

Seventy-three per cent of businesses 
will require future finance, the research 
adds, with more than 80 per cent of this 
earmarked for investment.

Lisa Jacobs, Europe Managing 
Director at Funding Circle, said: “With 
the path to recovery only just beginning, 
demand from small businesses for 
finance is set to remain strong for the 
foreseeable future. Fast and simple 
funding will be essential to give these 
businesses the required firepower to 
invest and grow.”

In this article, we will be discussing 
several key themes affecting the UK 
alternative lending market.

Growth Of Fintech Lenders
Fintech lenders have played a key role in 
supporting the UK SME finance market 
over the past 12 months by bringing 
more choice and competition to the 
sector.

Anil Stocker, CEO at fintech business 
lender MarketFinance, believes that the 
pandemic has sped up digital adoption 
across large parts of the country. 

“Business lending is no different. We are 
seeing a continuing need to provide fast, 
easy-to-access, digitally available funding 
solutions to SMEs across all sectors 
within the UK,” says Stocker.

Year-to-date, MarketFinance has 
deployed over £64m in business loans 
and invoice finance to businesses across 
the UK, up 50 per cent from the same 
period last year. 

Online searches for business loans in the UK

Share of SMEs happy to use finance to grow

Online business loans

Jan 2019 - Dec 2020 Source: Google Trends.

Source: BVA BDRC.
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Lisa Jacobs, Europe Managing 
Director at Funding Circle.
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Looking To Regulate
More fintech lenders are looking at 
regulation to reassure clients, and 
bring more clarity, transparency, and 
safety, says Martins Sulte, CEO and 
co-founder of EU-lending alternative 
investment platform Mintos. Sulte says: 
“As for new and small platforms, it will 
be more challenging for them to stay 
in the game if they refuse to become 
regulated.”

In the case of Mintos, the firm 
is expecting to acquire both the 
Investment Firm and the Electronic 
Money Institution licenses in the 
coming months.

Increased regulation within the UK 
alternative lending sector has attracted 
institutional investors to the sector, 
who feel reassured that P2P lenders 
like Zopa and challenger banks like 
Starling have government backing.  

George Barrow, fund manager at 
Polar Capital Global Financials Trust, 
says: “The P2P lending model has 
evolved from the ‘disruptors’ who were 
trying to take on the traditional banks. 

“Initially, we had some concerns on 
how resilient asset quality and funding 

would be through a downturn, and I 
think that’s what kept us back from 
investing in the sector for several 
years. But now, if we look at the 
investment case for say, Funding Circle, 
it looks more attractive as the firm has 
moved their funding model from largely 
retail investors to institutional (asset 
managers, banks)—only 11 per cent of 
the P2P lender’s funding comes from 
retail.

“Funding Circle has also now been 
stress-tested during the Covid-19 
pandemic and has demonstrated 
resilience with the business benefiting 
from its role in originating government 
guaranteed lending.”

In 2020, SMEs borrowing through 
Funding Circle contributed £7.5bn to UK 
GDP and supported 100,000 jobs. This 
increases to £10bn in GDP contribution 
and 135,000 jobs when including 
lending to small businesses through 
Funding Circle in the US.

Embedded Lending
Some alternative lenders attributed 
their significant increase in lending 
volumes last year to employ the 
strategy of ‘embedded lending’, which 
is more partnership focused. 

For example, MarketFinance has 
strengthened its partnership with 
Barclays Bank by helping their 
business banking customers with 
invoice finance funding. 

In September last year, 
MarketFinance also partnered with 
fellow fintech Ebury to ensure SMEs 
across the UK could quickly access 
emergency lending, offering loans and 
revolving credit facilities to Ebury’s 
UK SME base. 

“A key part of our strategy is 
partnering with organisations who 
want to improve access to finance for 
their business customers. Our mission 
has always been to give SMEs a fair 
playing field for them to get access to 
working capital. We’re now working 
with partners to embed our finance 
technology within their platforms, 
allowing their customers quicker and 
easier access to the working capital 
they need,” said Anil Stocker.

Government Support
As well as support from fintech lenders, 
support from the government has 
helped SMEs keep afloat, adapt and 
diversify their businesses more. 

More than half of SMEs that 
accessed CBILS (Coronavirus Business 
Interruption Loan Scheme) through P2P 
lender Funding Circle used their loans 
to support their investment plans. 

Conclusion
The alternative lending market proved 
to be resilient, despite the downturn in 
the UK economy due to the Covid-19 
pandemic. 

SMEs were thrown a lifeline from 
alternative lenders and government-
backed loans to stay afloat for a little 
bit longer. 

Although Robert Connold, head of 
alternative lender debt advisory at 
Deloitte, predicts a slight downturn at 
the end of Q1, he believes there will 
be a pick-up in demand in Q2 and Q3 
of 2021 due to the clear roadmap the 
government has set out.

“Funding 
Circle has 
also now 
been stress-
tested during 
the Covid-19 
pandemic 
and has 
demonstrated 
resilience.”

Anil Stocker, CEO and 
Co-founder of MarketFinance.
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Lending’s 
Next Frontier
These pioneers are pushing the boundaries of what is 
possible with embedded lending technology in 2021.

First came the internet, then cloud 
computing, followed by mobile 

and now fintech is creating the fourth 
technological wave, and the emergence 
of embedded finance is helping it.

That’s according to Matt Harris, a 
partner at fintech investor Bain Capital 
Ventures. He wrote a landmark essay in 
2019 that predicts the embedded finance 
sector could be worth $3.6 trillion over 
the next decade in the US alone.

Defining Embedded 
Finance
The idea behind embedded finance 
is that any brand can offer financial 
services to its customers without 
actually providing the funding or 
software itself.

It is already established within 
payments, such as automatically 
paying for an Uber through the ride-
hailing app or, more recently, being 
able to set up a buy-now-pay-later 
agreement through fintechs such as 
Klarna directly on a retailer’s website.

The customer never leaves the 
retailer or provider’s website and can 
be offered financial services such as 
payments or insurance in one place, 
embedded in the background by a 
fintech.

Harris predicts that this could 
change the role fintechs play, with 
customers using their services without 
even noticing and benefiting from an 
easier way to transact.

It is a strategy that is also 
increasingly being applied to lending. 
For example, Shopify Capital offers 

Liberis was founded in 2007 and 
launched a partnership embedded 

finance model to work alongside its 
direct lending platform in 2016 to 
provide revenue-based finance.

It decided to solely focus on being 
an embedded finance lender through 
e-commerce and payments companies 
in April 2021. Partners include payment 
processing providers WorldPay and 
Global Payments. 

This gives Liberis easy access to 
up-to-date sales figures for users that 
can be analysed when making lending 
decisions. Businesses have accessed 
its revenue-based financing from the 
UK, US, Finland, Sweden, Denmark, the 
Czech Republic, and Slovakia. 

“The direct market has a lot of 
competition,” Rob Straathof, CEO 
of Liberis, said. “It is expensive 
to originate, and working through 
partnerships is a lower price plus the 
quality of applicants is better. Every 
single month, we see the data of at 
least 600,000 merchants and can make 
pre-approved decisions to decide who 
we want to lend to.” 

Liberis has financial backing from 
Silicon Valley Bank (SVB), British 
Business Investments and Paragon 
Bank and has provided more than 
£500m of funding since 2007. The 
lender says more than 70 per cent of 
applications are approved, and 80 per 

cent receive funds within 48 hours as 
the data is readily accessible through 
their partners. 

“We are helping provide frictionless 
finance,” Straathof adds. “Our process 
removes the fear of rejection as we 
already have all the data to make our 
decision through our trusted partners. 
This removes the hassle of applications 
as we can tell someone if they are 
pre-approved or ask for more data if we 
need it.” 

Company: Liberis 

Founded: 2016 

Category: Revenue-based finance 

Active in: UK, US, Finland, Sweden, 

Denmark, the Czech Republic, and 

Slovakia. 

Location: UK, US, Sweden

Website: Liberis.com

Rob Straathof, CEO of Liberis.

Source: Kiril Dobrev on Unsplash.
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advances to users of its e-commerce 
platform. There is no need for users to 
send loads of documents or go through 
a lengthy application required by a 
bank.

Instead, the necessary company 
information and sales data are already 
on the Shopify platform, making it 
easier for a lending decision to be 
made. The end-borrower only deals 
with Shopify Capital, despite the 
funding and software actually coming 
through embedded finance provider 
YouLend.

Still In Its Infancy
Fintechs such as YouLend and Capify 
provide both loans and revenue-based 
finance, but others, including Liberis, 
a55, and Uncapped, focus on the latter. 
Alternative lender Iwoca also provides 

its small business loans through 
embedded finance partnerships 
arranged on its dedicated platform 
called OpenLending.

It set up one of the first embedded 
finance partnerships in 2017 when it 
started providing its loans through 
current account challenger Tide. 
Funding Circle has also said it plans 
to test an API for partners to offer its 

business loans this year.
Advocates of embedded finance cite 

the readily accessible customer data 
that should make lending decisions 
faster. Manuel Silva Martinez, general 
partner at fintech venture capital 
firm Mouro Capital, which already 
backs South American embedded 
finance lender a55 and Warsaw-based 
Uncapped, said embedded finance 
would “dramatically change” the data 
that traditional lending relies on.

“Banks have traditionally 
underwritten loans on stale and often 
outdated data, typically describing 
‘stock measures’ of the borrower such 

Iwoca is already an established 
alternative lender and has issued 

more than £2bn of funding through its 
Flexi-Loan and invoice finance IwocaPay 
products. It has built market share 
since launching its first APIs in 2017 
that let partner firms such as business 
current account challenger Tide use its 
technology to give users access to fast 
loan applications and decisions.  

This evolved into OpenLending, which 
was launched in 2019 and provided a 
dedicated embedded finance platform 
for partners to sign up to offer Iwoca 
technology and funding through their 
own brands. Iwoca now has more than 
20 embedded finance partners ranging 
from digital neo-banks such as Monese 
and Tide to accountancy software firms 
Xero and Fluidly. 

More than 30 per cent of loan 
applications now come through Iwoca’s 
embedded finance partners. 

By embedding Iwoca finance, 
our partners help us reach more 
small businesses that need us and, 
importantly, make it much easier for 
those businesses to access finance 
because it’s readily available from 

within services they already use,” Colin 
Goldstein, commercial growth director 
for Iwoca, said. “It will also mean we can 
offer more tailored finance and do so 
quickly.” 

He added that the quickest time from 
starting an application to money in the 
bank was just three minutes 26 seconds 
with Tide. 

Company: Iwoca (OpenLending) 

Founded: 2017 

Category: Business lending  

Active in: UK, Germany 

Location: UK and Germany 

Website: Iwoca.co.uk 

“Banks have 
traditionally 
underwritten loans 
on stale and often 
outdated data."

Sophie Guibaud, Chief Growth Officer at OpenPayd.

Colin Goldstein, Commercial 
Growth Director of Iwoca.
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as cash at hand or size of inventory,” 
he said. Silva Martinez said embedding 
lending on other platforms such as 
payments processors or e-commerce 
providers creates new ways of 
understanding creditworthiness such 
as payment flows, client concentration 
and payment times.

“This will be particularly beneficial 
for addressing the needs of businesses 
whose financial situation is rapidly 
changing and where stock measures 
may not accurately represent their 
financial status at each point in time, 
such as fast-growing tech companies 
or companies with high sales 
seasonality,” he added.

He warned the only risk was that 
if banks change their approach as a 
result of the popularity of embedded 
finance and even offer it themselves.

Embedded finance also helps 
other brands provide extra value to 
their customers. Business finance 
aggregator Funding Xchange has an 
API that is embedded with challenger 
banks such as Monzo and Mettle and 
also with business support network 
Enterprise Nation so customers and 

members can apply for financial 
support. 

“These partners want to retain 
customers in their own platform and 
are using our APIs to deliver access 
to custom marketplaces for their 
customers,” Katrin Herrling, chief 
executive of Funding Xchange, said.

Next Steps
Sophie Guibaud, chief growth officer 
at OpenPayd, which helps businesses 
embed financial services into their 
products, adds that embedded 
lending could help funds move more 
freely, especially when combined 
with Open Banking technology. She 
suggested real estate agents could 

soon offer mortgages, and e-commerce 
marketplaces could offer financing 
solutions to sellers on their platforms.

“The next step is payment initiation—
it’s the difference between reading 
data and acting as a result of that 
data,” Guibaud said. 

“Soon, for example, lenders will 
be able to automate the delivery of 
loan payouts once an application is 
successful, speeding up the time it 
takes for funds to become available. 
This wholesale transformation of 
lending as we knew it creates a world 
where funds move more freely, more 
responsibly and more impactfully—
ensuring those who should have access 
to credit have it.” 

Soon lenders 
will be able to 
automate the 
delivery of 
loan payouts 
once an 
application is 
successful.

YouLend may not be the first name 
you think of when it comes to 

business funding, but if you are a 
Shopify user for your business or list 
actively on eBay, there is a chance 
you will come across its revenue-
based finance product.

The company launched in the 
UK in 2017 and also operates in 
the Republic of Ireland and the 
Netherlands. It plans to launch 
in Poland and Germany later this 
year. It provides revenue-based 
financing to more than 1,000 
businesses a month through 
partnerships, including with Shopify, 
Paymentsense, Allianz Global 
Investors and most recently eBay.

The level of funding is based on 
the online or card terminal sales 
history of a business, which can 
be accessed through the partner 
platforms, and a range of other 
parameters such as digital footprint 
and reviews.

Mikkel Velin, Founder of YouLend, 
said the embedded finance platform 
aims to fix the main pain points 
of business financing: the user 
experience, speed, price and product 
flexibility. “Our software platform 
enables marketplaces, payment 
service providers and e-commerce 
providers to extend their value 

proposition in their own branding to 
their merchants, without capital at 
risk,” he said.

“We win if our partners win. Our 
partners win if their merchants win. 
It’s ultimately all about providing the 
end merchant with a seamless user 
experience and a superior product.”

Company: YouLend

Founded: 2016

Category: Business funding

Active in: UK, Republic of Ireland, 

The Netherlands

Location: London and Dublin

Website: Youlend.com

Mikkel Velin, Founder of YouLend.
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Three years is often seen as the 
magic number when it comes to 

establishing a track record, and that’s 
what Tim Levene, chief executive of 
alternative finance-focused investment 
trust Augmentum Fintech is banking on.

The investment company launched 
on the London Stock Exchange in March 
2018 to become the only listed fintech-
focused venture capital firm in the UK.

It raised £94m through an initial 
public offering, alongside a £700,000 
crowdfunding round on Seedrs, with 

investors hoping for returns from an 
investment objective that backs fast-
growing fintechs shaking up the lending 
and broader financial services space in 
the UK and Europe. 

“Three years is a good milestone to 
sit and reflect,” says Levene. “When 
we listed, I said to investors that they 
should start to judge us towards the end 
of year three. I felt the portfolio would 
show real maturity towards the end of 
year three, which is the end of 2021.”

So far, its shares are up 66.5 per cent 

over three years as of 20 April and are 
89.9 per cent higher annually. Its three-
year performance lags the technology 
and media Association of Investment 
Companies sector that the fund sits in, 
albeit with a different strategy.

Investment companies in the 
technology and media sector have 
experienced share price growth of 
104.9 per cent over three years, but 
are up just 38.8 per cent over the past 
year, which is under half the rate of 
Augmentum Fintech’s annual growth.

The Digital Shift
Much of the fintech sector has been 
helped by the pandemic over the past 
year and the shift online caused by 
lockdown restrictions. That is good 
news if you run a portfolio focused 
on backing companies used to using 
online technology to attract and retain 
customers.

Section 6: Tim Levene Interview

Weathering 
The Storm
The CEO of Augmentum Fintech looks back on the last three years, 
and explains why he’s so optimistic for the 12 months ahead.
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“When we listed, I said 
to investors that they 
should start to judge 
us towards the end of 
year three… which is 
the end of 2021.”Tim Levene, CEO of Augmentum Fintech.
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Augmentum Fintech’s largest 
holdings as of September 2020 were DIY 
investment platform Interactive Investor 
and business current account challenger 
Tide.

Augmentum Fintech also has 
exposure to alternative lending through 
investments in business finance 
provider Iwoca and peer-to-peer lender-
turned banking brand Zopa, as well as a 
small stake in Seedrs.

“Generally, anything digital-led has 
benefited over the past year,” Levene 
says. “A lot of our portfolio has seen 
accelerated digital adoption. What we 
don’t know is what behaviour sticks 
once we go back to normality.”

He says many of the demographics 
who were unsure about the move 
to digital financial services have 
recognised that the barriers aren’t that 
high.

Overcoming Covid-19 
Challenges
But he does admit that alternative 
lending has had a challenging 14 
months.

There were complaints at the start 
of Covid-19 in the UK that the British 
Business Bank was slow to approve 
alternative lenders for the government’s 
emergency lending schemes.

Levene says state-backed products 
such as the Coronavirus Business 
Interruption Loan Scheme (CBILS) and 

Bounce Back Loan Scheme have also 
taken demand away from alternative 
lenders.

That was a challenge faced by one of 
his portfolio companies, small business 
lender Iwoca, which makes up six per 
cent of the fund’s holdings.

“Lending as a sector has in part had 
a challenging pandemic,” Levene says. 
“Iwoca has navigated the pandemic 
exceptionally well. You never know how 
your investments are going to perform 
until you go through these sorts of 
stress tests. Iwoca’s flexi loan product 
was cannibalised by Bounce Back Loans. 
Becoming CBILS accredited itself has 
been a helpful product for Iwoca, and we 
remain confident in the business.”

Zopa, which makes up 6.7 per cent of 
the Augmentum portfolio, also had its 
own challenges.

It faced a rush to secure funding 
to boost its capital requirements so 
it could get a full banking licence and 
raise £140m from IAG Silverstripe 
in December 2019. That was a lower 
amount than many expected and meant 

Section 6: Tim Levene Interview

“In this 
market, you 
have to be 
opportunistic 
and take 
a rational 
economic 
decision 
when the 
opportunity 
comes up.”
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“Iwoca’s flexi loan 
product was cannibalised 
by Bounce Back Loans... 
we remain confident in 
the business.”
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Augmentum’s stake in Zopa reduced in 
value by £10m to £11.6m. Augmentum 
blamed the lower valuation at the time 
on Brexit, UK political instability and 
rival Funding Circle’s poor stock market 
performance.

“We have not seen the valuation 
appreciation that was anticipated at the 
start of the process,” an Augmentum 
Fintech update said in December 2019.

Zopa gained its banking licence in 
June 2020, almost two years after being 
granted an interim licence by regulators, 
and Levene is optimistic that the world’s 
oldest peer-to-peer lender can make 
banking work.

“Zopa had a difficult capital raise at 
the point it got a licence. It took capital 
at what we thought was a heavily 
discounted market value,” Levene 
explains. “It has now tapped into life as 
a fully-fledged bank in a positive way. 
Its margins are more attractive now 
that interest rates are so low, and its 
credit cards have done well. If you are 
an investor in Augmentum, you would 
put Zopa down as a disappointment 
to date, but there are real signs of 
encouragement.”

Levene says Zopa has the DNA and 
capability many of the neo banks would 
die for. “It is hard to build a business on 
the current accounts,” he adds. “Both 
Zopa and Iwoca are in the later stages of 
their evolution but still have a lot to do. 
I am excited about their strategy over 
the next 12 to 18 months. Both have 
demonstrated profitability, which is a 
core part of their focus.”

Levene is non-committal about 
whether this means he could eventually 
be looking for an exit on either portfolio 
company.

Exit Strategies
The fund made its first exit in April 2021, 
selling its holding in digital bookkeeping 

platform Dext to software investor Hg 
for £10.5m. It had invested £7.5m into 
Dext, formerly Receipt Bank, in January 
2020 and said the exit delivered a return 
of 30.5 per cent.

“As Dext has demonstrated, you can 
never say never,” Levene adds. “We 
looked at the opportunity and where 
Dext was going, so took that decision 
to sell. In this market, you have to 
be opportunistic and take a rational 
economic decision when the opportunity 
comes up. Locking in a good return for 
investors is often important, and we 
want to be able to influence a business 
in the right way. We will see where 
Zopa and Iwoca are at the end of 2022; 
arguably, that’s a good time to pause 
and take stock about what the future 
may hold for them.”

He is also still confident about 
the future of crowdfunding platform 
Seedrs despite its failed merger with 
Crowdcube after the Competition and 
Markets Authority vetoed a proposed 
deal.

“We felt the merger was a sensible 
deal for both businesses to focus their 
energy on scale,” Levene says. “It is 
disappointing that it failed. Seedrs has 
traded well in the first quarter but could 
have got there quicker working together 
rather than in competition.”

The fund has £30m of capital on 
its balance sheet to invest, helped by 
an oversubscribed share placing in 
October 2020. Levene says it won’t all 

be invested, but he is on the lookout. He 
says there are plenty of opportunities, 
particularly in payments and crypto, but 
they can be expensive.

“We won’t invest in Bitcoin or 
Ethereum, but there is a huge amount 
of opportunity in infrastructure and 
platforms in cryptos,” he explains. 
“There is always a high-quality bar. 
There may be other less obvious areas 
that are not as competitive, but where 
there is more value, sometimes it pays 
to be contrarian.”

A Worthwhile Premium?
Another challenge for the fund is to 
bring down its hefty premium to NAV, 
which is around 40 per cent. Analysts 
at Numis suggest this could mean more 
capital raising to bring the NAV down, 
which Levene says the fund will want to 
look at in the future.

Numis is still keen on the fund despite 
the premium.

“Augmentum has a unique mandate 
among London-listed funds, and appears 
well-placed to exploit the rapid growth 
potential among European fintech 
companies, which are seeking to disrupt 
the business models of traditional 
banking and financial services,” Numis 
analyst Ewan Lovett-Turner says. 
“The fund is an attractive long-term 
investment, albeit that the early-stage 
nature of the companies means that it 
may not always be a smooth ride for 
investors.”

Section 6: Tim Levene Interview

Seedrs has traded well in 
the first quarter but could 
have got there quicker 
working together [with 
Crowdcube] rather than in 
competition.

Ewan Lovett-Turner, Director 
at Numis Securities.
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Competing With 
The Big Five
With the UK’s largest banks accounting for 80 per cent of SME 
lending in the UK, embracing agile, affordable technology is the 
best way for lenders to compete.

Industry research highlights that SME 
lending in the UK is dominated by five 

Tier 1 banks that small companies know 
very well and therefore offer a comfort 
factor. How can smaller financial 
institutions break into the circle and 
help provide the finance that SMEs need 
as they lead the economic response to 
Covid-19?

SME lending in the UK market is 
currently dominated by five prominent 
banking groups: NatWest Group, Lloyds 
Banking Group, Barclays, Santander, 
and HSBC. Recent findings from the 
Competition and Markets Authority 
(CMA) reveal that these five groups 
account for approximately 80 per cent of 
the value of SME loans in the UK.

Small business owners have grown 
up with these big banking names and 
trust these brands to support their 
financial needs. A study by the British 
Business Bank (BBB) has found that only 
40 per cent of SMEs contact more than 
one bank when thinking about financing. 
When they seek loans, the majority 
consider only their current account 

SME Lending - Reasons For A Positive Experience
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Source: Alex Tai on Unsplash.
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provider. This points to the importance 
of an existing relationship.  

And this begs the question of what 
the myriad other financial institutions 
can do to gain market share in SME 
lending, especially amidst high demand: 
according to HM Treasury, UK firms 
have taken out more than £70bn in loans 
since the pandemic began.

Competing With The Big 
Five
Interestingly, the BBB study also noted 
that amongst those who have contacted 
finance providers other than the Big 
Five, one in five contacted a challenger 
bank. 

These challenger banks are setting 
new standards for excellence in 
customer experience, speed, and lower 
operating costs that other financial 
institutions must now match to stay 

competitive. It’s for this reason that the 
larger financial institutions, like the Big 
Five, are spending heavily on digital 
lending transformation. The pandemic 
has further accelerated this shift to 
digital channels and the need for rapid 
digital transformation.

The big banks are well aware that 
SMEs value the convenience and speed 
that challenger banks offer. For this 
reason, they are investing in their 
lending infrastructure to match this and 
further build on the existing, positive 
relationships they have with small 
business owners.

The BBB study revealed that ease 
of convenience of the application 
process, as well as speed of application 
and approval, are the main drivers 
when it comes to borrowers recording 
a positive experience. These are 
therefore the elements that Tier 2 and 
Tier 3 banks must harness to secure 
their slice of market share.

Finding Your Edge
To remain competitive and grow in these 
challenging economic times, smaller 
financial institutions must quickly 
implement affordable solutions that 
improve the customer experience, speed 

up the decisioning process, and lower 
their operating costs.

At Ezbob, our cloud banking software 
democratises access to the latest digital 
lending technology by removing some of 
the cost barriers.

Thanks to our experience as a 
lender, we know exactly what your SME 
customers are looking for. We offer 
an affordable onboarding and credit 
decisioning service platform designed 
for financial institutions operating in 
the UK. It will help you to increase 
sales (account openings/lending) 
and profitability by using advanced 
AI-powered decisioning analytics and 
automation.

It reduces cost per loan whilst 
also greatly enhancing speed and 
customer experience (less data entry, 
immediate decisions). So it’s a win-
win for both your institution and your 
customers, providing a lifeline to SMEs 
as they battle the ongoing effects of the 
pandemic.

Get in touch today to find out more 
about how our award-winning, customer 
acquisition solutions can help you to 
digitise your processes and transform 
your lending offering.

The big 
banks are 
well aware 
that SMEs 
value the 
convenience 
and speed 
that 
challenger 
banks offer.

Source: Adam Winger on Unsplash.

http://ezbob.com
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Source: Finaria, September 2020, Forecast adjusted for expected impact of Covid-19.

Source: Jorge Alcala on Unsplash.
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Poised For 
Growth
P2P and fintech lenders shrug off a challenging 
economic climate due to pandemic.

The US alternative lending market is 
expected to grow by 10.4 per cent 

year-on-year and hit $7.9bn value in 
2021, putting it second globally behind 
China, according to data from Italian-
based capital investment software firm 
Finaria. 

China is the single largest player in 
the global fintech lending market; it is 
forecast to grow at almost 18 per cent 
compound annual growth rate and hit 
$224.bn in value in 2021.

The UK’s alternative lending market 
is forecast to hit $2.5bn value this year. 
Switzerland and Italy follow with $1.3bn 
and $723m, respectively.

History Of The US 
Alternative Lending 
Market
Since the global financial crisis of 2008, 
this market has been steadily growing 
as US small business owners look 
for alternative ways to finance their 
businesses. 

To get some ideas of the size of the 
alternative lending market in the US 
pre-Covid-19, Moody’s Analytics sized 
the alternative lending market in 2015 
at $47bn. Research from US publisher 
Business Insider projected a 2020 
market size of $100bn.

It is, therefore, no surprise that the 
US alternative lending market remained 
strong despite the Covid-19 pandemic, 
buoyed by digital innovation and support 
not only from P2P platforms, P2P 
lenders, challenger banks and fintech 
lenders, but also from various US 
government stimulus packages.

US Government Support
Jillian Cohn, an adviser at venture 
capital firm Mouro Capital, says: “At the 
onset of the pandemic, capital providers 
took a conservative view and limited 
alternative lenders’ ability to issue 
credit. Simultaneously, lenders revisited 
their credit models and tightened their 
underwriting criteria. This led to a 
significant decline in the issuance of 
alternative credit in the first months of 
the pandemic.”

However, on 27 March 2020, President 
Trump passed the Coronavirus Aid Relief 
and Economic Security Act (CARES Act), 
resulting in a $2.2 trillion economic 
stimulus package in response to the 
fallout of the Covid-19 pandemic. 

This included the Paycheck Protection 
Program (PPP)—a loan designed to 
provide a direct incentive for small 
businesses to keep their workers on 

the payroll, as defined by the Small 
Business Administration (SBA)—and 
the Covid-19 Economic Injury Disaster 
Loan (EIDL)—a loan designed to provide 
economic relief to small businesses and 
non-profit organisations experiencing a 
loss of revenue. 

These US government support 
measures totalled initially $350bn 
in funding, which was subsequently 
increased to $669bn by further 
legislation. The National Federal of 
Independent Business said nearly 70 
per cent of all small businesses applied 
for the PPP, and 50 per cent filed for an 
EIDL loan during the pandemic last year. 
Cohn believes this boosted several small 
and medium business lenders (SMB), 
such as Mouro Capital portfolio company 
Kabbage.

“In many cases, the speed and agility 
of alternative lenders allowed them 

Top five business P2P lending markets by transaction 
value in 2021 (in billion U.S. dollars)

Switzerland ItalyChina United 
States

$224.4B

$7.9B
$2.5B $1.4B $0.7B

United 
Kingdom
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Source: ‘Fintech continues to disrupt consumer lending’ report, Morgan Stanley.

Source: dV01, this dataset has a weighted average FICO score of 715, and weighted coupon average of 13.6 per cent, and 
a weighted average balance of approximately $11,400.

Section 8: Alternative Lending In The US
to distribute PPP loans faster than 
traditional banks could. While some 
served only their existing customer 
base, others served non-customers, 
winning new clients in the process,” said 
Cohn. “Following the onset of relief bills, 
unemployment benefits, forbearance 
programs and stimulus checks, a 
recession began looking less likely, and 
credit quality was not suffering as much 
as expected. Fintechs across the board 
experienced rapid growth in sign-ups as 
consumers became more comfortable 
with digital channels for financial 
services, and lending was no exception.” 

There might, however, be a possible 
downside to this extra government 
stimulus. According to legal firm Foley 
& Lardner, by releasing over $600bn 
of funding into the market, the influx 
of capital—at lower rates than typically 
charged by non-traditional lenders—
could disrupt the available market for 
alternative lenders, albeit temporarily. 

Strength Of The US 
Alternative Lending 
Market
Cohn believes that the market will 
remain strong as “consumers and 
businesses look for digital solutions.” 

It’s a view shared by analytics firm 
dVo1, which points out that even when 
US unemployment reached 15 per cent 
last March at the peak of the Covid-19 
pandemic, the alternative lending 
market remained strong.

Analytics firm dV01 highlights 

the US consumer’s resilience. From 
the beginning of March to the end of 
May, change in the rate of unsecured 
alternative loan impairment was in line 

with the official US unemployment rate.
Both the unemployment rate and 

the loan impairment rate trended 
down in May as the economy began 
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Source: ‘Fintech continues to disrupt consumer lending’ report, Morgan Stanley.
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to recover. According to dV01: “These 
are very positive trends for investors 
and indicators of the strength, 
proactive responses, resiliency, and the 
sustainability of online lending a steady 
and established product and asset class.”

Fintech Innovation
dv01’s Vadim Verkhoglyad believes digital 
technology has been at the forefront of the 
US alternative lending sector’s success 
during the Covid-19 pandemic as borrowers 
and lenders directly engaged with each 
other online.

Verkhoglyad says: “Last year when there 
were spikes in demand for borrowing in 
the short-term during in March to April, the 
borrower and lender could engage straight 
away and experience the whole process of 
digital underwriting [in minutes].”

Kenneth Michlitsch, managing 
director of Morgan Stanley’s AIP 
Alternative Lending Group, in a recent 
report titled ‘Fintech continues to 
disrupt consumer lending’, goes one 
step further. Michlitsch highlights 
fintech alternative lending as a new 
asset class in its own right, which 

is growing rapidly since the global 
financial crisis for the following reasons: 
“The attractive structure of alternative 
loans, as compared to credit card debt, 
which benefits both borrowers and 
investors. And the second is the way 
alternative lenders cater to evolving 
consumer banking habits, which mirror 
evolving shopping habits: consumers 
prefer to transact online.”

A recent study by US consumer credit 
reporting agency TransUnion found 
that outstanding unsecured personal 
loan balances rose by $23bn in 2019 to 
$161bn, with much of the growth coming 
from loans originated by fintechs. 
Indeed, fintechs accounted for roughly 
36 per cent of the outstanding balances 
at the end of 2019, up from just 5 per 
cent only six years earlier. 

Conclusion
The ‘future is bright’ for US alternative 
lending post-Covid-19, according to 
Morgan Stanley’s Michlitsch. 

He concludes: “The combination of 
low penetration rate and the key growth 
drivers—attractive loan structures for 

borrowers and investors, alongside 
an increasing consumer desire to do 
business online— suggests opportunity 
for continued growth in the nascent 
asset class of fintech alternative 
lending.” 

However, only time will tell what 
will happen to this market after US 
government support is withdrawn. 
Mouro Capital’s Cohn says they are 
continuing to see strong tailwinds for 
alternative lenders “as investment 
capital (both debt and equity) flows 
freely, and consumers and business 
alike see digital solutions.”

But Cohn remains cautious about 
the future of the US alternative lending 
market: “One thing we will be watching 
closely is roll rates, as government 
relief and other forbearance programs 
wind down. 

“Already, unsecured products like 
personal loans and credit cards have 
seen delinquencies increase over 2019 
levels. Those lenders that were less 
disciplined in tightening or re-expanding 
their credit boxes may be left in 
precarious positions.”

Source: dv01, this data does not include student loans and small business lending as these asset classes in the US are dominated by one issuer SoFi and Funding Circle US.

Year  Impairment Modification Delinquency Payment Ratio CDR CPR
2014  1.86%  0.00%  1.86%  109.99%   3.49% 13.14%

2015  2.19%  0.00%  2.19%  112.74%   4.18% 15.19%

2016  3.40%  0.04%  3.36%  109.33%   6.98% 15.14%

2017  3.92%  0.29%  3.63%  111.18%   8.19% 17.13%

2018  3.76%  0.44%  3.32%  114.75%   7.01% 16.66%

2019  4.18%  0.63%  3.55%  114.50%   7.28% 16.90%

2020  6.76%  3.84%  2.93%  120.29%   6.28% 18.61%
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Coming To The Fore
Lenders are increasingly turning to bank transaction 
data to speed up their lending processes and fill in the 
gaps of credit bureau data.

Open banking has long been painted 
as finance’s fix-all solution to 

improve everything from payments to 
mortgage applications.

Its impact on the lending sector has 
always been ‘just around the corner’, 
yet, in the last 12 months, the promise 
finally appears to be translating into 
reality.

LendInvest, Atom Bank, Liberis, Iwoca 
and Just Cashflow, to name but a few, 
are all lenders who’ve begun harnessing 
open banking data in new aspects of 
their lending processes.

Prompted by the maturing of 
open banking and technological 
improvements, the impact of Covid-19, 

and the increasingly digital-centric 
nature of their customers, adoption has 
reached a penny-drop moment.

A Penny-Drop Moment
Diane Burridge is the CEO of one such 
lender, Moneyline. The chief executive 
was practically corralled into embracing 
open banking by her 165,000-strong 
customer base in 2020.

The not-for-profit lender has served 
low-income families with almost £100m 
in short-term personal loans over 
the last 18 years, lending to a cohort 
that often falls through the cracks of 
traditional credit bureau data and are 
often therefore rejected by lenders. 

Instead, Moneyline has long used bank 
statements to assess affordability, 
whether in-person through its branch 
network, over the phone, or online, but 
as many banks began charging for paper 
statements or restricting access to 
them, the team needed an alternative.

“It was getting hard for customers 
to provide manual bank statements so, 
for those who wanted an alternative, 
open banking was easy and free for 
them,” says Burridge. Moneyline’s open 
banking journey began four years ago 
with ‘screen scraping’ in order to collect 
the required data, and in 2019 the lender 
shifted to the more modern and secure 
API-powered open banking, with the 

Paiak Vaid, Head of Global Product Partnerships at TrueLayer.

Source: Siora Photography on Unsplash.
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help of data partner LendingMetrics, but 
still only for a minority of its customers.

Then 2020 hit, with Covid-19 
closing down its branch network, and 
Moneyline’s entire lending process was 
forced online overnight with 100 per 
cent of its new customers now using 
open banking, most for the first time.

In the words of Moneyline’s chief 

operating officer Shiona Crichton, 
the transition was compelling, letting 
Moneyline rapidly increase the number 
of applicants it could handle, all while 
helping it to make affordability decisions 
based on someone’s spending patterns 
from the past 12 months—an amount of 
data that would have been impossible to 
deal with on paper bank statements.

“One of the key things that we look at 
is we try and understand a customer’s 
current financial traits, the stability 
of their income over a long period,” 
says Crichton. “Because a lot of our 
customers have lumpy income, so you 
have to be able to look at the averages 
over a long period to understand if their 
income is stable.”

Strengths And 
Weaknesses
Burridge and Crichton’s experience is a 
poignant example of the broader trend 
of lenders harnessing additional data in 
their processes.

Over the past year, we’ve also seen 
Atom Bank beginning to offer near real-
time lending decisions with the help 
of additional data, loan marketplace 
Funding Options signed up 20 of its 
lenders so it can start sharing open 
banking data that it collects with them to 
streamline the application process, and 
property lender LendInvest is using the 
information to underwrite an applicant’s 
financial history in just five minutes.

“We’re seeing certain customers 
use our services to do everything 
from balance checks to understanding 
aggregate expenditure in any given 
month,” says Paiak Vaid, Head of Global 
Product Partnerships at open banking 
provider TrueLayer, which works to 
support lenders like Zopa, Koyo and 
Iwoca.

“These were typically services that 
were reserved on behalf of credit 
reference agencies… I think it’s very 
clear that open banking players can 
do this in a much better way than then 
credit reference agencies.”

It was 
getting 
hard for 
customers 
to provide 
manual bank 
statements 
so, for 
those who 
wanted an 
alternative, 
open banking 
was easy 
and free for 
them.

Diane Burridge, CEO of Moneyline.
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It’s been a slow start because right 

now, Vaid says much of the heavy-lifting 
of using open banking data in lending is 
the responsibility of lenders themselves, 
meaning his customers have to be ready 
to handle the vast data sets that open 
banking can unlock. But maybe not for 
much longer.

“We’re now going to start building out 
more value-added use cases, allowing 
us to actually tackle the sort of credit 
reference problem in a much more 
holistic way, versus today just saying to 
our customers, ‘hey, here’s all the data, 
do with it as you wish’.”

Even a well-executed implementation 
of open banking comes with its issues. 
Moneyline’s overnight switch to open 
banking highlighted some of the current 
weaknesses of the system.

The switch initially caused 70 per cent 
of Burridge’s new applicant customers 
to drop off during the application 
process, a figure that gradually 
improved and today sits at 30 per cent—
around where the lender was online 
applicants pre-Covid.

“The challenge is about that 
understanding of why [applicants] need 
to do it,” says Crichton. “It’s not a big 
barrier for some, but it’s a huge barrier 
for others.”

Many low-income borrowers either 
don’t have access to online banking, use 
multiple bank accounts, or have had a 
bad experience with applying for credit 
in the past, all of which contributes to 
the drop-off rate.

And even when borrowers did grant 
access, the data wasn’t always good 
enough for Moneyline to use without 
double-checking for errors, especially 
around income categorisation. As 
Moneyline’s customer base often 
avoid supermarkets, direct debits and 
spend sporadically, a basic income 
categorisation often simply isn’t good 
enough.

“Actually, a customer is paying their 
bills consistently and paying well, but 
these are hidden bills because they’re 
using recurring card payments or 
PayPoint at a corner shop that isn’t 
categorised as a corner shop,” says 
Crichton, who points to independent 
stores as a good example of often 
wrongly categorised spending.

Miscategorising a takeaway as 
‘groceries’ in a banking app is one thing, 
but when that categorisation data is 
being used to make lending decisions, it 
can become a big stumbling block.

At the same time, larger lenders 
remain wary of changing too 
dramatically away from the credit 

bureau data that’s baked into their 
lending processes. 

“Super-regulated customers... they’re 
not necessarily fully relying on open 
banking simply because the risk is too 
great for them if it’s wrong,” explains 
Vaid.

Forward Looking
Ultimately it seems clear the direction 
of travel is from credit bureau-based 
lending towards bank transaction-based 
lending, empowered by open banking 
data.

And while forward-thinking lenders 
like Moneyline, Zopa, Iwoca and others 
are embracing the change, the question 
is how long it will take open banking 
providers to improve their data to the 
point where legacy lenders make the 
switch.

“This method of credit decisioning 
will, I think, eventually become the de 
facto method because it’s much more 
dynamic,” says Vaid. “If you think of 
some of the drawbacks of a credit 
reference agency, your data records are 
much more passive, they can often be 
three- or six-months stale, and the data 
pool generally covers a very limited part 
of the population.”

All those things can be nullified or 
removed in an open banking-based 
lending process, whilst also opening 
the door to future possibilities like more 
responsible lending based on the type of 
spending or to dynamically reprice loans 
based on spending data.

“I think it’s very clear 
that open banking 
players can do this 
in a much better 
way than then credit 
reference agencies.”

Source: Starling Bank / Lensi Photography.
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Alternative 
Lending’s Big Break
Covid-19 shone a light on alternative lenders, 
but what’s in store next for the sector?

In a year where small businesses have 
been some of the hardest hit, it’s safe 

to say that alternative lenders stepped 
up to the plate. 

Early on in the crisis, many SMEs 
were left out of the government-backed 
funding schemes and were worried that 
cash wouldn’t be deployed fast enough 
to save them from going under. 

Quickly, alternative lenders and 
digital banks began to gain accreditation 
from the British Business Bank to help 
dish out some of the cash to Covid-19-hit 
SMEs.

But, a year on and nearly out the 
other side of the crisis, where is small 
business lending across the UK and 
Europe heading next?

Hindsight Is 2020
A recent survey of alternative lending 
executives conducted by AltFi found 
that the vast majority of alternative 
finance providers have been adversely 
affected by Covid-19. Nearly two thirds 
(60 per cent) said that their lending was 
impacted adversely by the pandemic, 
while the remaining 40 per cent were 
unaffected.

Looking back over the past 12 
months, the impact of Covid-19 on the 
alternative lending sector is undeniable, 
but many still remain incredibly 
optimistic for the future. 

“I feel more confident in the context 
of where we are post-pandemic,” 
said Simon Cureton, CEO of lending 
marketplace Funding Options, which 
works with the likes of Capital on Tap, 
Funding Circle, Iwoca and Market 
Finance to name but a few. “From an 
economic perspective, we could really 
start to see a resurgence in the economy 
throughout the rest of the year and into 
2022.”

“I think we are going to see an 
increase in tech and data-driven 
solutions that are very much bespoke 
to SME needs on an individual basis. 
Also, a lot of providers were forced to 
adopt new digital methods for the first 
time and over the last year, we’ve seen 
so much digital innovation which is just 
going to continue,” Cureton explained.

This was a story as old as time, 
big banks unable to quickly adapt to 
the ever-changing situation at the 
beginning of the pandemic, while 
smaller alternative lenders “were much 
more agile and able to pivot quickly 
to changing market conditions,” the 
Funding Options CEO added.

Confidence Is Key
While looking back over the past year is 
useful to see where alternative lending 
is going to end up, it’s not the only way.

“You’re always going to learn from 
how things have gone over the last few 
months, but there’s a lot to take out that 

60% of finance 
providers said 

their lending was 
adversely impacted by 
Covid-19

Simon Cureton, CEO of Funding Options.

Source: Thomas Ashlock on Unsplash.
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I think is very positive,” Cureton said. 
A recent AltFi survey asked executives 
from the alternative lending sector 
how optimistic they were for the future 
of alternative lending compared to 
the end of 2020 and the results are 
overwhelmingly positive.
Of those surveyed, 80 per cent said 
they were more confident for the future 
of alternative lending today, while the 

remaining fifth said they were less 
confident.

“We haven’t seen a lack of confidence 
in our investor base and there certainly 
has been no lack of appetite from 
borrowers,” said Roy Warren, managing 
director of alternative lender Folk2Folk.

“We’ve seen significant growth off 
the back of the fact that banks aren’t 
lending money at the level that they 
probably should be. We pride ourselves 
on funding diversification in the sector 
and, post-Brexit, that’s going to be 
a key market development, I really 
can’t see many banks supporting their 
diversification as much as we are,” 
Warren continued. 

Location, Location, 
Location
Throughout the pandemic, alternative 
finance providers have been calling out 
for the government to use them as much 
as possible to help support the UK’s 
SMEs, an opinion that both Warren and 
Cureton echo.

“It was disappointing when Covid-19 
first hit and the reaction of the 
government was to turn their attention 
immediately to supporting the main 
banks. Seeing traditional banks as much 
more of the solution, rather than the 
alternative finance sector,” Cureton said.

“I think it’s about time the 

government takes the sector seriously 
and level the playing field in terms 
of funding schemes, which massively 
privileges banks and not alternative 
lenders. I’m hopeful that this will 
happen, but in my opinion, what needs to 
happen is a mindset shift.”

In the early days of the first UK 
lockdown back in March 2020, fintechs 
up and down the country were calling on 
the government to help regional players 
as well as firms in big regional hubs like 
London and Manchester. 

The Kalifa Review, published in 
February 2021, suggested the creation of 
specific regional hubs to solidify the idea 
that London is not the be-all and end-all 
of fintech—a sentiment some might 
question.

With Folk2Folk having a purely 
regional approach to lending, it’s 
no surprise that Warren sees more 
financial hubs springing up with the help 
of alternative finance providers. “We 
want to help level up regions across 
the UK by directing investment into 
businesses located in the more sparsely 
populated rural parts of the UK,” he 
said.

At the end of the day, it’s too hard to 
tell exactly what will happen over the 
next 12 months or so, but if the last year 
is anything to go by, it’s safe to say that 
alternative lending will always rise to 
the challenge.

We’ve seen 
significant 
growth off 
the back of 
the fact that 
banks aren’t 
lending 
money at 
the level 
that they 
probably 
should be.

80% of finance 
providers 

said they were 
more confident

Roy Warren, Managing Director of Folk2Folk.
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